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PRESIDENT’S MESSAGE

Throughout America’s history, there have been
some years that appeared to roll into the next
without much notice or fanfare. Budgets are pro-
posed that offer some new programs or eliminate
an initiative, but by and large continuity reigns.

Then there are the years that come along
once in a generation, when we look at where the
country has been and recognize that we need a
break from a troubled past, that the problems we
face demand that we begin charting a new path.
This is one of those years.

We start 2009 in the midst of a crisis unlike
any we have seen in our lifetimes. Our economy
is in a deep recession that threatens to be deeper
and longer than any since the Great Depression.
More than three and a half million jobs were lost
over the past 13 months, more jobs than at any
time since World War II. In addition, another 8.8
million Americans who want and need full-time
work have had to settle for part-time jobs. Manu-
facturing employment has hit a 60-year low. Our
capital markets are virtually frozen, making it
difficult for businesses to grow and for families to
borrow money to afford a home, car, or college ed-
ucation for their kids. Many families cannot pay
their bills or their mortgage payments. Trillions
of dollars of wealth have been wiped out, leav-
ing many workers with little or nothing as they
approach retirement. And millions of Americans
are unsure about the future—if their job will be
there tomorrow, if their children will be able to
go to college, and if their grandchildren will be
able to realize the full promise of America.

This crisis is neither the result of a normal
turn of the business cycle nor an accident of his-
tory. We arrived at this point as a result of an era
of profound irresponsibility that engulfed both

private and public institutions from some of our
largest companies’ executive suites to the seats
of power in Washington, D.C. For decades, too
many on Wall Street threw caution to the wind,
chased profits with blind optimism and little re-
gard for serious risks—and with even less regard
for the public good. Lenders made loans without
concern for whether borrowers could repay them.
Inadequately informed of the risks and over-
whelmed by fine print, many borrowers took on
debt they could not really afford. And those in
authority turned a blind eye to this risk-taking;
they forgot that markets work best when there
is transparency and accountability and when the
rules of the road are both fair and vigorously en-
forced. For years, a lack of transparency created
a situation in which serious economic dangers
were visible to all too few.

Thisirresponsibility precipitated the interlock-
ing housing and financial crises that triggered
this recession. But the roots of the problems we
face run deeper. Government has failed to fully
confront the deep, systemic problems that year
after year have only become a larger and larger
drag on our economy. From the rising costs of
health care to the state of our schools, from the
need to revolutionize how we power our economy
to our crumbling infrastructure, policymakers in
Washington have chosen temporary fixes over
lasting solutions.

The time has come to usher in a new era—
a new era of responsibility in which we act not
only to save and create new jobs, but also to lay
a new foundation of growth upon which we can
renew the promise of America.

This Budget is a first step in that journey. It
lays out for the American people the extent of
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the crisis we inherited, the steps we will take to
jumpstart our economy to create new jobs, and
our plans to transform our economy for the 21st
Century to give our children and grandchildren
the fruits of many years of economic growth.

It is true that we cannot depend on govern-
ment alone to create jobs or to generate long-term
growth. Ours is a market economy, and the
Nation depends on the energy and initiative of
private institutions and individuals. But at this
particular moment, government must lead the
way in providing the short-term boost neces-
sary to lift us from a recession this severe and
lay the foundation for future prosperity. That’s
why immediately upon taking office, my Admin-
istration worked with the Congress to pass the
American Recovery and Reinvestment Act. This
plan’s provisions will put money in the pockets
of the American people, save or create at least
three and a half million jobs, and help to revive
our economy.

This moment is one of great paradox and
promise: while there are millions of Americans
trying to find work, there is also so much work
to be done. That’s why the Recovery Act and our
Budget will make long overdue investments
in priorities—like clean energy, education,
health care, and a new infrastructure—that are
necessary to keep us strong and competitive in
the 21st Century.

To finally spark the creation of a clean energy
economy, we will make the investments in the
next three years to double our Nation’s renew-
able energy capacity. We will modernize Federal
buildings and improve the energy efficiency of
millions of American homes, saving consumers
and taxpayers billions on our energy bills. In the
process, we will put Americans to work in new
jobs that pay well—jobs installing solar panels
and wind turbines; constructing energy efficient
buildings; manufacturing fuel efficient vehicles;
and developing the new energy technologies that
will lead to even more jobs and more savings,
putting us on the path toward energy indepen-
dence for our Nation and a cleaner, safer planet
in the process.

To improve the quality of our health care while
lowering its cost, we will make the immediate in-
vestments needed to computerize all of America’s
medical records within five years while protect-
ing the privacy of patients. This is a necessary
step to reducing waste, eliminating red tape,
and avoiding the need to repeat expensive medi-
cal tests. We also will fundamentally reform our
health care system, delivering quality care to
more Americans while reducing costs for us all.
This will make our businesses more competi-
tive and ease a significant and growing burden
middle-class families are bearing.

To give our children a fair shot to thrive in a
global, information-age economy, we will equip
thousands of schools, community colleges, and
universities with 21st Century classrooms, labs,
and libraries. We’ll provide new technology and
new training for teachers so that students in Chi-
cago and Boston can compete with kids in Beijing
for the high-tech, high-wage jobs of the future.
We will invest in innovation, and open the doors
of college to millions of students. We will pursue
new reforms—Ilifting standards in our schools
and recruiting, training, and rewarding a new
generation of teachers. And in an era of skyrock-
eting college tuitions, we will make sure that the

doors of college remain open to children from all
walks of life.

To create a platform for our entrepreneurs
and workers to build an economy that can lead
this future, we will begin to rebuild America for
the demands of the 21st Century. We will repair
crumbling roads, bridges, and schools as well as
expand broadband lines across America, so that
a small business in a rural town can connect and
compete with its counterparts anywhere in the
world. And we will invest in the science, research,
and technology that will lead to new medical
breakthroughs, new discoveries, and entire new
industries.

Regaining our economic strength also is criti-
cal to our national security. It is a major source
of our global leadership, and we must not let it
waver. That’s why this Budget makes critical in-
vestments in rebuilding our military, securing our
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homeland, and expanding our diplomatic efforts
because to provide for the security of the United
States we need to use all elements of our power.
Moreover, to honor the service of those who have
worn our military’s uniform, we will make the in-
vestments necessary to take care of our veterans.

For these initiatives to lay a foundation for
long-term economic growth, it’s important that
we not only change what Washington invests
in, but how Washington does business. We must
usher in a new era of responsibility in which we
empower citizens with the information they need
to hold their elected representatives accountable
for the decisions they make. We need to put tired
ideologies aside, and ask not whether our Govern-
ment is too big or too small, or whether it is the
problem or the solution, but whether it is working
for the American people. Where it does not, we
will stop spending taxpayer dollars; where it has
proven to be effective, we will invest. This is the
approach, for example, we have begun in allocat-
ing funds to education, health care, and national
security. And as we continue the budgetary pro-
cess, we will identify more cuts and reallocations
for the full Budget presented this spring, and un-
dertake efforts to reform how the programs you
fund are managed so that overruns are avoided,
waste is cut, and you get the most effective and
efficient Government possible.

In the little more than a month my Administra-
tion has had in office, we have not had the time
to fully execute all the budget reforms that are
needed, and to which I am fully committed. Those
will come in the months ahead, and next year’s
budget process will look much different.

But this Budget does begin the hard work
of bringing new levels of honesty and fairness
to your Government. It looks ahead a full 10
years, making good-faith estimates about what
costs we would incur; and it accounts for items
that under the old rules could have been left
out, making it appear that we had billions more
to spend than we really do. The Budget also be-
gins to restore a basic sense of fairness to the
tax code, eliminating incentives for companies
that ship jobs overseas and giving a generous

package of tax cuts to 95 percent of working
families.

Finally, while we have inherited record budget
deficits and needed to pass a massive recovery
and reinvestment plan to try to jump-start our
economy out of recession, we cannot lose sight of
the long-run challenges that our country faces and
that threaten our economic health—specifically,
the trillions of dollars of debt that we inherited,
the rising costs of health care, and the growing
obligations of Social Security. Therefore, while
our Budget will run deficits, we must begin the
process of making the tough choices necessary
to restore fiscal discipline, cut the deficit in half
by the end of my first term in office, and put our
Nation on sound fiscal footing.

Some may look at what faces our Nation and
believe that America’s greatest days are behind
it. They are wrong.

Our problems are rooted in past mistakes, not
our capacity for future greatness. We should never
forget that our workers are more innovative and
industrious than any on earth. Our universities
are still the envy of the world. We are still home
to the most brilliant minds, the most creative en-
trepreneurs, and the most advanced technology
and innovation that history has ever known. And
we are still the Nation that has overcome great
fears and improbable odds. It will take time, but
we can bring change to America. We can rebuild
that lost trust and confidence. We can restore op-
portunity and prosperity. And we can bring about
a new sense of responsibility among Americans
from every walk of life and from every corner of
the country.

Barack OBama

TraE WHITE HOUSE,
FEBRUARY 26, 2009.






INHERITING A LEGACY OF
MISPLACED PRIORITIES

Over the decades, the United States has grown
and prospered when all Americans have shared
in the opportunities created by our economy.
Bottom-up growth that empowers hardworking
families to climb the ladder of success and raise
their children with security, opportunity, and
hope for the future lies at the heart of the Ameri-
can dream. It is the responsibility of our elected
leaders to create the conditions for our people to
aim high, work hard, and realize the full promise
of American life.

Yet for far too long, the resilience, optimism,
and industriousness of the American people have
been frustrated by irresponsible policy choices
in Washington. Prudent investments in educa-
tion, clean energy, health care, and infrastruc-
ture were sacrificed for huge tax cuts for the
wealthy and well-connected. In the face of these
trade-offs, Washington has ignored the squeeze
on middle-class families that is making it hard-
er for them to get ahead. Our Government has
spent taxpayer money without making sure the
numbers add up and without making it clear and
understandable to the American people where
their money was being spent. Tough choices have
been avoided, and we have failed to make the
wise investments we need to compete in a global,
information-age economy.

While middle-class families have been playing
by the rules, living up to their responsibilities as
neighbors and citizens, those at the commanding
heights of our economy have not. They have tak-
en risks and piled on debts that while seemingly
profitable in the short-term, have now proven to
be dangerous not only for their individual firms
but for the economy as a whole. With loosened
oversight and weak enforcement from Wash-
ington, too many cut corners as they racked up

record profits and paid themselves millions of
dollars in compensation and bonuses. There’s
nothing wrong with making money, but there
is something wrong when we allow the playing
field to be tilted so far in the favor of so few.

This is the legacy that we inherit—a legacy
of mismanagement and misplaced priorities,
of missed opportunities and of deep, structural
problems ignored for too long. It’s a legacy of
irresponsibility, and it is our duty to change it.

A DEEP AND DESTRUCTIVE RECESSION

No one reading this report needs to be told
that our economy is in crisis. We have lost jobs
for 13 consecutive months for a total of 3.6 mil-
lion jobs lost. According to the Bureau of Labor
Statistics, more jobs were lost last year than in
any year since data collection of this kind began
in 1939 (see Figure 1, Annual Change in Payroll
Employment, 1940-2008). In percentage terms,
the job loss in the current recession is the worst
since the early 1980s (see Figure 2, Job Losses in
Five Recessions).

Many newly unemployed workers will be fac-
ing long odds when they try to find another good
job. Since the start of the recession, the number
of those unemployed for 27 weeks or more has
risen by 1.3 million including a 440,000-person
increase in December 2008 and January 2009.
Increasingly, workers are giving up looking for
work or involuntarily settling for part-time work;
in fact, the underemployment rate, which mea-
sures all those out of work or underemployed for
economic reasons, rose to 13.9 percent in Janu-
ary 2009 (see Figure 3, The Underemployment
Rate).



A NEW ERA OF RESPONSIBILITY

Figure 1

1940-2008

Millions of jobs

Annual Change in Payroll Employment

ing Employment). Housing starts
and permits continue to fall; in
fact, the U.S. Census reported that
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housing starts were at the lowest
levels since monthly recording
of these data began in 1959 (see
Figure 5, Housing Starts). At the
same time, mortgages in the fore-
closure process increased 204 per-
cent between October 2006 and
October 2008, and over 1 million
properties went into foreclosure
in 2008.

Unsurprisingly, consumer

1940 1948 1956

Source: Bureau of Labor Statistics.

1964 1972 1980 1988

1996

Note: Values reflect December to December changes in seasonally-adjusted payroll employment.

2004 confidence too is at an all time

low (see Figure 6, Consumer
Confidence). Some Americans

Every sector of our economy has been affect-
ed by this recession. The automobile industry,
which required a Government rescue this past
winter, has shed 204,000 jobs since the start of
this recession. Over the last year, the Big Three
automakers have seen sales plunge anywhere
between 39 and 55 percent. Manufacturing as a
whole has been hard hit with employment fall-
ing to a 60-year low (see Figure 4, Manufactur-

are unable to keep up with the
mounting bills and dwindling
prospects: last fiscal year, personal bankrupt-
cy filings topped 1 million, an increase of al-
most 30 percent from 2007. The overall picture
is bleak: GDP fell at a 3.8 percent annualized
rate in the last quarter of 2008, the biggest
economic contraction in more than a quarter
of a century.

A central cause of this sudden downturn has
been a meltdown in our capital

Figure 2

Percent decline from business cycle peaks
0.5

Job Losses in Five Recessions

and credit markets. The subprime
mortgage crisis is the result of a
perfect storm of excessive risk-
taking by both investors and bor-

rowers, inadequate disclosure,

0-"\IIIIIIIIIIIIIIIII'IIIIIII
-0.5+4
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Peak Months
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non-existent or myopic oversight,
market gatekeepers compromised
by conflicts of interest, and irre-
sponsible lending to thousands of
Americans who, when offered the
chance to own their own home,
were advised to throw caution to
the wind. Through sophisticated
financial engineering, bad loans

DEC 2007 made on Main Street made their

e o o o o I o o o B o I e e
0 2 4 6 8 10 12 14 16 18 20 22 24 26 28 30 32 34 36 38 40 42 44 46

Months from Peak

Source: Employment data from Bureau of Labor Statistics. Business cycle peak dates from National Bureau of
Economic Research.

way onto the books of some of the
largest firms on Wall Street, and
then were sold to pension funds
and individual investors around
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The Underemployment Rate

Figure 3

U-6—Total unemployed, plus discouraged
workers, plus all other marginally attached
workers, plus total employed part time for
economic reasons as a percent of the
civilian labor force plus discouraged
workers and all other marginally attached
workers.

U-6—Underemployment Rate

U-3—Official Unemployment Rate

the world. Once the real estate
market began to cool, loans de-
faulted at alarming numbers, these fgrcem
complex financial products started
to lose their value, and the credit 14
boom unraveled, erasing enormous
wealth for both families and busi- 127
ness as well as the jobs fueled by 10 =
consumer spending.
8_

The resulting collapse laid low 6
some of the most prominent fi-
nancial institutions in the Ameri- 4
can economy, and has wiped out »
trillions of dollars in wealth and
retirement savings for millions of 0
Americans who thought they had 1994 1995
successfully provided for their
golden years. Uncertainty about

Source: Bureau of Labor Statistics.

1997 1999 2001 2003 2005 2006 2008

how far and wide the contagion

has spread has brought our financial system
to a near standstill. Loans to consumers, small
businesses, and other borrowers are hard to
come by, and likewise, the mortgage squeeze
acts as a brake on the return of housing de-
mand. The injection of unprecedented amounts
of funds by the Federal Reserve and through
the Troubled Asset Relief Program (TARP) at-
tempted to restore confidence in the financial
markets to get capital flowing

AN ANEMIC RECOVERY ALREADY HAs HURT
AMERICAN FAMILIES

Adding insult to injury, American families have
entered this recession weakened by the anemic
recovery from the last downturn at the beginning
of this decade. For millions of Americans, the re-
covery from 2001 through 2007 was hardly one at
all. Measured by job gains, the economic recovery

once more and has slowed or per-
haps halted the meltdown—but it
has not been enough to fully re-
store confidence and the smooth

Manufacturing Employment is Lower than at

Millions of employees

Figure 4

Any Time Since 1946

operation of credit markets. A | 20
lack of trust still pervades mar- 19 -
kets. When that happens, inves- 184
tors pull their money out of the
market, depositors make runs at | 177
banks, and banks stop lending | 164
to companies and to one anoth- | |

er. Because of this lack of trust,

our credit markets are effectively | 14

still frozen. As a result, business- 13 -

es are unable to expand, families | |

are unable to finance a new home,

a new car, or a college education | ;=T

for their kids; and our economy
suffers.

Source: Bureau of Labor Statistics.

1960 1967 1974 1981 1988 1995 2002 2009
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Figure 5

an All-Time Low

Millions of housing units per month
3.0

Housing Starts have Reached

Figure 7, 2000s Economic Recov-
ery Brought Weakest Job Gains).
Real wages also showed very little
improvement in the latest expan-

2.5

2.0

1.5+

1.0+

0.5

sion, rising on average at an annu-
alized rate of just 0.1 percent each
month, compared with 0.7 percent
during the 1990s expansion.

On top of that, this was the first
economic recovery since World
War II where real median house-
hold income did not rise above its
previous peak (see Figure 8, Real
Median Household Incomes). Be-

0
1960 1966 1972

Source: U.S. Census Bureau.

1978 1984 1990 1996

tween 2000 and 2007, median in-
come among households headed
by those under 65 fell by $1,951.
To keep up, more and more Amer-

2002 2008

in the 2000s was the weakest one in a generation.
From 2001 to 2007, the period in which the econo-
my was expanding as measured by the growth in
output, only 99,000 jobs were created each month
on average. The period began with an outright
decline in employment that did not end until
2003. Average job gains were more than twice as
large during the expansions of the 1980s (228,000
a month) and the 1990s (200,000 a month) (see

icans have turned to credit and
debt: by 2007, household debt as a percentage
of disposable personal income was 133.7 per-
cent. And some Americans have not been able
to keep up, falling out of the middle class and
into poverty. From 2000 to 2007, the number of
Americans living in poverty increased by near-
ly 5.7 million, and 1.7 more children lived in
poverty in 2007 than in 2000. In fact, 18 per-
cent of children, about 13 million in total, lived

in poverty in 2007.

Figure 6

Forty-Year Low

1985 =100

Consumer Confidence Has Fallen to a

IGNORING OUR LONG-TERM
CHALLENGES
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As the typical family saw its
income decline and the under-
pinnings of our economic growth
become increasingly unsustain-
able, nothing was done to ad-
dress these mounting problems.
These problems then were made
worse by policies that benefited
those at the top at the expense
of almost all Americans and by
a failure to tackle some of the

0
1967 1972 1977 1982 1987 1992

Source: Conference Board, monthly values interpolated 1966-1977.

1998

most significant, structural im-
pediments to long-term economic
growth.

2003 2008
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Growing Imbalance: Accumulating
Wealth and Closing Doors to the Middle
Class

For the better part of three decades, a dispro-
portionate share of the Nation’s wealth has been
accumulated by the very wealthy. Technological
advances and growing global competition, while
transforming whole industries—and birthing
new ones—has accentuated the trend toward ris-
ing inequality. Yet, instead of using the tax code to
lessen these increasing wage disparities, changes
in the tax code over the past eight years exacer-
bated them.

According to the Internal Revenue Service, the
Nation’s top 400 taxpayers made more than $263
million on average in 2006, but paid income taxes
at the lowest rate in the 15 years in which these
data have been reported. In constant dollars, the
average income of the top 400 taxpayers nearly
quadrupled since 1992.

It’s no surprise, then, that wealth began to be
ever more concentrated at the top. By 2004, the
wealthiest 10 percent of households held 70 per-
cent of total wealth, and the combined net worth
of the top 1 percent of families was larger than
that of the bottom 90 percent. In fact, the top 1
percent took home more than 22

beyond has become harder and harder to climb.
The American dream has slowly slipped beyond
the grasp of millions as we have deliberately ig-
nored the very investments in our people that
strengthen the middle class and neglected the
drivers of economic growth that will sustain our
economy for the long run.

Education

We know that the key to success in the 21st
Century lies in investing in our people—in giv-
ing the chance to get a world-class education
from cradle to career. Economists from across the
spectrum agree that in this digital age, a highly-
educated and skilled workforce is critical not only
to individual opportunity, but also to the overall
success of our economy. The more people we edu-
cate to the highest standards possible, the bet-
ter off all of us will be. Yet too many children are
not getting the world-class education that they
deserve and that they need to thrive in this infor-
mation-age economy.

Research has shown that there is a high return
for investments made in high-quality, compre-
hensive programs supporting disadvantaged chil-
dren, and their families, from birth. Some studies
show that for every dollar invested, there is a $4

percent of total national income,
up from 10 percent in 1980 (see
Figure 9, Top One Percent of Earn-
ers). And these disparities are felt

2000s Economic Recovery Brought
Weakest Job Gains in a Generation

Thousand jobs per month

Figure 7

Average Net Jobs Per Month, 1974-2008

far beyond one’s bank statement 500
as several studies have found a 200-
direct correlation between health
outcomes and personal income. 300+
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There is nothing wrong with
1004
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money. But there is something 0

Average of 228,000
Jobs/Month During
1980s Expansion

.

Average of 200,000
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1990s Expansion

Average of 99,000
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2000s Expansion
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wrong when the opportunity for
all Americans to get ahead, to en-
ter the middle class, and to create
a better life for their children be-

-1004
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I

comes more and more elusive. That
is what has been happening: The
ladder into the middle class and

00
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Figure 8

Dollars in thousands

Real Median Household Incomes Have Not
Returned to the Levels Reached in the 1990s

gyms and cafeterias; and one in
four schools report that teachers
do not have their own classrooms
in which to teach.
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Another part of the problem is
that when these students gradu-
ate from high school and look to-
ward continuing their education,
they face high costs of college
attendance. The average tuition
and fees at public, four-year in-
stitutions between the 2000-2001
school year and 2008-2009 year
increased by more than 26 per-
cent, after adjusting for inflation

Source: U.S. Census Bureau.
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and increases in tax credits and
financial aid (see Figure 10, Aver-
age Annual Undergraduate Tu-

to $9 return to society in higher earnings, higher
graduation and employment rates, less crime,
decreased need for special education services,
less use of the public welfare system, and better
health. However, we have yet to make a serious
commitment to our youngest learners.

From kindergarten through high school, too
many of our students are falling behind. Accord-
ing to the National Assessment of Educational
Progress, the Nation’s Report Card, in 2007 only
one-third of fourth-graders was able to demon-
strate solid academic performance in reading.
Similarly, only 31 percent of eighth-graders dem-
onstrated solid academic performance, a per-
centage that has remained stagnant since 1992.
Achievement levels are similarly disappointing
in mathematics.

We have not yet created a credible system of
accountability for strong outcomes and a way to
provide teachers and principals with the tools
they need to get results. The problem is exac-
erbated by our failure to invest in the physical
structures of our schools. A 2004 report by the
National Center for Education Statistics found
that 8.5 percent of public schools have exceeded
their capacity; in almost one out of five schools,
teachers have to teach in common areas such as

ition). It’s no surprise, then, that
60 percent of college students graduate with
debt, and the typical debt load is over $20,000.
Facing numbers like these, many students will
simply decide that they cannot afford college,
and many more already in college will decide
that they cannot afford to stay. While 94 per-
cent of high school students in the top quintile
of socioeconomic status continue on to post-sec-
ondary education, only 54 percent of those in the
bottom quintile do so.

If all our young children are not able to go to
a high-quality school with modern facilities and
great teachers and if older students are unable
to afford to go to college and stay there until
graduation, there is no way that our economy will
be able to expand opportunity, strengthen the
middle class, and compete in a global economy:.

Health Care

One of the other big drains on family bud-
gets and on the performance of the economy as
a whole has been the increasing costs of health
care. Yet the evidence suggests that substantial
reductions in costs could be achieved without sac-
rificing the quality of health care delivered. And
in part because of the high costs of the current
system, too many Americans remain uninsured
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or underinsured—causing them to
forgo needed care and to bear un-
necessary financial risks.

25%

Top One Percent of Earners Have Been

Share of total income accruing to top one percent

Figure 9

Increasing Their Share

Since 2000, health insurance pre-
miums have increased faster than
worker’s earnings. After adjusting
for inflation, family health insur-
ance premiums have increased by
58 percent while workers’ wages
have increased only 3 percent (see
Figure 11, Family Health Insurance
Premiums). In 2007, 17 million in-
sured Americans spent more than
10 percent of their salary on health
care, and 25 million Americans are 0

20% -
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underinsured, without enough cov-
erage to keep costs in check.
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Source: Piketty and Saez (2003), updated by authors.

Over the past eight years, the

number of uninsured in America has jumped by
6.9 million and now totals 45.7 million Ameri-
cans. Moreover, the number of people who have
gone without health insurance for at least some
portion of the previous 12 months tops 60 mil-
lion. Many of those are people whom insurers
will not cover because they have existing medi-
cal problems. Millions more have insurance, but
could lose access as soon as they develop a seri-
ous medical problem. These Americans suffer, but
their lack of health care options impacts all of us:
every time an uninsured person walks into an
emergency room because there is nowhere else to
turn, a hidden tax is imposed on other citizens as
premiums go up.

At the same time, health care costs are impos-
ing large burdens on families—often in unexpect-
ed ways. Workers’ take-home pay is constrained
by health insurance costs to a degree that is
both underappreciated and unnecessarily large.
For instance, as mentioned earlier, at the state
government level, evidence suggests that ris-
ing health care costs have crowded out support
for higher education—raising tuition levels and
impairing the quality of public higher educa-
tion. Overall, health care is consuming an ever-
increasing amount of our Nation’s resources: in
1970, health care expenditures were 7 percent of

GDP; now, it’s 16 percent; and at this rate will hit
nearly 20 percent by 2017.

We have a substantial opportunity to improve
the efficiency of our health sector. Costs vary wide-
ly across areas of the United States, but evidence
suggests that the high-cost areas do not generate
better health outcomes than the lower-cost ones.
Costs are twice as high at some of our Nation’s
leading medical centers than at others—and
again the high-cost centers do not generate better
outcomes than the lower-cost ones. Academic re-
searchers suggest that costs could be reduced by
as much as 30 percent—or roughly $700 billion a
year—while protecting the quality of health care
delivered if the high-cost areas and hospitals ad-
opted the practices of the low-cost ones. Accord-
ing to Institute of Medicine estimates, as many as
100,000 Americans die each year due to prevent-
able medical errors. Only four cents of every dol-
lar spent on health care goes to preventive care.
And while the United States leads the world in
health care expenditures by a wide margin, our
health outcomes often fall short of those achieved
by other developed countries.

The bottom line is that the current path of ris-
ing health care costs is unsustainable, not only



12

A NEW ERA OF RESPONSIBILITY

Figure 10

Dollars in thousands
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Average Annual Undergraduate Tuition, Room and Board
for Public Four-Year Institutions (List and Net Prices)

Investing in the future has been
critical to long-term economic
growth and creating high-paying
jobs for our people throughout our

[ List Price
144 [l Net Price (net of average grant and education tax benefits)

12

104

1994-95  1996-97

Source: College Board.

1998-99 2000-01 2002-03 2004-05

2006-07

history. Yet, over the past several
years, we've been delinquent in
making these down payments on
future growth.

Infrastructure

As our society becomes more
mobile and interconnected, the
need for 21st Century transpor-
tation networks has never been
greater. As our economy slows,
repairing and upgrading our in-
frastructure is an effective way
to revive it and create new jobs.

2008-09

for the Federal Budget but also for family bud-
gets.

FAILURE TO INVEST IN THE FUTURE

America’s prosperity has always risen from
the ground up, seeded by the hard work and
ingenuity of our workers, inventors, and en-
trepreneurs. But germs of a good idea or a
new way of doing business cannot take root
and flourish without the Nation preparing the
conditions for growth. That takes sound man-
agement of the economy; access to capital; and
investments in science, technology, and infra-
structure. That’s why we built the great land-
grant universities as our Nation expanded
west, sent the Greatest Generation to college
on the G.I. Bill, and invested in science and
technology at the height of the Cold War. It’s
why previous generations built the Erie Canal
at the start of the 19th Century, the transcon-
tinental railroad after the Civil War, and the
interstate highway system in the 1950’s. It’s
why we electrified rural America during the
depths of the Great Depression and laid fiber
optic cables in our own time.

In the longer term, infrastruc-
ture investment will enable the United States
to compete with the rest of the world and keep
good jobs here at home. After all, in this day
and age, businesses can now locate almost any-
where in the world and bring the jobs they cre-
ate with them—and a modern infrastructure is
critical if those jobs are to come to and stay in
America.

Yet too many of our Nation’s railways, high-
ways, bridges, airports, and neighborhood streets
are not keeping up with the needs of our Nation
due to lack of investment and strategic long-
term planning. The American Society of Civil
Engineers gives our country’s infrastructure the
grade of a “D.” The unsatisfactory condition and
operational performance of our roads and bridges
carries real costs from billions of dollars in car
repairs to wasted fuel and time. The Texas Trans-
portation Institute 2007 Urban Mobility Report
estimates that drivers experienced over 4.2 bil-
lion hours of delay and wasted approximately 2.9
billion gallons of fuel in 2005.

Looking forward, we are behind in building
the infrastructure that we need to compete in
the global, information-age economy and are at
risk of losing our Nation’s scientific dominance.
Over the last three decades, Federal funding
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for the physical, mathematical,
and engineering sciences has
declined as a percentage of GDP
at a time when other countries

Since 2000 Family Health Insurance Premiums Have

Increased Much Faster than Workers' Real Earnings
Index Levels 2000 = 100

Figure 11

Inflation Adjusted Family Health Insurance Premiums
Have Increased 58% Since 2000

While Real Hourly Earnings
Have Increased Just 3% Since 2000
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an insistence on putting dogma

ahead of science, the United States has fallen
behind in some of the most important, cutting-
edge research such as stem-cell research.

Clean Energy

This lack of investment in the future is most
glaring in the area of clean energy. For decades,
we have talked about the security imperative we
have to wean our Nation off foreign oil, which is
often controlled by those whose interests are in-
imical to ours. And in recent years, a consensus
has developed over the need to limit greenhouse
gas emissions, which produce global warming and
increase the risk of severe storms and weather
conditions that might ruin crops, devastate cities,
and destabilize whole regions. All of these facts
are reason enough to invest in clean energy tech-
nologies. But there is an economic imperative to
embrace these investments as well.

The clean energy sector presents us with im-
mense promise—to develop and dominate a new
industry sector and to create high-paying jobs
here at home. From new, highly fuel-efficient cars
to renewable sources of power, there are a host of
emerging technologies that can spur the growth
of new business while creating millions of new
jobs. Our economic competitors know that. That’s

why they are racing to dominate these industries
and to transform their economies.

Yet, the last Administration approached our
energy needs by focusing on finding more of the
fossil fuels we use now. As a result, we are still
addicted to fossil fuels and more dependent on
foreign oil than ever before. We have yet to make
important policy changes and critical investments
in the clean energy infrastructure that we’ll need
to transform our economy. Beyond clean energy,
we have not kept up with investing in the basic
science and research that will power this sector
and the entire economy in decades to come. In fact,
as a share of GDP, American Federal investment
in the physical sciences and engineering research
has dropped by half since 1970.

ERrR0ODING TRUST AND ACCOUNTABILITY

Government is able to work on behalf of the
people and attend to their immediate needs and
long-range problems when it truly is a govern-
ment of, by, and for the people. Part of what ails
our economy is a profound disconnect between
our leaders in Washington and the rest of the Na-
tion.
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Over the past eight years, policy was made be-
hind closed doors. In many cases, unprecedented
levels of secrecy have been invoked to block pub-
lic scrutiny. In such an environment, the well con-
nected and those who are able to hire high-priced
lobbyists were able to carve out huge loopholes in
our tax code, win massive subsidies that shifted
the tax burden to small businesses and the mid-
dle class, and obtain exemptions from the basic
rules of the road for themselves and their clients.
And they did this all without paying for it or be-
ing held to account. This must change.

Fiscal Irresponsibility

Another manifestation of irresponsibility is
the large budget deficits we are inheriting. These
deficits, over time, will harm economic growth
and impose burdens on our children and grand-
children. For the past eight years, in a time of eco-
nomic growth, the Government spent recklessly
on tax cuts for the few and hand-outs for the well-
off and well-connected, mismanaged billions of
dollars in taxpayer money, and failed to honor the
responsibilities we have to future generations.
Massive new programs have routinely been omit-
ted from the Budget to mask their true cost, while
a new entitlement program and massive tax cuts
were proposed and signed into law without any

attempt to pay for them. Between 2000 and 2008,
real Government outlays increased at a 3.6 per-
cent annual average rate, three times the 1.2 per-
cent annual average rate between 1992 and 2000.
This has helped turn a surplus of $236 billion at
the end of the Clinton Administration, that was
projected to grow still larger over time, into a def-
icit of more than $1 trillion in 2009. (see Figure
12, Surpluses Have Turned to Deficits). Further-
more, the amount of debt held by the public has
nearly doubled to $6.4 trillion from 2001 to 2008.
We are now living with the fallout of this deep fis-
cal irresponsibility.

Unfortunately, we are also inheriting the worst
economic crisis since the Great Depression—
which will force us to increase deficit spending
temporarily as we try to jumpstart economic
growth. This is an extraordinary response to an
extraordinary crisis, and as we come out of this
recession, we must return to the path of fiscal re-
sponsibility. It will mean tough choices—choices
that are tougher because of the legacy of fiscal
irresponsibility left to us.

Erosion of Market Oversight

Our Nation depends on private initiative and
on free markets. But the financial crisis has re-
minded us that without a watchful

Figure 12

Surpluses (Deficits) as share of GDP

Surpluses Have Turned to Deficits

eye, the markets can spin out of
control. In recent years, a dogmatic
deregulatory approach to our capi-
tal markets, driven by ideology
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rather than pragmatism, has now
put those very markets—the envy
of the world—in their most serious
crisis in decades. Policymakers for-
got that markets work when there
is transparency of financial infor-
mation for investors and consum-
ers alike; independent oversight;
and accountability enforced by ac-
tive and uncompromised regula-
tors. Because of deliberate policy
L decisions, balance sheets did not
accurately reflect the risks that
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more and more investors were exposed to them;
and conflicts of interest compromised the credit
rating agencies upon which investors relied. In-
vestors and consumers ended up participating
in complex transactions without full disclosure
of the relevant risks, and eventually these mort-
gages, credit card debts, and other loans ended up
costing many Americans dearly.

Because our regulatory system atrophied and
its patchwork quilt of different regulators and
standard-setters was left untouched, it failed to
keep pace with financial innovation. As a result,
investors were led into investments that they
neither understood nor were appropriate to their
risk profile, and many people took on debts that
they never could have hoped to pay. Corners were
cut, and rules were bent. At every level, some of
the most important market actors failed to live up
to their responsibilities and failed to do what in-
vestors need of them to invest their hard-earned
money wisely.

An Unresponsive Government

Itis no coincidence that the policy failures of the
past eight years have been accompanied by un-
precedented Governmental secrecy and unprece-
dented access by lobbyists and the well-connected
to policymakers in Washington. Consequently,
the needs of those in the room trump those of
their fellow citizens. We saw this with the Energy
Task Force convened in 2002. When a Supreme
Court order finally opened up its proceedings to
review, it became apparent that regulatory deci-
sions were made that reflected specific requests
by industry representatives with the Govern-
ment’s ear.

The growth of Federal contracting is another
instance where special interests benefited from
special access. Federal spending on contracts
more than doubled from about $208 billion in
2000 to more than $423 billion in 2006—and yet
the number of contract officers overseeing these
contracts remained flat. The value of contracts
not subject to full and open competition grew
from $48.6 billion to $112.5 billion during the
same period. Cost-type contracts that are partic-
ularly vulnerable to waste since they provide no
incentive to control costs increased more than 75
percent under the previous Administration.

This special-interest driven use of taxpayer
dollars shows up in the billions of dollars in im-
proper overpayments for Medicare and Medic-
aid, the billions that Federal taxpayers pay out
to fund corporate loopholes; and in the $4 billion
in Iraq-related spending auditors estimate is lost
to waste and ineffective programs. Most egre-
giously, we see this irresponsibility in the tens of
thousands of Federal contractors and Medicare
service providers who make money off of the Gov-
ernment, but fail to pay all their taxes—costing
us billions.

For the Nation to move out of this economic
crisis, and to put our country on the path to
productivity and growth, the American people
need its leaderstolive up to their responsibilities.
That means opening the doors to citizen input;
holding those entrusted with taxpayer dollars
accountable for their use; and setting strong,
enforceable rules of the road to keep our
markets free and fair. With a government that is
accountable to the people, we can jumpstart our
economy in a way that is both quick and wise,
and begin to make the long-term investments in
areas long neglected.






JUMPSTARTING THE ECONOMY AND
INVESTING FOR THE FUTURE

There are no quick and easy fixes to the reces-
sion plaguing our economy. This crisis has been
many years in the making, and it is likely to get
worse before it gets better. There is no doubt
that our Nation has the creativity, capability,
and industriousness to lift ourselves out of this
downturn and begin the process of transform-
ing our economy for the 21st Century. As we do
this, we need to remember that throughout our
history, the United States has grown and pros-
pered when all Americans have shared in the
opportunities created by our economy. While our
economy has made the transition from an agrar-
ian economy to an industrial one and on to an
information-age economy, this essential truth
has not changed: America thrives when all our
people have the chance to succeed.

The past eight years have discredited once and
for all the philosophy of trickle-down econom-
ics—that tax breaks, income gains, and wealth
creation among the wealthy eventually will work
their way down to the middle class. In its place,
we need economic opportunity to trickle up. We
need policies that will strengthen the middle
class and create the conditions to spur innova-
tion and sustainable economic growth. Some
may say that in this current environment this
is aiming too high. Settling never has been the
American way, and now is no time to lower our
sights. While we have inherited unprecedented
budget deficits and a weakened economy, now
is precisely the time for the country to make
the long overdue investments that will funda-
mentally transform our economy so that we can
compete and thrive in the decades ahead. As we
jumpstart our economy out of this recession, the
American people expect and demand that their
Government does so with unprecedented trans-
parency and accountability so that they know

where their tax dollars are going and how these
funds are being spent.

IMMEDIATE RELIEF AND EcoNoMIC STIMULUS

As the year started, it became clear there was
a wide and growing shortfall between what the
economy could produce and what it was produc-
ing. If we kept on this course, economists pre-
dicted that the economy would shed millions of
additional jobs, the unemployment rate could ex-
ceed 10 percent, and over the next two years, the
country would lose roughly $2 trillion in income.
With traditional monetary policy levers largely
exhausted, the Congress passed and the Presi-
dent signed into law the American Recovery and
Reinvestment Act of 2009 (the “Recovery Act”),
a nationwide effort to create jobs and transform
our economy to compete in the 21st Century.

Because speed is of the essence when it comes
to acting to save our economy and millions of
jobs, approximately three-quarters of the funds
in this package will be spent out over the next
18 months. Many of the long-term investments
will stimulate the economy too as these elements
of the package are simultaneously designed to
spark economic growth, save or create 3 to 4 mil-
lion jobs, and help families through these tough
times. To provide immediate relief and get the
economy moving again, the Administration will:

Make Permanent the $800 “Making Work
Pay” Tax Cut for Workers and Their Fami-
lies. The Recovery Act created the Making Work
Pay tax credit, a refundable income tax credit,
which will offset the payroll tax on up to the
first $6,450 of earnings for about 95 percent of
all American workers while still preserving the

17
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important principle of a dedicated revenue source
for Social Security. This helps small business own-
ers struggling to meet expenses. And with fami-
lies squeezed, this tax cut will put needed money
in their pockets for them to make ends meet and
cover the costs of necessities. This is the first-
stage of a middle-class tax cut promised during
the presidential campaign. The Budget will make
Making Work Pay permanent.

Continue to Cut Taxes for the Families
of Millions of Children Through an Expan-
sion of the Child Tax Credit. By expanding
the Child Tax Credit, the Recovery Act provided
a new tax cut and increased the generosity of the
existing credit to millions of children—fulfilling
the promise that a family that works hard and
plays by the rules will be able to raise their chil-
dren above the poverty line. The Budget makes
this tax cut permanent.

Increase Food Stamp Benefits for Over 30
Million Americans. Even in tough times, our
Nation is a nation of plenty, and no one should
have to go hungry. The Recovery Act will spend
nearly $20 billion to increase food stamp benefits
for overstretched families, and provide additional
support for food banks, school lunch programs,
and the Special Supplemental Nutrition Program
for Women, Infants, and Children (WIC) program.

Provide Nearly 60 Million Retired and
Disabled Americans an Immediate $250
Through Temporarily Increasing Benefits.
These vulnerable populations are the first ones
to feel an economic downturn. Through the Re-
covery Act, we will spend almost $15 billion to
provide nearly 60 million retired Americans and
Americans with disabilities an immediate $250
through temporarily increasing Social Security,
Supplemental Security Income, and Veterans
benefits.

Extend, Expand, and Reform Unemploy-
ment Insurance (UI) Benefits. With unem-
ployment on the rise and those out of work going
longer without new jobs, we have provided both
a boost to our economy and to these workers’
well-being by extending the Emergency Unem-

ployment Compensation program through De-
cember 2009, increasing weekly Ul benefits by
$25, and providing financial incentives for States
to modernize their Ul systems to expand cover-
age. Beyond this year, the Administration will
update the Nation’s Ul system to better address
the challenges and realities of the 21st Century
workforce. The Budget proposes changes to make
the Ul program a more responsive and effective
social safety net and economic stabilizer. The Ad-
ministration will propose to make the permanent
Extended Benefit program more responsive to
changing economic conditions, making benefits
available more quickly and avoiding the delays
associated with special, temporary extended un-
employment programs. Finally, despite the efforts
of States to reduce improper benefit payments,
over $3.9 billion in UI benefits were erroneously
paid in 2008. The Administration will tackle this
problem by increasing funding for program integ-
rity and proposing legislative changes that would
have the direct and indirect effect of reducing Ul
improper payments by $3.9 billion and reducing
employer tax evasion by almost $300 million over
10 years.

Reform Asset Tests. The Administration
would like to work with the Congress to revisit
asset limits for Federal means-tested programs
in the wake of new and expanded refundable tax
credits. Current asset rules across a variety of
programs are antiquated, inconsistent, and pres-
ent obstacles for low-income individuals who as-
pire to achieve self-sufficiency. The intersection
of the new credits and outdated asset rules may
disqualify new and current individuals and fami-
lies from Federal benefits, including Medicaid
and Supplemental Nutrition Assistance Program
(formerly Food Stamps).

CREATING JO0BS AND INVESTING IN LONG-TERM
Economic GROWTH

These tax and benefit provisions of the re-
covery plan will provide an immediate stimula-
tive effect on the economy. The other part of the
stimulus comes from expenditures on projects
that will promote medium-term economic activ-
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ity while also providing some lift to the economy
in the near term—as homes are weatherized, and
health records are digitized—to name just a few.
In addition to immediate hiring and expansion
as these projects begin, the American people will
reap benefits from these investments for years to
come because the economic benefits of modern in-
frastructure, world-class schools, investments in
research and development, health care reform,
and clean energy will be enjoyed by generations
of Americans. The expenditures in many of these
areas then serve a dual role: to revive the econo-
my in the short term and to restore its health for
the long term. Through ambitious investments
in clean energy, health care, education and other
key areas, the plan will address long-ignored na-
tional priorities and make a historic down pay-
ment on our Nation’s economic future. The 2010
Budget will support, and in some cases extend as
well as expand the down payments made in the
Recovery Act.

Building a 21st Century Infrastructure

A century ago, Theodore Roosevelt called to-
gether leaders from business and government
to develop a plan for a 20th Century infrastruc-
ture. More than 50 years ago, Republican Dwight
Eisenhower and Democrat Al Gore, Sr. worked
together to launch the Interstate Highway Sys-
tem. Today, however, too many of our Nation’s
railways, highways, bridges, airports, and neigh-
borhood streets are aging and congested due to
lack of investment and strategic long-term plan-
ning. In the short term, modernizing our infra-
structure will create new jobs and provide a boost
to the economy. In the longer term, infrastructure
investment will provide our Nation a foundation
for long-term economic growth. The Budget will:

Establish a National Infrastructure Bank.
The Budget proposes to expand and enhance exist-
ing Federal infrastructure investments through a
National Infrastructure Bank designed to deliver
financial resources to priority infrastructure proj-
ects of significant national or regional economic
benefit. The mission of this entity will be to not
only provide direct Federal investment but also
to help foster coordination through State, munici-

pal, and private co-investment in our Nation’s
most challenging infrastructure needs. These
projects will directly and indirectly support jobs
and stimulate substantial long-term economic
growth.

Invest in Our Nation’s Roads, Bridges,
and Mass Transit. The President is committed
to instituting accountability for the $35.9 billion
provided in the Recovery Act and to responsibly
reauthorizing the Nation’s highway and mass
transit programs. The Administration intends to
work with the Congress to reform surface trans-
portation programs both to put the system on a
sustainable financing path and to make invest-
ments in a more sustainable future, enhancing
transit options and making our economy more
productive and our communities more livable.
Further, our surface transportation system must
generate the best investments to reduce conges-
tion and improve safety. To do so, the Administra-
tion will emphasize the use of economic analysis
and performance measurement in transportation
planning. This will ensure that taxpayer dollars
are better targeted and spent.

Initiate a New Federal Commitment to
High-Speed Rail. To provide Americans a 21st
Century transportation system, the Administra-
tion proposes a $1 billion-a-year high-speed rail
State grant program, in addition to the $8 bil-
lion provided in the Recovery Act. This proposal
marks a new Federal commitment to give the
traveling public a practical and environmentally
sustainable alternative to flying or driving. Di-
rected by the States, this investment will lead to
the creation of several high-speed rail corridors
across the country linking regional population
centers.

Improve and Modernize Air Traffic Con-
trol. Because of an outdated air-traffic control
system and over-scheduling at airports already
operating at full capacity, an ordinary trip to a
business meeting or to visit family can become
marred by long delays. The Budget provides $800
million for the Next Generation Air Transporta-
tion System in the Federal Aviation Administra-
tion, a long-term effort to improve the efficiency,
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safety, and capacity of the air traffic control sys-
tem. The 2010 Budget supports moving from a
ground-based radar surveillance system to a more
accurate satellite-based surveillance system; de-
velopment of more efficient routes through the
airspace; and improvements in aviation weather
information.

Maintain Rural Access to the Aviation
System. The Administration is committed to
maintaining small communities’ access to the
National Airspace System. The Budget provides
a $55 million increase over the 2009 level to ful-
fill current program requirements as demand
for subsidized commercial air service increases.
However, the program that delivers this subsidy
is not efficiently designed. Through the budget
process, the Administration intends to work with
the Congress to develop a more sustainable pro-
gram model that will fulfill its commitment while
enhancing convenience for travelers and improv-
ing cost effectiveness.

Enhance Security at Over 90 Major Ports,
to Improve Homeland Security, Increase In-
ternational Trade and Commerce, and Cre-
ate Jobs. This investment will help make our
Nation’s ports a vital and secure link to the global
economy, not a vulnerable entry point for those
who seek to harm us. The Administration is com-
mitted to improving the protection of our criti-
cal port infrastructure. The Budget continues to
provide risk-based funding through the Port Se-
curity Grant Program and builds upon the over
$1.4 billion provided for port security grants over
the past few years. These awards can be used by
grantees to purchase a wide variety of security-
enhancing investments including watercraft for
increased patrolling of facilities, canine, bomb-
sniffing units, and updating port vulnerability
assessments. Additional funding will be used by
Customs and Border Protection to purchase tech-
nology enhancements, such as non-intrusive in-
spection X-ray equipment and radiation portal
monitors to detect nuclear materials.

Invest in Clean and Safe Drinking Water.
The Budget requests $3.9 billion for the Environ-
mental Protection Agency’s Clean Water State

Revolving Fund and the Drinking Water State
Revolving Fund (SRFs), in addition to the $6
billion provided in the Recovery Act. With this
historic increase, the programs will fund over
1,000 clean water and nearly 700 drinking water
projects annually based on average project costs.
In addition, the Recovery Act will support over
1,300 new wastewater projects and over 700 new
drinking water SRF projects. Through Recovery
Act funding for the Department of Agriculture’s
(USDA’s) rural water and wastewater grants and
loans, the Administration will support a $3.8 bil-
lion program level for the repair, upgrade, and
construction of 2,000 rural water and sewer sys-
tems, providing new or improved service to 3 mil-
lion people. Together with funding increases for
the SRFs, the Administration will pursue SRF
program reforms that will put resources for these
ongoing needs on a firmer foundation.

Expand Access to Broadband. As a country,
we have made significant public investments so
that, regardless of economic status, Americans
have access to telephone service and electricity. In
this day and age, we must do the same for broad-
band. Like any network, the more people who are
a part of it, the stronger we all are. The more com-
munities that have access to high-speed Internet
connections, the more businesses can grow and
jobs can be created. When that happens, the en-
tire Nation wins. That is why the Recovery Act in-
cluded $7.2 billion for broadband expansion and
the 2010 Budget includes $1.3 billion in USDA
loans and grants for the Department of Agricul-
ture to increase broadband capacity and improve
telecommunication service as well as education
and health opportunities in rural areas.

Invest in the Sciences. Investments in sci-
ence and technology foster economic growth;
create millions of high-tech, high-wage jobs
that allow American workers to lead the global
economy; improve the quality of life for all Ameri-
cans; and strengthen our national security. The
Recovery Act included a $5 billion investment
in key science programs, which is by itself an al-
most 50-percent increase for these programs over
2008 and represents a significant down-payment
toward the President’s plan to double the fund-
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ing for these agencies over 10 years. Under the
President’s doubling plan, the Budget provides a
16-percent increase over 2008 funding levels for
the National Science Foundation and similarly
large increases for the Department of Energy’s Of-
fice of Science and the Department of Commerce’s
National Institute of Standards and Technology.
The Budget also increases support for promising,
but exploratory and high-risk research propos-
als that could fundamentally improve our under-
standing of climate, revolutionize fields of science,
and lead to radically new technologies. In addi-
tion, the Budget funds cutting-edge, fundamental
research in traditional and emerging disciplines
to help transform the Nation’s air transporta-
tion system and to support future aircraft. The
National Aeronautics and Space Administration
(NASA) research in aeronautics will focus on how
to increase airspace capacity and mobility, en-
hance aviation safety, and improve aircraft per-
formance while reducing noise, emissions, and
fuel consumption.

Creating a Clean Energy Economy

The high gas prices of last summer only under-
scored what we have known for decades: we can-
not afford to depend so heavily on foreign oil and
other fossil fuels to power our economy. While the
national security implications have been clear
for some time, the more we learn about global
warming, the more we see that failure to wean
ourselves off of fossil fuels also jeopardizes our
economy and our entire planet.

Countries and companies around the world rec-
ognize this and are working day and night to de-
velop clean energy technologies that will change
everything from how we generate our electricity
to how we power our cars and trucks. While the
challenge is great, the promise of the moment is
unparalleled. If we lead the world in the research
and development of clean energy technology, we
can create a whole new industry with high-paying
jobs that cannot be shipped overseas. Some com-
pare the promise of this sector to information tech-
nology. The difference is that with clean energy we
can bring new jobs to rural areas long left behind
in economic growth. Moreover, if we take the time

now to start transforming our economy, we will
enjoy the benefits of a lower cost and more effi-
cient energy supply for years to come. As a down
payment on an energy independent, clean energy
economy, in this Budget, the Administration will:

Begin a Comprehensive Approach to
Transform Our Energy Supply and Slow
Global Warming. The Administration is devel-
oping a comprehensive energy and climate change
plan to invest in clean energy, end our addiction
to oil, address the global climate crisis, and cre-
ate new American jobs that cannot be outsourced.
After enactment of the Budget, the Administra-
tion will work expeditiously with key stakehold-
ers and the Congress to develop an economy-wide
emissions reduction program to reduce green-
house gas emissions approximately 14 percent
below 2005 levels by 2020, and approximately 83
percent below 2005 levels by 2050. This program
will be implemented through a cap-and-trade
system, a policy approach that dramatically re-
duced acid rain at much lower costs than the tra-
ditional government regulations and mandates of
the past. Through a 100 percent auction to ensure
that the biggest polluters do not enjoy windfall
profits, this program will fund vital investments
in a clean energy future totaling $150 billion over
10 years, starting in FY 2012. The balance of the
auction revenues will be returned to the people,
especially vulnerable families, communities,
and businesses to help the transition to a clean
energy economy.

Provide the Capital to Double Renewable
Energy Generating Capacity. Renewable pow-
er has grown dramatically over the past several
years. Unfortunately, the current credit crisis has
brought this dynamic progress to a halt. The pro-
grams in the Recovery Act will help to revive the
renewable industry, doubling the amount of re-
newable energy generated. Collectively, the loan
guarantees provided in the recovery plan and in
this Budget are expected to leverage tens of bil-
lions of dollars in private capital. The Recovery
Act also extends the production tax credit (PTC)
to 2012 for wind and 2013 for other renewable
sources of energy. This extension creates three
years of certainty for investors, eliminating the
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delays historically associated with the PTC. The
Act also expands authority for clean renewable
energy bonds and creates new manufacturing tax
credits to spur domestic manufacturing of clean
energy equipment

Develop Low-Carbon Emission Technolo-
gies. The Recovery Act provides funding to meet
the President’s campaign commitment to build
five commercial scale coal-fired plants with car-
bon capture and storage technology through pub-
lic-private partnerships. The Energy Department
will also scale up its demonstration projects for
geologic storage for carbon dioxide. Combined,
this funding will set the foundation for signifi-
cant efforts to mitigate greenhouse gas emissions
from coal-fired power plants.

Modernize Federal Buildings and Slash
the Federal Government’s Energy Bill by 25
Percent. The Federal Government is the largest
energy consumer in the world. Making substan-
tial investments to reduce Federal energy con-
sumption can spur job creation while delivering
long-term Government savings through lower
energy bills. The Budget will build upon the more
than $11 billion provided for building moderiza-
tion in the Recovery Act to achieve the President’s
25 percent energy efficiency improvement goal by
2013.

Weatherize Low-Income Homes, Saving
Working Families on Average $350 Per Year.
Across the Nation, families spend a significant
portion of their budget running their furnaces
and air conditioners as well as keeping the lights
on. By upgrading a home’s furnace, sealing leaky
ducts, and adding insulation, a homeowner can
cut their energy bills by 20 to 40 percent, and the
substantial savings accrue in summer as well as
winter and for years to come. By adding-energy
efficient appliances and lighting, the savings are
even greater. The Department of Energy’s weath-
erization budget of $227 million in 2008 could
only provide benefits for 76,000 U.S. homes. While
the Nation has weatherized about six million low-
income homes since 1976, more than 28 million
remain eligible. The Budget will build upon the
$5 billion provided in the Recovery Act for weath-

erization assistance in order to spur development
of an industry that will have the capacity to meet
the President’s goal of weatherizing one million
homes annually.

Use Title XVII Loan Guarantee to Reduce
Greenhouse Gas Emissions. Loan guarantee
volume under Title XVII of the Energy and Policy
Act of 2005 will support innovative and advanced
technologies that avoid, reduce, or sequester an-
thropogenic greenhouse gas emissions or air pol-
lutants. The Budget will support a wide-range of
eligible projects such as renewable energy sys-
tems, electric system transmission projects, and
carbon capture and sequestration projects that
will result in a cleaner environment and poten-
tially, a transformed energy sector.

Help State and Local Governments be
More Energy Efficient. After the Federal Gov-
ernment, State and local governments are some
of the largest users of energy. Facing budget
shortfalls, many States and local governments
now lack sufficient financial resources to tap the
full potential of clean energy development and
deployment. This situation is exacerbated by pri-
vate sector financing drying up as a result of the
recent credit crisis. The Budget will build upon
$6.3 billion provided for clean energy and energy
efficiency grants to state and local governments
in the Recovery Act to help support their efforts
to reduce their energy use.

Green Our Nation’s Farms. The Budget
increases funding levels over those provided in
previous years for programs, such as the Conser-
vation Stewardship Program and the Environ-
mental Quality Incentives Program that provide
incentives for farmers to better conserve their
lands and reduce pollution such as from animal
feeding operations. In addition, USDA intends to
work with farmers to help them take advantage
of opportunities to participate in emerging mar-
kets for carbon credits, alternative energy and
in other environmental services, such as wildlife
habitat, clean water, and clean air.

Modernize the Electric Grid. We know
that the existing electricity grid today is insuf-
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ficient and outdated. In order to bring signifi-
cant amounts of renewable energy online, tens of
thousands of miles of new, high-voltage national
transmission is necessary. For example, North
Dakota—a State with significant wind energy
potential—cannot carry the energy to the popu-
lation centers that need the electricity without
a new transmission superhighway. The Budget
will build on efforts in the Recovery Act to create
this new, smarter electric grid for the integration
and use of greater amounts of renewable ener-
gy; increased utilization of innovative efficiency
technologies; and a reduction in the electric con-
gestion that costs ratepayers billions of dollars
each year. The Recovery Act includes funds to
complete additional significant work in improv-
ing the national grid with regional transmission
planning and interconnection based transmission
planning. Included is a $100 million workforce
training program. To make the grid smarter, mil-
lions of Smart Meters—a key first step to a Smart
Grid—will be deployed as well as investments in
a host of other smart grid technologies.

Preparing Our Children for the 21st
Century Economy

America faces few more urgent challenges
than preparing our children to compete in a glob-
al economy. The decisions our leaders make about
education in the coming years will shape our fu-
ture for generations to come. The Administration
is committed to meeting this challenge, and its
vision for a 21st Century education begins with
demanding more reform and accountability cou-
pled with the resources needed to carry out that
reform; asking parents to take responsibility for
their children’s success; and recruiting, retain-
ing, and rewarding an army of new teachers to
teach at new, successful schools that prepare our
children for success in college and the workforce.
Throughout our history, our Nation’s schools from
the local elementary school to the large univer-
sity have been the gateway into the middle class
and a better life for millions. That is why it’s so
important that the investments we make in ed-
ucation are ones that work—that help children
learn and pursue their dreams. When it comes
to our children’s future, we cannot waste dollars

on methods, programs, and initiatives that are
not effective and efficient. Consequently, in this
Budget, the Administration makes significant
investments in approaches that have proven to
deliver for our children and will reallocate funds
away from and terminate programs that do not.
To restore the promise of America’s public educa-
tion and to help America’s children again lead the
world in achievement, creativity, and success, the
Budget will:

Make A New Investment In Early Child-
hood Education. We know that a dollar invest-
ed in early education will pay off handsomely as
these children grow older. That is why the Admin-
istration is proposing to help States strengthen
their early education programs. The Administra-
tion will broaden the reach of these programs
and boost their quality—encouraging new invest-
ment, a seamless delivery of services, and better
information for parents about program options
and quality. In addition, through funds from the
Recovery Act and this Budget, the President will
provide funding to double the number of children
served by Early Head Start and expand Head
Start, both of which have proven to be successful
with younger children. Finally, the Department
of Health and Human Services will begin a major
effort to ramp up a new Nurse-Home Visitation
program. Rigorous research has shown that a
well-structured program can have large and mea-
surable impacts in helping at-risk expectant and
new parents give their children a healthy start
in life.

Support High Standards and Rigorous
Assessments Aligned with the Demands
of the Global Economy. Students need to
meet high standards, and tests need to mea-
sure the full range of skills that children
must learn. Building on investments made
through the Recovery Act, the Administration
will help States strengthen their standards
so they are rigorous and reflect readiness for
success in college and a career. Resources will
also be available to improve the quality of
assessments, including assessments for stu-
dents with disabilities and English language
learners. Such reforms will lay the ground-
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work for reauthorizing the Elementary and
Secondary Education Act.

Prepare and Reward Effective Teachers
and Principals. Almost all successful students
can remember a teacher who had an outsized im-
pact on their education. Indeed, the quality of the
education workforce is a critical factor in educa-
tional success. The Budget builds on the invest-
ments funded under the Recovery Act designed
to significantly upgrade the skills and effective-
ness of the education workforce. The Adminis-
tration will invest in efforts to strengthen and
increase transparency around results for teacher
and principal preparation programs, including
programs in schools of education, alternative cer-
tification programs, and teacher and principal
residency programs. The Budget supports addi-
tional investments in State and local efforts, de-
veloped in consultation with teachers and other
stakeholders, to implement systems that reward
strong teacher performance and help less effec-
tive teachers improve or, if they do not, exit the
classroom. Resources are also included to develop
better systems and strategies for recruiting, eval-
uating, and supporting teachers and other educa-
tors to provide a better supply and distribution of
well-prepared and effective education workforce.

Increase Support for Effective Charter
Schools. The President’s Budget will promote
successful models of school reform by taking
the first major step to fulfilling its commitment
to double support for charter schools. The De-
partment of Education will help create new,
high-quality charter schools, ensure that States
properly monitor and support these schools, and,
in the case of chronic underperformance, close ex-
isting charter schools.

Expand Pell Grants and Put the Program
on Sure Footing. Because the Administration
is committed to making college affordable for all
Americans, the 2010 Budget builds on the Recov-
ery Act by supporting a $5,550 Pell Grant maxi-
mum award in the 2010-2011 school year. But it’s
not enough just to make Pell Grants more gener-
ous and to put on a short-term patch. Fourteen
times since 1973, the maximum Pell Grant has

failed to increase even in nominal dollars. To
make sure that we have a highly educated work-
force and that the opportunity to go to college is
not determined by how much money you have,
the Budget puts the Pell Grant program on sure
footing. The Administration will index Pell grants
to the Consumer Price Index plus 1 percent in or-
der to account for inflation in this sector. In ad-
dition, the Administration proposes to make the
Pell Grant program mandatory to provide a regu-
lar stream of funding and eliminate the practice
of “backfilling” billions of dollars in Pell shortfalls
each year.

Stabilize the Student Loan Program for
Students and Save Billions of Dollars for
Taxpayers. Right now, the subsidies in the
Government-guaranteed student loan program
are set by the Congress through the political pro-
cess. That program has not only needlessly cost
taxpayers billions of dollars, but has also sub-
jected students to uncertainty because of turmoil
in the financial markets. The President’s Budget
asks Congress to end the entitlements for finan-
cial institutions that lend to students, and instead
to take advantage of low-cost and stable sources of
capital so students are ensured access to loans—
while providing high-quality services for students
by using competitive, private providers to service
loans. The approach in the Budget, originating all
new loans in the direct lending program, saves
more than $4 billion a year, and reinvests it in
aid to students. The Budget also makes campus-
based, low-interest loans more widely avail-
able through a new modernized Perkins Loan
program, overhauling the inefficient and inequi-
table current Perkins program.

Help At-Risk Students Complete College.
It is not enough for our Nation to enroll more stu-
dents in college; we also need to graduate more
students from college. A few States and institu-
tions have begun to experiment with these efforts
to accomplish this, but there is much more they
can do. The Budget includes a new five-year, $2.5
billion Access and Completion Incentive Fund to
support innovative State efforts to help low-in-
come students succeed and complete their college
education. The program will include a rigorous
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evaluation component to ensure that we learn
from what works.

Make Permanent the New American Op-
portunity Tax Credit. If we do not make college
more affordable, we run the risk of losing a whole
generation of potential and productivity. To help
students pay for college, the Administration cre-
ated a new $2,500 American Opportunity Tax
Credit in the Recovery Act. The credit makes col-
lege more affordable for millions of middle-class
families and for the first time makes college tax
incentives partially refundable. The Budget pro-
poses to make this tax cut permanent.

Eliminate or Cut Education Programs
with Records of Low Performance. When it
comes to educating our children, we cannot afford
to waste a dollar. The Administration proposes to
eliminate, cut, or place under intensive review
Education Department programs that are not
helping to improve educational outcomes for stu-
dents. These are efforts that lack strong evidence
to justify taxpayer support and that, in many
cases, could be funded in competitive funding
streams that require evidence of results.

Invest in Innovations and in What Works.
While it is important to increase support for
education, it is also critical to invest in learning
which programs are effective and in growing the
ones that are. Through the Innovation Fund, the
Administration will invest in school systems and
non-profit organizations with demonstrated track
records of success in raising student achievement
to expand their work or implement new innova-
tive approaches. For instance, the Harlem Chil-
dren’s Zone aims to improve college-going rates
by combining a rigorous K-12 education with a
full network of supportive services—from early
childhood education to after school activities to
college counseling—in an entire neighborhood
from birth to college. It has yielded encouraging
results, and the President’s Budget provides funds
to expand this concept by supporting “Promise
Neighborhoods,” a new effort to test innovative
strategies to improve academic achievement and
life outcomes in high-poverty areas. The Budget
also increases funding for rigorous evaluation in

a first step toward doubling the Department of
Education’s support for education research. The
Department’s Institute of Education Sciences
will use this funding to conduct rigorous evalu-
ations of approaches to improve student learning
and achievement with a focus on evaluating and
scaling up promising innovative practices.

Triple the Number of Graduate Fellow-
ships in Science to Help Spur the Next
Generation of Home-Grown Scientific In-
novation. The industries of tomorrow will be-
gin with ideas dreamed up in the classrooms and
laboratories of today. Without investments in
human capital today, we will not be able to reap
the benefits of scientific innovation. That is why
the Administration provided in the Recovery Act
funds to be used as a down-payment toward the
goal of tripling the number of graduate fellows in
science.

Lowering Health Care Costs and Ensuring
Broader Health Care Coverage

One of the biggest drains on American pocket-
books is the high cost of health care. Many fami-
lies are one illness or accident away from financial
ruin. Health insurance costs reduce workers’
take-home pay to a degree that is both underap-
preciated and unnecessarily large. At the same
time, health care costs are consuming a growing
share of Federal and State government budgets.
The United States spends over $2.2 trillion on
health care each year—almost $8,000 per person.
That number represents approximately 16 per-
cent of the total economy and is growing rapidly.
By 2017, almost 20 percent of the economy—more
than $4 trillion—will be spent on health care.

Across our Nation, health care costs vary sub-
stantially, yet the higher-cost areas do not gen-
erate better health outcomes than the lower-cost
areas. Even among our Nation’s leading medical
centers, costs vary significantly—with costs at
some centers twice as high as others—but the
higher-cost centers do not achieve higher quality
than the lower-cost centers. Some researchers be-
lieve that health care costs could be reduced by
a stunning 30 percent—or about $700 billion a
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year—without harming quality if we moved as a
Nation toward the proven and successful practic-
es adopted by the lower-cost areas and hospitals.

Capturing this opportunity would help to boost
family take-home pay and put the Nation on a
sounder fiscal path. It will require many steps,
including expanding the use of health informa-
tion technology, more aggressively studying what
works and what doesn’t, experimenting with
different payment systems to health care pro-
viders, and promoting prevention and healthy liv-
ing—many of which are advanced dramatically
through the Recovery Act.

At the same time that we strive to contain
costs, we cannot stand by as tens of millions of
American lack health care coverage. An un-
healthy workforce leads to an unhealthy economy,
and moving to provide all Americans with health
insurance is not only a moral imperative, but it
is also essential to a more effective and efficient
health care system.

The President has already begun the process of
reforming health care by:

Instituting Temporary Provisions to Make
Health Care Coverage More Affordable for
Americans Who Have Lost Their Jobs. As
part of the Recovery Act of 2009, the Administra-
tion will provide Americans who lose their jobs or
have recently lost their jobs a tax credit to keep
their health insurance through COBRA. These
steps are estimated by the Joint Committee on
Taxation to help provide coverage for approxi-
mately seven million Americans.

Increasing Health Care Coverage for Chil-
dren. In one of his first official acts, the Presi-
dent signed into law the reauthorization of the
Children’s Health Insurance Program (CHIP)—
bipartisan legislation vetoed twice by the previ-
ous President. It provides the support, options,
and incentives for States to provide coverage for
an additional four million children on average in
CHIP and Medicaid who are now uninsured. The
President is committed to implementing this law
quickly and aggressively to help families whose

children are at risk of losing coverage in this
weak economy.

Computerizing America’s Health Records
in Five Years. The current, paper-based medical
records system that relies on patients’ memory
and reporting of their medical history is prone to
error, time-consuming, costly, and wasteful. With
rigorous privacy standards in place to protect
sensitive medical record, we will embark on an ef-
fort to computerize all Americans’ health records
in five years. This effort will help prevent medi-
cal errors, and improve health care quality, and
is a necessary step in starting to modernize the
American health care system and reduce health
care costs.

Developing and Disseminating Informa-
tion on Effective Medical Interventions.
Medicine is changing so rapidly it is almost impos-
sible for any individual physician to keep abreast
of all the latest research studies. Without the
most recent information on effective treatments,
it is increasingly more difficult for a doctor to give
a patient the type of individualized treatment he
or she deserves. Each month, for instance, nearly
500 articles are published on breast cancer alone.
Despite this profusion of research, there are often
gaps especially an absence of data that compares
how well different diagnostic tests and treatments
work for the very same conditions and diseases.
To help physicians get the information they need
to provide the highest quality care for patients,
the Recovery Act of 2009 devotes $1.1 billion to
comparative effectiveness research—the reviews
of evidence on competing medical interventions
and new head-to-head trials. The information
from this research will improve the performance
of the U.S. health care system.

Investing in Prevention and Wellness. Over
athird of all illness is the result of poor diet, lack of
exercise, and smoking. Indeed, obesity alone leads
to many expensive, chronic conditions including
high blood pressure, heart disease, diabetes, and
even cancer. Furthermore, there are important
vaccines that can prevent diseases, and screening
tests that can detect cancer and other diseases at
an early stage when they are more curable. Yet
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many Americans are not getting these effective
interventions. For instance, according to the Cen-
ters for Disease Control and Prevention fewer
than 75 percent of women get mammograms, and
fewer than 50 percent of Americans receive any
type of colon cancer screening. The President has
devoted in the Recovery Act an unprecedented $1
billion for prevention and wellness interventions.
This will dramatically expand community-based
interventions proven to reduce chronic diseases.

These investments made in the Recovery Act
will help, in the long-run, to slow health care cost
growth which is the key driver of the Nation’s
overall long-term fiscal gap. Specifically, the in-
vestments in information technology will provide
not only higher quality of care and less hassle
for patients, but also the data necessary to ex-
amine what works and what doesn’t—which, in
turn, will be the focus of the research on effective
medical interventions. The emphasis on preven-
tion and wellness will help reduce the incidence
of diseases and chronic conditions and lead to a
healthier, more productive America. All in all,
these investments will create the underpinnings
of a more efficient health care system—one that
delivers better care rather than just more care—
and will put the Nation on a much sounder long-
term fiscal path.

TRANSFORMING AND MODERNIZING AMERICA’S
HeALTH CARE SYSTEM

To build on these steps, the Budget sets aside
a reserve fund of more than $630 billion over 10
years that will be dedicated towards financing re-
forms to our health care system. The President
recognizes that while a very large amount of
money and a major commitment, $630 billion is
not sufficient to fully fund comprehensive reform.
But this is a first crucial step in that effort, and
he is committed to working with the Congress to
find additional resources to devote to health care
reform. The Administration will explore all seri-
ous ideas that, in a fiscally responsible manner,
achieve the common goals of constraining costs,
expanding access, and improving quality. This
past year, for instance, the President proposed to

use rescission of the high-income tax provisions.
Others have proposed different ideas to finance
expanded health coverage such as capping the
tax exclusion for employer-sponsored health in-
surance, a value-added tax, or additional offsets
in existing health care programs. To achieve these
goals and finance reform, the President looks for-
ward to working with the Congress over the com-
ing year, and as he does, the President will adhere
to the following set of eight principles:

o Protect Families’ Financial Health. The plan
must reduce the growing premiums and oth-
er costs American citizens and businesses
pay for health care. People must be protected
from bankruptcy due to catastrophic illness.

e Make Health Coverage Affordable. The plan
must reduce high administrative costs, un-
necessary tests and services, waste, and oth-

er inefficiencies that consume money with
no added health benefits.

o Aim for Universality. The plan must put the
United States on a clear path to cover all
Americans.

o Provide Portability of Coverage. People
should not be locked into their job just to
secure health coverage, and no American
should be denied coverage because of pre-
existing conditions.

e Guarantee Choice. The plan should provide
Americans a choice of health plans and phy-
sicians. They should have the option of keep-
ing their employer-based health plan.

o Invest in Prevention and Wellness. The plan
must invest in public health measures prov-
en to reduce cost drivers in our system—such
as obesity, sedentary lifestyles, and smok-
ing—as well as guarantee access to proven
preventive treatments.

o Improve Patient Safety and Quality Care.
The plan must ensure the implementation
of proven patient safety measures and pro-
vide incentives for changes in the delivery
system to reduce unnecessary variability in
patient care. It must support the widespread
use of health information technology and the
development of data on the effectiveness of
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medical interventions to improve the quality
of care delivered.

o Maintain Long-Term Fiscal Sustainability.
The plan must pay for itself by reducing the
level of cost growth, improving productivity,
and dedicating additional sources of revenue.

Financing Health Care Reform. The re-
serve fund is financed by a combination of re-
balancing the tax code so that the wealthiest
pay more as well as specific health care savings
in three areas: promoting efficiency and account-
ability, aligning incentives toward quality, and
encouraging shared responsibility (see Table 1).
Taken together, the health care savings would
total $316 billion over 10 years while improving
the quality and efficiency of health care, without
negatively affecting the care Americans receive.
These savings include:

o Reducing Medicare Overpayments to Private
Insurers Through Competitive Payments.
Under current law, Medicare overpays Medi-
care Advantage plans by 14 percent more
on average than what Medicare spends for
beneficiaries enrolled in the traditional fee-
for-service program. The Administration
believes it’s time to stop this waste and will
replace the current mechanism to estab-
lish payments with a competitive system in
which payments would be based upon an av-
erage of plans’ bids submitted to Medicare.
This would allow the market, not Medicare,
to set the reimbursement limits, and save
taxpayers more than $175 billion over 10
years, as well as reduce Part B premiums.

o Reducing Drug Prices. Prescription drug
costs are high and rising, causing too many
Americans to skip doses, split pills, or not
take needed medication altogether. The Ad-
ministration will accelerate access to make
affordable generic biologic drugs available
through the establishment of a workable
regulatory, scientific, and legal pathway for
generic versions of biologic drugs. In order
to retain incentives for research and devel-
opment for the innovation of breakthrough
products, a period of exclusivity would be
guaranteed for the original innovator prod-

uct, which is generally consistent with the
principles in the Hatch-Waxman law for tra-
ditional products. Additionally, brand biolog-
ic manufacturers would be prohibited from
reformulating existing products into new
products to restart the exclusivity process,
a process known as “ever-greening.” The Ad-
ministration will prevent drug companies
from blocking generic drugs from consum-
ers by prohibiting anticompetitive agree-
ments and collusion between brand name
and generic drug manufacturers intended to
keep generic drugs off the market. Finally,
the Budget will bring down the drug costs
of Medicaid by increasing the Medicaid drug
rebate for brand-name drugs from 15.1 per-
cent to 22.1 percent of the Average Manu-
facturer Price, apply the additional rebate
to new drug formulations, and allow States
to collect rebates on drugs provided through
Medicaid managed care organizations. All
the savings would be devoted to the health
care reserve fund.

Improving Medicare and Medicaid Payment
Accuracy. The Government Accountability
Office (GAO) has labeled Medicare as “high-
risk” due to billions of dollars lost to over-
payments and fraud each year. The Centers
for Medicare and Medicaid Services (CMS)
will address vulnerabilities presented by
Medicare and Medicaid, including Medicare
Advantage and the prescription drug benefit
(Part D). CMS will be able to respond more
rapidly to emerging program integrity vul-
nerabilities across these programs through
an increased capacity to identify excessive
payments and new processes for identifying
and correcting problems.

Improving Care after Hospitalizations and
Reduce Hospital Readmission Rates. Near-
ly 18 percent of hospitalization of Medicare
beneficiaries resulted in the readmission of
patients who had been discharged in the hos-
pital within the last 30 days. Sometimes the
readmission could not have been prevented,
but many of these readmissions are avoid-
able. To improve this situation, hospitals
will receive bundled payments that cover not
just the hospitalization, but care from cer-
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Table 1.

Reserve for Health Reform

$ in billions 2010 2011 2012 2013 2014 2010-14  2010-19
Federal Health Savings.........ccccccecvveeeiinnne -1.8 -5.1 -18.0 -24.5 -34.3 -83.7 -316.0
Aligning incentives toward quality..........cccoevevreeenee 0.0 -0.4 -1.3 -1.7 2.1 -5.4 -20.5
Promoting efficiency/accountability ..............cc.cceeenn. -1.8 -4.3 -16.2 -22.2 -31.5 -75.9 -287.4
Encouraging shared responsibility............c.cccoovnen. 0.0 -0.4 -0.6 -0.7 -0.8 2.4 -8.1
NEeW REVENUES........ccoomriccrsrveeeiees e -11.1 -30.8 -33.5 -35.5 -110.8 -317.8
Subtotal: Reserve for Health Reform.......... -1.8 -16.2 -48.8 -58.0 -69.8 -194.6 -633.8
Additional resources and new benefits, to
be determined with Congress
Net Cost—Reserve Fund.........ccoivcinnnnne 0.0 0.0 0.0 0.0 0.0 0.0 0.0

tain post-acute providers the 30 days after
the hospitalization, and hospitals with high
rates of readmission will be paid less if pa-
tients are re-admitted to the hospital within
the same 30-day period. This combination
of incentives and penalties should lead to
better care after a hospital stay and result
in fewer readmissions—saving roughly $26
billion of wasted money over 10 years. The
money saved will also be contributed to the
reserve fund for health care reform.

Expanding the Hospital Quality Improve-
ment Program. The health care system
tends to pay for quantity of services not
quality. Experts have recommended that
hospitals and doctors be paid based on de-
livering high quality care, or what is called
“pay for performance.” The President’s
Budget will link a portion of Medicare pay-
ments for acute in-patient hospital services
to hospitals’ performance on specific quality
measures. This program will improve the
quality of care delivered to Medicare ben-
eficiaries, and the higher quality will save
over $12 billion over 10 years. Again, the
money saved will be contributed to the Re-
serve Fund for health care reform.

o Reforming the Physician Payment System to

Improve Quality and Efficiency. The Admin-
istration believes that the current physician

payment system, while it has served to limit
spending to a degree, needs to be reformed to
give physicians incentives to improve qual-
ity and efficiency. Thus, while the baseline
reflects our best estimate of what the Con-
gress has done in recent years, we are not
suggesting that should be the future policy.
As part of health care reform, the Adminis-
tration would support comprehensive, but
fiscally responsible, reforms to the payment
formula. The Administration believes Medi-
care and the country need to move toward
a system in which doctors face better incen-
tives for high-quality care rather than sim-
ply more care.

o Reducing Itemized Deduction Rate for Fam-

ilies With Incomes Over $250,000. Lower-
ing health care costs and expanding health
insurance coverage will require additional
revenue. In the health reform policy discus-
sions that have taken place over the past
few years, a wide range of revenue options
have been discussed—and these options
are all worthy of serious discussion as the
Administration works with the Congress to
enact health care reform. The Administra-
tion’s Budget includes a proposal to limit
the tax rate at which high-income taxpay-
ers can take itemized deductions to 28 per-
cent—and the initial reserve fund would be
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funded in part through this provision. This
provision would raise $318 billion over 10
years.

Restoring America’s Place in the World
and Keeping America Safe

Just as a strong economy bolsters our stand-
ing in the world and enhances our national se-
curity, strong leadership in the world helps us
thrive in an interdependent, global economy. The
line between economic policy and foreign policy is
now very hard to draw. In the past, our greatest
threats came from distant countries with armies
and navies who engaged us in direct battle. Now,
our open, interdependent world that makes it so
easy to do business, travel, or communicate with
people from all over the globe also makes us vul-
nerable to new threats and security challenges.
As we all learned on September 11th, a small
band of terrorists has the ability to kill thousands
of civilians who are just going about their lives.
Dangerous weapons, including nuclear materi-
als, could fall into the hands of terrorists. Pro-
grammers sitting in their local coffee shop could
launch cyber-attacks on the Pentagon, the CIA, or
key parts of our security infrastructure. A small
nation thousands of miles away which slips into
chaos and anarchy could become a failed state
that incubates terrorists and regional conflict. An
outbreak of a deadly infectious disease in a ru-
ral, undeveloped corner of the world can quickly
make its way to our biggest cities.

America alone cannot defeat these threats, but
neither can the world defeat them without Amer-
ica. That is why the Administration will invest
in our Armed Forces and our wounded warriors
to ease the burdens of two wars and multiple
deployments, while also asking more of our al-
lies in Afghanistan and elsewhere. And it is why
the Administration will increase investments in
other elements of our national power—Ilike diplo-
macy, economic development, and education—so
that we end the reliance on our military alone to
defeat emerging threats. In addition, the Admin-
istration will make critical investments for Amer-
ica’s veterans to make sure that they receive the
funding and the care they deserve for defending
this country.

Taken together, this will restore America’s
leadership role in the world after years of disre-
garding our allies and ignoring the values that
have earned America respect the world over. Al-
ready, the President has pledged to close the de-
tention facility at Guantanamo Bay, Cuba within
a year and has overhauled detention and interro-
gation practices. He is committed to responsibly
redeploying our combat brigades from Iraq while
bringing all the elements of American power
to bear on the threat posed by extremists from
Afghanistan and Pakistan. The President will
work with our allies to ensure that Iran lives up
to its responsibilities to the world community, and
rededicate America to the agreement at the heart
of the Nuclear Nonproliferation Treaty to work
toward a world without nuclear weapons while
working over the next four years to lock down all
loose fissile material.

These are big challenges, and while we recog-
nize the perils we face, we must not forget that it
is also a time of immense promise. We can rebuild
our alliances and rally the world to tackle these
truly transnational challenges, replace despair
with hope, and keep America secure, prosperous,
and free. To achieve these goals, we need to al-
locate our resources to reflect the reality of the
threats we face today and do so in a way that lim-
its waste. The Administration will:

Increase Funding for the Department of
Defense (DOD). As we look to the challenges
facing our Nation, it’s imperative that we invest
our defense dollars effectively and wisely. To that
end, the President is committed to supporting
the men and women who make our military the
best in the world. He wants to increase the size of
the Army and Marine Corps, improve the pay for
our men and women in uniform, and improve the
medical treatment of wounded servicemembers.
At the same time, the President will pursue a
reform of the acquisition process to make sure
that funds are not being wasted on expensive and
outdated weapon systems. To fund these efforts,
the Administration requests for DOD an increase
of $20.4 billion, or 4 percent, from the 2009 enact-
ed level of $513.3 billion excluding funding in the
Recovery Act. This funding increase allows DOD
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to address the President’s highest priorities. In
addition, the Administration will request suffi-
cient funding to enable the Department to carry
out the recommendations of the 2005 Defense
Base Closure and Realignment Commission and
meet the mandated September 2011 implemen-
tation deadline, which will help to align DOD’s
domestic bases and medical facilities with opera-
tional needs—and will go a long way to prevent-
ing the mistreatment reported at Walter Reed
Army Medical Center over the past few years.

Responsibly Remove Combat Forces From
Iraq and Focus on the Fight in Afghanistan.
The Budget recognizes and funds the President’s
strategy to increase our resources in Afghanistan
while responsibly removing combat brigades from
Iraq. To address the costs of military operations
in Iraq and Afghanistan, the Administration re-
quests $75.5 billion for the remainder of 2009 and
$130 billion for 2010. The Administration will
provide the details of the 2009 supplemental ap-
propriations request to the Congress in the next
few weeks, and will transmit the detailed 2010
request with the President’s 2010 Budget.

Increase the Size of the Army and Marine
Corps. While the best technology and up-to-date
equipment are important to maintaining the
predominance of our military, our Armed Forces
ultimately rely on the commitment and skill of
the men and women who wear its uniform. Rec-
ognizing this, the Budget supports additional
permanent forces in the Army and Marine Corps,
which will increase to 547,400 and 202,000, re-
spectively, by the end of 2010. This growth is two
years ahead of schedule and will reduce stress on
servicemembers and their families, while provid-
ing heightened readiness for a full spectrum of
military operations anywhere in the world.

Increase Pay for Men and Women in Uni-
form. After years of asking more and more from
our troops and their families, this Budget re-
flects the priorities of an Administration that
is committed to caring for the servicemembers
who protect our security and the families who
support them. The Budget includes funding for
a 2.9 percent pay raise for men and women in

uniform, an amount that will improve their pur-
chasing power.

Improve Mental Health Care for Soldiers
and Veterans. The Budget funds expanded ef-
forts at DOD to address mental health needs.
Post-traumatic stress disorder, traumatic brain
injury (TBI) and associated ailments are, and
will continue to be, key military medical chal-
lenges facing the Armed Forces for years to come.
DOD will fully implement a comprehensive TBI
registry including a single point of responsibil-
ity to track incidents and recovery. The armed
services will expand the number of integrated
mental health professionals with their deployed
units to better channel medical attention to those
who need help quickly. In addition, the National
Intrepid Center of Excellence for Psychological
Health and TBI will be dedicated in the late fall
of 2009. This will serve as the clinical research
and educational arm of DOD’s Center of Excel-
lence for psychological health and TBI. The Bud-
get expands the mental health screening and
treatment services offered by the Department of
Veterans Affairs (VA) and focuses on reaching vet-
erans in rural areas. The VA also will increase the
number of Vet Centers and mobile health clinics
to expand access to mental health screening and
treatment in rural areas. In addition, new fund-
ing ensures that veterans and their families are
informed of these resources and are encouraged
to pursue needed care.

Reform Defense Department Acquisition.
When it comes to the defense of our Nation, it’s
critical that every dollar is spent in the most ef-
fective way possible. Funds need to be allocated
in ways that take into the account the needs of to-
day as well as the threats of tomorrow. Moreover,
we must make sure that the men and women who
serve our Nation in its defense have the train-
ing, resources, material, and support they need
to do the job. We know that DOD’s new weapons
programs are among the largest, most expensive,
and technically difficult that the Department has
ever tried to develop. Consequently, they carry a
high risk of performance failure, cost increases,
and schedule delays. With this in mind, the Ad-
ministration is committed to reforming the de-
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fense acquisition process so that taxpayer dollars
are not wasted. The Administration will set real-
istic requirements and stick to them and incorpo-
rate “best practices” by not allowing programs to
proceed from one stage of the acquisition cycle to
the next until they have achieved the maturity
to significantly lower the risk of cost growth and
schedule slippage.

Put the United States on a Path to Double
Foreign Assistance. It has become clear over
the past decade that all the elements of American
power must be developed to protect our people,
interests, and values. That is why the Admin-
istration is committed to placing the Nation on
a path to double foreign assistance to $50 bil-
lion. Doing so, the United States will reach out
to the global community, lay the groundwork for
stability and security at home and abroad, and
strengthen its role as a leader in global develop-
ment and diplomacy. These are important invest-
ments that will help bring stability to other parts
of the globe and greater security for our Nation.
Through increased foreign assistance funding,
the United States will embark on several new
initiatives that will give children in the poorest
countries access to education; foster global food
security through sustainable agriculture; expand
goodwill and inspire service by increasing the
size of the Peace Corps; and help stabilize post-
conflict states, creating room for them to plant
the seeds of democracy.

Expand the Size of the Foreign Service.
To face the threats of the 21st Century, we need
to use all the instruments of our power, includ-
ing diplomacy, to ensure the safety and security
of the United States. The 2010 Budget includes
funding for the first year of a multi-year effort to
significantly increase the size of the Foreign Ser-
vice at both the Department of State and the U.S.
Agency for International Development (USAID).
An increased cadre of State and USAID Foreign
Service officers will help advance our critical for-
eign policy goals and deliver on our expanding
U.S. foreign assistance commitments.

Increase Funding for Global Health Pro-
grams. Boosting the quality of health around

the world is not only a moral consideration; it is
also in the country’s interest as pandemics and
poor health care can destabilize whole regions
as well as travel around the globe. In the Bud-
get, the United States will continue to build on
its commitment to save lives through increasing
investments in global health programs, includ-
ing in areas such as maternal and child health,
family planning and other core health programs,
while also emphasizing a commitment to HIV/
AIDS, malaria, and tuberculosis through success-
ful programs such as the President’s Emergency
Plan for AIDS Relief and the Malaria Initiative.
In addition, together with our multilateral part-
ners, the Administration will continue to provide
global leadership to improve the health status of
the world’s poorest populations.

Reinvigorate Counter-Proliferation, Anti-
Terrorism, and Transnational Crime-Fight-
ing Efforts. The Budget will fund reinvigorated
efforts to counter nuclear proliferation, terrorism,
and transnational crime. Specifically, the Bud-
get includes first-year funding for a multi-year
counterterrorism and law enforcement assis-
tance program that strengthens the capabilities
of our international partners in the Western
Hemisphere and other critical regions around the
world. The Budget also provides additional non-
proliferation and counter-proliferation funding to
help secure nuclear materials and promote safe
civilian uses of nuclear energy.

Meet Our Challenges in Afghanistan, Pak-
istan, and Iraq. The 2010 Budget refocuses U.S.
resources toward addressing the resurgence of al
Qaeda and the Taliban in Afghanistan and Paki-
stan. The Administration increases non-military
assistance to both countries, providing additional
funding for governance, reconstruction, counter-
narcotics, and other development activities that
will help counter extremists. It expands the
number of civilian personnel in Afghanistan and
Pakistan in an effort to stabilize strategic areas
of the countries, build government capacity, and
successfully manage expanded assistance pro-
grams. In Iraq, the Administration strengthens
our assistance to those who have been displaced
from their homes because of the war, and realigns
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our assistance efforts in Iraq to ensure that Iraq-
is can assume more responsibility for their own
political and economic future.

Boost Compensation to Disabled Military
Retirees. The Budget contains a proposal to ex-
pand concurrent receipt of military retired pay
and Veterans Disability Compensation to retirees
who were medically retired from active service.
Under current law, these benefits are offset. Dis-
abled military retirees would receive significantly
greater compensation when the offset is removed.

Improve the Quality of Life for Our Armed
Forces. The Administration is committed to im-
proving the quality of life for American military
personnel. Therefore, the Budget continues to
sustain and modernize barracks and dormitories
housing service members around the world and
works to end all inadequate housing for military
families. It provides funds to build or renovate
base facilities at a rate sufficient to ensure the
safety and functionality of all structures while
meeting the needs of users.

Care for Wounded, Ill, and Injured Ser-
vicemembers. DOD will continue its efforts to
improve the medical care and housing for wound-
ed, ill, and injured servicemembers. DOD will
add 21 more Warrior in Transition Complexes at
posts throughout the continental United States,
as well as sites in Alaska, Hawaii and Germany.
DOD and the VA will expand pilot programs to
expedite processing of injured troops through the
Disability Evaluation System. The expedited sys-
tem substantially reduces the time required to
determine disability rating and, more important-
ly, alleviates frustration caused by a needlessly
complex process.

Increase Funding for VA by $25 Billion
Over the Next Five Years. The President’s Bud-
get increases funding for VA by $25 billion over
the next five years in order to honor our Nation’s
veterans and expand the services they receive.
Some of these funds will be used to transform
VA into a 21st Century organization, including
investments in information technology that di-
rectly benefit veterans in the areas of both health

care and benefits. Through improved electronic
medical records, VA will more efficiently retrieve
active duty health records from DOD and enable
all VA care sites to access the records of veterans
needing care. The VA will also invest in the de-
velopment of rules-based electronic processes to
increase accuracy, consistency, and timeliness in
veterans’ receipt of benefits.

Dramatically Increase Funding for VA
Health Care. The President’s Budget funds VA
medical care with the resources it needs to pro-
vide 5.5 million veterans with timely and high
quality care. This funding also enables VA to cre-
ate Centers of Excellence for hearing and vision
impairment and to provide additional veteran-
oriented specialty care in areas including pros-
thetics, spinal cord injury, aging, and women’s
health.

Restore Health Care Eligibility for Mod-
est-Income Veterans. For the first time since
January 2003, the President’s Budget restores
eligibility for VA health care to non-disabled vet-
erans earning modest incomes. By 2013, this ini-
tiative will bring over 500,000 additional veterans
into the VA health care system while maintaining
high quality and timely care for the lower-income
and disabled veterans who currently rely on VA
medical care.

Combat Homelessness by Safeguarding
Vulnerable Veterans. The Administration ex-
pands VA’s current services to homeless veter-
ans through a collaborative pilot program with
non-profit organizations. This pilot will help
maintain stable housing for veterans who are at
risk of falling into homelessness while helping
VA to continue providing them with supportive
services.

Facilitate Timely Implementation of the
Comprehensive Education Benefits Veter-
ans Earn Through Their Dedicated Service.
This Budget supports VA’s prompt, accurate, and
efficient implementation of the Post-9/11 GI Bill-
-providing unprecedented levels of educational
assistance to the men and women who have
served our country through active military duty.
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CHANGING THE WAY WASHINGTON DOES
BUSINESS

Just as important as changing what Washing-
ton does is to change how it does it. We cannot
begin to tackle the challenges we face in the short
term to revive our economy and in the long term
to put us on the path to growth without restoring
responsibility and accountability to Government.
Being entrusted with Americans’ tax dollars is
a huge responsibility, and for far too long, there
has been insufficient regard for how those funds
are spent; a high tolerance of waste, fraud, and
abuse; and a passive acceptance of inefficiencies
and ineffectiveness. Changing this will take time,
and in the few weeks that the Administration has
been in office, it has started that lengthy process.

Restoring Fiscal Discipline and
Planning for the Future

Over the past eight years, fiscal recklessness
replaced fiscal responsibility. Huge tax cuts and
spending increases were undertaken without be-
ing paid for. Large extra-budgetary expenses put
a veneer on our fiscal situation. Special interest-
driven spending grew out of control. Long-term
challenges to our country and our fiscal situation
were ignored. Taken together, this has put the
Nation in an even more precarious fiscal position
as we confront this economic crisis. In light of this
inheritance of irresponsibility, the Administra-
tion in its first weeks has taken the initial steps
to restore fiscal discipline by requesting and
signing into law an economic recovery bill that
is free of all earmarks and by instituting a sys-
tem whereby the public will be able to track how
and where recovery funds are actually used. To
continue this progress in the months and years
ahead, the Administration will:

Cut the Deficit in Half by End of the Presi-
dent’s First Term. The current economic crisis
has resulted in a $1 trillion a year gap between
what the economy can produce and what it is ac-
tually producing. With all the monetary policy
levers already employed, the Government had
to step in to stimulate the economy and avoid an
economic catastrophe. While the Recovery Act

has entailed increasing deficit spending—since
that is the fastest and surest way to create jobs in
a recession—we cannot see this as a new norm. It
is an extraordinary response to an extraordinary
crisis. So while this Budget will add to our na-
tional deficit in the short-term, the President is
committed to cutting in half by the end of his first
term in office the deficit he inherited on January
20, 2009.

Review the Budget Line-By-Line for
Waste. The President believes that we should
be investing taxpayer dollars in efforts and pro-
grams with proven records of success and real-
locating or cutting programs that do not work or
whose benefits are not worth their cost. To this
end, the Administration has begun an exhaus-
tive line-by-line review of the Federal Budget, the
first stage of which will be partially reflected in
the spring release of the full FY 2010 Budget and
will continue in subsequent years. However, al-
ready the Administration has identified cuts and
savings that include:

o Increasing Federal Health Savings. As
discussed in detail above, the President
is proposing substantial savings in health
care by aligning incentives toward qual-
ity, promoting efficiency, and encouraging
responsibility.

o Eliminating Cotton Storage Credits. The
President’s Budget proposes to eliminate the
requirement for the Government to pay the
storage costs of cotton that is put under loan
with USDA. Cotton is the only commodity
for which this assistance is provided with-
out exception. Storage credits for cotton have
been found to have a negative impact on the
amount of cotton on the market. Because
cotton storage is covered by the Government,
producers may store their cotton for longer
than necessary. There is no reason the Gov-
ernment should be paying for the storage of
cotton, particularly since it does not provide
this assistance for most other commodities.

e Eliminating Mine Clean-Up Payments to
States that Have Completed Clean-Up. Aban-
doned Mine Lands (AML) payments from the
Office of Surface Mining are made to States
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with abandoned coal mines requiring clean
up. These AML payments were originally in-
tended to be used only for clean-up efforts.
In 2006, a provision was added that provided
payments, available for unrestricted use, for
States that have completed clean-up of all of
their abandoned coal mines. This proposal
would eliminate these unrestricted pay-
ments to States that have completed clean-
up, saving close to $200 million in 2014.

Eliminating the Resource Conservation and
Development (RC&D) Program. The Budget
eliminates funding for RC&D. First begun
in 1962, the program was intended to build
community leadership skills through the es-
tablishment of RC&D councils that would
access Federal, State and local programs for
the community’s benefit. After 47 years, this
goal has been accomplished. These councils
have developed sufficiently strong State and
local ties that the Administration believes
they are now able to secure funding for their
continued operation without Federal assis-
tance.

Reforming the Market Access Program
(MAP). The Budget reforms MAP by reduc-
ing program funding for overseas brand
promotion and minimizes the benefits that
large for-profit entities may indirectly gain
as members of trade associations who partic-
ipate in MAP. An annual funding reduction
of 20 percent will improve the program by
placing greater emphasis on promoting ge-
neric American agricultural products over-
seas and assisting small business entities.

Reducing Direct Payments to Farmers. The
President wants to maintain a strong safety
net for farm families and beginning farmers
while encouraging fiscal responsibility. As
part of a broad effort to move farmers from
a program of direct payments to a program
where agricultural producers earn payments
from environmental improvements, the
President’s Budget phases out direct pay-
ments over three years to farmers with sales
revenue of more than $500,000 annually.
Presently, direct payments are made to even
large producers regardless of crop prices, in-

come, and profits or whether the land is still
farmed.

Increasing Collection of Delinquent Tax From
Federal Contractors. Federal contractors owe
billions of dollars in unpaid Federal taxes.
IRS currently collects some of this debt by
levying Federal payments made to these
debtors. In some cases, administrative proce-
dures prevent IRS from collecting this debt.
In fact, IRS loses the opportunity to collect
approximately $114 million per year in tax
debt because of administrative delays. The
Budget proposes to address this problem by
streamlining administrative processes in or-
der to make it easier for IRS to collect tax
debt owed by Federal contractors.

Eliminating or Reforming Small, Ineffec-
tive Housing and Urban Development Pro-
grams. Programs that are either ineffec-
tive or duplicative divert us from achieving
their ultimate policy goals and are a waste
of taxpayer dollars. The Administration
proposes eliminating a list of programs
that includes: the American Dream Down-
payment Initiative, which is too small to
operate effectively and the Community
Development Loan Guarantee program,
which is not structured effectively to en-
courage communities to finance large-scale
development; plus reform the Rural Hous-
ing and Economic Development program so
that it is not duplicative of similar USDA
programs.

Eliminating Education Programs With Re-
cords of Low Performance. When it comes to
educating our children, we cannot afford to
waste a dollar. The Administration propos-
es to immediately terminate, or intensively
review with an expectation of overhauling
or terminating, a series of small Education
Department programs. Many of these pro-
grams have long provided funding for nar-
rowly focused curricula, staffing choices, or
school types. None has strong evidence to
justify this support; the programs either
have never been seriously evaluated or have
received weak evaluations; and the pro-
grams often could be funded in competitive
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funding streams that could require evidence
of results.

e Return to Honest Budgeting. Too often
in the past several years, budget tricks were
used to make the Government’s books seem
stronger than they actually were. If this
Budgetused the gimmicks employed inrecent
budgets, it would show in excess of another
$250 billion annually in available funds each
year, and a bottom line that would appear
approximately $2.6 trillion better over 10
years. Pretending that the Budget has this
money available may be gratifying, but it’s
an accounting sleight-of-hand, not reality.
We should not tolerate these kinds of tricks
when it comes to accounting for the public’s
tax dollars. This Budget, therefore, provides
a projected cost for the wars in Iraq and
Afghanistan; does not assume that all of the
2001 and 2003 tax legislation magically dis-
appears at the end of 2010; does not allow
the alternative minimum tax to take over
the tax code, which almost every observer
agrees is unrealistic; recognizes the statis-
tical likelihood of natural disasters instead
of assuming that there will be no disasters
over the next decade; includes a contingent
reserve as a placeholder in case further leg-
islative action becomes necessary to stabi-
lize the financial system; and provides a 10-
year rather than a 5-year look into our fiscal
situation.

Account for Future Emergencies. One can
never know what kind of disaster or unexpected
emergency may occur that will require the help
of the Federal Government. If we do not account
for these costs as we project the Federal Govern-
ment’s future fiscal health, we run the risk of
allowing these unforeseen events to cause even
more economic pain and derail our long-term
growth. In the past, budgets assumed that there
would not be any natural disasters in our Nation
that would necessitate Federal help—no major
earthquakes, hurricanes, floods, or man-made di-
sasters. This omission is irresponsible, and has
permitted past Administrations to project deficits
that were lower than were likely to occur. Break-
ing with past practice, the President’s Budget

puts more than $20 billion annually (the statisti-
cal probability of the costs of dealing with these
emergencies) in its budget projections.

Return to Pay-As-You-Go Budgeting.
While the economic crisis we have inherited is a
once-in-a-generation meltdown, it should not be
seen as an opportunity to abandon the fiscal dis-
cipline that we owe each and every taxpayer in
spending their money. This discipline is critical
to keeping the United States strong in a global,
interdependent economy. Moving forward, we
need to return to pay-as-you-go budgeting that
we had in the 1990s for all non-emergency mea-
sures. The President and his economic team look
forward to working with the Congress to develop
budget enforcement rules that are based on the
tools that helped create the surpluses of a decade
ago, including statutory pay-as-you-go rules.

Create a Reserve for Financial Stabiliza-
tion Efforts. The Nation has inherited deep
problems in its financial system. Additional ac-
tion is likely to be necessary to stabilize the fi-
nancial system and thereby facilitate economic
growth. Although the Administration is not re-
questing additional funds from the Congress at
this point and although it is not yet possible to
provide a precise estimate of how much addi-
tional Federal action may be involved should the
Administration need to request such funds, the
President’s Budget nonetheless includes a $250
billion contingent reserve for further efforts to
stabilize the financial system. The approach for
this financial stabilization reserve is similar in
spirit to the one adopted with regard to future
war costs; the Budget includes a placeholder for
future war costs even though such costs if any are
difficult to predict. Estimates of the value of the
financial assets acquired by the Federal Govern-
ment to date suggest that the Government will
get back approximately two-thirds of the money
spent purchasing such assets—so the net cost to
the Government is roughly 33 cents on the dol-
lar. These transactions are typically reflected in
the budget at this net cost, since that budgetary
approach best reflects their impact on the Gov-
ernment’s underlying fiscal position. The figure
recorded in this Budget as a placeholder simi-
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larly reflects this net cost concept. The $250 bil-
lion reserve would support $750 billion in asset
purchases.

The existence of this reserve in the Budget does
not represent a specific request. Rather as events
warrant, the Administration will work with the
Congress to determine the appropriate size and
shape of such efforts, and as more information be-
comes available the Administration will define an
estimate of potential costs. In addition, should a
request become necessary, the Administration is
committed to working with the Congress so that
to the maximum extent possible, taxpayers are
paid back over time for any additional emergency
assistance provided to the financial system. The
compensation to taxpayers could include requir-
ing dividend payments, warrants, equity and oth-
er forms of upside opportunities from those firms
receiving assistance. The compensation could
also include a fee or assessment on financial in-
stitutions or financial activity, which would have
to commence only when the financial system had
stabilized and which would be designed to mini-
mize adverse effects on the long-term recovery of
our financial system.

Limit Pay Increases in the Federal Work-
force. As families are tightening their belts in
this economic crisis across the country, the Presi-
dent ordered a freeze of White House senior staff
pay. In this Budget, Federal employees also will
be asked to do their part: the 2010 pay increase
for Federal civilian employees, 2.0 percent, is re-
sponsive to the current economic climate, bring-
ing Federal pay and benefit practices more in line
with the private sector.

Making Saving for Retirement Easier as
the Economy Recovers. Over the long-term
families need personal savings, in addition to
Social Security, to prepare for retirement and
to fall back on during tough economic times like
these. However, 75 million working Americans—
roughly half the workforce—currently lack access
to employer-based retirement plans. In addition,
the existing incentives to save for retirement are
weak or non-existent for the majority of middle-
and low-income households. The President’s 2010

Budget lays the groundwork for the future es-
tablishment of a system of automatic workplace
pensions, on top of and clearly outside Social Se-
curity, that is expected to dramatically increase
both the number of Americans who save for re-
tirement and the overall amount of personal sav-
ings for individuals. Research has shown that the
key to saving is to make it automatic and simple.
Under this proposal, employees will be automati-
cally enrolled in workplace pension plans—and
will be allowed to opt out if they choose. Em-
ployers who do not currently offer a retirement
plan will be required to enroll their employees in
a direct-deposit IRA account that is compatible
with existing direct-deposit payroll systems. The
result will be that workers will be automatically
enrolled in some form of savings vehicle when
they go to work—making it easy for them to save
while also allowing them to opt out if their family
or individual circumstances make it particularly
difficult or unwise to save. Experts estimate that
this program will dramatically increase the sav-
ings participation rate for low and middle-income
workers to around 80 percent.

Creating a More Ethical and Transparent
Government and Improving Ouversight

Washington cannot be responsive to the Ameri-
can people if the doors of Government are shut
to everyone except those with lobbyists and influ-
ence. An unresponsive Government not only of-
fends our democratic sensibilities; it also leads to
disastrous policy outcomes—initiatives and pro-
grams that are constructed to serve a select few
and not the public interest.

That is why in his first days in office, the Pres-
ident signed an executive order that: prohibits
executive branch employees from accepting gifts
from lobbyists; closes the revolving door that al-
lows Government officials to move to and from
private sector jobs in ways that give that sector
undue influence over Government; and requires
that Government hiring be based upon qualifica-
tions, competence, and experience—not political
connections. The President has ordered every one
of his appointees to sign a pledge abiding by these
tough new rules as a down payment on the change
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he has promised to bring to Washington. In three
separate Presidential Memoranda, the President
instructed all members of his Administration to
operate under principles of openness, transpar-
ency, and of engaging citizens with their Govern-
ment; and ended the practice of having others
besides the President assert executive privilege
for records after an administration ends.

Building on his career working for a more ethi-
cal and transparent Government, the President
will:

Shine a Bright Light on Washington Lob-
bying. The Administration will take steps to
make sure that the public has specific, useful,
and meaningful information about how lobbyists
are trying to influence Federal spending and tax
policy. A centralized, online database will contain
lobbying reports, disclose how much money Fed-
eral contractors are spending on lobbying, and
provide other relevant information.

Let Americans Track How Their Tax Dol-
lars Are Spent. Americans have a right to know
how the Government spends their tax dollars, but
that information is usually hard to find and often
not made available at all. The President is com-
mitted to changing that by making this data easy
to find and review. He will:

o Maintain Recovery.gov, an unprecedented ef-
fort to bring transparency and accountabil-
ity to the money spent in the American Re-
covery and Reinvestment Act. This site will
allow taxpayers learn where recovery funds
are going, for what purpose, and to what re-
sult.

e Give the public five days to review all non-
emergency bills before they are signed into
law.

e Disclose each earmark and the name of the
legislator who asked for each earmark, and
make this in