
OVERVIEW OF THE PRESIDENT’S 2005 BUDGET

The President’s 2005 Budget continues to support and advance three overriding national priorities: 
winning the war on terror, protecting the homeland, and strengthening the economy.

The President is committed to spending what is necessary to provide for our security— and 
restraining spending elsewhere. Since September 11, 2001, more than three-quarters of the 
increase in discretionary spending has been directly related to our response to the attacks, enhanced 
homeland security, and the War on Terror. The President’s 2005 Budget continues this spending 
trend: significant increases in funding our security programs combined with a dramatic reduction 
in the growth of discretionary spending unrelated to security.

The President’s Budget:
• increases defense spending by 7 percent to support our military around the world, while 

pursuing the transformation of our military to ensure America has the best trained and best 
equipped armed forces in the world;

• increases homeland security spending by 10 percent to strengthen capabilities created to 
prevent future attacks; and

• holds the rest of discretionary spending to 0.5 percent growth, while continuing to increase 
funding for key priorities such as the President’s No Child Left Behind education reforms.

For the second year in a row, the President’s 
Budget is built on the sensible premise 
that Government spending should grow no 
faster than the average increase in American 
family incomes of approximately four percent. 
This Budget proposes to hold the growth in 
total discretionary spending to 3.9 percent 
and to reduce the growth in non-defense, 
non-homeland security spending to 0.5 percent, 
below the rate of inflation. In the last budget 
year of the previous administration (2001), 
discretionary spending unrelated to defense or 
homeland security soared by 15 percent. With 
the adoption of President Bush’s first budget 
(2002), that growth rate was reduced to six 
percent; then five percent the following year; 
and four percent for the current fiscal year. 
The President’s 2005 Budget continues this 

trend and will also provide new budget enforcement mechanisms, establishing statutory controls to 
restrain the growth in both discretionary and mandatory spending.

The President’s Budget builds on the pro-growth economic policies that have laid the foundation 
for the strong recovery now underway, and for sustained economic growth and job creation in the 
years ahead.

Growth rates exclude supplemental appropriations. S upp lem enta l 
increase defense and homeland security growth rates dramatically 
(these categories received 90 percent of supplemental funding).
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10 OVERVIEW OF THE PRESIDENT’S 2005 BUDGET

The President’s tax cuts have been critical to achieving his priority of strengthening the economy 
and creating jobs. Perhaps the best timed in American history these tax cuts deserve much credit 
for today’s brightening economic picture, which includes:

• nine consecutive quarters of positive growth through the end of 2003;
• the highest quarterly growth in 20 years— an 8.2 percent annual rate in the third quarter of 

2003, which, though unlikely to remain as high, is a harbinger of sustained growth to come;
• extraordinary productivity growth;
• continued strength in housing starts and retail sales; and
• encouraging signs of renewed business investment.

These indicators suggest that job 
growth, which typically lags recovery, 
should continue to strengthen in the 
months ahead. There is more to do 
however, and the President has put 
forward a six-point plan for economic 
and jobs growth, including making 
permanent the tax relief that has 
fueled our economic recovery. The 
sustained growth that this Budget 
supports will be good news for our 
budget picture as well: As the economy 
improves, Treasury revenues will too.

The Federal budget— like America itself— is in solid shape considering the extraordinary strains 
placed upon it: a stock market collapse that began in early 2000; a recession that was fully under
way by early 2001; revelation of corporate scandals; and, of course, the September 11th attacks and 
ensuing War on Terror.

With Treasury receipts only beginning to 
reflect a recovering economy— and major 
ongoing expenditures in Iraq, Afghanistan, 
and elsewhere in the War on Terror— we still 
face a projected $521 billion deficit for the 2004 
fiscal year. Although a legitimate matter of 
concern, that size deficit, at 4.5 percent of GDP, 
is not historically out of range. Deficits have 
been this large or larger in six of the last 25 
years, including a peak of 6.0 percent in 1983.

The Administration remains committed to 
dramatic deficit reduction in the coming years. 
With continuation of the President’s economic 
growth policies and sound spending restraint 
as reflected in this Budget, our projections 
show the deficit will be cut by more than half 
over the next five years. Indeed, our projections 

show the deficit falling from 4.5 percent of GDP in 2004 to 1.6 percent by 2009— which is also well 
below the 2.2 percent average deficit during the last 40 years.

Deficits as a Percent of GDP
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With continued pro-growth economic policies and spending restraint 
reflected in the Budget, deficits fall sharply.
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President’s Six-Point Economic Growth Plan

1. Making health care costs more affordable and 
predictable.
2. Reducing the lawsuit burden on the economy.
3. Ensuring an affordable, reliable energy supply.
4. Streamlining regulations and reporting requirements.
5. Opening new markets for American products.
6. Enabling families and businesses to plan for the future 
with confidence by making the tax cuts permanent.
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THE BUDGET FOR FISCAL YEAR 2005 11

Since President Bush took office, our Nation has confronted a cascading set of challenges. 
President Bush and the Congress responded on all fronts, with tax relief to get the economy going, 
the largest reorganization of the Federal Government in 50 years to create a new Department of 
Homeland Security, and the largest increases in the defense budget since the Reagan Adminis
tration to wage and win the War on Terror. The President’s 2005 Budget builds on this record 
of accomplishment. With renewed economic growth and the Congress’ cooperation in restraining 
spending and focusing it on our most critical priorities, we can accomplish the great goals the 
President has set for the country, while dramatically improving our budget situation.
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OVERVIEW OF THE PRESIDENT’S 2006 BUDGET

The 2006 Budget builds on the progress the President and the Congress achieved in meeting the
priorities of the Nation during the first term. We are funding efforts to defend the homeland from
attack. We are transforming our military and supporting our troops as they fight and win the Global
War on Terror. We are helping to spread freedom throughout the world. We are promoting high
standards in our schools, so that our children gain the tools they need to succeed. We are promoting
the pro-growth policies that have helped to produce millions of new jobs and restore confidence in
our economy. And we are taking additional action to enforce spending discipline.

During his first term, the President worked with the Congress to respond to a stock market
collapse, recession, the terrorist attacks of September 11, 2001, and the revelation of corporate
scandals. To meet the economy’s significant challenges, in each year the President proposed and
signed into law major tax relief that fueled recovery, business investment, and job creation.

To rebuild and transform our Armed Forces, the President raised spending for our military by
more than a third, the largest increase in defense spending since the Reagan Administration. To
make our homeland safer, the President created the Department of Homeland Security and nearly
tripled funding for homeland security activities.
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These actions had significant consequences for our
Nation, and for the Budget. The President committed
to spend what was needed to win the War on Terror
and protect the homeland and committed to enforce
restraint elsewhere. The President and the Congress
succeeded in bringing down the rate of growth in
non-security discretionary spending each year of his
first term. In the last Budget year of the previous
Administration, non-security discretionary spending
grew by 15 percent. In 2005, such spending will rise
only about 1 percent.

Because of this increased spending restraint,
deficits are below what they otherwise would have
been. Last year’s Budget projected a deficit of 4.5
percent of Gross Domestic Product (GDP) in 2004, or $521 billion. The President set out to cut
that deficit in half by 2009. Largely because economic growth generated stronger revenues than
originally estimated, and because the Congress adhered to the spending restraint called for in the
President’s Budget, the 2004 deficit came in $109 billion lower than originally estimated. At 3.6
percent of GDP, the actual 2004 deficit, while still too large, was well within historical range and
only the 10th biggest deficit in the last 25 years. With continuation of the President’s pro-growth
economic policies and responsible spending restraint, we will remain on track to cut the deficit in
half by 2009, to a level that is well below the 40-year historical average deficit of 2.3 percent of GDP.

With a growing economy, tax receipts are rising, which is helping to bring down the deficit as a
percentage of GDP. In order to sustain our economic expansion, however, we must exercise even
greater spending restraint than in the past. When the Federal Government focuses on its priorities,
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4 OVERVIEW OF THE PRESIDENT’S 2006 BUDGET

and limits the resources it takes from the private sector, the result is a stronger, more productive
economy.

When achieved through spending restraint rather than through tax increases, deficit reduction
bolsters confidence in America’s economy. This confidence of global capital markets in America brings
important advantages to our economy in the form of lower real interest rates and lower borrowing
costs, which in turn lead to more investment and more jobs. Keeping America’s fiscal house in order,
while holding taxes down, sustains growth and justifies investors’ confidence in the U.S. economy.

The Administration proposes to tighten spending further this year by limiting the growth in
overall discretionary spending, even after significant increases in defense and homeland security,
to 2.1 percent—less than the projected rate of inflation. In other words, under the President’s
2006 Budget, overall discretionary spending will see a reduction in real terms. In non-security
discretionary accounts, the President proposes to cut spending by nearly 1 percent—the tightest
such restraint proposed since the Reagan Administration.

The Budget also proposes more than 150 reductions and eliminations in non-defense discretionary
programs, saving about $20 billion in 2006, and an additional set of reforms in mandatory programs,
saving about $137 billion over the next 10 years.

In restraining spending in the 2006 Budget, the Administration was guided by three major criteria:

First: Does the program meet the Nation’s priorities? The Budget increases funding to strengthen
our Armed Forces, improve our homeland defenses, promote economic opportunity, and foster
compassion.

Second: Does the program meet the President’s principles for appropriate use of taxpayer
resources? If an appropriate Federal role could not be identified in a program’s mission, the Budget
proposes to reduce or eliminate its funding.

Third: Does the program produce the intended results? The President’s Management Agenda
(PMA) has been in existence for nearly four years. As a part of the PMA’s Budget and Performance
Integration Initiative, the Program Assessment Rating Tool (PART) measures the success of
programs in meeting goals and identifies which are achieving their intended results and which are
not. The PART can help determine when two programs that perform similar tasks produce starkly
different results—and helps the Administration to reward only those that succeed, thus reducing
redundancies in the Federal Government. For programs that have achieved their desired results,
and do not merit continued funding, the Administration has recommended eliminations.
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A Declining Budget Deficit
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The Budget forecasts that the deficit will continue to
decline as a percentage of GDP. In 2005, we project a
deficit of 3.5 percent of GDP, or $427 billion. And if we
maintain the policies of economic growth and spending
restraint reflected in this Budget, in 2006 and each of
the next four years, the deficit is expected to decline.
By 2009, the deficit is projected to be cut by more than
half from its originally estimated 2004 peak—to just 1.5
percent of GDP, which is well below the 40-year histor-
ical average deficit, and lower than all but seven of the
last 25 years.

While the Budget projects steady and solid
improvement over the five-year budget window, the
Nation faces substantial deficit challenges about

a decade from now. At that point, when the major effects of the retirement of the Baby Boom
generation begin to be felt, deficits are projected to rise indefinitely. That is why it is necessary to act
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THE BUDGET FOR FISCAL YEAR 2006 5

this year to strengthen Social Security. While the program can deliver promised benefits to today’s
seniors, it has made promises to young workers that it cannot keep. Social Security’s unfunded
obligations total more than $10 trillion, and that figure grows by hundreds of billions of dollars
with every year of inaction. This year, the President will work with the Congress on Social Security
reform that includes personal accounts and fixes the problem permanently. Such reforms are
much-needed, both to provide young workers the opportunity to build a nest egg for retirement, and
to take a major step in confronting the long-term fiscal danger posed by the unfunded obligations of
our entitlement programs.

Highlights of the President’s Budget

• Overall discretionary spending rises by just 2.1 percent, lower than the rate of expected inflation.

• Non-security discretionary spending falls by nearly 1 percent, the tightest such restraint proposed since
the Reagan Administration.

• The deficit is forecast to fall to 3.0 percent of GDP in 2006, compared with 3.5 percent in 2005.

• The deficit is forecast to fall to 1.5 percent of GDP by 2009, well below the 40-year historical average
of 2.3 percent of GDP.
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6 OVERVIEW OF THE PRESIDENT’S 2006 BUDGET

HIGHLIGHTS OF PROGRAM INCREASES AND NEW INITIATIVES

(All figures depicting increases are above the 2005 enacted levels.)

Defense, Foreign Assistance, and Homeland Security

• Raises overall Defense spending by 4.8 percent, or 41 percent since 2001.

• $35 billion more between now and 2011 to reorganize the total Army forces and increase the number
of active Army combat brigades by 30 percent.

• $3.5 billion more between 2006 and 2011 to implement the Global Posture Initiative, which will increase
U.S. responsiveness and allow for the return of 70,000 U.S. troops from Cold War bases.

• $1.7 billion for unmanned vehicles, which perform hazardous tasks without risking the lives of soldiers,
sailors, airmen, and Marines.

• $3 billion, an increase of $1.5 billion, to expand the Millennium Challenge Account for foreign
assistance, to encourage sound economic and governance policies in the developing world.

• $4.2 billion for the Department of Health and Human Services (HHS), a $154 million increase, to
address the threat of bioterrorism.

• $600 million for a Targeted Infrastructure Protection Program in the Department of Homeland Security
(DHS) to assist State and local governments in reducing the vulnerability of critical infrastructure, such
as chemical facilities, ports, and transit systems.

• $581 million, a 45-percent increase, for research and development of radiological and nuclear detection
systems and countermeasures at DHS, the Department of Energy, and HHS.

• An increase of $555 million for the Federal Bureau of Investigation, an 11-percent increase over 2005
levels, and a 76-percent increase since 2001.

Economic Opportunity and Education

• $10 billion over 10 years in tax incentives to create economic Opportunity Zones in areas transitioning
to new and emerging industries.

• $3.7 billion for a new economic and community development program that consolidates 18 ineffective
or duplicative programs into a flexible and targeted program.

• $200 million to provide home purchase downpayment assistance to 40,000 low-income families.

• $28 billion increase for student aid programs through 2015, including the retirement of the Pell Grant
shortfall, an increase in the maximum Pell award by $500 over five years, and additional benefits to
student borrowers, helping more than 10 million needy students cover the costs of college.

• $1.5 billion for the President’s High School Initiative to extend No Child Left Behind (NCLB) reforms
into high schools through improved testing and programs for at-risk youth.

• $11.1 billion for IDEA special education grants to States, an increase of $508 million, taking the total
increase in Federal funding for IDEA grants to $4.8 billion, or 75 percent, since 2001.

• $603 million more for Title I to provide grants to improve education in low-income communities and
support NCLB reforms, a total increase of $4.6 billion, or 52 percent, for Title I since 2001.

• $500 million for schools and teachers to close the achievement gap and attract high-quality teachers
to high-need schools.
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THE BUDGET FOR FISCAL YEAR 2006 7

Health and Compassion

• $74 billion over 10 years for health-insurance tax credits for low-income individuals and families that
will ultimately help 15 million families purchase affordable health insurance.

• $4 billion in grants to States to establish health insurance purchasing pools, through which people who
qualify for the tax credit and others can obtain coverage.

• $28.5 billion over 10 years for tax deductions for premiums for high deductible insurance, which will
ultimately help six million Americans save for their health care costs in tax-free accounts.

• $19.2 billion over 10 years for tax rebates for small businesses that contribute to their employees’ health
savings accounts, encouraging more small employers to offer health benefits.

• $2.0 billion for Health Centers in medically underserved areas, a $304 million increase, fulfilling the
President’s commitment to create or expand 1,200 center sites by 2006 and begin the commitment to
establish a health center in every high-poverty county that can support one.

• $1 billion in grants over two years for Cover the Kids, a new campaign to enroll millions more
low-income children in Medicaid and the State Children’s Health Insurance Program.

• $125 million for Health Information Technology to help achieve the President’s goal that most
Americans have electronic health records by 2014.

• $3.2 billion, an increase of $382 million, to continue to expand the President’s Emergency Plan for
AIDS Relief.

• $1.2 billion for international food aid, including a new initiative to provide $300 million as cash
assistance, allowing emergency food aid to be provided more quickly to address the most urgent
needs.

• $4 billion, an increase of 8.5 percent, for Federal housing and social programs for the homeless,
including $1.4 billion for Homeless Assistance Grants.

• $100 million to fund competitive grants for States to develop innovative approaches to promote healthy
marriages.

• $3.1 billion over 10 years in tax incentives to promote donations to charitable organizations from
individual retirement accounts.

Science and Environment

• $27 billion through 2010, to make permanent the Research and Experimentation tax credit, a critical
element in our innovation economy.

• $5.6 billion for the National Science Foundation’s vital science, education, and basic research
programs, an increase of $132 million.

• $511 million to advance new and cutting-edge nuclear energy technology to provide reliable,
affordable, and emissions-free sources of energy.

• $260 million for the President’s Hydrogen Fuel Initiative, to help reduce our dependence on foreign
sources of oil and create a new generation of hydrogen-powered vehicles.

• $286 million for the President’s Clean Coal Research Initiative to research, develop, and demonstrate
clean coal technologies, including the FutureGen Initiative to create the world’s first zero-emissions
coal-based power plant.

• $485 million, an added $34 million, or 7.5-percent increase, for the core fundamental research and
facilities of the National Institute of Standards and Technology.

• $210 million, an increase of $46 million, for assessment and clean-up of about 600 brownfields sites,
spurring development in former manufacturing areas in our inner cities.

• $144 million increase to continue upgrading National Park Service facilities to an acceptable condition.
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OVERVIEW OF THE PRESIDENT’S 2007 BUDGET
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Strong Economic Growth Continues
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-------------Projections------------

The President’s 2007 Budget continues his
commitment to fighting and winning the War
on Terror, protecting the homeland, and ad-
vancing the cause of freedom across the globe.
Its policies also promote a strong U.S. economy
and support important domestic initiatives,
such as improving our schools and reducing
the cost of health care. As in past budget
proposals, the President is focusing taxpayer
dollars on these priorities, and enforcing
additional spending restraint elsewhere across
the Federal Government. By holding Federal
programs to a firm test of accountability, we
are taking the steps necessary to achieve deficit
reduction goals and promote our economy’s
expansion.

The 2007 Budget continues policies that have helped fuel economic growth. In 2001 and again in
2003, the President signed major tax relief benefiting workers, families, and businesses. Thanks to
this tax relief, and the hard work of America’s entrepreneurs and workers, our economy is strong.
Over the past year, inflation-adjusted Gross Domestic Product is estimated to have grown at a strong
annual rate of 3.6 percent. Economic expansion has produced more than 4.6 million new jobs since
May 2003, reduced unemployment to 4.9 percent, and raised homeownership to all-time highs.
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In addition, we have seen dramatic increases
in household wealth. U.S. equity markets have
added more than three trillion dollars in value,
and the net worth of Americans has risen by 28
percent since early 2001.

These gains are especially impressive given
the challenges that this economy has faced:
a stock market collapse, recession, corporate
scandals, the terrorist attacks of September
11, 2001, the War on Terror, and most recently,
major hurricanes and a surge in energy prices.

The strong economy has had a positive impact
on the fiscal condition of the Nation. With
the President’s tax relief fully implemented in
2003, the economy responded strongly, and tax

revenues rebounded. In 2004, receipts grew by 5.5 percent. In 2005, receipts increased by $274
billion, at 14.5 percent, the largest increase in 24 years.
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4 OVERVIEW OF THE PRESIDENT’S 2007 BUDGET

The increase in receipts in 2004 and 2005 played a significant role in bringing down the size of the
deficit. Since the President set a goal of cutting the deficit in half from its projected peak in 2004 of
4.5 percent of GDP, or $521 billion, the deficit has come down markedly. The final 2004 deficit was
3.6 percent of GDP, or $413 billion, and the 2005 deficit fell further, to 2.6 percent of GDP, or $318
billion.

In last year’s Mid-Session Review, the Administration forecast a higher nominal deficit for 2006, in
part reflecting the implementation on January 1, 2006 of the new Medicare prescription drug benefit.
With the unanticipated spending associated with relief and recovery efforts in response to Hurricanes
Katrina and Rita, the deficit is now expected to be larger than previously forecast. We now project
that the 2006 deficit will come in at 3.2 percent of GDP, or $423 billion.

While this increase in the deficit is unwelcome, a deficit at this level is still well within the histor-
ical range. At 3.2 percent of GDP, it would still be smaller than the deficits in 11 of the last 25 years.
More importantly, if we build on the policies of economic growth and spending restraint reflected in
this Budget, the deficit is projected to return to its downward trajectory and stay on track to meet
the President’s goal of cutting the deficit in half by 2009.
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For 2007, the Budget forecasts a decline in
the deficit to 2.6 percent of GDP, or $354 billion.
By 2009, the deficit is projected to be cut by
more than half from its projected peak to just
1.4 percent of GDP, which is well below the
40-year historical average deficit.

As last year’s dramatic increase in receipts
demonstrates, the most important factor in
reducing the deficit is a strong economy.

To extend the economic expansion that has
produced gains for American workers and
businesses, and improved the Nation’s fiscal
condition, the 2007 Budget proposes to make
permanent the tax relief signed into law by the
President in 2001 and 2003. Unless tax relief is

made permanent, income tax rates will rise, the marriage penalty will go up, the child tax credit will
be cut in half, savers and investors will see their taxes rise, and the death tax will come back to life.

To further promote long-term economic growth, the 2007 Budget proposes policies to maintain and
build America’s competitive edge. The President will continue to press his agenda of removing trade
barriers and opening markets overseas to U.S. goods and services, reducing unnecessary litigation
and regulation, supporting reform and high standards in public schools, confronting the rising costs
of health care, and promoting and developing new energy sources. In addition, the 2007 Budget
places special focus on a new effort, called the American Competitiveness Initiative, to better pre-
pare American children in math and science, develop and train a high-tech workforce, and further
strengthen private-sector innovation and entrepreneurship. Progress in all these areas will help en-
sure that America’s economy continues to grow at the healthy pace required to generate increased
revenues to the Treasury.

A second critical component of deficit reduction is a vigorous policy of spending restraint. This
past year, the Administration and the Congress achieved significant success in restraining spend-
ing. In the 2006 Budget, the President set three major goals for the discretionary side of the budget:
first, the President proposed to hold growth in overall discretionary spending below the rate of in-
flation; second, he proposed an actual cut in the non-security portion of discretionary spending—the
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first such proposal since the Reagan Administration; and third, he proposed major reductions in or
eliminations of 154 Government programs that were not getting results or not fulfilling essential
priorities.

The Congress delivered on all three goals. It held overall growth in discretionary spending below
the rate of inflation and enacted appropriations bills that cut non-security spending. It also achieved
$6.5 billion in savings by acting on 89 of the 154 discretionary programs the Administration targeted
for termination or reduction.

The 2007 Budget builds on this success in reining in spending. Like last year, the 2007 Budget
holds overall discretionary spending growth below the rate of inflation and again proposes a cut in
non-security discretionary spending. The 2007 Budget also proposes major savings in or eliminations
of 141 Federal programs, saving nearly $15 billion.

Over the long-term, however, the greatest threat to our fiscal health comes from unsustainable
growth in entitlement programs such as Social Security and Medicare. Toward the end of the
next decade, deficits stemming largely from these programs will begin to rise indefinitely, and
no plausible amount of spending cuts in discretionary accounts or tax increases could solve the
problem. If unaddressed, these unfunded obligations will put an increasing burden on our children
and grandchildren. To solve this problem, we do not need to cut these programs, but we do need to
slow their growth.

Last year, we took an important first step on the mandatory side of the budget: the Congress
adopted a spending reduction bill that will achieve $40 billion in mandatory savings over five years.
The 2007 Budget proposes reforms that will produce an additional $65 billion in net mandatory
savings over the next five years, including reforms in Medicare that will promote competition and the
delivery of efficient, high-quality care to beneficiaries. The 2007 Budget paves the way for additional
reforms that will be needed over the longer term to bring Medicare’s finances in line with avail-
able resources. The President will also continue to promote the cause of comprehensive reform of
Social Security to place the program’s finances on sustainable footing for future generations, while
preserving benefits for those already at or near retirement.

These responsible efforts to restrain spending will help the Nation meet its near-term and
long-term fiscal challenges. Taken together with pro-growth economic policies, especially tax relief,
we are setting the stage for an even brighter economic future for all Americans.
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OVERVIEW OF THE PRESIDENT’S 2008 BUDGET

Highlights of the President’s Budget
• Reduces the deficit every year and balances the budget by 2012;
• Increases funding to combat terrorism and protect the homeland;
• Keeps the economy strong with low taxes;
• Promotes key domestic priorities, such as No Child Left Behind, enhanced energy security,

and improved access to affordable health care;
• Spends taxpayer dollars wisely, holding the growth in non-security discretionary spending to

one percent; and
• Slows the unsustainable growth of entitlement spending with sensible reforms.

The President’s Budget reduces the deficit every year and reaches a balanced budget within five
years, while continuing to invest in the Nation’s safety and prosperity. Critical to continued deficit
reduction is a strong economy. To keep the economy vibrant, the Budget makes tax relief permanent,
and proposes other pro-growth policies to improve education, health care, and energy security.

National Security

The 2008 Budget supports our troops fighting terrorism abroad, strengthens our military for the
future, enhances our international diplomacy, and protects our homeland from attack.

The Budget invests substantial resources to maintain high levels of military readiness and to
continue the transformation of our military to meet the new threats of the 21st Century. It also fully
funds the Global War on Terror in Iraq and Afghanistan through 2008, provides additional funds
for 2009, and fully funds the implementation of the President’s new strategy in Iraq. The Budget
supports the U.S. strategic goal of an Iraq and Afghanistan that are democratic, can govern, defend
and sustain themselves, and that will be allies in the war on terror.

Enhanced diplomatic efforts will work to support our national security goals with additional
resources dedicated to strengthen democratic institutions, promote economic opportunity, and
improve self-sufficiency while also building the capacity of our allies to contribute to this effort,
through key anti-terrorism and security assistance initiatives.

The Budget also invests in homeland security and terrorism prevention through increased funding
for nuclear detection, more secure borders, high-tech screening capabilities, and forging a closer
partnership with State and local law enforcement.

Economic Growth

The 2008 Budget advances initiatives designed to continue our strong economic growth and pros-
perity. As we enter 2007, the economic fundamentals are strong: more than seven million jobs
have been created since August 2003; unemployment is low; paychecks are rising; and inflation and
interest rates are low. Over the past six years, our resilient economy has successfully weathered
many difficult challenges, including the recession in 2001, corporate scandals, the September 11th
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4 OVERVIEW OF THE PRESIDENT’S 2008 BUDGET

terrorist attacks, the devastation of Hurricane Katrina, surges in energy prices, and weakness in the
housing sector.

The economy’s ability to persevere and overcome these challenges is a testament to the strong work
ethic and ingenuity of the American people, and to the effectiveness of the President’s pro-growth
economic policies, including tax relief.

The 2008 Budget continues to support a strong economy, innovation, and investment by making
permanent the President’s tax relief, which would otherwise expire in 2010. With the full implemen-
tation of tax relief in 2003, the economy strengthened and Federal revenues surged. For the past two
years, revenues have grown at double-digit rates, and are now above the 40-year historical average
as a share of the economy.

Proposals contained in this Budget will also strengthen our ability to compete in the global economy.
They will advance the American Competitiveness Initiative to increase Federal investment in crit-
ical basic research, ensure the United States continues to lead the world in innovation, and provide
American children with a stronger foundation in math and science. They will also promote the con-
tinued opening of new export markets for American farmers, manufacturers, and service providers.

Prioritizing Education, Health Care, and Energy

The 2008 Budget addresses three key issues that are on the minds of many Americans: the quality
and cost of their children’s education, access to affordable health care, and our Nation’s dependence
on foreign sources of energy from unstable parts of the world.

Regarding our schools, No Child Left Behind
(NCLB) is already working to ensure all
students perform at or above grade level in
reading and math by 2014. NCLB is raising
student achievement for millions of children
in schools nationwide. The 2008 Budget
provides significant new resources and other
reforms that will result in continued progress.
It also directs more funding to high schools
to better prepare our students for college or
the workplace, and offers new school choice
options so children in low-performing schools
have a chance to attend a school where they
can learn and succeed. To help low-income

families afford college, the 2008 Budget increases the Pell Grant maximum award from the current
level of $4,050 to $4,600 in 2008, and to $5,400 over the next five years. It also increases the
Academic Competitiveness Grants maximum awards for freshmen and sophomores.

The 2008 Budget also improves Americans’ access to affordable health care through a number
of proposals. It proposes a significant change in the tax treatment of health care, which will level
the playing field for Americans who purchase health care individually rather than through their
employers. This will reduce the number of uninsured Americans by making health insurance more
affordable and helping to restrain the rate of health care inflation. The Budget also improves access
to health care by allowing small businesses and civic and community groups to band together to
leverage their bargaining power, and it helps reduce frivolous lawsuits that increase patients’ costs.

The Budget includes a number of proposals to increase our energy security while improving our
environment. The President is extending the commitments he made in signing the Energy Policy
Act of 2005 and the 2006 State of the Union address to increase our energy security, improve air
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quality, and address greenhouse gas emissions. Specifically, the President is proposing to increase
the current standards for alternative fuels use and for fuel economy in order to cut, by 2017, our
domestic gasoline consumption by 20 percent and substantially reduce vehicle air pollution and CO2
emissions compared to projections.

The Budget also continues the Advanced Energy Initiative to improve the reliability of energy
supplies to American families and businesses. This initiative includes incentives to increase the use
of alternative fuels for transportation and power generation. It also supports conservation efforts
and advanced nuclear power, increases oil and natural gas supplies at home, and expands refinery
capacity. To insure against major supply disruptions that could harm our economy, the Budget
proposes to double the protection provided by the Strategic Petroleum Reserve by expanding the
reserve to 1.5 billion barrels by 2027.

Budget Discipline

A strong economy and significant revenue growth, combined with better spending restraint,
resulted in cutting the deficit in half in 2006—three years ahead of the goal set forth by the President
in 2004. Building on this success, the President has now set a new goal to achieve a balanced budget
by 2012. A strong economy has been essential to our deficit reduction achievements, and to reach
a balanced budget, steady economic growth is important. But it is also important to couple growth
with spending discipline.
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Balancing the Budget
Deficit as a percent of GDP

The 2008 Budget proposes to hold the rate of
growth for non-security discretionary spending
to one percent, well below the rate of inflation.
That requires tough choices among many com-
peting priorities.

In the Budget, each program was closely
reviewed to determine if it is among the
Nation’s top priorities and if the program is
effective and producing the intended results.
Failure to meet these criteria resulted in the
proposed termination or reduction of 141
programs for a savings of $12.0 billion, a
step that will help channel resources to more
effective programs. We have also increased
resources for program integrity efforts to
reduce waste, fraud, and abuse—including
improper payments to ineligible recipients.

The President’s 2008 Budget also outlines a comprehensive series of budget reforms that will
improve transparency and accountability in Government spending, including earmark reform.
Earmarks are provisions included in legislation that are often not subject to adequate legislative or
public scrutiny and that often lead to wasteful Federal spending. They have grown dramatically,
nearly tripling in the last decade. The President has called for full disclosure of all earmarks,
prohibiting earmarks from being slipped into so-called report language instead of actual legislation,
and cutting the number and amount of earmarks by half. The President has also called on the
Congress to enact a legislative line-item veto. This would help the Executive and Legislative
Branches work together to strike unwarranted earmarks and other wasteful and unnecessary
spending from the budget.
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Our Budget shows how we can work with the
Congress to achieve a balanced budget by 2012.
But, that accomplishment will be short-lived
without addressing our longer-term budgetary
challenge—the unsustainable growth in
Medicare, Medicaid, and Social Security. By
2040, spending on these and other mandatory
programs will crowd out all discretionary
spending—for defense, homeland security, or
education—unless we take steps to reform
these programs.

The 2008 Budget takes an important
step toward sensible reform of mandatory
spending—saving $96 billion over five years.
Although this only represents one percent of
mandatory spending, it lays the foundation for
more comprehensive reforms that are needed
to insure that these crucial programs continue
providing health and retirement security for
future generations.
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Highlights of the President’s Budget

• Balances the budget by 2012;

• Combats terrorism and protects the homeland to keep America safe;

• Promotes economic growth and prevents tax increases to keep America prosperous;

• Addresses the challenges facing American families—quality education for their children,
affordable health care, rising energy costs, and falling home values;

• Spends taxpayer dollars wisely, focusing resources on programs that are getting results,
cutting wasteful spending, and holding the growth in non-security discretionary spending to
less than one percent; and

• Slows the unsustainable growth of entitlement spending with sensible reforms.

Source: U.S. Naval Petty Officer 2nd Class Felecito Rustique

The President’s Budget reaches balance in
2012, while continuing to invest in the Nation’s
safety and prosperity. Critical to continued
deficit reduction is a growing economy, and for
that reason the Budget promotes an economic
growth plan, makes tax relief permanent, and
proposes other policies to improve the quality
of education, expand access to affordable
health care, address the rising cost of energy,
and help Americans keep their homes. Also
vital to deficit reduction is spending restraint.
The Budget holds non-security discretionary
spending in check while beginning to address
our long-term challenge of unsustainable
entitlement spending.

KEEPING AMERICA SAFE

The 2009 Budget supports our troops fighting terrorism abroad, strengthens our military for the
future, enhances our international diplomacy, and protects our homeland from attack.

A Strong Defense

The Budget invests substantial and needed resources to maintain high levels of military readiness
and to continue the transformation of our military to meet the new threats of the 21st Century. It
supports the U.S. strategic goal of a democratic Iraq and Afghanistan that can govern, defend, and
sustain themselves and will be allies in the Global War on Terror. It also provides emergency funding
for our troops in harm’s way into 2009.
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International Engagement

Diplomatic and development efforts support our national security goals by promoting peace,
strengthening democratic institutions, and increasing economic opportunity. The Budget supports
freedom in Iraq, helps build a stable Afghanistan, promotes stability in the Middle East, continues
our commitments to Africa, and launches a new initiative to address common security concerns in
the Americas. It will also help build healthier and more prosperous societies through the President’s
Emergency Plan for AIDS Relief, the President’s Malaria Initiative, support for the Millennium
Challenge Corporation, and enhanced basic education programs. The Budget also invests needed
resources to increase our diplomatic and development capabilities, including civilian experts
who can deploy quickly to respond to crises and help plan and execute civilian stabilization and
reconstruction efforts in post-conflict countries.

Homeland Security

The Budget invests in homeland security and terrorism prevention by enhancing border security
and enforcing our immigration laws. To help make our borders more secure, it invests in 2,200 new
border patrol agents and, together with 2008 funding, provides $2 billion to construct a system using
the most effective mix of current and next generation technology, as well as additional fencing, to
protect the borders. It includes a new Southwest Border Enforcement Initiative to ensure that we
have the investigators, prosecutors, marshals, and detention capabilities needed to catch criminals
at our borders and prosecute them. The Budget expands programs to verify employment, which
helps participating U.S. employers hire and maintain a legal workforce. It also provides 1,000 new
detention beds for persons who cross our borders or who are in the United States illegally, and it
strengthens a program to improve coordination and provide training and support in immigration law
for State and local law enforcement officials.

KEEPING AMERICA PROSPEROUS

Economic Growth

The Budget advances proven policies that will promote our Nation’s economic growth and pros-
perity. As we enter 2008, the U.S. economy benefits from a solid foundation, but the Administration
does not take economic growth for granted.

Our economic fundamentals are sound, yet there are mixed signals in the economy. At the end of
2007, the United States had experienced the longest uninterrupted period of job growth in American
history, even as the pace of job creation slowed. Unemployment remains low by historical standards,
even as it rose to five percent in December.

America has enjoyed economic growth averaging 2.8 percent for the past six years, but growth in
the first part of 2008 is expected to be slower. Core inflation remains low, but energy and food prices
have been rising. While consumer spending has been strong, many people are seeing their home
values decline after years of steady increase. U.S. exports are strong, but domestic manufacturing
is facing challenges. While the economy is expected to grow over the coming year, it is essential
to minimize the risk of a downturn. That is why the President will work with Congress to enact a
growth plan with immediate, temporary, and meaningful help for the economy.

These economic indicators also reinforce the need for policies that prevent tax increases, open
new markets for U.S. exports through trade agreements, increase energy production, and reform the
mortgage markets. The economy’s ability to persevere through the challenges of turbulence in the
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housing market and higher energy prices is a testament to the strong work ethic and ingenuity of the
American people, and to the effectiveness of the President’s pro-growth economic policies, including
tax relief.

The Budget continues to support innovation and investment by making permanent the President’s
tax relief, which would otherwise expire in 2010. Proposals contained in this Budget will also
strengthen the Nation’s ability to compete in the global economy. They will advance the Amer-
ican Competitiveness Initiative to increase Federal investment in critical basic research, ensure
the United States continues to lead the world in innovation, and provide American children with a
stronger foundation in math and science. These initiatives will also promote the continued opening
of new export markets for American farmers, manufacturers, and service providers.

The Budget addresses core issues that are on the minds of many Americans: the quality and cost
of their children’s education; access to affordable health care; our Nation’s dependence on energy
sources from unstable parts of the world; and turbulence in the housing market.

Quality Education

The President’s landmark bipartisan education reform enacted in January 2002, the No Child
Left Behind Act (NCLB), is achieving results. The most recent National Assessment of Educa-
tional Progress shows an across-the-board improvement in fourth and eighth grade reading and
math scores, with minority students posting all-time highs in a number of categories. Low-income
second-graders’ reading scores increased 11 percentage points from 2004 to 2006, as the number of
students demonstrating reading fluency rose from 33 percent to 44 percent.

The Budget seeks to build on these results by strengthening and reauthorizing NCLB. It provides
$14.3 billion in Title I funding for low-income schools, a 63-percent increase since 2001. It also
proposes $1 billion to continue effective, research-based literacy instruction through Reading First.
It expands school choice and charter school options for students in need. And, it ensures our children
are well-prepared for the global economy by emphasizing the math and science education components
of the American Competitiveness Initiative.

The Budget also takes steps to make college more affordable for families struggling with rising
tuition costs. In September 2007, the President signed the College Cost Reduction and Access Act into
law, which achieved his longstanding goal of increasing need-based aid for students. The Act provided
$11.4 billion in new funding for Pell Grants over the next five years. The Budget implements and
builds on this law by supporting a maximum Pell Grant of $4,800 in 2009, and allowing the maximum
Pell Grant to rise to $5,400 by 2012. It also supports other higher education initiatives by providing
nearly $95 billion in financial aid to help almost 11 million students and their families pay for college.

Affordable Health Care

The Budget seeks to improve Americans’
access to affordable health care by fostering a
true marketplace for health care, encouraging
competition, and improving efficiency.

It proposes replacing the existing—and
unlimited—tax exclusion for employer-spon-
sored insurance with a standard deduction,
which levels the playing field for Americans
who purchase health care individually
rather than through their employers. The
Budget also improves access to health care
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by increasing the power of small employers, civic groups, and community organizations to band
together to negotiate lower-priced health premiums, allowing competition among health plans
across State lines, reducing frivolous lawsuits that increase patients’ costs, and promoting the use
of health savings accounts.

It also proposes reauthorization of the State Children’s Health Insurance Program with funds for
outreach and enrollment to ensure that poor children can get the health care they need.

Energy Security

The President is committed to increasing our energy security, improving our air quality, and
confronting climate change.

Last year, the President led the energy and climate debate by proposing an ambitious plan to reduce
gasoline usage. As a result, he recently signed into law a bill that will set a mandatory Renewable
Fuel Standard and also a national fuel economy standard of 35 miles per gallon by 2020 in order to
cut domestic gasoline consumption, which will also reduce vehicle air pollution and greenhouse gas
emissions. The Budget proposes to protect the economy against oil supply disruptions by doubling
the capacity of the Strategic Petroleum Reserve.

The Budget also accelerates technological breakthroughs with the Advanced Energy Initiative,
including a further focus on development of carbon capture and storage technologies, allowing
America to continue to utilize our abundant domestic energy source—coal—with dramatically
reduced greenhouse gas emissions. The Advanced Energy Initiative promotes licensing of new
nuclear plants and develops an advanced nuclear fuel cycle, invests in making solar power
cost-competitive with conventional electricity by 2015, and develops electrical energy storage
technologies to advance the prospect of plug-in hybrid vehicles and to make the Nation’s electricity
grid more environmentally friendly.

Source: HUD

Housing and Homeownership

The Budget includes proposals to preserve
and promote homeownership and respond to
the troubled mortgage market. It provides
$65 million for the Department of Housing
and Urban Development’s (HUD’s) Housing
Counseling program, a 30-percent increase
over 2008, and $150 million to the Neigh-
borhood Reinvestment Corporation, to help
educate consumers, combat foreclosures, and
promote a healthier housing market. The
Budget also increases mortgage financing
options for homebuyers and homeowners
by modernizing HUD’s Federal Housing
Administration (FHA). Through risk-based
pricing and other reforms, FHA will offer a wider variety of mortgage products and create more
homeownership opportunities. In addition, under FHASecure, FHA is allowing families who have
become delinquent on their mortgage payments as a result of their loan resets, as well as those who
are current, to qualify for refinancing.

On the tax side, the Budget includes a proposal to expand the mortgage revenue bond program to
allow refinancing of home mortgages. This proposal would allow State and local governments to use
these tax-exempt bonds to refinance existing loans to assist eligible subprime borrowers. As part of
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the proposal, the Budget would increase the volume cap on private activity bonds, which would be
dedicated or targeted to eligible subprime loan refinancings.

The Administration also has taken further steps to address the challenges in the mortgage mar-
kets. In addition to the proposals above, the Administration has supported private sector efforts to
assemble a group of lenders, loan servicers, mortgage counselors, and investors (the HOPE NOW
alliance) to identify troubled borrowers and help them refinance or modify their mortgages, so more
families can stay in their homes. As a first principle, the Budget also places on sure footing HUD’s
main programs responsible for housing more than four million low-income families.

FISCAL RESPONSIBILITY

Spending Discipline

The 2009 Budget proposes that total discretionary spending rise no faster than the size of the
economy, to prevent day-to-day Government spending from consuming an even larger share of the
Nation’s pocketbook. It also proposes to hold the rate of growth for non-security discretionary
spending to less than one percent, well below the rate of inflation. This spending discipline requires
tough choices among many competing priorities.

In constructing the Budget, each program was closely reviewed to determine if it is among the
Nation’s top priorities and if the program is effective and producing the intended results. Failure to
meet these criteria resulted in the proposed termination or reduction of 151 programs for a savings
of over $18 billion, a step that will help channel resources to more effective programs. Funding for
program integrity efforts have also been increased to reduce waste, fraud, and abuse—including the
reduction of improper payments to ineligible recipients.

Common-sense Budget Reforms

The President’s 2009 Budget also outlines a comprehensive series of budget reforms that will
improve transparency and accountability in Government spending, including earmark reform.
Earmarks are legislative provisions that direct money to a particular recipient or location,
circumventing the normal merit-based process for awarding funds. Earmarks are often not subject
to adequate legislative or public scrutiny, and that often leads to wasteful Federal spending. Last
year, the President called for full disclosure of all earmarks, prohibiting earmarks from being
slipped into so-called report language instead of actual legislation, eliminating wasteful earmarks,
and cutting the number and amount of earmarks by half. Earmark reform, which will help restore
public confidence in Federal spending decisions, remains a top priority.

The President has also called on the Congress to enact a legislative line-item veto. This would help
the Executive and Legislative Branches work together to strike unwarranted earmarks and other
wasteful and unnecessary spending from the budget.

Responsible Steps to Secure the Future

The 2009 Budget shows how the President and the Congress can work together to achieve a
balanced budget by 2012. But this accomplishment will be short-lived without addressing our
longer-term budgetary challenge—the unsustainable growth in Medicare, Medicaid, and Social
Security. At the current level of Federal revenues relative to the economy, by 2040, spending on
these and other mandatory programs would consume all available resources.  This would, in turn,
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crowd out all discretionary spending—for defense, homeland security, or education—unless steps
are taken to reform entitlement programs.

The Budget takes an important step toward sensible reform of mandatory spending—saving $208
billion over five years. Although this only represents 2.3 percent of mandatory spending, it lays the
foundation for more comprehensive reforms that are needed to insure that these crucial programs
continue providing health and retirement security for future generations.
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