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The Budget Deal 

American Taxpayers Relief Act (ATRA) 
• Sequestration postponed to March 1st  
• One-year payment patch for Medicare 

physicians 
• Unemployment benefits extended for a year 
• Farm bill extended for a year 

 
• Payroll tax holiday ended 
• Most of 2001/2003/2010 tax cuts extended 
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Presentation Notes
For the past decade, Congress has dealt with scheduled payment cuts to Medicare physicians by enacting a series of short-term patches known as a “doc fix.” UNEMPLOYMENT BENEFITS EXTENTIONS: NOTE THAT THIS DOES NOT MEAN ALL WORKERS CURRENTLY RECEIVING BENEFITS WILL CONTINUE TO RECEIVE THEM ALL YEAR. THE MAXIMUM DURATION OF FEDERAL UB IS BASED ON EACH STATE UNEMPLOYMENT RATE, AND THUS IS LIKELY TO DROP OVER THE YEAR AS THE ECONOMY RECOVERS.FARM BILL EXTENDED = NO CHANGE TO SNAPTEMPORARY REDUCTION OF EMPLOYEE PAYROLL TAXES FROM 6.2% TO 4.2% ENDED82% of Bush tax cuts made permanent. Some of these provisions are also the bad news: had the fiscal cliff not been negotiated away, we would have fallen over the cliff, and tax rates on estates, dividends, and capital gains would be higher yet, and the income level for the elimination of the tax rate cuts would have corresponded to the level the President campaigned on ($200,000 for individuals, $250,000 for married couples), so some critics may feel the White House lost tax revenues here that it should have held onto. After all, reducing a deficit can be done either by cutting spending or by increasing revenues, and, for women, who depend so much on government programs (Title X family planning funds, for example, or services for domestic violence victims) any loss in potential revenue and failure to harvest new revenues likely means bigger future cuts to programs they rely on.Other bad news: the payroll tax cut was not extended.  For the past two years, most workers paid a contribution deducted from their paychecks of 4.2 percent of their earnings for Social Security instead of the normal 6.2 percent. This reduction, always seen as temporary and originally passed for one year, and then extended for a second, helped to stimulate the economy during the weak recovery of 2011 and 2012, by adding about $120 billion to consumer demand each year (not counting multiplier effects). What this means is that many low and middle earners will actually see their taxes increase—they will still get the income tax rate cuts that are now permanent and the Obama tax credit expansions but those will be more than offset by the payroll tax increase that supports Social Security. This is bad news for millions of families and for the overall economy, which still needs more stimulus, not less. ALL THIS FROM IWPR.ORG



Tax Rates Changes 
• Tax credits for low and middle income families 

extended for 5 years 
 

• Tax rate for income above $400,000/$450,000 
increases to 39.6%  
 

• Tax rate on capital gains and dividends 
increases from 15% to 20% 
 

• Estate tax rate increases from 35% to 40% for 
estates valued over $5m ($10m for married 
couples) 
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Presentation Notes
TAX CREDITS FOR LOW AND MIDDLE INCOME FAMILIES = CHILD TAX CREDIT, EARNED INCOME TAX CREDIT, AMERICAN OPPORTUNITYTAX CREDIT, which helps students pay for college) EXTENDED FOR 5 YEARSRepublicans say that from here on we should do only spending cuts, focusing on entitlement programs But their approach to entitlements is highly selective — they seek to cut the entitlement programs on the spending side of the budget, whose benefits go overwhelmingly to middle-class and poor families.  But they want no deficit reduction to come from the most wasteful and inefficient of entitlements — those embedded in the tax code. As chairman of the Federal Reserve, Alan Greenspan referred to tax expenditures as “tax entitlements.”[3]   Many tax expenditures are subsidies provided on an entitlement basis and delivered through the tax code.  That’s why they are effectively spending through the tax code.Achieving further deficit reduction solely through spending cuts entails cutting entitlements that benefit the poor and middle class while shielding the biggest entitlement for the wealthy.SEE cbpp “achieving further deficit…..” article….LOOOOVE THE CHILD CARE ASSISTANCE EXAMPLE TOWARDS THE END



What’s next? 
What’s happening in March 2013 

 
• Sequestration and fiscal cliff….again! 

 
• We reach the debt ceiling…again! 

 
• Continuing resolutions keeping the 

country running expire…again!!! 
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Presentation Notes
Need $1.4 trillion in deficit savings over the next decade



Sequestration and Debt Ceiling 
 

• “We are done raising revenues” - Republicans 
 

• Republicans refuse to increase debt ceiling 
 

• “We are not a deadbeat nation” – Pres. Obama  
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Presentation Notes
Three-quarters of deficit reduction to date has been through spending cutsWHY DISCUSSION OF SEQUESTRATION AND DEBT CEILING ARE HAPPENING TOGETHER:Despite the ATRA, when new Congress is sworn in on January 3, debate will immediately turn to how to reduce the deficit and avoid sequestration. Need $1.4 trillion in deficit savings over the next decade to avoid spending cuts and to stabilize the public debt over the coming decade, ensuring that it doesn’t grow faster than the economy and risk eventual economic problems.$1.4 trillion can be achieved with $1.2 trillion in policy savings – tax increases and spending cuts – because that would generate almost $200 billion in savings in interest payments. Republicans want tax increases off the table and debt reduction to be obtained only through spending cuts – regressive impactRepublicans say “they are done raising revenues” – they want a “revenue-neutral” tax reform and debt reduction to be obtained only through spending cuts – regressive impactTHREATThe House Republicans are threatening to risk a default on the national debt unless President Obama agrees to large spending cuts.  “We simply cannot increase the nation’s borrowing limit,” he writes, “without committing to long overdue reforms to spending programs that are the very cause of our debt.”  But around late February, the Treasury will run out of room to borrow more money without exceeding the legal limit on the public debt.  At that point, if Congress does not raise the debt limit, the federal government will not be able to meet all of its financial obligations, including required payments to bondholders, service members, veterans, and contractors. Default would have shattering consequences.To be sure, policymakers need to achieve about $1.2 trillion in further policy savings over the next 10 years to stabilize the federal debt as a share of the economy.  They should do so through a balanced package of both spending cuts and revenue increases.  But threatening default should not be part of the discussion. Wow this is something I already put in my first presentation….yet it is not happening!!! SEE cbpp article “To stabilize the debt, policymakers should seek another $1.4 trillion in deficit savings” That $1.4 trillion — and not a larger amount — would stabilize the debt is due primarily to the deficit-reduction policies that the President and Congress have enacted over the last two years.  First came $1.5 trillion in appropriations cuts (and another $200 billion in associated interest savings), primarily through the annual caps in the 2011 Budget Control Act (BCA).[2]   Second came the tax increases in the fiscal cliff deal, officially called the American Taxpayer Relief Act (ATRA).
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