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CREATING A CULTURE OF FISCAL
RESPONSIBILITY: ASSESSING THE ROLE
OF THE CONGRESSIONAL BUDGET OFFICE

WEDNESDAY, JANUARY 31, 2024

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,
Washington, DC.

The Committee met, pursuant to call, at 10:03 a.m., in Room
210, Cannon Building, Hon. Jodey Arrington [Chairman of the
Committee] presiding.

Present: Representatives Arrington, Norman, Grothman,
Smucker, Burgess, Carter, Cline, Good, Bergman, Ferguson, Roy,
Moore, Estes, McClain, Fischbach, Yakym, Brecheen, Edwards,
Boyle, Higgins, Schakowsky, Blumenauer, Kildee, Peters, Doggett,
Panetta, Jackson-Lee, and Balint.

Chairman ARRINGTON. Well, good morning. This hearing will
come to order.

Welcome to the Committee on the Budget’s hearing on oversight
of the Congressional Budget Office. Today, we will hear testimony
from the Honorable Phillip Swagel, the Director of the Congres-
sional Budget Office. I want to yield myself now such time as I may
consume to just frame this up for today.

We are going to conduct our constitutional and legal oversight re-
sponsibility, and I want everyone to understand that we haven’t
had an oversight hearing, which is our congressional and constitu-
tional responsibility, in six years. In six years. So before I levy the
constructive criticism on your operation and have constructively
critical questions of you, I want to first take ownership of and
speak to Congress’ responsibility and oversight.

We have 40 percent, roughly, of our programs, departments, and
agencies that have not been authorized that we continue to fund.
That is a massive dereliction of oversight responsibility. We have
a growing amount of improper payments, and what was $150 bil-
lion a year prior to COVID is now $230 billion a year. The author-
izing committees, the Oversight Committee, the Budget Committee,
we are not doing our job well in stewardship of tax dollars by al-
lowing that improper payment number to continue to grow with
very little done to bend the curve on that.

So, look, we passed a budget resolution out of this Committee for
the first time in five years. I mean, a real budget resolution, not
a shell for reconciliation. Both parties have done it. This isn’t to
shame any party. It is to say, we have got to set a better standard
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for doing our job that the people sent us here to do and that the
Constitution and the law requires.

So, CBO was created in 1974 in the Congressional Budget Act
and the current budget process along with it, 50 years of this budg-
et process. Phill, we look to make the changes necessary to give
greater incentive for Members of Congress to do the right and re-
sponsible thing. That is underway. It is a bipartisan effort.

The mission of CBO, I am sure you will speak to this, but as I
understand it, is to assist the Budget Committees, the House and
Senate, with information and analysis so that we can conduct our
legislative business. That is all legislation, appropriations, budget-
related, authorizing legislation as well; and that you report to this
Committee and to the Committee, the Budget Committee in the
Senate. It is my understanding that the customer that utilizes your
information, that trusts and relies on the objectivity and the accu-
racy of it, is Members of Congress, and we are doing the work of
the American people. Their will is reflected in our lawmaking. So
we have got to get the information analysis as accurate and as
timely as possible for us to serve the American people well.

There are a host of factors that contribute to timeliness and ac-
curacy, in my humble opinion. Methodology, making sure we un-
derstand what the methodology is. What is in the black box that
spits out these scores and other analyses?

Outside input. What input do you rely on from other sources?
Who are the other sources? Are they balanced in terms of their
philosophical views and ideological views? Is there enough trans-
parency for criticism and peer review from these entities, not the
least ‘;)f which would be our Committee and other Members of Con-
gress?

How are you organized? Do you have the capacity to be timely?
Do you have the resources? Do you have the expertise? Do you
have metrics and goals? And do you have the incentives, carrots
and sticks, to make sure that we are getting the right outcome out
of CBO?

Reporting documents. How often do you report? Are they clear so
that I can understand if we are off by a trillion dollars on the def-
icit that I don’t have to go find an email buried in my stack of
emails to learn of that? Is that something we are communicating
directly about? Is that something that my Democrat colleagues and
my Ranking Member also have in a timely way?

I have got to engage more. I am going to say that right now, you
and I have to talk more. This Committee needs more time with you
informally and formally. We are going to have more oversight hear-
ings and we are going to work together to get this communication
flow both ways working better than it has been over the last year.
It is my first year. I plan to do a lot better.

Phill, we have got a plan. We have got a plan to deal with im-
proper payments. We have got a plan to deal with getting our
budget done on time. We have got a plan to focus on mandatory
and not obsess over just the discretionary budget. We have a plan
to hold authorizers accountable for unauthorized spending.

So we have got a plan to do better and we have to, but I need
to understand what the plan is to do better at CBO because—and
I know I am going over time here, so I am going to shut this down
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because I don’t want a revolt here on the dais, but it is not just
the deficit off by over 100 percent and underreporting. GT Thomp-
son sent a letter and you should read every Chairman’s letter, but
he said over the last ten years—it is just an example—the farm
programs, the commodity programs, were overestimating in their
spend 80 percent of the time. Not by 80 percent, 80 percent of the
time. The nutrition program was underestimated over the last ten
years 60 percent of the time, and I have just got a litany of your
customers who are very concerned with those key objectives, timeli-
ness and accuracy, without going through all of them that I have
written down.

I know there will be time for questions, but I hope you will agree
that we can do better. I am going to do my part, and I want you
to hear today from my colleagues about their sentiments and their
perception.

By the way, if you ask me or my mom, I am tall, dark, and hand-
some, and I do everything just perfectly, but the real question is,
how do my colleagues here think I am doing? How do my Repub-
lican colleagues in the Steering Committee who elected me for this
position think I am doing? How do my constituents?

Phill, the question is, how does your customer perceive you? Be-
cause for better or for worse, that is the job you are doing, and that
is the job I am doing. I believe these guys are your customers, at
a minimum, maybe I would say in this room, they are your cus-
tomers, your shareholders, and your bosses, all of them.

So with that, I would ask my Ranking Member for his comments,
as well, as much time as you may consume.

[The prepared statement of Chairman Arrington follows:]
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Chairman Arrington Opening Statement at “Creating a Culture of Fiscal
Responsibility: Assessing the Role of the Congressional Budget Office”
Hearing

January 31, 2024
As prepared for delivery

“Good morning, everyone. Director Swagel - thank you for joining us.

Today, we’re going to conduct our constitutional and legal Congressional oversight
responsibility of the CBO - something that hasn’t happened in this Committee in over six
years.

I believe this oversight authority has been undervalued and underutilized:

o 40% of programs are unauthorized
e Improper payments

o Not keeping a check on the Executive Branch

The Congressional Budget Act of 1974 created this Committee and our current budget
process - including the Congressional Budget Office.

It established CBO’s mission of assisting the Budget Committee by providing information and
analysis on legislation: authorizations, appropriations, and budget.

As Alice Rivlin, the first director of CBO, wrote in a memo to her staff in January of 1976: “CBO
must be, and must be perceived to be, an objective, non-partisan organization in the service
of the Congress.”

Let me emphasize that last point... “in the service of Congress.”

Lawmakers are your customers, and the House Budget Committee is your supervisor.
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And it’s our job to ensure CBO is providing accurate, timely, and accountable information and
analysis to lawmakers so we can do our jobs well.

Let’s talk about some of the success factors that drive the Congressionally-directed goals of
accuracy, timeliness, and accountability:

Accuracy:

e How can you improve your methodology?
o Do you get external validation or peer review?
o Do you have the right internal team and expertise?

e Do youimplement continuous improvement and assessment of mistakes?
Timeliness:

o Do you have the right organizational model?
o Do you have sufficient resources and capacity?

o Do you have metrics, goals, and incentives in place to track and reward prompt
responses?

« And, have you and your leadership team developed a culture of urgency?

Accountability:

o How frequently do you communicate with stakeholders? Through what channels?
o Whatis your process for reporting to Congress?
« What transparency measures are in place to enforce a culture of accountability?
o What are you and your leadership doing to foster a culture of customer service?
As you and | have discussed, Director Swagel, there have been several troubling instances of

inaccuracy from your Agency that call into question your Agency’s methodology and
modeling:

o FY23 deficit projection was off by $1 trillion - the largest miss in CBO’s history - you
underestimated by over 100% the actual deficit, which is over 15% of our entire
federal budget of $6 trillion.

e CBO underestimated TCJA revenues over six years by $1 trillion.
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o Inflation Reduction Act green energy subsidies were TRIPLE CBO’s original estimate
(1.2 trillion instead of $391 billion).

« Inflation Reduction Act drug price negotiations - CBO predicts over ten years,
only one fewer drug will come to market, while many outside analysts predict well
over 50 fewer drugs coming to market.

In addition, today we’ll review letters from several of my fellow Chairmen - and a common
criticism in those letters is timeliness and responsiveness to Congress.

Given the fiscal state of our Nation, it has never been more important to ensure that CBO
understands its Congressionally defined goals of accuracy, timeliness, and accountability.

And, Congress has an important role to play in exercising oversight of CBO so that our
colleagues and the American people trust the CBO to provide accurate, timely, and
accountable information and analysis.

Again, thank you Director Swagel for joining us this morning, and thank you to my colleagues
for their commitment to exercising our oversight authorities in a civil, productive, and
constructive way.

I now yield five minutes to my friend and colleague Mr. Boyle for his opening statement.”
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Mr. BoyLE. Thank you, Mr. Chair, and thank everyone for being
here, including our guest.

First, before I direct my comments to Mr. Swagel and talk about
the Congressional Budget Office, first, I just want to share great
news that should make all of us happy here, and I know it will.
Headline from a publication not known to being friendly to this Ad-
ministration: “U.S. Winning World Economic War.” The first sen-
tence, “The United States economy grew faster than any other
large, advanced economy last year by a wide margin, and is on
track to do so again in 2024.”

Almost every day we are seeing headlines just like that and the
economic data underlying it to support it, and that is all news that
we can, as Americans, take great pride in.

Now, to the express purpose of today’s hearing, I want to thank
you, Dr. Swagel, as I have done a number of times in private, I
want to thank you individually, but also the 270 or so staffers who
you represent, fine public servants who perform an incredibly im-
portant function and do so with diligence and professionalism.

I also want to thank the Chairman for the fact that we are tak-
ing time today to conduct oversight of the Congressional Budget
Office, talk about things that are working well and also things that
we can improve. I would, however, urge caution to any colleagues
today who intend to raise questions about CBQO’s impartiality,
transparency, or the accuracy of their projections writ large.

The reality is, and you can look over the last several decades,
CBO at times has both under projected and over projected deficits,
under projected and over projected revenues, and released projec-
tions that were politically inconvenient to both Democrats and Re-
publicans. I personally know that I think when CBO releases a pro-
jection that I agree with, you guys are doing a fantastic job, and
when you release one I disagree with, that damn CBO, what are
they thinking? I have a feeling all 435 Members of the House
might find that rather familiar in what I just said.

It is impossible to 100 percent predict the future. The famous
physicist Niels Bohr once said, “Predictions are hard to make, espe-
cially about the future.” And certainly if there is someone here who
had a way to predict, for instance, an unprecedented global pan-
demic or the Great Recession, well, I would love to speak to you
before I get in my bet on this year’s Super Bowl.

So the reality is this, despite the challenges of making pre-
dictions and despite not having a perfect record, time-in and time-
out, CBO does high-quality work, but again, I am open toward
ways that we can improve the process and ultimately improve the
end product.

Toward that end, I am incredibly proud that just last week I in-
troduced a bill, cosponsored by Chairman Arrington, that would
help reduce the delays that CBO often suffers in receiving data
that they need to support congressional decision-making, and
frankly, this has been a chronic problem, whether it is a Demo-
cratic Administration or Republican Administration, and it is in-
cumbent upon us in Congress to solve.

Speaking of the role of Congress and not CBO, we are going to
talk today about a “culture of fiscal responsibility.” Let’s be clear.
It is not the role of the CBO to inculcate a fiscally responsible cul-
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ture. That is our job as Members of Congress. So let’s not pass the
blame or pass the buck onto the men and women of CBO for those
instances in which this institution has failed.

So with that, I will pause here, give back the remaining 30 sec-
onds of my time, and I thank you again, Dr. Swagel, and the men
and women of the Congressional Budget Office.

[The prepared statement of Ranking Member Boyle follows:]
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Ranking Member Brendan F. Boyle
Hearing on Assessing the Role of the
Congressional Budget Office
Opening Remarks
Wednesday, January 31, 2024

Thank you, Mr. Chair, and thank everyone for being here, including our guest.
First, before | direct my comments to Mr. Swagel and talk about the
Congressional Budget Office, first| just want to share great news that should
make all of us happy here, and | know it will.

Headline from a publication not known to being friendly to this
administration: U.S. Winning World Economic War, The first sentence: “The
United States economy grew faster than any other large advanced economy
last year, by a wide margin and is on track to do so again in 2024.” Almost
every day, we are seeing headlines just like that and the economic data
underlying it to support it. And that is all news that we can, as Americans,
take great pride in. Now, to the express purpose of today's hearing, | want to
thank you, Mr. Swagel, as | have done a number of times in private. | want to
thank you individually, but also the 270 or so staffers who you represent, fine
public servants who perform an incredibly important function and do so with
diligence and professionalism.

I also want to thank the Chairman for the fact that we are taking time today
to conduct oversight of the Congressional Budget Office, tatk about things
that are working well and also things that we can improve. | would, however,
urge caution to any colleagues today who intend to raise questions about
CBO's impartiality, transparency, or the accuracy of their projections writ
large.

The reality is, and you can look over the last several decades, CBO at times
has both under-projected and over-projected deficits, under-projected and
over-projected revenues, and released projections that were politically
inconvenient to both Democrats and Republicans. | personally know that |
think when CBO releases a projection that | agree with, you guys are doing a
fantastic job. And when you release one | disagree with, that damn CBO,
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what are they thinking? | have a feeling all 435 members of the House might
find that rather familiar in what | just said.

Itis impossible to 100 percent predict the future. The famous physicist Niels
Bohr once said, “Predictions are hard to make, especially about the future.”
And certainly if there is someone here who had a way to predict, for instance,
an unprecedented global pandemic, or the Great Recession, well, | would
love to speak to you before | get in my bet on this year's Super Bowl.

So, the reality is this, despite the challenges of making predictions, and
despite not having a perfect record, time in and time out, CBO does high
quality work. But again, | am open toward ways that we can improve the
process and ultimately improve the end product. Toward that end, I'm
incredibly proud that just last week, | introduced a bill, cosponsored by
Chairman Arrington, that would help reduce the delays that CBO often
suffers in receiving data that they need to support Congressional decision
making.

And frankly, this has been a chronic problem, whether it's a Democratic
administration or a Republican administration, and it's incumbent upon us in
Congress to solve. Speaking of the role of Congress and not CBO, we're going
to talk today about a quote “culture of fiscal responsibility”.

Let's be clear. It's not the role of the CBO to inculcate a fiscally responsible
culture. That's our job as members of Congress. So let's not pass the blame
or pass the buck onto the men and women of CBO for those instances in
which this institution has failed. So with that | will pause here, give back the
remaining 30 seconds of my time.

And | thank you again, Mr, Swagel and the men and women of the
Congressional Budget Office.
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Chairman ARRINGTON. Speaking of timeliness, my Ranking Mem-
ber always likes to point out when he finishes his remarks in that
5-minute timeframe, so I appreciate that. I know my colleagues do.

Mr. BOYLE. A culture of responsibility.

Chairman ARRINGTON. For sure. It starts at the top, they say,
right?

Okay. I appreciate the comments by the Ranking Member. In the
interest of time, if any Members have opening statements, I ask
that you submit them for the record. I will hold the record open
until the end of the day to accommodate those Members who may
not have prepared written statements.

[The information follows:]
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o Thank you, Chairman Arrington and Ranking Member Boyle, for
convening this hearing on Creating a Culture of Fiscal
Responsibility: Assessing the Role of the Congressional Budget
Office.

o Let me also welcome our witness, Phillip Swagel, Director of the
Congressional Budget Office.
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Mr. Chairman, in 2018, House Budget Republicans held a series
of five oversight hearings on the Congressional Budget Office —
questioning CBO’s transparency, accuracy, impartiality and
responsiveness to Congress.

And although it is the Duty of the House Budget Committee to
periodically review CBO’s operations to determine if
improvements can be made, any real discussion of creating a
culture of “fiscal responsibility” should begin with looking at
House Republicans’ own failures in their first year in the
majority.

The Congressional Budget Office was created to give Congress direct
access to budgetary expertise.

Prior to the 1974 Congressional Budget Act, which created the CBO,
Congress relied on the Executive Branch for most of its budgetary
information.

This put Congress at an informational disadvantage, since Executive
Branch estimates were designed to enhance support for
Administration policies.

CBO provides a clear-eyed, independent look at policies and draws
on research from a broad range of experts to develop its estimates,
which strengthens Congress as an institution and a co-equal branch
of government.

CBO has provided high-quality information to Congress for 50 years
under ten different Directors appointed by the House Speaker and
the Senate President pro tem.

CBO’s impartial analysis is used in every aspect of Congress’ work,
from discussion of fiscal policy goals through the annual budget
resolution to legislation moving through Congress.
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CBO staff are hired and promoted based on their qualifications to do
their job, and without deference to any political party or ideology.

CBO staff members have strong analytical skills and are very
knowledgeable about their subject areas and frequently produce
their work product under tight deadlines.

They work closely with Committees to understand the intent of
legislative language and to set workload priorities.

If this committee is serious about improving CBO’s operations, we
should work on ensuring this agency has the resources it needs to be
successful.

And if House Republicans want to create “a culture of fiscal
responsibility” they should start by looking at the Trump and Bush
deficit-busting tax breaks, which added $10 trillion to the debt— not
at the hardworking men and women of CBO.

Thank you.
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IMPROVING CBO PROJECTIONS

ERIC M. LEEPER
Paul Goodloe Mclntire Professor of Economics, University of Virginia
Distinguished Visiting Scholar, Mercatus Center at George Mason University

US Congress, House Budget Committee
Creating a Culture of Fiscal Responsibility: Assessing the Role of the Congressional Budget Office

February 2, 2024

The Congressional Budget Office (CBO) plays a key role in helping make fiscal policy decisions better. Its
analyses are particularly strong in microeconomics and demographics. This comment focuses exclusively on
the CBO’s longer-term projections.

Whether by choice or by remit, CBO projections maintain the assumption that current law remains in effect
over the projection horizon. This assumption is problematic for two reasons. First, it relegates projections to
being accounting exercises rather than economic outcomes. Second, it provides decision makers with no
information about how alternative policy choices would affect the likely trajectories of macroeconomic and
fiscal variables.

ACCOUNTING VS. ECONOMICS

| call the projections “accounting exercises” to be descriptive, not to be derogatory. CBO first arrives at paths
for a wide range of economic variables over the projection horizon. Each of these variables is an input to
projected paths for federal outlays, receipts, and debt. Given projected outlays and receipts, an adding-up
constraint—the federal government’s budget identity—yields the new value of debt-GDP required by current
fiscal deficits, the stock of inherited debt, and interest payments on that debt. By construction, there is no
feedback from fiscal outcomes to economic variables.

One result from this exercise appears in figure 1. From 2007 to 2023, the figure plots actual data for real GDP
growth (blue line), inflation (red line), the unemployment rate (green line), the 10-year government bond
yield (black line), and, on the right scale, privately held federal debt as a share of GDP (orange shaded area).
From 2023 to 2053—to the right of the vertical dashed line—are projections of those variables. Notice that
over the projection period, government debt climbs to 180 percent of GDP, a level never experienced in US
history, while macroeconomic variables settle in at comfortable levels: output grows at 1.5 percent,
unemployment is 4.1 percent, inflation is below 2 percent, and the 10-year bond rate is 4.5 percent.

FIGURE 1: ACTUAL AND PROJECTED ECONOMIC VARIABLES (LEFT SCALE) AND PRIVATELY HELD
FEDERAL DEBT AS A PERCENTAGE OF GDP (RIGHT SCALE)

For more information or to meet with the scholar, contact
Mercatus Outreach, 703-993-4930, mercatusoutreach@mercatus.gmu.edu
Mercatus Center at George Mason University, 3434 Washington Blvd., 4th Floor, Arlington, Virginia 22201

The ideas presented in this document do not represent official positions of the Mercatus Center or George Mason University.
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What do we make of these projections? Two interpretations come to mind, with sharply different policy
messages. The first interpretation, which may be the message the CBO intends to send, is that even if over
the next 30 years the economy functions smoothly with no crises that raise fiscal needs, government debt as
a share of the economy grows ever higher.! The message to policymakers is an emphatic: “Do something!”

A second interpretation, far more sanguine, is that even though debt is growing exponentially to
unprecedented levels, nothing bad happens to the economy. The things people care about—income growth,
employment, inflation, and interest rates—signal a healthy economy. Now the message is benign: “You don’t
need to do anything. The path of government debt is irrelevant to the economic outcomes on which social
well-being depends.”

That the CBO’s projections can lead to two polar-opposite messages to policy makers is a serious problem.
The source of the problem lies in CBO’s methodology. Accounting exercises answer the question, “If we make
this set of assumptions and government debt has to satisfy an adding-up constraint, what do those
assumptions imply about the path of government debt?” The trouble with relying entirely on accounting is

1 CBO used to extend projections to 75 years but now truncates them at 30 years. Their 2013 projections of debt-
GDP reached 245 percent in 2088, but the 2013 projection had debt-GDP in 2053 at 140 percent rather than the 180
percent in figure 1. If we were to extrapolate current projections to the year 2098 the debt-GDP would be
substantially higher than 245 percent.
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that there’s no check on whether the outcomes that the accounting exercise delivers could actually occur in
the economy. That check comes from addressing an economic question instead of a purely accounting
question. The economic question would be, “What set of policies for outlays and receipts would yield a stable
debt-GDP ratio?” An alternative question might be, “What fiscal policies stabilize debt and maximize social
welfare?”

Economic analysis imposes discipline on the accounting exercise by making explicit the private sector’s
willingness to hold government debt and the terms on which it’s willing to hold that debt. Those terms have
important implications for interest rates, inflation, and real economic activity. Clearly, social welfare depends
on economic behavior.

INFORMING POLICY CHOICE

A second shortcoming of pure accounting exercises is that they cannot inform policy choices. To inform
choices, decision makers need to understand the feedback from their choices of outlays and receipts, along
with the implied levels of debt, to private-sector behavior. The interaction of private and government
behavior determines the impacts of policy choices on the economic outcomes policymakers hope to achieve.

A simple example fixes ideas. Suppose Congress seeks to stabilize debt at 50 percent of GDP. CBO could
produce a menu of spending and revenue combinations that take debt to 50 percent over a range of time
horizons. For each spending-tax-time horizon mix, an economic analysis would generate the paths of
macroeconomic variables that a model generates. The menu of policy options and projected outcomes can
serve as a basis for policy debates by making clear the tradeoffs that each option entails.?

Debt-GDP is simply an example of a criterion that grounds the policy mixes. Congress could give CBO other
criteria that correspond more closely to fiscal objectives. The point is that an economic analysis requires
some criteria that underlie the selection of options in the menu.

CBO’s maintained assumption that current law remains unchanged over the 30-year projection horizon forces
the projections to embed policy behavior that may be—and frequently is—inconsistent with economic
equilibrium. This is the source of the nonsensical economics. At the end of the projected horizon in the June
2023 report, net interest is almost 7 percent of GDP. This is twice the level of interest payments in the late
1980s/early 1990s, when Congress last undertook substantial fiscal consolidation. Historically, when the cost
of financing debt gets high enough, Congress realizes it can no longer provide the policies that constituents
most value, and Congress reforms policy. CBO projections enforce policy behavior at odds with historical
policy behavior to render the projections of limited value to decision makers.

2 Central banks around the world routinely perform this kind of exercise for monetary policy. The best analyses
account for uncertainty about projections by generating probability bands around projected variables.
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WRITTEN STATEMENT
Submitted to the House Budget Committee
for the Hearing -- Creating a Culture of Fiscal Responsibility:
Assessing the Role of the Congressional Budget Office
by
Gary M. Adams
National Cotton Council
February 2, 2024

I would like to thank Chairman Arrington, Ranking Member Boyle, and Members of the
Committee for holding this important hearing to assess the work of the Congressional Budget
Office (CBO). The National Cotton Council (NCC) welcomes the opportunity to present our views
on the importance of the work of CBO.

The NCC is the central organization of the United States cotton industry. Membership includes
cotton producers, ginners, merchants, marketing cooperatives, warehouses, textile manufacturers
and cottonseed processors and merchandisers. Cotton is a cornerstone of the rural economy in the
17 cotton-producing states stretching from Virginia to California. The scope and economic impact
extend well beyond the approximately 16 thousand farmers that plant between 10 and 14 million
acres of cotton each year. The downstream manufacturers of cotton apparel and home furnishings
are located in virtually every state. Farms and businesses directly involved in the production,
distribution and processing of cotton employ more than 115,000 workers and produce direct
business revenue of more than $22 billion. Annual cotton production is valued at more than $5.5
billion at the farm gate, the point at which the producer markets the crop. Accounting for the ripple
effect of cotton through the broader economy, direct and indirect employment surpasses 265,000
workers with economic activity of almost $75 billion. In addition to the cotton fiber, cottonseed
products are used for livestock feed and cottonseed oil is used as an ingredient in food products as
well as being a premium cooking oil.

As a trade association representing a segment of U.S. agriculture, our industry is keenly focused
on reauthorization of the broad-based legislation authorizing commodity safety-net programs, crop
insurance products, conservation programs, and nutrition programs, just to highlight a few of the
key components. That legislation, known as the Farm Bill, is of critical importance to the U.S.
cotton industry. We acknowledge the monumental task facing CBO in terms of accurately
evaluating the budgetary implications of a wide variety of policy options. We also must stress the
critical implications of CBO’s work as those budget estimates often determine which policy
options are included in the final bill. Whether directly or indirectly, policies authorized in the Farm
Bill affect not only every person in the United States, but the broader international population
through U.S. agriculture’s ability to feed and clothe the world.

For these reasons, it is critical that CBO enhance the transparency of its baseline process and
budget estimates developed relative to that baseline. Specifically, more clarity is needed regarding
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assumptions made with regard to assessing alternative policies. It is often the case that only topline
budget impacts are made public without a clear explanation of the assumptions and methodologies
used to arrive at the reported impacts. A clearer view of the assumptions and methodology will
build confidence in the budget estimates.

In addition, a more thorough review of baseline assumptions and the baseline development process
is needed in order to lessen the chances of the eventual baseline being impacted by erroneous
assumptions. We have seen firsthand the impact of baseline assumptions on scoring during the
current farm bill debate. A key assumption in the May 2023 baseline that was out of line with
recent historical data affected the calculation of the price for seed cotton and inflated the costs of
alternative policy options for that commodity.

We fully appreciate the balance that CBO must maintain between developing objective estimates
while still seeking input from stakeholders across U.S. agriculture. However, the two outcomes
need not be mutually exclusive, and CBO is encouraged to increase their outreach to industry
participants that have day-to-day knowledge of agricultural markets and the potential implications
of alternative policies.

Finally, greater due diligence and transparency may not be fully realized without additional budget
resources to add analysts. We urge Congress to provide CBO with the resources necessary to

provide reliable and transparent projections and budget impacts.

Thank you for the opportunity to present these comments.
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To: Members, House Committee on the Budget

Re: Creating a Culture of Fiscal Responsibility: Assessing the Role of the Congressional Budget Office

Dear Committee Members:

Thank you for the opportunity to contribute comments to this session. We at Vital Transformation (VT)
are particularly focused on health care policy and conduct data driven analyses of its impacts on the
biopharmaceutical industry and the nation. We previously offered comments expressing our concerns with
the CBO’s modelling of the impacts of the IRA contained in a letter addressed to CBO director Swagel
on November 20, 2023.

Our concerns can be distilled into several key points. Many of these have previously been articulated
publicly, and others have been since refined given the mounting evidence that continues to collect
regarding the IRA’s impacts.

Perhaps of fundamental concern is that CBO models the impact of the IRA drug price negotiations in the
aggregate. To the contrary, it is our documented opinion that the impact of the IRA negotiations will fall
squarely on only a limited set of firms having the most successful products that ‘carry the water’ for an
outsized portion of biopharmaceutical R&D. This is a classic Pareto curve, where 20% of successful
products fund 80% of R&D.

The impacts of the IRA will also be magnified for those firms targeting small molecule drugs which are
to be negotiated at year 9. Our research has shown that sales of small molecule drugs traditionally peak at
15 years after FDA approval, roughly in line with the incentives of Hatch Waxman. Restricting peak sales
to 9 years means that a net present value (NPV) calculation is reduced by roughly 40 to 50 percent,
depending on the drug being negotiated. Such a reduction is having a chilling impact on the willingness
of investors to target those small molecule drugs which are dependent upon Medicare for their profits.

The CBO predicts that the overall loss in therapies developed due to the IRA will only be 1% of the total
over 30 years, 15 of a predicted 1,300. This total has been widely disseminated by the media, and touted
as evidence that the IRA’s impact on drug discovery will be minimal. However, what has been less
discussed is the CBO’s accompanying statement in that analysis which states, “CBO did not predict what
kind of drugs would be affected.”

In the U.S. House Budget Committee Health Care Task Force meeting on October 17", in which VT
participated, CBO Director Swagel confirmed that: 1) CBO’s model assumes that companies will alter
their portfolio to minimize R&D exposure to drugs likely to be heavily dependent upon Medicare for their
revenues, and 2) CBO expects that manufacturers will set higher initial prices to offset IRA negotiation
losses.

Addressing the latter point, new therapies are already priced to maximize their profitability. We find no
logical reason to assume that there is any scope to further raise launch prices; there are finite resources
available for insurance, and the market does not allow unlimited upward pricing.
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However, it is the first point that is far more troubling, particularly given the fact that the CBO did not
investigate IRA’s impacts at the level of indication classes. CBO’s assumption that IRA’s impacts will be
partially mitigated by substitution of R&D away from the Medicare aged population has never been
articulated clearly to the voting public. It is highly likely that public opinion, which currently favors the
IRA, would shift radically if this fact became apparent.

As well, CBO’s model ignores the enormous loss in revenues for IRA negotiated drugs, and the role these
play on future drug development. The reduction of meaningful sales which are highly impactful upon a
product’s NPV, whether those reductions occur at 9 or 13 years, creates enormous uncertainties for
investors. From where will these funds required to underwrite new drug development materialize?

Biopharma industry thought leaders Peter Kolchinsky, Steve Potts, and John LaMattina have stated they
are avoiding investing in therapies that would be overly reliant upon Medicare due to the IRA. However,
on December 22", the CBO was quoted in STAT saying, “[T]here is currently no evidence of a systematic
decrease in the percentage of venture capital flowing to pharmaceutical companies after August 2022—
or in the period immediately preceding the law’s enactment (when there was probably some public
awareness of its provisions).”

We find CBO’s statement completely unsupportable by the evidence.

On December 23", 2023, Vital Transformation retrieved data of all U.S. biopharmaceutical venture capital
deals with a value below $2 billion (essentially capturing venture capital (VC) and mid-tier investments).
As presented below, the data is actually quite shocking.

Investments Over Time
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$10B

Capital Raised
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Source: PitchBook Data !{PitchBook
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Since the introduction of the Build Back Better Act in June of 2021, U.S. venture capital has seen a drop
of over 50%, and IPOs have seen a drop in excess of 70%. Further, according to Pitchbook, “38% of VCs
disappeared from dealmaking in 2023."

‘Smart money’ is eponymously called as such for a reason. Investors and drug developers have stated
that they’re altering their investment strategies to avoid the impacts of the IRA, and American citizens
who will enter Medicare in the next decade will likely see a large decline in needed new therapies. To
quote biotech entrepreneur Steve Potts, “What happened to all this great innovation we had in small
molecules? They’re going to see a ten-year gap.”

In conclusion, whilst our assessment of the aggregate financial impact of the IRA is in line with that of
the CBO, we diverge strongly in the interpretation of its consequences. The IRA will not only reduce the
‘costs’ of branded medicines after 9 and 13 years, but it will also ensure that fewer and fewer therapies
are developed for the Medicare aged population at a time when effective therapies will be needed to reduce
the costs of treating an increasingly elderly population.

€):
. . S
VitalTransformation ™

the impact of health technology made simple
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Chairman ARRINGTON. Now let’s turn it over to Director Swagel.
Again, thank you for your time. I won’t go through your resume,
but it is awfully impressive: Federal Reserve, the Council of Eco-
nomic Advisors, think tanks, higher education, and now second
term at CBO. We appreciate you being here, and the floor is yours
for five minutes.

STATEMENT OF THE HONORABLE PHILLIP SWAGEL,
DIRECTOR, THE CONGRESSIONAL BUDGET OFFICE

Dr. SWAGEL. Thank you. Chairman Arrington, Ranking Member
Boyle, Members of the Committee, thank you for inviting me to tes-
tify about the work of——

Chairman ARRINGTON. Dr. Swagel, turn that. Yeah, if you would.
Thank you.

Dr. SWAGEL. Will do. Thank you for inviting me to testify about
the work of the Congressional Budget Office. We are here to sup-
port you, to support the Congress, and oversight is a key part of
that, of making sure that we are supporting you as you need us
to do.

I will focus in my testimony on the accuracy of our deficit projec-
tion, but then I look forward to answering questions on any topic.
So compared with our May 2022 projections we underestimated
outlays for Fiscal Year 2023 by $564 billion, or nine percent, and
we overestimated revenues by $477 billion, which is 11 percent. So
together, that is the trillion-dollar miss, so to speak.

This underestimate of the deficit was about four times greater
than our average miss. So let me go through the largest factors af-
fecting that accuracy, and the largest factors were actions taken by
the Administration after our projections were made.

So about $125 billion of the underestimate of outlays reflected
student loans. So this is the cost of modifications, the income-driv-
en repayment plan, and an extended pause in repayment and inter-
est accrual. $60 billion on the outlay side was unusual outlays from
the Federal Deposit Insurance Corporation, the FDIC, associated
with the resolution of four bank failures. There was another $40
billion associated with those failures, so a total of $100 billion, but
there is a sense in which the $40 billion was, you know, the normal
way they respond to a bank failure and $60 billion was unusual.
There is $170 billion of the outlay miss resulted from our estimates
of net interest spending being too small, and this is on us, that our
interest rate projections were too low.

Then there are lots of other things. $50 billion was from other
effects of our economic projections. For example, we underesti-
mated Social Security outlays because our inflation estimate was
too low, and then there is the Employee Retention Tax Credit,
which affects both outlays and revenues.

Now, the staff of the Joint Committee on Taxation is responsible
for estimates of tax policies, and when that legislation was put into
effect, they estimated that the credit, the ERTC, would have budg-
etary effects in 2020, 2021, and 2022, but no effect in 2023. So in
our May 2022 baseline, we had nothing for the ERTC. The costs
of the ERTC in 2023 were large, over $100 billion between outlays
and revenues, and it looks to continue into the current year.
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On the revenue side, there are actions taken by the Administra-
tion that totaled $120 billion that delayed tax revenues from 2023
into 2024. This is the delays in payments for people affected by dis-
asters in California, for example, and then there are delays in the
implementation of guidance for the minimum corporate tax.

I mentioned already the ERTC on the revenue side, that was
about $70 billion, and then $40 billion on the revenue side was,
again, our interest rate projections, affecting our projections of re-
mittances from the Fed.

There is lots more, but the overall point is that some of the miss
is our miss, our inflation forecast, our interest rate forecast, and
some of it is actions taken after our projections were done that I
think we reasonably could not have anticipated.

Now, each month in our monthly budget review, we provide an
update on how outlays and revenues compare with the amounts in
the previous year, and so we regularly discuss how outcomes differ
compared to, you know, to our projections.

We will release new projections next Wednesday, and I will just
mention a couple of things, that the deficit was going to be smaller
because of the Fiscal Responsibility Act and the subsequent con-
tinuing resolutions. On the other hand, net interest costs are going
to be higher, interest rates have gone up, and then the one that
is relevant here is that the tax provisions from the 2022 reconcili-
ation bill, those costs are going to be much higher than we had
originally because the market has changed, the implementation is
different than what the Joint Committee on Taxation expected. So
that is just another example of administrative actions that affect
our projections.

So let me stop and say, Mr. Chairman, Mr. Ranking Member, I
am happy to be here and to answer questions on any topic.

[The information follows:]
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Chairman Arrington, Ranking Member Boyle, and
Members of the Committee, thank you for inviting me
to testify about the work of the Congressional Budget
Office. You asked specifically about the accuracy of our
projection of the deficit, so I will focus these remarks on
that topic, and then I look forward to answering ques-
tions you may have on that topic and any others.

Each winter, we issue a report about the accuracy of
our budget projections for the most recent fiscal year
compared with the estimates we made before that year
began." In that analysis, we remove the effects of legis-
lation enacted during the year and make other adjust-
ments to focus on how accurate the projections were.?
Compared with our projections for 2023 made in May
2022 (after those adjustments), actual outlays were
underestimated by $564 billion (9 percent), and reve-
nues were overestimated by $477 billion (11 percent).

Our underestimate of the 2023 deficit in May 2022 was
unusually large, equaling 3.9 percent of gross domestic
product (GDP). From 1985 to 2022, for the first fiscal
year in our projections, our average absolute error (that
is, the average of the errors without regard to whether
thcy are overestimates or underestimates) was 1.1 percent
of GDP? During that period, we overestimated the
deficit two-thirds of the time, and we underestimated it
one-third of the time, as we did last year.

Accuracy for Fiscal Year 2023

The largest factors affecting the accuracy of our projec-
tions of outlays and revenues for 2023 were actions by
the Administration that occurred after the projections
were made (see Figure 1). In general, after a law is
enacted and incorporated into our baseline, we do not
predict that any other policy changes will occur. When

1. For that series of reports, see Congressional Budget Office, “Major
Recurring Reports, Accuracy of CBO's Bascline Projections,”

www.cho.g products/ major-recurring-reports#22.

2. Because of their unusual size and nature, the estimated budgetary
cffects of the Supreme Court’s June 2023 decision prohibiting
the Administration’s planned cancellation of outstanding student
loans for many borrowers were excluded from the analysis
presented in this testimony. For details, see Congressional Budget
Office, The Accuracy of CBOs Budget Projections for Fiscal Year
2023 (December 2023), Box 1, www.cbo.gov/publication/59682.

3. For reports about the accuracy of CBO’s projections of outlays,
revenues, deficits, and debt, see Congressional Budget Office,
“Accuracy of Projections,” www.cbo.gov/topics/budget/
accuracy-projections. Up-to-date data on the history of those
projections and actual outcomes are available on GitHub
(heeps://github.com/US-CBO/eval-projections).

an agency publishes a proposed regulation in the Federal
Register, we incorporate a probability (often 50 percent)
into the baseline that the rule will be implemented. That
probability reflects the uncertainty about whether and
how the rule ultimately will be carried out. In each base-
line update, we account for newly finalized regulations
and other administrative actions that are substantively
different from what was previously expected.”

The next largest factors affecting the accuracy of our
projections of outlays and revenues were underlying eco-
nomic projections. Like all forecasters, we face inherent
difficulties in predicting interest rates, inflation, and
other economic variables.” In addition, to provide a basis
for the production of budget projections, our economic
projections are generally finalized about two months
before our budget projections are published. At the time
they are finalized, our forecasts are typically similar to
those of other forecasters. When economic conditions
are changing rapidly, as they were in the spring of 2022,
that difference in timing can contribute to inaccuracy.

For outlays, four factors account for about five-sixths of
the total underestimate:

®  Administrative actions affecting student loans and
deposit insurance. Roughly $125 billion of the total
underestimate was the result of costs recorded by the
Department of Education for modifications it made
to the terms of outstanding student loans after we
completed our May 2022 projections. The largest
modifications were substantial changes to income-
driven repayment plans and an extended pause in
loan repayment and interest accrual.® And roughly
$60 billion of the total underestimate stemmed from
unusual outlays for the Federal Deposit Insurance
Corporation (FDIC) to facilitate the resolution of
four bank failures that occurred during fiscal year

4. Sce Congessional Budget Office, CBO Explains How It
Develops the Budget Baseline (April 2023), www.cbo.gov/
publication/58916.

5. Fora series of reports on the accuracy of CBO’s economic
forecasts, scc Congressional Budget Office, “Major Recurring
Reports, Economic Forecasting Record,” www.cbo.gov/about/
products/major-recurring-reports#7.

6. For information about the changes to income-driven repayment
plans at the time they were proposed, see Congressional Budget
Office, letter to the Honorable Virginia Foxx and the Honorable
William Cassidy, M.D., regarding costs of the proposed income-
driven repayment plan for student loans (March 13, 2023),
www.cbo.gov/publication/58983.
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Figure 1.

Currently Identified Key Factors Accounting for CBO’s Underestimate of the 2023 Deficit

Billions of dollars
Outlays

_ 564

Total underestimate

Key contributors

I 185

Actions by the Administration affecting
student loans and deposit insurance

I 170

Economic projections of interest rates and inflation
affecting estimates of net interest spending

Il -0

Economic projections affecting estimates
of noninterest spending

I ~s0
The refundable portion of the employee
retention tax credit

Data source: Congressional Budget Office. See www.cho.gov/publication/59905#data.

~= Arough approximation.

Revenues

I, /77

Total overestimate

Key contributors

I -120

Actions by the Administration delaying
tax payments

Il -0

The employee retention tax credit

W -4
Economic projections affecting estimates
of revenues

2023.7 Those outlays resulted from a note issued by
the FDIC to the Federal Financing Bank in exchange
for cash flows from a purchase money note issued

to the FDIC receivership by J.P. Morgan Chase
Bank and from the FDIC's decision to insure
deposits above the statutory limit of $250,000.%

7. For information about the topic when the first payments by
the FDIC occurred, sce Congressional Budget Office, Monthly
Budget Review: March 2023 (April 2023), www.cbo.gov/
publication/58995.

8. Inaddition to the unusual outlays for its administrative actions,
the FDIC spent $40 billion more than we projected it would in
May 2022 related to its typical role in resolving bank failures. For
some bascline projections, including those for deposit insurance,
we incorporate a probability that outlays related to typical but
uncertain activitics will occur. Thus, the bascline projection
includes our estimate of the average amount of outlays over time
in the future and is updated with actual amounts as they occur.
However, in years that significant bank failures occur, as they

These administrative actions by the Department of
Education and the FDIC account for roughly one-
third of the underestimate of outlays.

Economic projections affecting estimates of net
interest spending. Roughly $170 billion of the total
underestimate resulted from the effects of economic
projections on our estimates of net interest spending.
Interest rates in 2023 were higher than we anticipated
in March 2022, when we finalized the economic
forecast underlying our May 2022 baseline budget
projections. Specifically, we anticipated that in 2023,
the interest rate on 3-month Treasury bills would

did in 2023, the FDIC's actual outlays will substantially exceed
the amount in the baseline. For further discussion of how we
incorporate probability into our estimates, scc Congressional
Budget Office, Estimating the Cost of One-Sided Bets: How
CBO Analyzes the Effects of Spending Triggers (October 2020),
www.cbo.gov/publication/56698.
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average 1.8 percent and that the interest rate on
10-year Treasury notes would average 2.8 percent;
those rates actually averaged 4.8 percent and

3.8 percent, respectively. Compared with the forecasts
in the May 2022 Survey of Professional Forecasters,
ours were at the lower end of the middle two-thirds
range. Between the time the economic projections
were finalized in March and the time our budget and
economic projections were published in May, many
forecasts of interest rates had moved up—although
almost no forecasters predicted that rates would be
as high as they turned out to be (see Figure 2, left
column). In addition, inflation in 2023 was also
higher than we anticipated when our forecast was
finalized in March 2022, causing underestimates of
spending on Treasury securities indexed to inflation.
Altogether, economic projections affecting net
interest spending account for roughly 30 percent of
the underestimate of outlays.

= Economic projections affecting estimates of
noninterest spending. Roughly $50 billion of the
total underestimate resulted from the effects of
economic projections on estimates of noninterest
spending. Estimates for many categories of
spending were slightly lower than actual amounts,
as exemplified by our $28 billion underestimate of
Social Security spending: Social Security provides
annual cost-of-living adjustments (COLAs) based
on changes in the consumer price index for urban
wage carners and clerical workers (CPI-W).? The
primary reason for the underestimate was that
inflation in 2022 as measured by the CPI-W—and
thus the COLA for 2023—was greater than we had
forecast. Altogether, economic projections affecting
estimates of noninterest spending account for roughly
10 percent of the underestimate of outlays.

= The employee retention tax credit (ERTC). Roughly
$50 billion of the total underestimate of outlays
resulted from the effects of the ERTC. This provision
affects outlays because the credit is refundable, as well
as revenues. The credit applies to certain wages paid
in 2020 and 2021 by employers that were subject
to a governmental order restricting their business
operations or that experienced a significant decline
in revenues during the coronavirus pandemic. When
the laws establishing and modifying the credit

9. In our projections, the CPI-W grew at the same rate as the
measure shown in Figure 2, the consumer price index for all
urban consumers (CPI-U).

were enacted, the staff of the Joint Committee on
Taxation (JCT) estimated that the ERTC would have
budgetary effects in fiscal years 2020 through 2022
but no effect in 2023. Correspondingly, in the May
2022 baseline, we also projected that the budgetary
effects would end in 2022. In 2023, however, those
effects continued.'” The misestimate of the ERTC’s
effects accounts for roughly 10 percent of the
underestimate of outlays."

Other developments that are difficult to predict also
affected the accuracy of CBO’s outlay projections.

For example, receipts from an auction by the Federal
Communications Commission of licenses for com-
mercial use of the electromagnetic spectrum (which

are recorded in the budget as reductions in mandatory
outlays) came in sooner than expected—in 2022 rather
than 2023. And some outlays from the Pension Benefit
Guaranty Corporation’s special financial assistance
program for financially troubled multiemployer pension
plans were made later than CBO anticipated—in 2023
rather than in 2022.

For revenues, the decline from the previous year was
unusually large. The specific factors contributing to the
overestimate of revenues will be better understood as
more detailed tax information becomes available over
the next two years. At this point, we have identified
three factors that probably account for about half of the
overestimate:

& Administrative actions delaying tax payments.
Roughly $120 billion of the total overestimate
resulted from administrative actions. The Internal
Revenue Service (IRS) postponed deadlines for
payments that typically would have been due
throughout fiscal year 2023 until 2024 for taxpayers
affected by natural disasters, including most
taxpayers in California.”” Additionally, the IRS
granted relief from penalties arising from the new
alternative minimum tax for corporations until

=

. For initial discussion of the ERTC's effects on outlays, sce
Congressional Budget Office, Monthly Budget Review: December
2022 (January 2023), www.cbo.gov/publication/58862.

. For additional discussion, scc Congressional Budget Office,
The Accuracy of CBO} Budget Projections for Fiscal Year 2023
(December 2023), Box 2, www.cho.gov/publication/59682.

Y

. For initial discussion of the postponed deadline’s effects, see
Congressional Budget Office, Monthly Budget Reviews: September
2023 (October 2023), www.cbo.gov/publication/59544.
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the agency finalized the necessary guidelines and
regulations, effectively allowing businesses a longer
period to make initial payments. We now estimate
that some collections that would have occurred in
fiscal year 2023 have been pushed into fiscal year
2024. Administrative actions account for roughly
25 percent of the overestimate of revenues.

®  The employee retention tax credit. Roughly
$70 billion of the total overestimate resulted from the
ERTC's effects on revenues. The fact that those effects
extended into 2023 resulted in an unanticipated
reduction in income tax receipts that year in addition
to the effects on outlays discussed earlier.” This factor
accounts for roughly 15 percent of the overestimate
of revenues.

= Economic projections affecting estimates of
tax revenues. Roughly $40 billion of the total
overestimate resulted from economic projections.
Taxable incomes, including wages and profits, were
modestly higher than CBO projected in May 2022.
But higher-than-expected short-term interest rates
resulted in a steep drop in remittances from the
Federal Reserve, and lower-than-expected asset values
in 2022 resulted in smaller realizations of capital
gains and taxable withdrawals from retirement
accounts. On net, economic projections account for
roughly 10 percent of the overestimate of revenues.

In February 2023, we substantially improved the accu-
racy of our budget projections after we (and most other
forecasters) boosted our forecasts of interest rates and
inflation (see Figure 2, right column)." In addition,
accounting for administrative actions after they occurred
and making other updates in February 2023 and May
2023 also improved our projections.’

Each month, as the fiscal year progresses, we provide an
update on how outlays and revenues compare with the

13. For initial discussion of the ERTC's effects on revenues, sce
Congtessional Budget Office, Monthly Budget Review: August
2023 (September 2023), www.cbo.gov/publication/59474.

14. For discussion of how updates to the economic forecast affected
the budget, see Congressional Budget Office, 7he Budget and
Economic Outlook: 2023 to 2033 (February 2023), Appendix A,
www.cbo.gov/publication/58848.

a9

. For that series of reports, see Congressional Budget
Office, “Major Recurring Reports, Budget and Economic
Outlook and Updates,” www.cbo.gov/about/products/
major-recurring-reports#1.

amounts the previous year.'® Although we do not project
budgetary outcomes month by month, we do discuss
how outcomes for the current fiscal year compare with
our recent projections. For example, in May 2023, we
indicated that the receipts collected through April, net of
refunds, were about $250 billion less than we had antici-
pated three months earlier."”

Improving Accuracy Over the

Next Decade

Looking beyond fiscal year 2023, some of the projec-
tions from May 2023 will be substantially revised in
the Budget and Economic Outlook that we will publish
next week.'® Projected deficits will be smaller primar-
ily as a result of the Fiscal Responsibility Act of 2023
and the Further Continuing Appropriations and Other
Extension Act, 2024, which reduced the growth of
discretionary spending. Projected deficits will also be
smaller because of greater projected wages and profits
and lower projected inflation.

Partially offsetting those reductions in deficits are two
key factors, similar in nature to some of the factors that
affected the 2023 results: Net interest costs are projected
to be greater because of higher interest rates, and some
changes resulting from administrative actions and market
developments will add to projected deficits. For exam-
ple, we are now projecting that several developments
affecting energy-related tax provisions, many of which
were part of the 2022 reconciliation act, will add about
$400 billion to the deficit over the 2024-2033 period.
That law was enacted in August 2022, and our May
2023 bascline projections incorporated cost estimates
that were prepared by JCT at the time of enactment.

The largest part of the roughly $400 billion change
results from a rule proposed by the Environmental
Protection Agency after those bascline projections
were finalized that would change standards for vehicle
emissions. The rest of the change reflects market devel-
opments that increased our projections of the rate of
adoption of technologies eligible for tax credits and

16. For that series of reports, sce Congressional Budget Office,
“Major Recurring Reports, Monthly Budget Review.”
www.cbo.gov/about/products/major-recurring-reports#9.

17. See Congressional Budget Office, Monthly Budget Review: April
2023 (May 8, 2023), www.cbo.gov/publication/59053.

18. See Deborah Kilroc, “CBO to Release Budget and Economic
Outlook on February 7, CBO Blog (January 18, 2024),
www.cho.gov/publication/59898.
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Figure 2.
Forecasts From CBO and the Survey of Professional Forecasters Compared
With Actual Outcomes
Percent
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Data sources: Congressional Budget Office, forecasts published in May 2022 (finalized March 2, 2022) and in February 2023 (finalized December 6, 2022);
Federal Reserve Bank of Philadelphia, Survey of Professional Forecasters: Second Quarter 2022 (May 13, 2022), https:/tinyurl.com/2p87bj3y, and Survey of
Professional Forecasters: First Quarter 2023 (February 10, 2023), https:/tinyurl.com/y2xctkwk. See www.cho.gov/publication/59905#data.

Each of the data points represents a forecast made by one of more than 30 respondents in the Survey of Professional Forecasters. The middle two-thirds range
omits the top one-sixth and the bottom one-sixth of the forecasts.

Quarterly CPI-U inflation is measured from one quarter to the next quarter and is expressed as an annual rate.
Interest rates are quarterly averages.
CPI-U = consumer price index for all urban consumers; SPF = Survey of Professional Forecasters.
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implementation guidance from the Treasury Department
that has been more generous to taxpayers than JCT
anticipated in the original estimates for the legislation;
those changes are consistent with JCT’s recent estimates
of energy-related tax expenditures, reflecting greater use
of electric vehicle tax credits than previously projected.”
Projections about the budgetary effects of energy-related
tax provisions remain highly uncertain. Many factors,
including the pace of adoption and deployment of
low-emissions technologies and electric vehicles, as well
as future administrative actions taken by federal or state
agencies, could lead to outcomes that differ from those
projected.

Let me close by saying that we are continually striving to
improve the analysis that we provide to you. I am happy
to answer your questions.

19. Sece Joint Committee on Taxation, Factors Considered When
LEstimating the Revenue Effects of the Energy Provisions of Public
Law 117-169 and Subsequent Developments (May 26, 2023),
wwwjct.gov/publications/2023/energy-estimates-for-pl-117-169
(PDF), and Estimates of Federal Tax Expenditures for Fiscal Years
2023-2027, JCX-59-23 (December 7, 2023), www.jct.gov/
publications/2023/jex-59-23 (PDF). For additional discussion
of electric vehicle tax credits, sce David Austin, Modeling the
Demand for Electric Vehicles and the Supply of Charging Stations in
the United States, Working Paper 2023-06 (Congressional Budget
Office, September 2023), www.cbo.gov/publication/58964.
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Chairman ARRINGTON. Thank you, Dr. Swagel. We will now
begin the Q&A session and I will yield myself five minutes for that.

Okay, so I appreciate my Ranking Member making the comment
about fiscal responsibility, and the culture of fiscal responsibility is
ours, is our mantle to bear and our goal for the taxpayers of this
great nation. I agree with that.

What we are talking about with respect to culture is to say, what
are the cultural challenges that CBO has or is reflected in the out-
comes? Is there a culture of accountability? Is there a culture of
welcoming criticism through transparency and peer review? Is
there a culture of customer service where you are engaging the cus-
tomers and stakeholders regularly and they feel heard?

Your job is objectivity. It is a nonpartisan, accurate product of
scoring or some other economic analysis, but input and engagement
from the customer is important.

So that is the culture, Dr. Swagel, we are talking about, and
those are the questions I think you have to ask as the CEO of CBO
and that is what we have to ask as your oversight authority.

You know, if being a good guy and a smart guy were the only
measures of success, you would be an A-plus, and if intentions
were the measure of success for Congress, probably we would all
be A-plus because I don’t question the intentions of anybody in
here, including Earl Blumenauer over there.

I know I am, but it is true. I think the intentions generally are
good. We have different views on how to allow our country to be
on a path of progress and all that, but I think people generally
want this country to succeed. We have different views of the role
of government, for example.

That is not the metric here. It is not intentions. It is not a good
nature, and so I think it is incumbent upon us to say what other
scoring entities exist? What other forecasting entities exist? What
surveys of other forecasts, how are we doing relative to our peers?
Not how do we think we are doing or how nice do we think we are,
how smart are we? The blue chip group of economic projectors, the
Federal Reserve, Penn Wharton, in my estimation, and we can go
back and forth, get it more right than CBO gets it right, and we
have data that I will submit for the record on that.

Six years ago, there was three years of about three or four per-
cent error rate from the projection to what was the actual deficit,
just speaking about your projections on the deficit, but the last
three years, it is been almost 25 percent in one year, 12 percent
another, and then over 100 percent.

So this business of everybody is just doing great, you know, Lake
Wobegon, and we are all just rocking along as we should. First of
all, it is not true about the Budget Committee. It is not true about
my Republican Conference. It is not true about this institution or
the Democrats, and it is not true about the CBO. So unless we are
honest with each other and unless we use objective data to know
if we are doing a good job or not and listening to the customer, hell,
we don’t know. We are just BS'ing ourselves and the American peo-

le.

Gosh, Dr. Swagel, I have got so many things here. I guess I am
just going to refer to one statement that you make in your written
statement where you talk about, at the time of the forecast for the
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deficit, the forecasts are typically similar to those of other fore-
casters. That is not what I am seeing from the Federal Reserve,
Penn Wharton, and others.

For me, eight quarters, six out of eight in some categories, eight
out of eight in others, were wrong on inflation, on interest rate, on
GDP, and I am not even getting to the scoring piece of legislation
and some of the concerns, and really, I would ask you to take the
time to dig into the Chairmen of authorizing committees’ letters
and their sentiments and their specific examples of concerns.

But then I flip over to the Survey of Professional Forecasters and
you say that your forecast was at the lower end of the middle two-
thirds range, and I am not even sure what—two-thirds is a big
swath and you are at the lower end. I don’t know if that means
you are at the lower quartile or not, but I think it does.

So I am just going to end there with, if that is true and it is real-
ly the bottom quartile, that means we can do better. Can we all
just agree we can do better? Okay. That is the framing and that
is kind of the bottom line for me, and I will let the rest of my col-
leagues dig into the specifics.

Again, Dr. Swagel, I appreciate it is a tough job. Predictions are
tough to get right, but, man, we can do a whole lot better.

With that, I yield to the Ranking Member for five minutes for his
questions.

Mr. BoYLE. Well, thank you. Dr. Swagel, let me ask you about
the CBO Data Sharing Act, which I alluded to in my opening state-
ment, and for those who are interested and want to be supportive,
H.R. 7032, and I am excited that we will be having a markup of
this piece of legislation next week.

Could you describe why it is CBO needs strong access to execu-
tive branch data? And perhaps you could give some examples of
how delays in the past have impacted the work of CBO, ultimately
impacting Congress, getting the data it needs and the projections
it needs.

Dr. SWAGEL. Thank you. Thank you for the bill, which will help
us greatly in supporting you.

CBO is basically people, computers, and data, and think of data
as information, and we use a wide array of information. Sometimes
an agency in the executive branch has information that we need,
and they are the only place we can get it, that the public informa-
tion is just not detailed enough. So we work with agencies on that.
We have 20 data agreements in place, and, you know, we do lots
of work.

There are sometimes legal questions from agencies about their
authority to provide us with information.

Mr. BOYLE. So even if they want to provide the information, they
pull back because they are afraid that they might be somehow vio-
lating existing law.

Dr. SWAGEL. That is right, and I will give you the examples. You
had asked, for example, if I can give you one. So we have been
doing work on the flood insurance program, and so we have some
private sector data, but then we get information from FEMA, and
FEMA has been very cooperative, but they have had concerns
about their legal authority to provide us with information. We
worked back and forth with them collaboratively. Your legislation
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would just solve that, would basically give FEMA the comfort that
they are complying with the law without the kind of weeks of back
and forth. So that is the sort of issue it would solve.

It would require us to have very strong security on these data,
including at least as good security and confidentiality protection as
the agency that is providing us with the data.

Mr. BoyLE. I think I know the answer to this, but I do think
there is value in making this explicit. How does CBO protect data?
And would any of the changes in the piece of legislation that I have
with the Chairman, the CBO Data Sharing Act, would anything in
that bill impact CBO security practices?

Dr. SWAGEL. If there is an impact, it would be to strengthen, but
like I said, we follow the security protocols dictated by the agencies
giving us the data, and so we have, you know, an array of different
ways that we secure the data, you know, and then we have security
precautions for the entire agency. So the legislation would require
us to continue to do that, and we certainly would continue to do
that.

Mr. BOYLE. Great, and then finally, just shifting gears, as you
look, I referenced approximately 270 employees at the Congres-
sional Budget Office, as you look at the responsibilities that Con-
gress has placed on the Congressional Budget Office and the staff
and budget that you have, how would you assess where you are
right now in terms of having the resources you need to conduct
your work?

Dr. SWAGEL. So we have been shrinking since, really, since the
December 2022 appropriations. We have not been filling vacancies,
and it means I have vacancies in some key positions, like our Medi-
care Cost Estimates Unit, which is one of our busiest, the busiest
parts, we lost someone and can’t replace them. We have someone
very senior who works on the appropriations, who is about to leave
for a great opportunity; I can’t replace him, and on.

On the national security side, we have lost one and we are about
to lose another, and it seems like the NDAA is now, like, there is
no offseason on the NDAA for the amendment process.

So these are things, I mean, if I had the budget, I would imme-
diately hire in these areas and more, and it is really just to support
you. I mean, we want to be responsive, and I am worried that I
don’t have the resources to be responsive.

Mr. BoYLE. Well, thank you again, Dr. Swagel, and lastly, let me
say, I know we talked about this last week, but tomorrow is the
last day in a two-decade congressional career of my friend, the gen-
tleman from Buffalo, Mr. Higgins. So, Brian, I think I can say in
a bipartisan way, we will all miss you, my friend.

And I yield back.

Chairman ARRINGTON. Well, let me say I associate myself with
your comments about Mr. Higgins, and I have to put up with him,
not only on this Committee, but on Ways and Means, but I am glad
to put up with him. He is a good guy, and he will be missed. So
we appreciate you, my friend.

With that, thank you, Mr. Boyle. I will yield five minutes to the
gentleman from Wisconsin, Mr. Glenn Grothman.
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Mr. GROTHMAN. Thank you. First of all, Director Swagel, I would
like to thank you for being here again. You guys always work so
hard, and it is good you are able to spend today with us.

Can you give us kind of an overview of the steps you have taken
to increase transparency at CBO since you took over?

Dr. SWAGEL. Yes, I will give you a couple of steps that I have
taken, and my predecessor also did a lot, so I have continued what
he did.

Some of it is, of course, meeting with you, testifying. We publish
reports that provide background on our cost estimates. You know,
for example, our cost estimate of drug negotiation, we have pub-
lished several reports providing the technical underpinnings of
that. We publish reports comparing ourselves with other fore-
casters. We actually publish computer code as well on GitHub, so
people can go in and see what we are doing.

And then we request information. As one other example, a recent
one, is we had a blog post on these anti-obesity medications, it was
like Ozempic and that kind of medication, asking for input to help
us understand the budgetary consequences, including the health
and scientific consequences, and we have had a tremendous
amount of input from the private sector.

Mr. GROTHMAN. Okay. In April, you released a report describing
your creation of cost estimates. It stated, “CBO is currently devel-
oping a plan to make more of the account level analysis of appro-
priation bills publicly available in accessible formats.” Can you give
me an update as far as how is that going?

Dr. SwAGEL. Can you say that last part?

Mr. GROTHMAN. Okay. You stated in an April report, “CBO is
currently developing a plan to make more of the account level anal-
ysis of appropriation bills——

Dr. SWAGEL. Yeah.

Mr. GROTHMAN [continuing]. Publicly available.” Can you tell us
how that plan is going?

Dr. SWAGEL. Oh, no, very good. Okay. So, no, thank you, and I
know it is important to you on the appropriation side.

So we have put on our website now, there is a tab on the cost
estimate section that is for appropriations bills. You know, most of
our cost estimates are for authorizing committees and authorizing
bills, but we do put out cost estimates on appropriations. So we
now have a tab that collects all of that.

So we have been moving in that direction. There are other things
we could be doing in that and I know you are interested in think-
ing about what more we can be doing.

Mr. GROTHMAN. Okay. There is a loophole in section 402 of the
Budget Act that carves out bills reported by the House or Senate
Appropriations Committee from the requirement that you guys pre-
pare cost estimates. Do you feel that provision prohibits you from
providing account level analysis of appropriation bills?

Dr. SWAGEL. No, it doesn’t.

Mr. GROTHMAN. Okay.

Dr. SWAGEL. So we have the ability and authority to provide the
account level information.
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Mr. GROTHMAN. You can. Is there any capacity restraint that
would prevent you from publicly releasing account level analysis of
those bills?

Dr. SWAGEL. It is. That is really the barrier, is our capacity. You
know, our appropriations team, well, especially this year with what
has happened with appropriations, has been pretty much nonstop,
and so we would want to work, you know, with the Budget Com-
mittee, work with the appropriators to say, well, what—you know,
in a sense what can we do that suits your, you know, your needs?

Mr. GROTHMAN. But you could release the stuff anyway.

Dr. SWAGEL. Absolutely.

Mr. GROTHMAN. Okay. Later this week, I will introduce legisla-
tion to provide an exemption from the Privacy Act. Can you discuss
the current restrictions placed on the CBO by the Privacy Act in
1974 and how it hinders your ability to produce, or does it hinder
your ability to produce accurate and timely cost estimates?

Dr. SWAGEL. So it is such a similar question to what, in some
ways, to what I answered with Mr. Boyle, that we think we have
the authority to get information from executive agencies. They will
sometimes point to the Privacy Act and say, well, even though the
Budget Act says you can get it, the Privacy Act says maybe not,
and so the GAO has more authority.

Mr. GROTHMAN. So if we had a statutory change to make it clear,
right?

Dr. SWAGEL. Yeah. So that is legislation that we would certainly
appreciate.

Mr. GROTHMAN. Okay. Can you describe the amount of time it
takes—or how much time CBO currently spends negotiating with
agencies to gain access to data that is covered by the Privacy Act?
Is that a time-consuming thing for you guys?

Dr. SWAGEL. Yeah, that is a good question. I would like to get
back to you on the details of the Privacy Act. I will tell you on ne-
gotiating with agencies in general, I mentioned FEMA. The Social
Security Administration, we have three data agreements with
them. One has expired and we have been working with them for
a year now to try to get it renewed. They keep extending our ac-
cess, so it hasn’t been a problem, but it is the kind of thing, it is
like a year of sort of our general counsel’s time has been, you know,
I think, chewed up is the right word, trying to nail this down.

So these sort of data access provisions will be very helpful.

Mr. GROTHMAN. Thank you again for testifying.

Chairman ARRINGTON. I thank the gentleman from Wisconsin. I
yield five minutes now to our friend Mr. Higgins from New York.

Mr. HIGGINS. Thank you, Mr. Chairman.

Dr. Swagel, the new Federal fiscal year begins October 1 of each
year, and there is a process whereby Federal agencies will submit
requests to the Office of Budget Management, which we will use
as a basis from which the President will make in advance a budget
proposal to Congress, and then Congress begins its deliberations,
passes a resolution in both the House and the Senate. Those budg-
ets are reconciled toward the goal of trying to make a budget before
or on October 1 of each and every year.
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There are 12 appropriations bills. How many of those 12 appro-
priations bills have been enacted in Congress for the fiscal year be-
ginning October 1 of last year?

Dr. SWAGEL. None so far.

Mr. HiGGINS. Okay. How frequent an occurrence is that?

Dr. SWAGEL. It has been a long time since those bills were en-
acted on schedule with the Budget Act.

Mr. HIGGINS. Yeah. So in 2023, the Federal budget was $6.1 tril-
lion. It is approximately 24 percent of the entire U.S. economy. Do
you believe that the American economy does not perform well when
there is uncertainty and instability?

Dr. SwAGEL. That is right. Uncertainty and instability has a drag
on our economy.

Mr. HiGGINS. Okay. So the Federal budget each and every year,
which doesn’t get passed by Congress, it is really one of two major
functions that Congress has. One is budget and the other is over-
sight. Would you agree with that?

Dr. SwAGEL. I would agree.

Mr. HigGINns. All right. So you can’t recall the last time there
was a budget that was enacted by Congress at the beginning of the
fiscal year on October 5th—or 1st, which included all the appro-
priations bills approved, which are necessary to have a budget.
Otherwise, you don’t have a budget.

Dr. SWAGEL. Yeah, I don’t know the last time that happened.

Mr. HicGINs. Okay. Well, here is my point. You know, people
beat up pretty good on the Federal Government, and people should
be reminded that the Federal Government is part of a public-pri-
vate partnership, and, you know, look at defense research appro-
priations, DARPA, for example. Every technology in everybody’s
smartphone here came from research that was financed by the Fed-
eral Government: touchscreen technology, voice-activated personal
assistant, global positioning satellite, and the Internet.

The same is true for drug development. Drug companies won’t,
you know, do risky research because on the front end the basic
science of drug development is not profitable. It is all cost, and
then the drug companies pick it up and they pay for it.

I just want to make the point that the Federal Government is 24
percent of the U.S. economy, and a Congress that is responsible for
developing a budget fails in that responsibility every single year.

Additionally, the United States is five percent of the world’s pop-
ulation and five percent—or 25 percent of the world’s economy. So
not only does Congress’ inability to make a budget fully with ap-
proved appropriations bills virtually every single year, not only
does it hurt the American economy, as the world’s largest economy,
i%l hl}?rts the world economy as well. Would you care to comment on
that?

Dr. SWAGEL. No, I agree with you that, you know, the kinds of
instability and uncertainty that you pointed to in the U.S. economy
has an effect on the rest of the world, and the economic prospects
overseas affect us as well. So I agree with what you said.

Mr. HigGINS. Has that been quantified ever as a basis to admon-
ish Congress to do a better job?

Dr. SWAGEL. I haven’t seen that, but I wouldn’t be surprised if
someone has quantified that effect.
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Mr. HIGGINS. So it is conceivable that it could be quantified?

Dr. SWAGEL. It could be quantified.

Mr. HiGcGINs. I think that that would be a great public service
the Congressional Budget Office could provide to the United States
Congress so as to admonish them to just do basically what Con-
gress was put in place to do.

With that, I yield back.

Chairman ARRINGTON. I would share with Mr. Higgins, I love his
line of questioning. The Fitch and Moody’s have quantified it. They
have said that our lack of governing, our inability to come up with
long-term solutions because of the dysfunction of our institution is
a reason they have downgraded, which comes at a cost. So that is
just one measure, but I appreciate your line of questioning.

Now, for five minutes, our friend from Pennsylvania, Lloyd
Smucker.

Mr. SMUCKER. Thank you, Dr. Swagel, good to see you.

Let me start by recognizing the importance of the work of CBO
to inform our decisions that we are making for policy and for legis-
lation, and I appreciate the work that CBO does.

I also appreciate you have made yourself available, your staff
available to me multiple times on a variety of topics, and I appre-
ciate that as well.

I think one of the things I would like to drill down on just a little
is this $1 trillion miss, because the work of CBO is important. We
rely on CBO, and I think, I mean, wouldn’t you agree a trillion dol-
lar miss can reduce our confidence in CBO’s projections?

Dr. SWAGEL. I agree. It was an extraordinarily large miss.

Mr. SMUCKER. Yeah, and your projections really do have an im-
pact on how we are thinking about legislation and so on. So this
is important to understand what happened here.

I appreciate as well, you provided an explanation. It looks like
about roughly one-third was due to actions taken by the Adminis-
tration after you did your projection, right? Roughly one-third.

Dr. SwAGEL. That is right.

Mr. SMUCKER. About 300-some. So is that unusual?

Dr. SWAGEL. I mean, it was an unusually large miss.

Mr. SMUCKER. But I am saying, is it unusual for the Administra-
tion to take actions that are not authorized essentially by Con-
gress?

Dr. SwAGEL. It was unusual from our perspective——

Mr. SMUCKER. Yes.

Dr. SWAGEL [continuing]. And, you know, we are trying to track
it

Mr. SMUCKER. These were actions that you could not have been
aware of, correct?

Dr. SWAGEL. That is correct.

Mr. SMUCKER. Because they were done unilaterally by the Ad-
ministration outside of the authority of Congress.

Dr. SWAGEL. That is right.

Mr. SMUCKER. I think it is important we get that on the record.
This was extraordinary activity by the President in spending what
we would allege were—he was unauthorized to do so and this was
outside of his authority. So that is number one.
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And then number two, I think about a third of the projections
where you just simply missed the economic projections.

Dr. SwAGEL. That is right.

Mr. SMUCKER. Why? Why would you have missed—I mean,
again, that is a big miss. So can you tell us why you would have
missed that in this particular time?

Dr. SWAGEL. Yeah. So there are two pieces to it, and I will talk
about inflation, but the same thing applies to interest rates, and
there, what you said, it is just a miss and it affects the, you know,
revenues and outlays.

The economy was changing rapidly at the beginning of 2022
when we were doing our forecast, and our process is that we have
to do the economics before we do the budget. You know, the analyst
for unemployment insurance, she has to know what is the unem-
ployment rate going to be seven years from now. So we have to do
the forecast early.

And when the economy is changing quickly, as it was in early
2022, even two months, you know, doing a forecast two months
early—so there is a mix of those documents.

Mr. SMUCKER. I wish we had more time, but I don’t. I want to
go back to something the Chairman said. It does appear that other
organizations, like Penn Wharton, were closer and perhaps have
been closer in previous years as well on their economic projections.
Do you track that?

Dr. SWAGEL. We do. So we make comparisons to others, including
Penn Wharton.

Mr. SMUCKER. Can you provide us with your comparisons on the
number of organizations? I don’t know the answer to this. I would
be interested in knowing how you have done over the past few
years compared to some of the other organizations, just share that
with the Committee.

Dr. SWAGEL. We will do that.

Mr. SMUCKER. When you look at that and you find if they are
more accurate, I don’t know if you would agree if they are or not,
do you look at your own model? Because obviously, every organiza-
tion is using different models. Do you think your model is still the
best model after missing it by a trillion?

Dr. SWAGEL. So, we do. We go back and look when we miss, and
on the inflation side, we went back and looked at, well, why did
we miss and what did we miss? And our subsequent inflation fore-
casts have been much—I mean, not just much better, like really
much better. They are really spot-on as inflation has come down
over time. So we do go back and try to figure out what do we need
to improve.

Mr. SMUCKER. Yeah. Have you made changes to your model after
this year’s $1 trillion difference?

Dr. SWAGEL. You know, this was a portfolio of models. We have
made changes to—on the macro side, on the inflation side, again,
in particular, where the miss was the biggest, we have made
changes. We thought much more carefully about how the economy
is changing as on the supply side, the labor supply, supply chain
disruptions, other things.

Mr. SMUCKER. Again, I do appreciate your work. I have been ask-
ing some pointed questions. I just think it is really, really impor-
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tant that we all can continue to have confidence. So we appreciate
your answers to these questions. Thank you.

Chairman ARRINGTON. I thank the gentleman from Pennsylvania
and yield to our friend, the gentlelady, Ms. Schakowsky from Illi-
nois, for five minutes.

Ms. SCHAKOWSKY. Thank you. First, let me just say to my friend
and colleague Brian Higgins that I will definitely miss sitting next
to you and hearing the wisdom that you bring to this Committee.
We will all miss that.

So very recently, this Committee marked up a bill to create a fis-
cal commission. I was on a fiscal commission, the Simpson-Bowles
Commission in 2012, and I have to tell you, as a consequence of
that experience, I strongly objected to the idea of creating a fiscal
commission, believing that the Members of Congress are fully capa-
ble of coming up with budget decisions, and because they seem to
focus on things like cutting Social Security and other benefit pro-
grams.

So what I am interested in is what is the cost of a fiscal commis-
sion? This is not free, and I am wondering, in addition to having
Members of Congress working on this, how much would a fiscal
commission cost? What is your estimate?

Dr. SWAGEL. So our estimate of the cost of the legislation was
$12 million in discretionary spending, some for the operation of the
commission and then much of it for the public outreach campaign
that was part of the legislation.

Ms. SCHAKOWSKY. And, you know, what is your view in terms of
what it would cost? What kind of requirements would be made of
you ;chat would be of additional work if there were a fiscal commis-
sion?

Dr. SwAGEL. Well, so we would support the Congress and the
commission. You know, depending on what else is happening, what
other legislation we are working on, it could challenge us.

I mentioned some of the vacancies we have on the macro side.
On our macroeconomic team we have vacancies as well; on our So-
cial Security team. So I would want to make sure we had the re-
sources really to support the commission wherever it went.

Ms. SCHAKOWSKY. Okay. Well, I think we should relieve you of
that and just take care of it ourselves. Anyway, let me ask you
about another issue.

I am very concerned about income inequality in the United
States, and Republicans have long claimed that cutting corporate
taxes somehow is going to pay for itself. This has never really hap-
pened. We saw during the Trump Administration a large tax—
what I feel like is a tax giveaway to the wealthiest Americans.

I am just wondering, what was the cost of that Trump tax cut
when he was President?

Dr. SWAGEL. So, you know, we put out a cost estimate at the
time. It was before my time as Director, so I don’t have the number
in my head. We did an analysis, I will answer the question in this
way, we did an analysis of the effects of it, and we said there would
be economic effects on investment and some rent.

Ms. ScHAKOWSKY. Well, my understanding was that there was
an estimate that there was $1.1 trillion over ten years would be the
cost.
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Dr. SWAGEL. That sounds right.

Ms. SCHAKOWSKY. Yeah, which is a heck of a lot of money.

What I really would want to comment on your thoughts about
the legislation that we are going to vote on today and on the tax
cut, and what we see is that for the Child Tax Credit, that there
would be $33 billion for the Child Tax Credit, but $177 billion for
the corporate tax cut, and we know that some of the companies,
some of the companies, like Meta and Netflix and General Motors,
would actually have tax refunds as a consequence.

I feel that that is inequitable, and I wanted to have your com-
ments on what you think the impact will be.

Dr. SWAGEL. Okay. So we haven’t analyzed the specific tax bill
that will be voted on today just because that is, the Joint Com-
mittee on Taxation has done that. We will, though. Every year we
do a report on income inequality, looking at the tax system.

So in the future, we will go back and look at the effect of how
the tax system has changed and what that means for inequality,
including the effect of the Child Tax Credit in narrowing inequal-
ity. So we will get that. I just won’t have that until after the fact.

Ms. SCHAKOWSKY. I look forward to seeing your conclusions.
Thank you.

And I yield back.

Chairman ARRINGTON. I thank the gentlelady from Illinois and
yield five minutes to our good friend General Jack Bergman, who
is the Chair of our Oversight Task Force.

Mr. Bergman, for five minutes.

Mr. BERGMAN. Thank you, Mr. Chairman, and thank you, Doctor,
for being here.

There is a current country song by Bailey Zimmerman, the title
is, “Between a Rock and a Hard Place,” and the first lyrics are,
“We have been swinging and missing, it ain’t broke yet, but it
damn sure needs fixing.”

We could probably apply that, but I would suggest to you, unlike
the song, we are pretty broken right now in a few different areas.
I am going to focus my comments because as a Member of the
House Veterans Affairs Committee, I want to discuss the CBO scor-
ing of the VA-related bills in relation to the Toxic Exposure Fund,
TEF.

In short, the PACT Act allowed VA to use TEF for a wide variety
of services for veterans exposed to toxins, shifting some tradition-
ally discretionary costs, like health care, to mandatory spending.
As a result, the CBO developed a rule of thumb scoring all vet-
erans legislation, classifying a percentage of total discretionary
costs as mandatory costs to any authorizing legislation which
would affect one of nine VA appropriations accounts. I know this
is getting a little technical here, but some of this you may have to
take for the record if you don’t have it, but I will stay with the big
picture.

The mandatory spending portion is currently 24 percent of the
total authorizing legislation cost, and it is projected to increase to
42 percent by Fiscal Year 2032. This decision by CBO has forced
the VA Committee to find offsets to advance even the most basic
bills, including several that I have introduced and has greatly hin-
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dered our work in Committee to improve the lives of veterans and
their families.

While I understand the statutory requirements for CBO under
the PACT Act, it is essential that toxic exposure fund-related scor-
ing by CBO is accurate and based on actual data.

So my main question here is when, if ever—because you are kind
of between a rock and a hard place here. It is kind of like you de-
signed, or you got involved with the FAA in figuring out how air-
planes should work, but yet you never built them and you never
fly them. So you are kind of somewhere out there because you got
to make sure of the safety of everything that works.

When, if ever, will the CBO be able to dispense with its rule of
thumb to assign a certain percentage of total cost as a mandatory
cost for all affected legislation?

Dr. SWAGEL. Okay. No, thank you, and everything you described
is the way we do it. So when we looked at the TEF, we, you know,
talked to the VA about how they would implement, you know, as
best they could tell us, and the rule of thumb was developed based
on that and based on the data on the Gulf-

Mr. BERGMAN. Yeah, I want to—because you could go on this and
the rest of my time would be gone in a heartbeat, but the point
is—

Dr. SWAGEL. Yep.

Mr. BERGMAN [continuing]. You know it. Did the Congress not
get the wording right in the legislation? Because we are looking in
the mirror here, and we could have done better because what the
House did was good wording, but we ended up taking the Senate
wording in the end game, and it created that loophole, or that cre-
ated that uniquely soft area that puts us all between a rock and
the hard place. I am not trying to lay blame on the Senate, but I
think the House should have pushed back, and we have a chance
to rectify this in the future. Is that fair?

Dr. SWAGEL. That is fair, and we are ready to work with you and
with the Committee to think about different legislative approaches
to get out of the rock and hard place.

Mr. BERGMAN. Because this is on us as the Congress, the House
and Senate together working on this.

Oh, by the way, as an aside, in the last 30 seconds, the $12 mil-
lion price tag for the fiscal commission, billboards and all that, I
mean, where did that come from?

Dr. SWAGEL. Oh, so we looked at past commissions that had a
mandate to do public——

Mr. BERGMAN. Well, do we have to do billboards just because, I
mean, now we do digital as opposed to analog?

Dr. SWAGEL. Right. So we—yeah.

Mr. BERGMAN. That was an attempt at humor. I know my time
has run out. Yeah.

Dr. SWAGEL. But this is our process. If there is something new,
we say, well, what is an analog to it in the past? And so that is
where the figure comes.

Mr. BERGMAN. Okay. So we are going to all help ourselves,
whether it be here in the House under the Chairman’s leadership
here on Budget or use the CBO and definitely our friends over on
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the north side of the Capitol to do better and be more detailed in
our guidance.

With that, I yield back.

Chairman ARRINGTON. I thank the Chairman, General Bergman.
I now yield five minutes to our friend from Portland, Earl Blu-
menauer.

Mr. BLUMENAUER. Thank you, Mr. Chairman, and I appreciate
your being here Doctor.

We take a step back and think about the complexity that you
face. You have to operate under assumptions about how Congress
operates. Very difficult. We have had conversations with your pred-
ecessors about how Congress could do a better job of present value
accounting without going over the edge in terms of dynamic scor-
ing, but that is the reality that you face and the horizons that you
have to deal with in terms of the interaction between the two bod-
ies.

The extraordinary set of circumstances that we face, I can see
you being off a trillion dollars. We were on a roller coaster three
years ago in terms of the projections about how bad the economy
was going to be, and there are some people on the other side of the
aisle who had some pretty apocalyptic projections, and in the pop-
ular media. We keep talking about uncharted territory, and you
were attempting to work that.

But what has happened in the course of the last 18 months? We
have seen the historic investments paying off. The GDP growth for
the first three years of the Biden Administration is 3.4 percent,
outpacing the first three years of the prior administration. Infla-
tion, which we were deeply concerned about, is now down to be-
tween two and three percent, very close to the Fed’s target rate.
We have almost three million jobs created last year. Unemploy-
ment is at a historic low, 3.5 percent. I think it has been below four
percent for 23 consecutive months.

The work that we did, some of it was bipartisan, a lot of it was
part of the work we did with the Administration on things that
were modestly controversial, but they appear to have been working.
The landscape that you have now going forward appears to me to
be much less uncertain than the historic efforts that we faced in
the aftermath of the pandemic.

So I am less concerned about attacking your modeling. I know
you are 270 people. I mean, this is the smallest of the agencies,
and you are doing a lot in uncertain areas.

I am wondering if, based on the success of policies recently, if
that raises your confidence level in terms of the projections that
are on the table now looking forward?

Dr. SWAGEL. It does, and the lower inflation gives us much more
confidence that we have got it better and that our projections on
inflation are more on target than what we had that I talked about
in my testimony, and that affects revenues, it affects outlays.

Mr. BLUMENAUER. Mr. Chairman, I just feel that we may have
different opinions about the efficacy of policies, but I think they are
working. I think the empirical evidence that CBO and other out-
side experts are looking at that this is really extraordinary growth.
We are doing better than any other major economy and the minor
economies as well.
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So it seems to me that it is important for us to focus on the big
picture. We ought to focus on being able to help the CBO be able
to have the resources to meet our needs and that we need to have
realistic expectations coming off the roller coaster that we have
been on.

A number of us have been through these challenges before. We
have watched hits and misses, but I think we are in a trajectory
now where we can have much greater certainty. Rather than sort
of challenging the CBO, the assumptions, I would like to work to
strengthen the agency to be able to focus on ways that they can
meet our needs and that we can have more realistic expectations
for this impossible job that will never be done with complete accu-
racy in terms of projection.

But we have got an agency that is doing a good job. We have
seen the success of policies in place, and I think we ought to build
on this degree of stability to be able to help CBO help us, and then
we do our job, like collecting taxes that are owed and looking at
areas of reform that we can agree on, which I think there is real
potential for our moving forward.

Chairman ARRINGTON. I thank the gentleman, and since you ref-
erenced me, I would just say realistic expectations is a good thing
f_or 111s to keep in mind, and I appreciate that. It is complex and dif-
icult.

Constructive criticism, continual improvement, and expectation,
that we look at benchmarks and make sure that we are best in
class and committed to excellence is also essential for our cus-
tomers back home, but I appreciate Mr. Blumenauer, as he knows.

I am going to yield five minutes to one of my best buddies who
is also leaving this great and yet dysfunctional institution, Drew
Ferguson.

Mr. FERGUSON. Thank you, Mr. Chairman. Director Swagel, first
question to you. How does it feel to wake up every day, go to work
and feel like you are shooting rubber bands at the moon?

Dr. SWAGEL. I am here to support you. So that is my——

Mr. FERGUSON. Well, we do it, too. My point is, you shoot rubber
bands at the moon every single day, year-in and year-out, and you
don’t hit the target. You don’t hit the target. So let’s go back.

And when I say “you,” listen, I profoundly respect you. I think
you are a smart guy. I think you are an honest guy. So when I say
you, I could say y’all, I mean the entire CBO operation, past and
present.

If you go back, let’s pick a number, 20 years, 25 years. Every
time you give us a 10-year score, from that date forward to the 10-
year mark, what is your accuracy? How accurate are you on day
one when you tell us a program is going to cost $5 billion or $12
billion and you get to year ten, what is your hit and miss rate?

Dr. SWAGEL. You know——

Mr. FERGUSON. What is your hit and miss rate?

Dr. SWAGEL. You know, it varies so much. Yeah, I can’t give you
an overall because I can give you some quick examples on, like,
where we got it wrong, where we got it right, but it varies so much.

Mr. FERGUSON. No, no, no, no, no. What I am looking for is that
I want this body to understand, and we all want to understand, the
predictability that our friend from Oregon talked about, if you are
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going to give us a 10-year number, okay, and then we go out ten
years and we are not even in the ballpark, we are half of that num-
ber, we are not making really sound decisions because the accuracy
is so far off at the 10-year mark. I don’t think that is a function
of you not being able to do your job. I think that is a function of
a really bad system. Static scoring.

Why in the world are we not using dynamic scoring? Okay. Why
in the world are we—I mean, a question that I am going to submit
to you in writing that I would like for you to answer is to look at
every 10-year window that you give us on a score and then look
at the accuracy rate at that 10-year mark. Okay? All right. Now
that is number one.

Number two, because you are off—and again, when I say “you,”
I am talking about CBO, and CBO is off consistently, and I was
on the Budget Committee in 2017, and I have kind of gone back
and looked at what they said was going to happen in 2017, and
here we are coming up on eight years later, and we ain’t even close.
Okay? We are not even in the ballpark of it. All right.

So we should be doing—do you think that the quarterly audits
of your numbers, where they are, and some suggestions about how
to make that better on a quarterly basis would be helpful?

Dr. SWAGEL. It is something I have been thinking about. So
every month we put out the monthly budget review that provides
information against the last year. You are thinking from this big-
ger picture, you know, not like program by program, but the big
picture is something I have committed to the Chair to, to think
about how we can provide you with more information that you
don’t need to ask us, that we just push the information to you.

Mr. FERGUSON. Okay, all right. That is good. All right. More in-
formation is helpful.

One of the challenges is that every time you all are wrong, which
has been damn near every quarter that I have been up here, okay,
every quarter you are wrong. You always say why you are wrong
to some degree. You know, it is a little opaque. All right? Some-
times you make that clear as mud, but you never come back with
a solution about how to fix that problem, and CBO hasn’t offered
meaningful solutions to us to consider, and if you are not going to
do that, then maybe we are going to suggest those to you.

This is an absolute—if you think about where we are, since 1974,
we got so many good men and women on both sides of the aisle
that have run with the promise of getting our fiscal house in order,
okay, to make sure we can take care of our most vulnerable, defend
this nation, do all the things that we want to do as a great nation,
and we are consistently off, consistently way off, and the result is
trillions of dollars in debt, 36, 37 trillion now.

We are not making real smart decisions because I don’t think our
information is really good because you are operating by rules that
don’t lead to where we need to be. It just begs the question, we are
doing the same thing over and over again, and we are getting the
absolutely same horrible results over and over again from the Con-
gressional Budget Office.

Mr. Chairman, I know my time is about to expire. Again, Direc-
tor Swagel, I am not trying to attack you directly. I am trying to
attack a process that is badly broken, and I look forward to Con-
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gress maybe making suggested—not suggested, telling how we are
going to reform this and do this the right way.

I yield back.

Chairman ARRINGTON. I couldn’t associate myself more with
those comments, especially your conclusion.

Before we lose our friend, Mr. Higgins, for the last time, I got
a YETI cooler here. The guys that created YETI coolers are grad-
uates of Texas Tech University, my alma mater. So it says, Budget
Committee. And we appreciate—this is the best your Budget Com-
mittee colleagues could come up with was a YETI Cooler mug, and
then I am going to give you, as your friend, a Food, Fuel, and Fiber
shirt. That is on behalf of the people from God’s country in West
Texas.

Mr. HiGGINS. Thank you, Chairman. Thank you very much.

Chairman ARRINGTON. Y’all give it up for Brian, please.

Scott Peters, our friend from San Diego, five minutes.

Mr. PETERS. Brian, you tell us if that Texas Tech mug holds
water.

Director, thanks so much. You are an understated guy. I could
be an understated guy, and I just want to call out what you said,
which is you are not able to get people to fill these jobs. We depend
so heavily on CBO. It is the sort of guideposts we use to have a
common set of facts about what things cost. What do you need to
have the capacity to solve these problems before we even talk about
what the techniques or approaches would be?

Dr. SWAGEL. So we are shrinking down under 270. I think I need
about 285 people to really serve the Congress the way the Congress
works now. If we had reconciliation every year, I would need more.

Mr. PETERS. I got that.

Dr. SWAGEL. But 285 in a kind of normal—I don’t know what
normal is, but, you know:

Mr. PETERS. Do you have the money for that or is it an issue of
you can’t find people to take the jobs?

Dr. SWAGEL. No, our budget, you know, since December 2022
has, you know, been much lower than keeping up with inflation,
and we are 90 percent people. You know, that is our cost.

Mr. PETERS. So you need money.

Dr. SWAGEL. Yeah. The only thing I can do to fit our budget

Mr. PETERS. For 15 positions.

Dr. SWAGEL [continuing]. Is shed people.

Mr. PETERS. Okay, I just offer to the Chair, maybe we ought to
think about supporting that. This is sort of the backbone of—it is
not a big expenditure, and, you know, we have to have people who
have the capacity to do this work even before we talk about
critiquing the work itself.

I also wanted to just thank you for meeting last year with re-
searchers for Rady Children’s Hospital in San Diego to discuss
California’s Baby Bear Project and how its findings might help in-
form your analysts’ scoring assumptions.

For those who don’t know, Project Baby Bear used whole genome
sequencing to diagnose a statistical sampling of our state’s sickest
infants. Over the course of the study, they found that immediately
sequencing and diagnosing these babies prevented 513 unnecessary
days in the hospital, 11 unnecessary major surgeries, and 16
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invasive diagnostic tests. Even one day with your child in a neo-
natal intensive care unit can cost thousands of dollars, and early
sequencing gave those families answers and saved an average of
nearly $4,300 per patient by the time they left the hospital. Don’t
even think about lost earnings or all the other treatment that was
avoided by that early detection.

Now, that brings up the issue with the Federal Government scor-
ing, because when we talk about things like screening and preven-
tion, infrastructure, education, buying fuel for the military, we only
talk about the impact of the budget this year, and we don’t really
account for the future benefits of that saving. So, you know, that
is something no family would do. You wouldn’t say, I can save
$10,000 on fixing the roof this year, knowing that when the storm
comes through, you spend $30,000 on replacing your furniture next
year. I mean, we have to figure out a way to handle that.

So I wonder, how do you propose we get a better job? How would
you propose we would get a better job of accounting for the returns
we get on the Federal investments that we make so we really are
accurate about what things really cost over time?

Dr. SWAGEL. No, thank you, and I have heard that from you and
many of your colleagues, that we need to provide you with informa-
tion beyond the 10-year window for exactly what you said. You
know, you help a child at age two, well, at age 22, they will have
higher earnings, they will pay taxes, and that applies to many
things.

So we are working on that for the budget, you know, the sort of
budget enforcement mechanisms, those are generally within the 10-
year window. So that is, you know, our requirement, but we are
working hard to figure out ways to provide you with that informa-
tion over the 10-year window and out. This is as far as useful to
you.

Mr. PETERS. Just so maybe flesh out a little bit, because we have
been talking about this for a long time. How do you propose we—
what do you think those tools are going to look like? Can you pre-
view that for us?

Dr. SwAGEL. Yeah. I will tell you some of the challenges. You
know, one is just a dollar in year 22 is different than a dollar in
year two, and so providing information not just in nominal dollars,
but in net present value, so that’s one, and finding a way, you
know, that you don’t need a finance Ph.D. to kind of understand
what is going on. So that is one thing we are working on.

Another one is the comprehensiveness. So there will be benefits,
you know, improve a child’s life. They pay taxes, but they are also
going to draw on some benefits, whether health subsidies or other
things, and try to get all of those pieces at all of the stages of their
life. That is the kind of thing that is a challenge, but that we are
working on.

Mr. PETERS. Maybe with your predecessor and you I talked about
only tobacco was the only thing that had enough evidence to actu-
ally nail down future benefits, avoiding tobacco. I would suggest,
you know, we have a lot of evidence that may not be as extensive
as that, but you could give us some benefit, you could discount it
by 75 or by 50 percent for uncertainty. At least give us a chance
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to talk about things in a way that is realistic, in the way that, you
know, businesses and families do all the time.

Mr. Chairman, I have exceeded my time. Appreciate the hearing
and I yield back.

Dr. SWAGEL. Mr. Chairman, can I mention the two things that
we are working on that I think are of general interest? One is obe-
sity or anti-obesity, which has that, you know, long run property.
A second is hepatitis C, which also has that same, you know, you
help someone today, their life is better for 20 years, and so we are
working hard on that, and I will come back to you when we have
more on that.

Chairman ARRINGTON. Great points about the timeframe and
how we measure the time horizon of benefits and ROI, and I think
that is a really good topic. We could spend a whole hearing on, and
we probably—these are things we are going to come back to, Dr.
Swagel, for more of a deep dive.

With that, five minutes to our friend from Utah, Mr. Blake
Moore.

Mr. MoORE. Thank you, Chairman, and to continue on that
point, we could do a whole hearing on health care and those long-
term factors, and it relates to what I wanted to talk about, but,
Chairman, thank you for holding this hearing on oversight. Regard-
less of who is in the Administration, regardless of whatever Con-
gress’ majority or minority, we cannot be scared, we cannot be
afraid to do our oversight responsibility. We don’t exist as a separa-
tion of power, the congressional branch, the congressional side of
this, if we are unwilling to do that on the legislative side.

To the Ranking Member, thank you for always keeping the time
on your remarks. Appreciate that, but I also appreciate your men-
tioning, you know, Democrats, if it is favorable, will highlight the
CBO. They will blast it on the other side, and Republicans will do
the same thing, and we have got to be able to get away from that.
We have to look at it.

That, ultimately, does go back to the CBO and your responsi-
bility, Director, that accuracy, and getting to that point where you
have got accurate data that can extend over several years and look-
ing forward, if we can have accuracy, then we will take more of a
responsibility. I will commit to it to make sure that we are deliv-
ering that, and even in our rhetoric and our tone, that we have got
to look at a score, regardless if it is a Republican- or Democratic-
led bill, and recognize, okay, that is going to be accurate. So that
has to exist back here. We cannot get ourselves in fiscal order if
that doesn’t exist.

The point I wanted to make is that net interest spending—so the
numbers I have here, $217 billion in 2023, it was several hundred
billion dollars higher than the CBO’s May 2022 baseline projection.
These are significant increases and extremely hard to predict going
forward.

It is my biggest concern. It is what keeps me up at night know-
ing that when my kids have their first job and they just graduated
from their, you know, education program, whatever they are going
to be doing, that they are going to have 40 cents on the dollar of
whatever Federal revenues are, it is just going to be our net inter-
est. That is the part that keeps me up at night.
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Director Swagel, a lot of legislation proposals that are introduced
have—the significant long-term costs would be much larger if inter-
est on the debt was factored in. Can you give us some perspective
on the authority or ability at this moment to be able to project net
interest costs associated with this scored legislation? Does CBO
need an act of Congress to be able to make this more a part of the
factor?

Because as our net interest increases by hundreds of billions of
dollars year over year, every time you score, even if it is a small
bill, will have a much more significant impact than it did in the
previous decades, and that has to be something that we take into
consideration. Can CBO enhance their efforts on this?

Dr. SWAGEL. No, you have got it exactly right that more debt,
higher rates, we are more vulnerable to that. So we have the abil-
ity to do that for any legislation. What is the interest cost?

What we have done so far is put up a spreadsheet on our website
that has our interest rate projection, and anyone can do that, say,
okay, if a bill costs, you know, $10, well, here is the sequence of
interest costs coming out of it. So we haven’t put that into a cost
estimate, but we have given everyone a tool that they can do with
that on their own.

Mr. MOORE. I would argue, and I would speak to our leadership,
like, just having that on the website is great. I am glad that it is
accessible, but I think we need to move past just the theoretical
conversation about it and move that into a more concrete element,
because it is a concrete factor, and it is our nation’s number one
issue on the fiscal side, is how much our net interest will continue
to grow, and especially when you add in inflation, you add in inter-
est rates, taking a quick little hike that is devastating to the en-
tirety of the budget.

I mean, we can predict Social Security, Medicare, defense, Med-
icaid, the approps bills, we can predict their growth rate pretty ac-
curately with the standard things that go on here, but that net in-
terest is going to be a huge burden.

With my remaining time could you describe the collaborative
process between CBO and JCT in developing fiscal projections? Do
you share the methodologies and responsibilities and what lessons
are learned? I was fascinated to kind of come in and I always want
to find as much of anything that is duplicative, like, I want to just
get rid of it back here. Can you just share some of your comments
on that?

Dr. SwAGeL. Okay. I will say 23 seconds’ worth and happy to
come and tell you more.

So we are sister agencies. Anything that changes the Tax Code,
they do; we stay out of their lane. So the bill today, that is being
voted on today, there is a cost estimate that says CBO. Every num-
ber in there is from JCT——

Mr. MOORE. From JCT.

Dr. SWAGEL [continuing]. From JCT by statute. Health care, the
people and taxes are so woven together, we work collaboratively
with them, and so that is just two examples of it.

But it is, you know, sort of statute by—piece of legislation by leg-
islation. We work collaboratively, but some things are theirs and
we stay out of their lane.
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Mr. MOORE. Thank you. I thank the Chairman.

Chairman ARRINGTON. I thank the gentleman. I yield five min-
utes to our friend from California, Jimmy Panetta.

Mr. PANETTA. Thank you, Mr. Chairman, and thank you, Direc-
tor Swagel, for being here. Obviously, we appreciate your candid-
ness and your honesty because we know that congressional
smﬁrekeeping can definitely be a pretty fraught topic on Capitol
Hill.

But you have always been a trusted resource, especially when it
comes to our debt and deficits and the cost of legislation, and I
think, as you heard today, and as you know, both sides of the aisle
have taken issue with CBO’s methods or particular scores from
time to time, and often it is politically motivated, but other times
there are legitimate criticisms of methods.

Now, I am glad that we are here today to discuss the CBO’s role,
examine where some of our differences lie, and see how we can
achieve a common understanding of how CBO’s models and
scorekeeping work. More importantly, we need to get Congress clos-
er to understanding the true costs of debt and deficits, of manda-
tory and discretionary spending, and the legislation that we bring
before Congress. So thanks for being here today to talk about your
process and how we might better understand and how we might
better improve that process.

Now, can you talk about the importance of interest rates to our
debt and deficits? And pretty straightforward question, should Con-
gress consider prioritizing deficit reduction when interest rates
rise?

Dr. SWAGEL. You know, as the debt has risen, our vulnerability
to higher interest rates has gone up, and by the same token, if
there were credible deficit reduction, that would lead to a positive
effect in terms of lower interest rates. So there is a virtuous circle
to be had there.

Mr. PANETTA. Got it. Now, let me kind of hit on something that
I think we are going to be seeing a lot, especially coming up with
our vote tonight. The Employee Retention Tax Credit, I think, was
something that obviously helped out during the pandemic, kept
businesses afloat. Unfortunately, years after the pandemic closures,
we have been bombarded with these ads. I think all of us have
heard it in this room, telling small businesses to apply for a credit
that they really, I think we have seen, don’t need and likely aren’t
eligible for.

Now, I will note that we would end this credit early as a pay-
for for the tax credit deal that we passed out of Ways and Means,
which raises $70 billion and appears that the ERTC alone contrib-
uted to both about $50 billion in outlays and an overestimate of
$70 billion in revenues. Can you explain how this credit contrib-
uted to the overestimates and underestimates and how they impact
your corrected projections?

Dr. SWAGEL. You know, so, as you said, the ERTC was meant to
support businesses, you know, for the challenges they had in the
pandemic. Businesses now can amend their tax filings from several
years ago during the pandemic, and that is the activity that we see
in 2023. There is this, I think cottage industry is the right word
of the business of the ads that you said, helping businesses do that
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amending, and then the IRS, you know, would be expected to send
out checks in response.

Mr. PANETTA. Okay, great. Once again, thank you for being here.
I appreciate your information, not just today, but as we go forward
and continue to try to do our jobs. Thank you.

Dr. SwAGEL. Thank you.

Mr. PANETTA. I yield back.

Chairman ARRINGTON. I thank the gentleman from California. I
yield five minutes to our friend from Kansas, Ron Estes.

Mr. EsTES. Well, thank you, Mr. Chairman, and thank you, Dr.
Swagel, for being here today.

We appreciate the time and all the Congressional Budget Office
does to help facilitate the work we do here in Congress, but frank-
ly, the CBO has fallen short in recent years on some of its work,
and I hope that after today’s conversation, you feel emboldened to
actually address some of the needed changes to make sure that you
continue to address and support Congress over the years to come.

Obviously, CBO plays an important role in our lawmaking proc-
ess. In order to address issues, Members of Congress depend on or-
ganizations like CBO to assist in legislation, and accurate budg-
eting and economic analysis and accurate projections are essential
tools that help us craft legislation and weigh how we vote.

One of the key things that I always look at in terms of fore-
casting is making sure we have small variations between the fore-
casted amount and the actual amount. Whether the forecasting
error, which there is some because it is difficult to do, but whether
the error is on the high side or the low side, as long as it is a small
variation between the actual and the forecasted, we will have the
best opportunity to have the best results, and with our debt the
way it is now at $34 trillion, obviously that analysis is important.
With the debt increasing over the last year by over $2.6 trillion, it
means we are now spending $85,000 each second that is being in-
creased to the national debt. It is not sustainable, and we have got
to be able to make those spending decisions with the best informa-
tion we have available, and so that is the focus that I want to talk
a little bit about.

One of the things that was mentioned, and one of the things that
is really important, and I want to highlight this here, is that, you
know, when the TCJA, the Tax Cuts and Jobs Act, was imple-
mented, part of the discussion and part of the estimate was that
there would be a loss in revenue, and I think one of the numbers
thrown around was about $1.5 trillion over the 10-year window.

Just to highlight, now, if I look at what the revenue projections
that CBO made after the Tax Cuts and Jobs Act passed versus
what the revenue has come in from 2018 to 2023, actually, we have
already collected a trillion dollars more than what was projected,
and if the next two years before the Tax Cuts and Jobs Act expire
continues on at the same rate as the last couple of years, it will
more than pay for that $1.5 trillion.

So that is one of those things as we make decisions about tax
cuts or about other things, I mean, something like this that shows
that the Trump tax cuts paid for themselves over that time period
from 2018 to 2025, we need that accurate information.
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So one of the things I wanted to ask is, you know, what kind of
ideas are you looking at or plans that you are looking at on how
to revise what CBO does to make sure that we have greater accu-
racy in budgeting or assessing key pieces of legislation? And how
do we compare that with other models like Penn Wharton or Uni-
versity of Chicago, and their differences in projections?

Dr. SWAGEL. No, no, thank you, and I agree with the importance
of what you said.

One key area that I am pushing on is our ability to do dynamic
analysis to get those relationships between changes in tax policy in
the economy and then the feedback to revenue. We have done it in
the past. We did it with the 2017 Tax Act, but we haven’t—and we
have done a few other little things, but I am looking at what major
legislation could we, you know, make sure that we are in position
to do? So tax is one, immigration is another, and obviously, CBO
has no opinion on what the right immigration legislation is, but I
want to make sure that we are in position that if there is, we
would be ready to say, what is the effect on the economy? What is
the effect on—you know the dynamic effect, and again, whatever
legislation comes forward.

Mr. EsTES. What kind of comparison or analysis do you do today
of actuals versus what you have forecasted? I mean, do you actu-
ally sit down at the end of the year and end of the quarter and
come back and look and say, well, this worked, this didn’t, and how
do we adjust that or tweak that and, you know, kind of a scorecard
yourself?

Dr. SWAGEL. No, that is right. So we do that in two ways. One
is on the account level that generally twice or sometimes three
times a year, lately it has been twice just because the press of busi-
ness, every analyst sits down with managers and with me, and we
go through line by line. Okay, you know, SNAP benefits, it was
higher and here’s why, you know. Whatever. Every line, it is on the
micro level. Then we look at the overall, and so that is the trillion-
dollar miss that came from our report at the end of last year, going
at the big picture level of the miss that we had.

Mr. EsTES. Thank you. Mr. Chairman, my time has expired. Ob-
viously, it is an important issue. We want to make sure we get
good, accurate information to help us make those decisions. I yield
back.

Chairman ARRINGTON. I thank the gentleman from Kansas. I
now yield five minutes to Ms. Balint from Vermont.

Ms. BALINT. Thank you so much, Mr. Chair.

Doctor, I really appreciate you being here today. As you know,
you and I had a rich conversation about the work of the CBO last
year in my office, and I really appreciate the commitment that you
have to evidence-based policymaking. That is the way we should be
doing our work always.

So one lesser known, I think, CBO function is the reports that
you do on the effects of policies over the long term, and I am keenly
interested in the Federal response to the opioid crisis.

In Vermont, many of my neighbors, community members, and
friends have tragically been impacted by the opioid crisis, and in
2022, we have already lost, you know, hundreds of people to drug
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overdoses. Drugs like xylazine and fentanyl are making the crisis
so much worse.

I have been working on this issue both here in Congress and also
my time in the state legislature, and I know it is an issue that we
actually have agreement on across the aisle. This is killing our con-
stituents. It is Kkilling the people who sent us here to do work on
their behalf, and it is really important that the resources that we
commit to this are actually doing a good job at combating this.

So Congress has committed significant resources through the
Comprehensive Addiction and Recovery Act in 2016, the 21st Cen-
tury Cures Act, the Substance Use Disorder Prevention that pro-
motes opioid recovery and treatment known as SUPPORT for Pa-
tients and Communities Act, and according to one study referenced
in CBO’s 2022 report, the opioid crisis and recent Federal policy re-
sponses, discretionary spending to combat the opioid crisis in-
creased from $2.1 billion in Fiscal Year 2017 to $6.1 billion in Fis-
cal Year 2020.

Your report stated, though, that opioid-involved deaths have con-
tinued to increase after Federal laws on this issue were enacted,
and initially we had a slowing, but then it was preceded by years
that we saw rapid increase in deaths related to the pandemic. So
clearly, our investments, while significant, you know, haven’t gone
far enough or haven’t been as effective as we need them to be.

So can you just tell us a little bit about why it is so important
to review the impact and efficacy of enacted legislation in charting
a better path forward?

Dr. SWAGEL. No, thank you. We are working hard on that, on
looking at the impact of legislation and providing you with informa-
tion on this worked, this didn’t seem to work. You know, never to
tell you what to do, but to help you decide.

It is one of the—it is the shortcomings of that first report that
you said that we couldn’t evaluate what Congress had done just be-
cause it was too new, and so that is what we are working on now,
we are continuing to work on, is a follow up to that report with
more evaluation, and some of it might be tentative, but if we can
point you to say, here was the impact of, you know, this program
and that program. We are not there yet, but I agree, it is essential
for us to do it and we are working hard on it.

Ms. BALINT. I really appreciate that, and as I said, I know it is
something, it doesn’t matter what congressional district you rep-
resent, every community is dealing with this, and it is really impor-
tant for us to examine the work, make sure we are targeting the
resources to the right places, figure out what is working and what
is not.

I know that it is impacting families in every single town, county,
and city in our country. We have to get beyond the partisan rhet-
oric around this. We really, really do. This is lives. I am a former
teacher, and the number of students that I have had that have
been impacted by the opioid epidemic and their friends and their
families, it is just absolutely devastating.

The other thing I want to ask you about is the fact that, you
know, Congress really does have some power that we can leverage
to reduce health care costs, and again, I think this is something
both sides of the aisle can agree on, and Doctor, as you know, there
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is a lack of competition in the health care sector and it is driving
up costs for Vermonters and for people across the nation. So I am
wondering, you know, what do you see as Federal legislation that
can help combat exorbitant health care costs?

And I know I am almost out of time, but if you just point us in
that direction again.

Chairman ARRINGTON. You bet, go ahead.

Dr. SwAGEL. I will give a quick response and I will come and
bring the health team and we will tell you more.

Ms. BALINT. Yeah.

Dr. SWAGEL. It is an issue across many aspects of the health sys-
tem and challenges, the system is so complex and there are so
many sort of noncompetitive aspects to it that there is not like one
thing to do, and so there is a little bit of we are looking at piece
by piece, you know, hospitals, pharma, other providers, and so I
will come back.

Ms. BALINT. I appreciate that.

Chairman ARRINGTON. I thank the gentlelady from Vermont——

Ms. BALINT. I yield back. Thank you.

Chairman ARRINGTON. You bet. I now yield five minutes to our
friend from Indiana and the Chair of the Budget Process Reform
Task Force, Rudy Yakym, for five minutes.

Mr. YAKYM. Thank you, Mr. Chairman, for holding this hearing,
and thank you to Dr. Swagel for being here today.

For over 50 years, the Congressional Budget Office, or CBO, has
been tasked with providing objective, nonpartisan data and infor-
mation to help support the Federal budget process. Ensuring the
accuracy of CBO’s modeling, legislative scoring, and academic re-
ports is essential to helping us as legislators make the best and
most informed decisions possible.

I believe that in some ways the CBO has been successful in
meeting those objectives, and in other ways it has certainly fallen
short. For example, the CBO’s initial projection for drug price quote
negotiation provisions in the Inflation Reduction Act, the IRA, esti-
mated that only one less drug would come to the market in the ten
years following passage, but a year and a half later, we have al-
ready seen multiple treatments and cures pulled from the research
pipeline due to these forced government negotiations. This includes
potential treatments and cures for rare eye disorders and other
cancers.

Another area I am deeply concerned about is the CBO’s under-
estimation of the 2023 budget deficit projections by $1 trillion. In
a time where Federal spending is certainly out of control, we need
to take meaningful steps to rein in our spending, and it is critical
that we have accurate projections.

Dr. Swagel, in your testimony, you addressed the various compo-
nents that contributed to CBOQO’s trillion-dollar underestimation of
our 2023 deficit, but briefly, what changes are you making to the
model to ensure that these errors aren’t repeated again next year?

Dr. SWAGEL. No, thank you. So, you know, I have looked at this
carefully and the pieces that—the miss was entirely ours. That is
what I have been focusing on. You know, the things the Adminis-
tration did something, you know, I don’t think I could have reason-
ably predicted that, but like the inflation forecast, the interest rate
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forecast, that was our—we were off, and we have worked hard to
get that right.

Mr. YAKYM. So specific to my question, what changes are you
making at this point in time to ensure that we get a more accurate
forecast next year?

Dr. SWAGEL. Yeah. So I look carefully at, well, why did we get
it wrong? We had high inflation, but inflation was much higher
even than we said. So why? What did we miss?

And we missed some aspects of what was happening on supply
chains, and so we have worked much harder, and then the inter-
action of the instance of the fiscal policy with the supply chain dis-
ruption, we missed some of that interaction, and so we have
worked hard to get that better.

Mr. YAKYM. You mentioned you are focused on the things that
you can control, which I think is the appropriate steps to take, but
you also mentioned things that the Biden Administration did last
year that exacerbated our deficit. Can you provide maybe an exam-
ple or two of the single biggest things the Biden Administration did
in terms of their executive orders of what you might call broad in-
terpretation of legislation that contributed to last year’s sky high
deficit?

Dr. SWAGEL. Okay, and I will mention maybe three quickly. One
is on student loans, and there we estimate current law, and when
they take these actions, we tally them. We work with the Ed and
Workforce Committee so they understand them, but it is going to
be an error for us.

Two is the revenue delays from the disaster tax declaration. That
is going to be a shift of timing. Revenues, instead of coming in in
2023, will come in in 2024. So as a miss for 2023, we have to work
hard to make sure we don’t, you know, get the same miss in the
other direction.

Then the last one is the corporate minimum tax. The Adminis-
tration—the law was enacted. The Administration hasn’t yet put
out a guidance, so corporations haven’t yet paid the money. It will
show up, but again, it is going to show up in the future.

Mr. YAKYM. Thank you, Dr. Swagel. I am a strong supporter of
preventative health care measures. They are essential to the long-
term health of all Americans, and frequently preventative health
care bills score poorly given their higher upfront costs, and they
don’t necessarily take the long-term benefits into play.

How is the CBO trying to adapt their models to accurately reflect
the long-term savings of preventative health care?

Dr. SwAGEL. Okay. No, very good, and it is something we are
working hard on.

We need to be able to understand the benefits in the future, in-
cluding outside the 10-year window and then, you know, a chal-
lenge with the preventative care. So we are working hard on that.

So I mentioned Ozempic, the weight loss, anti-obesity. We are
working hard to understand the cardiovascular benefits of those
medications, as an example.

Mr. YAKYM. So the ability to look longer than ten years for poten-
tial savings might—would be a benefit to CBO.

Dr. SWAGEL. That is an important piece of it. I will mention one
other piece which relates actually to what Mr. Peters had said with
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the hospital we talked to in San Diego, is the targeting, and they
were working hard to say, well, which children need this genetic
screening, you know, where it will have the biggest difference? And
so that is also a piece in substances with the obesity medication.
How can, you know, policymakers target that, at the people who
will be sick in the future and, therefore, avoid the costs?

Mr. YakYM. Thank you, Director Swagel, and, Mr. Chairman, as
Chair of the Budget Process Task Force on Reform, we will be look-
ing into that in terms of a longer window.

Chairman ARRINGTON. Well, we appreciate your diligence on that
front, and I thank the gentleman from Indiana. Ms. Jackson Lee
from the great state of Texas, five minutes.

Ms. JACKSON LEE. Thank you very much, Mr. Chairman. Dr.
Swagel, welcome.

Just because our time is short, what is a singular major point
that you look at when you score legislation?

Dr. SWAGEL. You know, for many things, it is how many people
are affected and what is the cost or savings per person? And so a
lot of times that is what it boils down to is the sort of P times Q.

Ms. JACKSON LEE. So you want to look at really benefit to the
American people, ultimately.

Dr. SWAGEL. We try to provide information on that. We focus on
the cost, and then sometimes the cost and the benefit are just—you
know, they can be the same, but they can also be separate. So we
try to provide you with information on the benefits, but our mission
really is focused on the costs.

Ms. JACKSON LEE. I think you did an analysis of the Trump tax
cuts, and my understanding is that analysis showed that they did
not pay for themselves. In fact, the Tax Act was estimated to in-
crease the deficit by more than $1 trillion over ten years. Is that
accurate?

Dr. SwAGEL. That is correct, yes.

Ms. JACKSON LEE. And how did you assess that impact, negative
impact?

Dr. SWAGEL. Okay. I will just say briefly, first of all, we worked
with the Joint Committee on Taxation, which does the estimates of
tax legislation. We looked at the effects of the tax cut on busi-
nesses, on households, and then the effect from there to the econ-
omy, and then back to revenue, and so we said there’d be a positive
impact on some businesses and some households, but not enough
to fully pay for them.

Ms. JACKSON LEE. I think that is important to put on the record,
they did not pay for themselves.

One of my colleagues just asked about Biden proposals that im-
pacted the economy. The student loans, wouldn’t that give more
fluidity in one’s income as one of the student loan recipients, if you
will? And to benefit from that reduction, wouldn’t that counter any
impact on the economy for there to be more cash flow in their pock-
ets using the economy?

Dr. SWAGEL. Yes, that is exactly right. Those actions, we tally
the cost. We also try to say, well, what is the impact on consumer
spending and households and so on.
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Ms. JACKSON LEE. The student loan reduction might, in fact,
generate an impact in the economy for the use of more cash in
their pockets.

Dr. SWAGEL. That is right.

Ms. JACKSON LEE. So if we had to make an analysis of going fur-
ther, this is just me speaking, I might look at that as a positive
step to go forward to help that generation that seems to be plagued
with one student loan after another, because that is what I'd like
to see happen.

Dr. SWAGEL. Oh, I see. No, no, no, that is right, and the forgive-
ness, as you said, would affect certain generations younger rather
than older. That is right.

Ms. JACKSON LEE. Let’s take a journey down a racial equity road
and give us a sense in particular of the numbers that we find in
people of color, and particularly African Americans. I think they
have made at least some progress under the Biden Administration
on unemployment, but it is not in housing, health care, and so have
you taken a look, since we serve a very broad, diverse nation, the
issues that we are confronting with racial inequities?

Dr. SWAGEL. Yes. If it is okay, can I mention three ways that we
are trying to meet that?

Ms. JACKSON LEE. Yes. I think we spoke before of the H.R. 40
concept of reparations.

Dr. SWAGEL. Reparations, right, and I apologize, we haven’t ana-
lyzed that.

But on health care that you mentioned, we have been working
to make it so that we can analyze health insurance and coverage,
breaking it down by race that, as you said, there is great inequal-
ity, you know, by different dimensions, and one of them is race,
and we haven’t been able to analyze that. We are getting close, and
so we will be able to do that.

The same on tax policy. There is a slideshow on our website from
some of our analysts. We have been working with the Census Bu-
reau to be able to relate tax information by race, which, of course,
you don’t put your race on your tax, on your 1040, but we have
been trying to make it that we could at least say something.

And then the last one we are doing is flood insurance, and this
is—Representative Waters has been, you know, instructing us to do
this, is to say, well, what is the effect of flooding by different com-
munities, not just by location, but by race? And so we have been
working hard on that as well.

Ms. JACKSON LEE. Well, can I ask you to add again, my discus-
sion on H.R. 40 is to raise that as an analysis that speaks to the
historical record of African Americans and how that trajectory im-
pacts their economic status even today. That would cover—I think,
I would like to have you emphasize housing affordability, housing
access, which is everyone’s pathway to wealth. Ownership of prop-
erty and, or in the form of housing is a door opener to wealth.

Dr. SWAGEL. Okay. No, and I understand that because these past
inequities play out today on household wealth. So the inequalities
of the past and the injustices of the past affect the families of
today. We are not working on it now. If we had the ability to, I
agree, we need to work on that.

Chairman ARRINGTON. I thank the gentlelady.
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Ms. JACKSON LEE. Thank you. I yield back.

Chairman ARRINGTON. I now yield five minutes to my friend
from the Palmetto State, Ralph Norman.

Mr. NORMAN. Thank you, Mr. Chairman. Thank you, Director
Swagel, for coming.

You know, you have heard over and over again the accuracy of
what your reporting has been. Would you agree spending is the
cancer in this country, overspending.

Dr. SWAGEL. Overspending presents economic difficulties.

Mr. NORMAN. Let me just give you a rundown. In May of 2022,
the projected outlay was $5.9 trillion. In 2023, the actual from the
CBO was $6.5 trillion. Net interest spending was $217 billion high-
er than projected. Higher education, $143 billion higher than pro-
jected by the CBO. FDIC, $99 billion higher than projected. SNAP,
$18 billion higher than projected.

Now, I am in the real estate business. If you and your family
were starting a business, and I consistently gave you figures that
were much higher that you had to get a loan for, would you keep
me on board?

And as I heard one of my friends from the other side, they said
what you needed, I mean, it is costing us taxpayers to fund the
CBO, $63 million a year. You have got 275 employees. Would you
tell me that if I were, the scenario I presented you, would you want
to give me more money to put bad figures in front of you?

Dr. SwAGEL. Well, I would say two things. One is I would want
to know, well, what was it? What went wrong? And that is what
I tried to explain some of that in my testimony.

And then two is I would say, well, with the additional funds,
what would you do? Would it make it better or would you get more
of the same?

Mr. NORMAN. But you would be pretty mad, wouldn’t you, if I
gave you bad figures consistently?

Dr. SWAGEL. I mean, well, you can see I don’t get mad easily. So
I wouldn’t get mad, but I would be just curious.

Mr. NORMAN. Who is your boss? Do you do a customer survey?
Do you get with them? Who do you answer to, in your opinion?

Dr. SWAGEL. So we answer to you. We work through the Budget
Committees, but we work for all the Committees of jurisdiction,
and so we work in services in both of those levels, and so on health
legislation, our boss would be the Committees that work on health
legislation.

Mr. NorMAN. Well, I think you would get—if you didn’t get mad,
if it were coming out of your pocket, you would get mad because,
you know, you can’t reward bad behavior.

On what method of estimating cost of the Federal credit pro-
grams would be the most comprehensive assessing the market-
based risk?

Dr. SWAGEL. That is right. No, the market-based risk would pro-
vide a comprehensive assessment, and, for example, student loans,
we don’t have that in there because by statute we are required—
you know, we are directed not to put that in there.

Mr. NORMAN. Is it fair value?

Dr. SWAGEL. Fair value would do it. It would give you the most
comprehensive assessment of risk.
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Mr. NORMAN. Okay. On the Fair Credit Reporting Act, FCRA,
give me your take on that.

Dr. SWAGEL. It is, you know, it is something we evaluate when
it has budgetary consequences, and it is a balancing act between
protecting consumers and affecting the flow of credit and what that
means to consumers who don’t have access to credit.

Mr. NORMAN. Describe the green energy loan programs and the
costs on the FCRA fair value analysis.

Dr. SWAGEL. So the green tax credit programs, the challenge
there is that—well, first of all, those are JCT numbers that we
then update. You know, the market has evolved quickly and the
Administration has implemented those programs in ways that were
more expansive than I think JCT had put into their estimate.

So next week with the economic outlook, we will have more de-
tails. They are going to be substantially more expensive than the
Joint Committee on Taxation originally estimated.

Mr. NORMAN. Let me just suggest to you from our side, and you
have kept hearing it, we have got to get accurate figures and heads
need to roll in your department. I don’t think you need more
money. The 270 employees, the $63 million we are paying CBO to
get numbers that never match up, particularly on the spending
level, is atrocious, and all I would ask you to do is whoever your
boss is that you consider, whoever in your, under you is giving you
bad numbers, they need to do their job and we need to get numbers
that are accurate. The things that come up that I hear now with
CBO, we basically just start laughing because we don’t believe the
numbers.

Thank you for coming and appreciate your time. I yield back.

Chairman ARRINGTON. I thank the gentleman from South Caro-
}iina. I now yield five minutes to our friend from Michigan, Dan Kil-

ee.

Mr. KiLDEE. Thank you, Mr. Chairman, and thank you, Dr.
Swagel, for being here.

I have been around a long time. There are still two things that
are mysteries to me: pro wrestling and CBO scoring. So if you can
help me figure out either one of those, I think we will be moving
in the right direction.

But I think we equally sometimes share curiosity about how
some of the conclusions are drawn. I would understand that some
of your challenges, when policy decisions are made after your anal-
ysis is done, that it is obviously going to affect the outcome.

But I do want to focus on a particular question, and that has to
do with what I refer to as legacy industrial cities. I come from
Flint, Michigan. I was the county treasurer back home. Much of my
career before Congress was focused on the condition of older indus-
trial cities. I represent Saginaw, Flint, Bay City, communities that
have great legacies but have difficult current conditions, but are
starting to see some renaissance as a result of some of the work
that we have done here in Congress: the Bipartisan Infrastructure
Law, making a difference; CHIPS and Science Act, seeing us
reshore manufacturing and investing in new technology that deliv-
ers really good jobs.

My curiosity is that these investments I have seen firsthand, the
impact they can have on those older industrial legacy communities
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in terms of their ability to not be a drain on the national fisc, but
actually contribute to a more stable economy and a more stable
budget outlook for the country, and I am curious as to the extent
that the CBO is able to analyze those sorts of investments and
looking at the all in effect of those sorts of investments on those
communities and ultimately on their contribution to our economic
and fiscal situation.

So if you could just discuss momentarily the research CBO has
done on the impact of Federal policymaking on employment, on
economic growth in these most distressed communities, and then
what additional resources or technical capabilities you would need
if we were able to expand that work.

Dr. SWAGEL. Okay, and I will start by saying we do some, but
not a lot and not enough, and so I am grateful to this for pointing
me to it as something that we need to focus on more.

In the future we will, we will go back and look at the effect of
the infrastructure bill and the CHIPS bill, and I know that these
regional effects are going to be an important part of the story of
those bills. So we will get there in the future.

We have done a little bit of it in the past, and so as an example,
some of the provisions in the Build Back Better legislation that we
scored when it was voted on in the House had a regional aspect,
and so the, say, childcare subsidies or preschool subsidies, we
called state by state to talk to them to figure out, okay, are you
going to take up the program? What would you do? And then we
added that up, and that was our estimate.

So, you know, that sort of thing a little bit, but not, really not
the big picture issues that you are focused on, and so I can only
apologize, and we got to do better.

Mr. KiLDEE. Well, I appreciate that, and I think one of the other
aspects of your work that I just want to call out and see if you
might comment on, I have long been of the view that the window
over which we examine the efficacy of our investment decisions,
whether it is tax policy or investments, in, say, early childhood
education since you referenced it, the 10-year window is inter-
esting. I think it might be the wrong 10-year window.

If you think about the impact of early childhood education, there
is often criticism of programs like Head Start, for example. Looking
at the next ten years for a 3-year-old is interesting. Looking at the
ten years from age 13 to 23 or the ten years from age 23 to 33 is
where that investment bears its greatest fruit. Do we ever look at
that? Do we ever supply data on those longer term impacts?

Dr. SWAGEL. Okay. No, and I agree with everything you said. We
have started. So we have a project that so far we have put out one
paper on to look at investments in children is what we think of it
as, that if you provide health care to a child, including in utero,
what does it do to their long-term trajectory? And like you said, age
23, 33, and on, and so we have looked at that, what is the addi-
tional revenue that is spun off? And then how does that compare
to the cost?

And so we will get you that, but in some sense, that is the proof
of concept, and I want to make sure that we are ready to provide
you information on future legislation that has that property, that
kind of long-term benefits.
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Mr. KiLDEE. I appreciate that. That is very helpful. And in the
remaining ten seconds, anything at all on pro wrestling?

Dr. SWAGEL. You know, I have a former student who is a pro
wrestler.

Mr. KiLDEE. You do?

Dr. SWAGEL. He briefly played for the Dolphins and then went
into pro wrestling. I will hook you up. No, no, no, no.

Mr. KiLDEE. Thank you very much.

Chairman ARRINGTON. We have such broad authority here. I am
not surprised when anything, including pro wrestling.

Ms. JACKSON LEE. Mr. Chairman.

Chairman ARRINGTON. Thank you, Mr. Kildee. I now yield five
minutes to our friend from Oklahoma—yes, ma’am.

Ms. JACKSON LEE. Just procedural. Just procedural. Thank you
so very much.

In the financial commission markup, I would like to place on the
record at the appropriate place my vote for aye for the Ranking
Member’s amendment and the Jackson Lee amendment. I was un-
avoidably detained, and so I would like the record to reflect I would
have voted aye for those two amendments.

Chairman ARRINGTON. Without objection, so ordered.

Ms. JACKSON LEE. I thank you. I yield back.

Chairman ARRINGTON. Mr. Brecheen, five minutes, our friend
from Oklahoma.

Mr. BRECHEEN. Thank you, Mr. Chairman. Director, thank you
for coming before us.

You know, the CBO has a unique relationship to the Budget
Committee, as was mentioned by the Chairman. You know, the
lack of true oversight by this Committee for a number of years has
been lacking, and I appreciate the Committee actually taking our
responsibility seriously.

Many of us came to get our spending issues under control, that
is inclusive, both revenue and the spend, and I appreciate the fact
that, you know, there is an attempt made to get accurate numbers.
I am concerned that maybe there is some mission creep that has
occurred. You have heard the statement, jack of all trades, master
of none, and so I want to kind of talk about the dabbling by the
CBO in areas that may be stealing the intellectual heft to focus on
the things that are the priorities and the original reason, the origi-
nal mission.

According to the CBO report titled “CBO’s Recent Publications
and Work in Progress as of December 31, 2023,” there were several
items of concern—for me, concern—about how you guys are moving
into the climate hysteria realm.

So I will quote from the CBO’s drafting report. You were evalu-
ating the effects of climate change on markets for property and cas-
ualty insurance. You were summarizing the risk that climate
changes pose for the budget and the economy. CBO spent countless
hours and resources publishing reports titled, “Carbon Capture
Storage in the United States.” I can’t see how that has anything
to do with the budget. “Emissions of Carbon Dioxide in the Electric
Power Sector,” again, how does that relate to core mission? “Emis-
sions of Carbon Dioxide in the Transportation Sector.”
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So mission creep, absolutely to me is clear in this and the intel-
lectual heft borrowing of assigning staff to work on that type of ac-
tivity when we are missing projections in the trillion-dollar range.

So I would just like for you to put your bipartisan, straight rea-
soning. What is the mission of CBO? Why are we getting involved
in this?

Dr. SWAGEL. Okay. No, thank, and thank you, this is something
that started with me as Director, is this quarterly report on what
we are working on. So, you know, thank you for mentioning it.

We do have a pretty robust work program on climate, and you
mentioned some of it, in terms of there is two pieces to it. One is
that—well, yeah, I will say the two pieces and say why we got
there. I will be fast.

It is to say if there is eventual climate legislation, we want to
be ready for it, and so that is why we are looking at the transpor-
tation sector, we are looking at manufacturing, electric power gen-
eration, the places where, well, the Biden Administration and oth-
ers have focused on as potential legislation, and of course, we have
no view on what the right thing is. I want to make sure we are
ready to estimate it, and so that is a big piece of it.

And then secondly, we respond to Members. If a Chair or a
Ranking Member of a Committee has jurisdiction, wants a report
on something, and I can do it, we are going to do it, and so some
of the reports that you mentioned were, you know, directed, we
were directed to do it, and so we were responding to congressional
interest.

Mr. BRECHEEN. Is the CBO the proper placement for those re-
quests? Is there not GAO, Congressional Research Service? It is the
better placement when they are asking you to analyze the amount
of storage capacity for carbon in the United States. Again, staff de-
voted to that, when it could go to CRS or GAO, that steals from
the time and placement of getting the numbers correct that this
Committee absolutely has to have to make, you know, the biggest
decision Congress is tasked with, which is power of the purse.

Dr. SWAGEL. No, that is right, and that is part of the manage-
ment challenge, is allocating resources, and there is substantial
congressional interest in the topic, and that is why we have, you
know, these people working on it.

Mr. BRECHEEN. Do you have the ability to say, we are not the
pr(g)gro entity for this? This needs to go to CRS. This needs to go
to .

Dr. SWAGEL. You know, there are some things that does happen,
essentially something backward looking, evaluate past legislation,
GAO, you know, has many more people, so we do it sometimes.

Mr. BRECHEEN. How many staff are—I have nine seconds. I
apologize for interrupting.

Dr. SWAGEL. Yeah, yeah, sorry.

Mr. BRECHEEN. How many staff are associated with anything in
thisl r‘e?zalm? How many total staff do you have associated in this
realm?

Dr. SwAGEL. Well, it could be a dozen, eight. I mean, there is a
dozen working in micro, but that——

Mr. BRECHEEN. So 12 people at approximately $100,000 salaries,
that is real numbers.
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Dr. SWAGEL. I am including people who work on lots of different
things because, you know, like our financial modelers would help
with our flood insurance, for example. So there is a core group that
is four or five, and then there is, you know, six to eight others who
contribute in various ways.

Mr. BRECHEEN. I will just yield to this, Mr. Chairman, I appre-
ciate your indulgence. We are missing it by miles in terms of our
projections. This is a new initiative. Maybe there is a correlation.
I yield.

Chairman ARRINGTON. I thank the gentleman from Oklahoma,
and yield to my dear friend from the great state of Texas, Mr. Chip
Roy, for five minutes.

Mr. Roy. Thank you, Chairman. Dr. Swagel, great to have you
here. Appreciate your service, and I have just got a couple of dif-
ferent questions.

The first question is, I want to make sure that I have my facts
right, and we visited about this, and I appreciate your willingness
to visit with staff and offices at a moment’s notice, and I will say
that you guys are great and responsive, and we appreciate that.

Recently you all found, and I believe put out a letter to this ef-
fect, that a full year continuing resolution under the statutory caps
that were in the Fiscal Responsibility Act from last year that were
passed on a bipartisan basis with majority votes by Democrats and
Republicans in the House and the Senate, that doing so would de-
crease nondefense discretionary spending by $73 billion while hold-
ing defense spending and veterans spending harmless, i.e., flat. Is
that roughly correct?

Dr. SWAGEL. Yes, that is correct, and you can see that at the bot-
tom of our cost estimate for each of these continuing resolutions.

Mr. Roy. So it is fair to say, without you opining on the merits,
obviously, substantively, in terms of the legislation or the political
decisions we have to make, that that passing of a continuing reso-
lution, a full year CR that would basically come in somewhere
around the $1.564 trillion level, roughly, that that would be signifi-
cantly lower than the $1.59 trillion cap in the FRA. It would be sig-
nificantly lower than the current appropriations deal on the table,
which adds in additional—again, whatever merit there is for doing
so, or lack of merit, that the additional spending that would come
in at $1.66 trillion. Right?

So the point is just a simple matter of fact, a continuing resolu-
tion passed right now, a full year continuing resolution, worded ap-
propriately, that talks about it being a full year appropriation,
would save the American people about, give or take, £100 billion
or a significant amount of savings, give or take, off of the deal cur-
rently being negotiated at roughly $1.66 trillion and significantly
less than even the $1.59 trillion levels at the top levels of caps. Am
I roughly articulating that correctly?

Dr. SWAGEL. Yes, if it is okay, I want to add just one. So yes,
period. One note is that the legislation now being negotiated and,
obviously, we haven’t evaluated yet.

Mr. Roy. Correct.

Dr. SWAGEL. So I can’t speak to that, but as a broader——

Mr. Roy. Understood, yeah. To the extent that news accounts are
suggesting that it would be at the $1.59 trillion plus some addi-
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tional spending based on whatever side agreements were reached
there would be a materially lower spending level, if we simply, as
a body, passed a CR that adheres to the caps that this body passed
by majority votes by House Republicans, House Democrats, and the
Senate passed by majority House Republicans, literally, we will
save the American people $100 billion by adhering to law that was
enacted, signed by the President of the United States. I just want
everybody to know that as these deals are being discussed.

Second question is, you and I have discussed, and again, I appre-
ciate you all’s office’s attentiveness and responsiveness, we struggle
as a body to get what I would say is accurate, dynamic scoring on
bills when we get out of the kind of typical static scoring that we
do here.

When you have got something, for example, I have got bills. A
lot of my colleagues have bills on health savings accounts and what
I might call health care freedom, ways to massively empower indi-
viduals with dollars that go to them, give them the tax break that
we are largely giving to corporate America or rejigger how we han-
dle the tax breaks for corporate America that those can go into sav-
ings accounts instead of being, you know, paying for the, you know,
health insurance premiums.

We have got to find a way—and I just want to say this in a pub-
lic setting, so again, I want to give you credit. We have had good
conversations about all these kinds of things. It is important to say
in a public setting how CBO can be responsive going forward, and
what can Congress do and what can this Committee do to get CBO
to have the tools necessary, you know, that might be Budget?

And my friend was talking about your budget and what your
staff looks like or outside groups or whatever. We have got to be
able to do that to be able to take into account, I just wanted to hear
your comments on it, the dynamic impact of driving prices down by
having transparency. You don’t have to comment on the policy of
it, but to be able to assess what that impact would be if we do that,
right? No one knows, but yet we get told, oh, that will cost a tril-
lion dollars. So then it is dead on arrival.

But we can never have a creative way to approach making sure
that American people have doctors and, you know, can go to the
doctors of their choice and have choice. Instead we are stuck with
“that will cost a trillion dollars.”

I am not faulting you, but I am faulting this very broken system.
We have got to find a way to break that. So I just wonder if you
have any comments on what that might look like besides what I
know would be an easy answer, which is more staffing, which I get,
but if, could you comment on that? Then I will yield back.

Dr. SWAGEL. Okay, and you have hit on what was not just my
goal, but my mission, to be responsive and to be transparent, to re-
spond to your interest in this legislation. I know many others have
the same interest and to do it in a way that you can understand.
If you agree or disagree, at least we will understand what the dif-
ferences are. On something like this, the kind of change to the tax
benefits in the health care system, we would work with the Joint
Committee on Taxation, so it would depend on their capacity as
well.
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But, you know, we have the ability. It is just the health commit-
tees, boy, they keep us busy basically full time, and so we are just
constantly struggling to get

Mr. Roy. We call that a hamster wheel, but anyway go ahead.

Dr. SWAGEL. Yeah, yeah. I can do the water level to here instead
o}f; here, but we absolutely have the ability. It is just the time and
the——

Chairman ARRINGTON. I thank the good Director. I thank the
gentleman from Texas, and I know there is a longer conversation
about a lot of these things. I appreciate those comments.

I now yield to another great Texan from—our Health Care Task
Force Chair, Dr. Burgess, for five minutes.

Mr. BURGESS. Thank you, Chairman Arrington, and Director
Swagel, thank you for participating in the roundtable that we did
in the Budget Task Force. I thought it was particularly revealing.
We had a former CBO Director, Doug Holtz-Eakin, we had some-
one from the investor class, someone from the inventor class to talk
to us about the effects of the Inflation Reduction Act and on basi-
cally delivering the cures for the future. I think we had a pretty
good discussion.

Then the plus side of all of that is, because of some discussions
that you and the Chairman and I had, you have opened up a portal
on the CBO website allowing stakeholders to submit research and
data that they have regarding the reality of drug innovation. So I
am grateful that this request was received and granted.

I have a letter that I want to introduce to the record, Chairman
Arrington, responding to the CBQO’s call for research in the area of
drug development. This letter is signed by more than 350 biotech
investors and innovators, representing $309 billion.

Chairman ARRINGTON. Without objection, so ordered.

[The information follows:]
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JANUARY 17, 2024

To: The Honorable Phillip Swagel, Director
Congressional Budget Office
441D ST SW
Washington, DC 20024

RE: A Call for New Research in the Area of New Drug Development

Attached is a response to the Congressional Budget Office’s (CBO) December 20, 2023 “Call for
New Research in the Area of New Drug Development” from investors and innovators who
specialize in funding biotech R&D and represent $309B of assets under management and 624 drug
candidates in development.

CBO'’s ability to correctly model investor decision-making is vital to our country’s ability to establish
policies that achieve lasting biomedical affordability and continued innovation. In support of CBO’s
efforts to improve its model, this letter emphasizes a number of economic and financial first
principles, notably that investment is incentivized by expected returns based on discounted profits,
not revenue, and adjusted for expected dilution from financings.

Making these adjustments to CBO’s model would reveal why the Inflation Reduction Act (IRA) has
not merely reduced incentives for the development of new small molecules but essentially
eliminated incentives for the earliest stages of funding for non-exempt small molecules aimed at
diseases of aging, the effects of which may not be evident today but are clear over time. The letter
makes the economic case for a legislative fix to equalize negotiation for all drugs at 13 years.

The letter offers the following resources for CBO’s review:

e No Patient Left Behind’s (NPLB) r mmendations on how CB n improve its Rx
modeling innovation impact.

e An NPLB explainer on how the small molecule penalty already is impacting investor
and innovator new R&D decision making, why the IRA’s “exceptions” will not work as
intended, and relevant data on revenues over the course of a small molecule’s product
life-cycle. A more detailed discussion can be found in this NPLB Webinar.

e “B nd Total Reven how IRA im ts investors’ early-st R&D
decision-making,” an explainer prepared by investors on how and when biotech
investment decisions are made, showing how models based on global revenues need to be
adjusted for profits, discounting, and dilution to recognize the impact of revenue cuts on
incentives for early-stage R&D funding.

Please contact me (prubin@nopatientleftbehind.org) for more information about the letter or its
accompanying resources.

Per Tubin

Peter Rubin
Executive Director
No Patient Left Behind

This letter continues to gather signatures. Please click here for the most recent version.
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Dear Director Swagel:

Thank you for your December 20, 2023, blog post seeking additional information on the drug
development R&D process, particularly “how changes in pharmaceutical companies’ expected
future profits affect the development of drugs with differing characteristics, such as small- or
large-molecule drugs or those that target certain diseases or patient populations (such as the
elderly).”

As healthcare investors representing $309B in assets under management and executives of
companies developing 624 drug candidates, we believe that the Congressional Budget Office’s
(CBO) ability to correctly model investor decision-making is vital to our country’s ability to establish
policies that achieve lasting biomedical affordability and innovation.

As such, in this letter we outline an analysis that incorporates the real-world experience of investors
and drug developers, including the types of financial metrics that drive decisions around investment
in portfolios of R&D projects. Our primary goal is to illuminate some of the economic first principles
that have caused recent drug pricing policy changes to alter the attractiveness of all drug
development with amplified cuts to incentives for funding the earliest stages, from which all else
stems. We also aim to provide the foundational arguments for a legislative fix: equalizing small and
large molecule negotiation timelines at 13 years after FDA approval.

Why the CBO’s modeling matters to us

We appreciate that Congress looks to the CBO for the potential implications of policy proposals on
the federal government’s 10-year budget. What specifically concerns us is how the CBO forecasts
the impacts of policy changes on innovation. When the CBO examined the implications of the
Inflation Reduction Act’s (IRA’s) Medicare Negotiation of NDA-path medicines just nine years after
they launch, what we sometimes refer to as the “nine-year small molecule penalty,” it forecast only
a very slight decrease in the number of such medicines coming to market in the coming decades.’

Yet, this is very much at odds with the fact that our funding for early-stage small molecule programs
has plummeted and, in the event they even make it to market, they will have the vast majority of
their US revenues subjected to the nine-year penalty. While success of any early-stage program is
never assured, the seeds we aren’t planting are the drugs that definitely won’t come to market a
decade or more from now.

That we continue to fund early-stage small molecule programs after the passage of the IRA is
because of its exemptions, not because the nine-year penalty only partially discourages early-stage
funding of programs with mostly Medicare revenues. For reasons we outline below, knowing that
market-based pricing will be terminated after only nine years is thoroughly discouraging of
early-stage investments, especially preclinical development and, even more so, drug discovery.
Were the nine-year penalty applied to all drug programs without exemption, funding for both small

' https://www.cbo.gov/publication/57449

This letter continues to gather signatures. Please click here for the most recent version.
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molecule and biologics-based early-stage programs would be similarly discouraged (it’s hard to
even think of possible exceptions).

We appreciate that some policymakers and policy advisors trust the CBO’s predictions more than
they trust the word of people actually funding drug R&D. Some policymakers have said that the
IRAs nine-year small molecule penalty won’t impact innovation much because the CBO said so.?
This disregards our and others’ relevant expertise and knowledge that such policy has already
curtailed investment in such programs. We fear that policymakers will fail to grasp the IRA’'s impact
on new medicines’ and other technologies’ development and potentially legislate other penalties on
innovation until the CBO’s forecasts better capture their real consequences.

So we hope to make a case to you and the CBO that our behavior aligns with economic and
financial first principles. We believe this is not a matter of opinion but rather math, to which those of
us who are economists can attest and that we believe the CBO can confirm for itself. Following
that, we hope that the CBO will adjust its models to more accurately advise policymakers on the
more probable consequences to innovation from the IRA and future policy proposals.

Why the Nine-year Penalty for Small Molecules Matters

For the last 40 years, investors and innovators have been calibrated by Hatch-Waxman and its
patent-term restoration maximum of 14 years when making early-stage R&D investment decisions.
That led to today’s level of innovation and a mountain of now-generic drugs that continue to
improve patients’ lives and reduce overall healthcare costs. On average, drugs have gone generic
approximately 14 years after launch®*, aligning with expectation.

When presented with early-stage preclinical projects that would end up with no more than nine
years on the market before going generic due to insufficient intellectual property (IP), we have not
funded them unless that entrepreneur can come up with fresh IP. Nine years is not enough to justify
the risk and cost of a program in the early stages of R&D.

The IRA has now imposed that same limitation on all kinds of novel molecules and so it should be
no surprise that our answer is the same. Nine years is not enough. Except fresh IP is now not a
solution since the nine-year penalty disregards all IP. The workable solution would be a legislative
fix that would give these molecules the same 13 years that biologics are granted under the IRA.
Thirteen years is close enough to 14 that we cannot claim it will meaningfully slow the pace of
innovation (or at least we cannot currently discern a meaningful change in our interest in funding
early-stage biologic R&D as a result of the IRA limiting those products to 13 years).

2See, e.g., Rep. Kathy Castor’s remarks at 9:00 in https://www.youtube.com/watch?v=qTBy4jubNiw
S hitps: ) . . 30055271
* https://pubmed.ncbi.nlm.nih.gov/34253119/

This letter continues to gather signatures. Please click here for the most recent version.
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The CBO previously has recognized that more than 70 percent of Phase Il drugs emerge from small
biotech companies largely funded by private investors (i.e., many of us signing this letter).® But we
should note that even large biopharmaceutical companies make investment decisions using the
same financial calculus that we do. They are similarly deterred from early-stage investing in certain
programs due to the nine-year penalty. The signers among us with relevant experience at large
biopharmaceutical companies can attest to that.

Appreciating Elasticity of Innovation

While in some recent instances, the CBO has moved toward a simulation model, other CBO models
appear to rely on academic studies of elasticity of innovation that correlate the number of drug
launches with the size of a market in terms of the global revenues it supports.® Such correlations
overlook A) the costs of those revenues and therefore the resulting profits and B) when in the future
those profits are realized and therefore how heavily they are discounted back to the moment when
an early-stage funding decision is made.

The following is a summary of what we believe may be at the root of the difference between the
CBO’s forecast and how we actually make investment decisions, which we hope will be useful
regardless of how the CBO decides to model innovation.

1. Investors and companies are mindful of profits, not just revenues. So US and ex-US
revenues are not equivalent in our models because US margins are much higher than ex-US
margins, due to lower prices and higher commercialization costs abroad.”

2. All profits are discounted in our models. So a reduction in revenues more than 13 years
after product launch matters less than the same magnitude of reduction imposed nine years
after launch. And since ex-US revenues and profits often take longer to scale due to many
countries dragging their feet on reimbursement®, ex-US profits contribute even less to
investment incentives than their modest share of overall profits might suggest. Taking time
and discounting into account reveals that lowering the price of a drug 13 years after it
launches has a notably lesser impact on its NPV than lowering the price after just nine
years.

3. The dilutive effect on early-stage investment returns from future financings amplifies
the effect of revenue cuts such that a small reduction in the NPV of an approved drug
may be a big reduction in the NPV of the portfolio of early-stage investments required
to yield that approved drug. After all, the IRA does not alter the risks of R&D nor how

° https://www.cbo.gov/publication/57126 “Small drug companies (those with annual revenues of less than $500

million) now account for more than 70 percent of the nearly 3,000 drugs in phase lll clinical trials.”

© https://www.jstor.org/stable/43895619

7 The observation that what matters is not revenue but profit was actually made recently in an NBER paper, though
it came out after the CBO modeled the impact of the nine-year penalty. Still, it's good to see the academic literature
starting to advance beyond just correlating global revenue with innovation.

8 Resulting in delayed access to medicines for their patients.

This letter continues to gather signatures. Please click here for the most recent version.
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much capital it takes to fund the entire portfolio of projects required to yield one approved
drug. Therefore, the NPV on the early investments into a portfolio of projects may fall
substantially (even become negative) from what seems like only a moderate reduction in the
value of the successful drug that emerges from that portfolio, explaining why it's important
to look for the effects of pricing regulations on funding at the origin point separately from
overall funding (See “A coin flip analogy” sidebar below.)

4. One should not assume that drugs that end up generating lower revenues on the
market had lower development costs, as CBO states on slide 23 of this deck.® When we
fund a portfolio of projects, we often hope that a drug will be a blockbuster and invest
accordingly, but only after the drug launches do we realize that it will disappoint. There may
be surprisingly weak correlation between the cost to develop a drug and what it earns once
it’s on the market. However, there is a strong correlation between what we expect a drug to
earn and our willingness to fund its development. To the extent that our predictions are
borne out, there should be correlation between the cost of development and revenues.
However, we are often wrong in our predictions of revenues, especially in the early stages of
a project. When we realize that we are wrong, we apply what we learn to future decisions.
Therefore, you would expect a greater correlation between the revenues of a drug and
investors’ willingness to fund the costs of future such medicines. If a heart failure drug sells
well, then we are more likely to invest more in the development of better heart failure
medicines, some of which may not sell well despite significant R&D investment. Therefore,
cutting the value of the blockbuster drugs will reduce incentives for investment in a whole
portfolio of drugs that will result in lack of development of not only more blockbusters but
also drugs that would earn middling and low revenues.

Today, investors continue to fund development of small molecules that will be subject to the
nine-year penalty, but increasingly these are at least somewhat de-risked programs already in the
middle stages of development. This activity masks the loss of funding for the earliest-stage
programs, making any analysis of total venture funding or late-stage small molecule program
discontinuations irrelevant (the relevant research question would be: how much venture funding is
going towards seeding small molecule programs that will be subject to the “penalty”? Which would
be better answered through surveys such as the one we highlight in our “conclusions” section,
below).

Therefore, it is no surprise that the CBO did not notice any change in investment immediately
before or after the passage of the IRA'’; cuts to early-stage funding (discovery of molecules) would
be hard to perceive in the context of so much venture capital flowing to mid-stage programs already
in development. But the impact of not planting those seeds may become more evident in the future
from not only fewer small molecule drugs launched for diseases of aging but also the fewer

9

https://www.cbo.gov/publication/57449

10

https://www.cbo.gov/system/files/2023-12/59792-Letter.pdf
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indications listed on the labels of those drugs that do launch (e.g., due to orphan exemption),
though even then it’s hard to see what’s not there.

The early-stage programs
receiving funding today
are those whose future
revenues are unlikely to
be significantly curtailed
by the nine-year penalty,
which include drug
candidates for diseases
that affect younger
populations,
single-orphan indications,
or biologics. And the
proposed SMART Prices
Act'", with its five-year
penalty for all drugs,
would expand investor
disinterest to many more
programs, not because
nine years isn’t already
discouraging of
early-stage investment
(once an incentive isn’t
big enough to incentivize
early-stage investing, it
hardly matters how small
it is) but because of its
breadth. Proposals to
extend these penalties to
the commercial market
(non-Medicare) would
mean that investors would
have no expectations of a
return from funding any
early-stage
biopharmaceutical R&D.
And a policy like H.R.3
that would have imposed

Thttps://www.baldwin.senate.gov/news/press-releases/baldwin-colleagues-introduce-legislation-to-cut-seni

ors-prescription-drug-costs

A Coin Flip Analogy

While the statistics governing drug development are hardly as knowable as those of
coin flips, consider the following example. Let's say you have to pay $1 per coin flip and
four heads in a row results in a $50 payout. You'll need a portfolio of 16 such attempts
to get four in row. Those first 16 flips cost $16. Eight attempts land tails and terminate
after that one flip, and the other eight cost $8 for a second flip. Four of the remaining
eight terminate after the second flip, and the other four cost $4 for a third flip. Two of
the remaining four terminate on the third flip, and the final two cost $2 for the fourth
flip. The cost of developing the portfolio ($16+$8+$4+$2) adds up to $30. On average,
one of the initial 16 attempts wins the $50. That winning series of flips will cost $4 yet
pay out $50, a highly profitable blockbuster.

Reduce that reward from $50 to $30 (a $20 penalty) and, compared to $4, winning
would still seem compelling. But consider that it cost $30 to fund the entire portfolio
of coin flips. Spending $30 to make $30 is not an investment. That's a waste of time
(and note that we haven't even discounted for time). Reducing the reward for win-
ning by even 40% results in eliminating the incentive to fund those first 16 coin flips.

If the penalty is introduced after many projects are underway, then the eight projects
that survived the first flip (e.g., the drug candidates that are past discovery and are in
develpoment) would only cost $14 to play out to the end ($8+$4+2), so a $30 reward for
success still yields a positive expected return.

And now consider that the $20-penalty only applies in a special case we'll call the
“non-exempt medicine” and the reward remains the same for all others. Let’s say that
each coin can only be flipped once per year and investors fund a large portfolio of
coin flips such that every year there are 160 first-flips, 80 second-flips, 40 third-flips, 20
fourth-flips, and therefore 10 medicines are successfully developed. Only a tenth (16)
of the 160 first-flips are aimed at winning the reward for what will turn out to be the
penalized class.

This portfolio of coin flips costs $300 per year with a total expected reward of $500.
But once Congress passes the penalty and the $50 reward has been cut to $30 for the
non-exempt class, they stop funding the non-exempt 16 first-flips each year. Therefore,
in the first year after the penalty is implemented, the reward drops by 4% from $500 tc
$480 and R&D investment drops by 5.3% immediately from $300 to $284, a difference
that is only clear in this coin flip example but would be hard to discern in the normally
volatile real world (if the difference were even 5.3%). Over the next three years, as the
2nd, 3rd, and 4th flips for the non-exempt portfolio have played out and the conse-
quences of no longer doing first-flips flow through the pipeline, R&D investment drops
by 10% from $300 to $270 and and rewards drop from $500 to $450. After four years,
we stop seeing any new non-exempt medicines coming to market.

Therefore, as soon as the penalty is announced, it may appear that many projects are
still being funded and that the reward reduction did not reduce investor interest in
funding coin flips, but that’s wrong. Because to understand the impact on innova-
tion in the long run, one must stay focused on the origin point (the first flip) of the
non-exempt field of R&D. As long as those first flips aren't worth funding, the pipeline
eventually runs dry.
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price setting at launch would wipe out an expectation of return from even late-stage investing. To
us, the effects of such policies are clear from the first principles of an NPV model.

The CBO'’s writings suggest it recognizes that there would be a delayed effect from the IRA since
the reduction in incentives would be felt most acutely at the earliest R&D stages and take time to
show up in the number of launched drugs. We think that, for the above reasons, the CBO has
notably underestimated the degree to which the nine-year penalty reduces incentives to fund the
earliest stages of R&D.

A Comment on the CBO’s Assumptions about Launch Prices and CMS
Price Reductions

The CBO makes a number of assumptions about how market participants will respond to the IRA
that differ from investors’ expectations. We highlight some key differences below and would
encourage the CBO to revisit these assumptions with input from the investor community and
pharmaceutical decision-makers.

5. Investors cannot assume that companies will compensate for the nine-year penalty by
launching at higher net prices. The CBO has stated that it believes that drug companies
will compensate for the shortening of their profitable period of market exclusivity by raising
launch prices.” We cannot make this assumption without also considering how payors
might introduce more friction into coverage decisions (e.g., utilization management such as
prior authorization, step therapy, and high patient out-of-pocket costs), thereby reducing
volume. After all, we already assume that if drug companies could charge more without
sacrificing volume, they likely would. Consider also taking the nine-year penalty to an
extreme. If it were five years, as the SMART Prices Act bill proposes, should we assume
that launch prices would be yet higher? How about three years? Or one year?

6. We have to assume that CMS price setting will reduce drug prices by >50%. As the
CBO notes,' the consequences of not agreeing to the price “negotiated” by CMS are so
severe (excise tax of up to 1900%, withdrawal from all HHS agreements) that companies are
unlikely to opt-out of offering their drug at the final price proposed by CMS. We consider the
nine-year penalty is functionally rendering a drug as barely profitable as a generic because
Medicare Negotiation has no floor on how low the government can set the price, and we
have to assume some future administration will seek maximal savings regardless of how
benign the cuts might be on the first sets of drugs negotiated.

Quantifying the Impact of the IRA Market Distortions - Beyond the
Mere Number of Drugs

The CBO analyzes the impact of the IRA on the number of new drugs that come to market.
However, the IRA introduces a number of market distortions that will impact the type of drugs that

2 https://www.cbo.gov/system/files/2023-02/58850-IRA-Drug-Provs.pdf

? Slide 10, https://www.cbo.qov/system/files/2023-02/58850-IRA-Drug-Provs.pdf
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come to market, the overall utility of those drugs, and competition among branded drugs. Finally,
when fewer drugs reach the market, this will ultimately impact spending on healthcare services,
which should also be factored in. We would encourage the CBO to expand their analysis to include
these consequences to more fully characterize the impact of the law.

7. The IRA will result in lower investment in small molecules for diseases of aging in
broad indications such as heart failure, Alzheimer’s disease, or breast cancer. This may not
result in merely fewer drugs launching but in our inability to justify development of existing
drugs for these indications. For example, SGLT2 inhibitors were first approved for diabetes,
which would have started their nine-year clock had the IRA been in place 10 years ago. But
signals of their efficacy in heart failure resulted in companies funding large trials in this
primarily Medicare-covered indication, and the first of these drugs was approved for heart
failure five years after its launch for diabetes." Under Hatch-Waxman, that drug still had at
least nine years of patent protection before it would go generic. But under the IRA, it would
have had only four years, which might not have been enough to motivate funding of the
large, risky, and expensive trials necessary to get the drugs approved in heart failure (or in
chronic kidney disease [CKD], another primarily Medicare-covered indication for which
SGLT2s eventually gained approval).

So had the IRA passed 10 years ago, we would still have SGLT2 inhibitors but would not
fully appreciate how effectively this class could help manage heart failure or CKD.
Considering that these medicines will soon be generic and continue to help manage heart
failure and CKD inexpensively for the rest of time, this would have been a costly error. So
although it’s good that the nine-year penalty wasn’t in place back then, it is in place now
and imposing the same disutility on medicines going forward.

8. The IRA will result in fewer approved indications and formulations for small molecule
drugs. In response to the nine-year penalty, investment in small molecules for diseases of
aging has shifted towards those with a large enough single orphan exemption to justify
development. This means that the law creates a strong incentive to constrain to a single,
large orphan indication any such drug that could have utility in other indications, orphan or
non-orphan. We are not suggesting that the proper fix is to expand the exemption but to
address the nine-year penalty itself by changing nine years to 13 years.

Because the first approval starts the clock, companies are also discouraged from seeking
approval in the later lines of cancer therapy where they typically first demonstrate efficacy;
the law creates a strong incentive to delay launching an effective drug until it has approval
for an earlier line of therapy that will serve more patients.

Because the IRA treats any drug with the same API (active pharmaceutical ingredient) the
same, the nine-year penalty also cuts incentives to develop better formulations of existing
drugs.

'* https:/www.drugs.com/history/farxiga.html
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9. The IRA will also result in fewer approved indications for biologics. While biologics
have historically enjoyed a longer period of branded pricing, the upside of that has been
that companies have continued to develop them for more uses long after they launched.
The lack of incentives to develop aging small molecules for new uses as they become
known (because they will soon go generic) has long been a shortfall of the Hatch-Waxman
framework."® It is outside of the scope of this letter to explore how to fix that, but at the very
least it is important for the CBO to take into account the IRA’s reduction in incentives for
developing marketed biologics for new uses as they approach 13 years on the market.
Policymakers might consider granting extensions to the pre-negotiation period as an
incentive for meaningful upgrades to a drug post-launch, akin to how the six-month
pediatric extension incentivizes companies to study how a drug meant for adults might work
in children.

10. The IRA will result in less branded competition within the same indication for small
molecules impacted by the nine-year penalty. Even if there were a case where investors
were willing to back early-stage funding to develop a drug that would have its revenues
substantially curtailed by the nine-year penalty, there would be less competition in that drug
class once it came to market because the entire class’s clock essentially starts with the first
drug.

Currently, the typically 14-year clock started by the first-to-market drug still means that a
laggard that comes to market four years later can compete with the first-in-class drug for a
decade. With the nine-year penalty, coming four years late would leave only five years on
the market before the first drug’s price is reduced by Medicare Negotiation. Investors would
likely abandon funding that laggard as soon as it became clear that it was more than
one-to-two years behind the first drug. It's often not clear at the early stages which drug will
be the first to market. And even then, it's not clear which will work best for patients.

Under the 14-year framework of Hatch-Waxman, drug development is not a winner-take-all
proposition, which is why there are so many competitive drug classes; most drug classes
have two or more drugs and it’s not uncommon for there to be as many as four, offering
payors ample leverage to negotiate lower prices (though most plans still make patients pay
full list prices until they hit their deductible). But nine years requires investors to back what
they think will be the one winning horse and maybe a close second. A smaller window for
market-based branded pricing shrinks the margin for error. Yet drug development timelines
are highly uncertain, especially in the earlier stages. With only a nine-year window before
the first drug is negotiated, the consequences of coming to market when the clock has
been run down by a few years result in a follow-on drug not being worth launching.

The end result will be that even in the rare cases when the nine-year penalty does not
discourage the development of a drug, it will discourage the development of a competitive
field of candidates in that class. There will be less competition during the nine-year period

® SGTL2s were an exception because their potential utility in heart failure was discovered around when they first
launched for diabetes, so they were not yet too aged to pursue new uses.
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and less of a chance that the best possible drug will even come to market. Consider that
the best drugs in many drug classes were not the first of their class. And yet, once those
best drugs go generic, those are the drugs that everyone benefits from forever,
inexpensively.

11. Fewer drugs will lead to higher spend on healthcare services. Drugs go generic, while
services do not. In the long run, if there are fewer drugs, that means more spending on
healthcare services. It’s also important to take into account the aging of the population, that
healthcare services costs have been climbing faster than inflation for a long time, and that
the US will be facing labor shortages due to demographic inversion in the coming decades,
which will exacerbate the problem of staffing hospitals and nursing homes. Meanwhile,
drugs keep people productive and out of hospitals. The spillover consequences of cutting
incentives to develop new medicines, particularly the kinds that readily will go generic,
should not be underestimated.'®

On Affordability vs Value to Society

We include this section for anyone reading this letter who is understandably focused on affordability
for patients, something we have not touched on and yet is very much on all our minds. We are all
patients or else someday will be. And there are people we care about who need treatment. So the
issue of both affordability of today’s medicines and the development of new medicines is not only a
professional matter but personal for all of us.

We all support the idea that appropriately prescribed medicines must be affordable to patients who
need them. We don’t fund drug development for any patient to then have to go without access.

We believe that the solution to affordability is insurance reform to lower what plans can charge
patients out of pocket. Very little in healthcare can be expected to be affordable without health
insurance, and when someone has health insurance, it's only delivering on its promise if people can
actually afford what their physicians prescribe.

Ostensibly, plans charge an out-of-pocket cost to ensure that patients only take the medicines they
need and don’t over-utilize them. Yet insurance already has the electronic means to confirm when a
medicine is inappropriate for a patient and often does, in those cases, simply deny coverage. But
when even insurance knows that a medicine is right for a patient, we don’t understand why it would
then impose a cost that patients can’t afford. It's not clear to us why there should be any
out-of-pocket cost for chemotherapy or insulin, for example; it strikes us that no one tries to take
these treatments unless they really need them, in which case why would insurance deter access?
This feels unjust. The IRA’s capping of out-of-pocket costs in Part D is therefore an initial step in the
right direction to solving affordability.

"Shttps://www.thewellnews.com/opinions/fix-bbbs-rx-provisions-so-patients-arent-stuck-with-high-bills-and
-more-needles/
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On the other hand, forcing down prices of novel medicines, except maybe in the extreme, does not
do much to solve affordability. Someone with a high deductible they cannot afford will still face that
deductible even if the cost of any novel specialty cancer treatment were cut in half or more, and yet
such a cut would eliminate incentives for investment in innovation. However, this does not mean
that there is no role for policy to lower the prices of drugs; consistent with how the IRA treats
biologics, the role for such policy is to ensure that all medicines eventually become inexpensive, as
intended by the patent system, saving all of us money on what we pay for insurance, without
interfering with innovation.

The intent of the patent system is to incentivize the development of novel technologies that then
enter the public domain and become essentially inexpensive public goods for the rest of time. In the
case of medicines, that has long been the case for small molecule drugs that went generic on
average about 14 years after they launched, as intended by Hatch-Waxman. When biologics and
other drugs fail to abide by the intent of the patent system and remain expensive for longer, we
recognize the utility of regulation to bring down prices.

So while price-setting has a role to play in ensuring that the pricing of older drugs abides by the
intent of the patent system, using it to attempt to solve affordability of today’s novel medicines has
implications for investment in tomorrow’s.

We hope that policymakers will fix the nine-year penalty to restore incentives for innovation and
continue to focus on insurance reform and lowering out-of-pocket costs to ensure that patients can
afford the treatments that are right for them. By generating more complete models of the IRA’'s
impact on early-stage investment in innovative therapies, the CBO can help guide them toward
policies that benefit all Americans - today and in the future.

In Conclusion

As policymakers consider potential changes to the IRA, such as implementing Medicare price
negotiation just five years after FDA approval, extending IRA’s timelines to all market segments, or
equalizing small and large molecule timelines at 13 years after FDA approval, the CBO has the
sober responsibility to advise policymakers on the actual, real-world impact of their
decision-making.

As the CBO works to revise its modeling assumptions, we encourage you and your team to review
the below resources that reflect the decision making of biotech investors that fund and advise a
significant portion of new US and global biotech private R&D:

A) No Patient Left Behind’s recommendations on how CBO can improve its Rx modeling
innovation impact. In particular, NPLB emphasizes the need for the CBO to i) incorporate the

net present value of when in the product life-cycle revenue cuts occur to reveal that the earlier

price cuts are introduced the bigger the impact on future innovation, ii) take a longer modeling

view (70 years), and iii) incorporate an appropriate societal discount rate when evaluating a
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policy’s Rx innovation impact, consistent with long-range models used to inform energy and
carbon capture provisions of the IRA.

B) An explainer prepared by some of the signatories, “Bevond Total Revenues, how IRA
impacts investors’ early-stage R&D decision-making,” that illustrates investor
decision-making at each stage of drug development and warns about the significant impact
arbitrary price-setting will have on the number of future drugs and their utility to treat new
indications post-FDA approval.

C) An NPLB Webinar that goes into detail about how investors and industry executives think
through the IRA and what business model changes would or would not work to preserve the
profitability of programs targeted by the IRA as well as the potential impact on drug
commercialization of changes to how Medicare reimburses payors.

D) An explainer on how the small mol 1 nalty alr: is impacting investor an
innovator new R&D decision making, why the IRA’'s “exceptions” will not work as intended,

and data on revenues over the course of a small molecule’s product life-cycle.

Thank you for taking the time to review our feedback to CBO’s information request. Please contact

Peter Rubin (prubin@nopatientleftbehind.org) if you would like us to share additional information

and relevant examples with your team.

Sincerely,

David Beier, Bay City Capital, /nvestor

Tess Cameron, RA Capital Management, /nvestor
Grace E. Coldn, Inaya Therapeutics, Executive

Lou Garrison, University of Washington, Economist
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Mr. BURGESS. So, Director Swagel, I appreciate your cooperation
over the last few months as the Task Force has engaged with you
and your staff about the accuracy of your models. What has the
CBO generally, and you specifically, learned from those conversa-
tions facilitated by the Task Force stakeholders?

Dr. SWAGEL. Yeah. Thank you, and thank you again for having
us participate and putting us together with these outside groups,
and we have continued to engage with them. So the letter, it has
shown up in my social media feeds, and I have read it. Our ana-
lysts working on this have read it, and there are some things in
there which, you know, I wish they would do a little bit more to
understand what we are doing, but there are some things where
we are like, oh, yeah, they are right. We need to do it differently.

So we are continuing to work on our modeling of the effect of ne-
gotiation on innovation, and we are going to implement some of
what, as I understand it, is in the letter. So I appreciate that.

Mr. BURGESS. I appreciate that response. Mr. Yakym’s discussion
about preventative health and the 10-year window that came up
from Mr. Kildee, and we are going to have an opportunity next
week, I think, to mark up a bill for the Preventive Health Savings
Act, particularly germane. I mean, it has always been germane. I
have been working on this for 20 years. It has always been ger-
mane.

But really, the introduction of the new anti-obesity medications
has kind of changed the equation. Of course, you have got Medicare
that says we are not paying for any of that. You have got the Joint
Economic Committee that says current obesity rates are respon-
sible for a two and a half percent reduction in the aggregate labor
supply, and that is a two percent reduction in the level of real
GDP. From 2024 to 2033, this labor supply reduction is a potential
GDP loss of $5.6 trillion and a $1 trillion reduction in Federal in-
come tax receipts. So that is pretty significant.

Are you assessing how the anti-obesity medication coverage could
affect the Federal budget with the broader economic factors that
the CBO needs to take into account?

Dr. SWAGEL. Yes, sir, we are. We are doing it both for anti-obe-
sity and the related issue of hepatitis C, which has some similar-
ities and some differences.

And there is actually important developments. The FDA is con-
sidering adding a cardiovascular indication for the anti-obesity
medications in the sense that that would change current law. You
know, if they do that, then Medicare presumably would cover those
indications and some of the costs of additional, you know, broad-
ening coverage for anti-obesity medications would move into the
baseline. As a society, we’d still pay it, but it would be attributed
to the baseline and not to any legislation. So that is a development
that we are tracking carefully and we would update our analysis
once that happens.

Mr. BURGESS. Great. I really appreciate your office’s putting out
the budgetary effect of the Center for Medicare and Medicaid Inno-
vation. It has been a burr under my saddle for a long time. I never
expected that CMMI was actually going to deliver the cost savings
that was promised, and you weren’t there when CBO scored the Af-
fordable Care Act in 2010, but there was a big deliverable that
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CMMI was going to deliver, and I was never successful in bringing
legislation to repeal the CMMI part of the ACA because, oh, look,
it would cost money because we have already booked the savings
that they are going to deliver for us.

Of course, in your report, we got—at least I kind of get the in-
kling that those savings never actually materialized, and in fact,
there may be an increase in spending.

So I just want to point out to you that absent the CMMI, it is
not like there is not any oversight over to the quality of some of
the things that go in at the Center for Medicare and Medicaid
Services, because in a bill signed by President Obama in 2015, the
Physicians Technical Advisory Commission was created. It has ex-
isted now for almost ten years. It has been populated. A couple of
the folks have resigned in disgust because they were not listened
to by HHS.

And I hope you would work with me to explore how, if CMMI is
not working out, perhaps the Physician’s Technical Advisory Com-
mission, which was already established in law in the macro legisla-
tion, how we could use that to, in fact, achieve some of the savings
models that were supposed to be achieved in CMMI.

Dr. SwAGEL. Okay. No, no, you have that commitment.

You were right on CMMI. We finally acknowledge it.

Mr. BURGESS. Wait, wait, say that again.

Chairman ARRINGTON. The record will reflect. So ordered. I ap-
prove. Hear ye, hear ye.

Dr. SWAGEL. It took a while, but we put it out, and no, seriously,
I look forward to working with you on the physicians—the other
advisory committee.

Mr. BURGESS. Can I get you to call my wife and tell her that I
was right?

Chairman ARRINGTON. Dr. Swagel, thank you.

Mr. BURGESS. Thank you. I yield back.

Chairman ARRINGTON. Dr. Burgess, that exchange is an example
of why you are an institution and a great asset for the conference,
our Congress, and the American people on the issues of health care
policy.

Thankfully, we have got health care policy leaders, like the gen-
tleman to your left, who limped on in to the Committee today, lit-
erally, Buddy Carter, the gentleman from Georgia for five minutes.

Mr. CARTER. Thank you, Mr. Chairman, and thank you, Director,
for being here. I appreciate it.

Let’s start with this. Let’s start with timely and responsive scor-
ing. There has been a lot of discussion and concern among Mem-
bers of the Committees regarding the amount of time it is taking
CBO to score these bills. Because, as you know, and it is no secret,
everybody here knows that the CBO score is very important. We
pay attention to it. Regardless of how many instances we might be
able to point out where you were grossly wrong, we still depend on
it, and I think you understand that.

And look, I am being practical here. I know that in the 118th
Congress that we are in right now, we have had over 7,000 bills
introduced. I know that is a heavy lift. I know that is a lot of work.
So I am not trying to be impractical, but, you know, and I suspect
most of them need CBO scores. I don’t know what percentage of
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them, but I would suspect it is the vast majority of them that need
a CBO score.

So, again, I understand it is a heavy lift, but I have got a bill.
It is a bipartisan bill, H.R. 1770, the Equitable Community Access
to Pharmacist Services, that was introduced in March of 2023. It
is my understanding that the bill was sent to CBO for scoring in
June by committee staff, yet we still don’t have a score.

Is it unreasonable for Members of Congress to think that seven
months is not enough time to come up with a score for something
like this?

Dr. SWAGEL. No, you know, you have put your finger on one of
the challenges I face, is that the bill would recognize that phar-
macists provide health care services and are a key way that people
get health care provided to them.

Mr. CARTER. You do also realize that pharmacists are the most
accessible health care professionals in America. Ninety-five percent
of all Americans live within five miles of a pharmacy. All of us, Re-
publicans, Democrats, Independents, want the same thing when it
comes to health care: accessible, affordable, quality health care.

Dr. SWAGEL. That is right, and the challenge I face is that the
committees with jurisdiction over Medicare, their workload has
been so heavy that, you know, they would never say to us, and we
would never listen, don’t do that bill, but they will have other pri-
orities, and I have to, you know, do where the committee is going
first. That is what I have to do first.

So I can only apologize that we haven’t been able to do it yet,
and I agree with you, it has been a long time.

Mr. CARTER. Can you commit to me that you will come up with
a score for me soon?

Dr. SWAGEL. Let me come back to you on that. I can’t give you
that commitment now, but I will come back to you.

Mr. CARTER. Well, and it was kind of my next question, and that
is, how do you determine which ones move to the top of the stack?
I mean, what determines that? Just the amount of pressure you
get?

Dr. SWAGEL. You know, it’s really we work with the committee
staff, and so that means the Chair and the Ranking Member of the
Committee will set our priorities, and then, you know, we work, of
course, with leadership in both chambers to say, well, what is going
to the floor of the chamber? And then everything else comes after
those two priorities.

Mr. CARTER. All right. Well, look, I need help on this one, okay?
I am a subcommittee chair, but I am not a committee chair, so I
am sure I don’t carry as much influence as the committee chair
does, but we need this. Four percent of all retail pharmacies, of
independent retail pharmacies, are closing every year. That is
going to impact the accessibility of health care here in America,
and again, all of us want accessible, affordable, quality health care.

Let’s move on. In December of 2023, your office published a re-
port on the accuracy of your projections for the Fiscal Year 2023.
Is that a statutory requirement? Is that something you have to do?

Dr. SWAGEL. That particular report is not required, but we do it
as a transparency exercise.
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Mr. CARTER. What kind of methodology did you use in deter-
mining whether to make it a public report? I mean, what inspired
you to make it a public report?

Dr. SWAGEL. I mean, anything that reflects on whether we get
it right or wrong, I want the public to see that. In this one, we got
it way wrong. It was a trillion dollars and that is, you know—I
want that out there. I want people to be reactive.

Mr. CARTER. Would you be supportive of a law that required it?

Dr. SWAGEL. I am sorry, say it again.

Mr. CARTER. Would you be supportive of a law that required you
to have that report, to publish that report, every year?

Dr. SWAGEL. I mean, like I said, it is not needed, but whatever
the Congress thinks is the way we can support them, I'm happy to
do it.

Mr. CARTER. I am going to take that as a yes. Okay. All right.
One final question, if I could get it in. Panel of advisors, I know
that that is important, but on your website, you say members of
this panel generally serve two-year terms and are sometimes re-
appointed, but that is kind of vague. Tell me, who appoints these
members and these boards, and how do you ensure bipartisanship?

Dr. SWAGEL. So they are appointed by me as Director. Most of
them—or many of them were on the panel when I arrived. It is a
very distinguished group.

Mr. CARTER. Are they compensated?

Dr. SWAGEL. It is like $500 a year, and the travel to——

Mr. CARTER. That would be a no.

Dr. SWAGEL. I mean, virtually no. I mean, it is

Mr. CARTER. Yeah, yeah.

Dr. SWAGEL. And it is bipartisan, so we have members—we have
people who worked in the Trump Administration, Obama, Bush,
Clinton.

Mr. CARTER. Does anybody check you on this?

Dr. SwWAGEL. We do.

Mr. CARTER. Do you submit them to the Committee?

Dr. SWAGEL. They are on our website, so it is public. The meet-
ings, we have two meetings a year, and congressional staff attend
the meetings.

Mr. CARTER. Now, one of the reasons for this hearing is to see
how we can do better in helping you, and we do want to help you,
and perhaps there should be a process where you submit names
and the Committee approves them. You know, that would keep you
from—whoever is in that position—it would keep them from criti-
cism and make sure that we were getting bipartisanship in that.

Dr. SWAGEL. Yeah. You know, I guess I wouldn’t support that be-
cause this is a group of, you know, of really distinguished aca-
demics, mainly academics, not all, but mainly, who are doing this.
They are basically not paid, as you said, and they do it for public
service and to help us, and I would just want to keep them out of
the political—kind of the political realm as much as possible and
be as transparent as we are.

And your staff can attend the meeting. I mean, we have lots of
congressional
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Mr. CARTER. All right. I am going to have to absorb that and
kind of think about that for a while before I press on with it, but
thank you very much.

Dr. SWAGEL. I am happy to come—happy to come and talk more
about it.

Mr. CARTER. And it is 1770. Did you write that down? House——

Mr. SWAGEL. I got it, 1770.

Mr. CARTER [continuing]. Resolution 1770.

Mr. BURGESS [presiding]. The gentleman’s time has expired. The
Chair now recognizes the gentleman from Virginia, Mr. Good, for
five minutes for questions.

Mr. Goob. Appreciate you being here today and submitting your-
self to these questions. Appreciate the help you were a day or two
ago with the information on my other committee, the Ed and Work-
force Committee, on the cost of the higher ed reform bill that we
are looking at.

I want to talk about accuracies and particularly as it relates to
the Inflation Increase Act. Again, the Inflation Increase Act they
may refer to as the IRA, but it is not the IRA, it is the Inflation
Increase Act, and it is now even admitted that it really wasn’t
about reducing inflation, of course, and it never was.

But part of how that was sold by the Administration, by what
was then the majority party in the House and the current majority
in the Senate as well, was it was supposed to cost less than $400
billion, and now we have got Goldman Sachs saying $1.2 trillion,
you got Credit Suisse saying $800 billion, and I think there is ac-
knowledgment, and mostly because of the climate credits, I guess,
but can you speak to that inaccuracy of how that was sold and pre-
sented by the Administration and the majority party at the time,
and we have missed so poorly on that?

Dr. SWAGEL. I can. I will say something now. In a week when
we publish our economic update, we will have a full page or two
going into the details, so we will get you more in writing.

The score was from the Joint Committee on Taxation. Anything
tax they do, and then we update it. What has changed is there has
been subsequent regulation. So the EPA put out a tailpipe emis-
sions regulation that we think is going to basically push people to-
ward electric vehicles. So that means more people are going to take
up that EV tax credit. The Administration implemented the credit
in a way——

Mr. Goob. Let me interject for a second.

Dr. SwAGEL. Yeah, please.

Mr. Goob. It looks like the consumer is actually going the other
way right now on vehicles.

Dr. SWAGEL. No, that is right. That is right, and the EPA regula-
tion is right now, it is a proposal. It is meant to, according to EPA,
take effect for the 2027 model year. Will it actually happen? We
don’t know, because it really would go very far in pushing people
toward electric vehicles, and as you said, that doesn’t seem to be
the market demand at the moment.

So, you know, we are going to have to track it, but that would
be the effect of greatly increasing the cost of that part of the bill,
and I will just say other
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Mr. GooD. Now, is that portion alone responsible for some nearly
trillion dollars to be offered?

Dr. SWAGEL. It is about a third of it. The original JCT score was
400-something billion dollars and it is going to go up. It is not
going to get up to a trillion dollars, but it will be like the $800s,
and about a third of the difference is going to be that EPA regula-
tion by itself.

Mr. Goobp. Well, with respect to the Inflation Increase Act gen-
erally, will you give the scoring rubric on how you calculated this
to Congress so we can look at it?

Dr. SWAGEL. We can do that. I mean, in the report we publish
next week, we won’t go into the technical details, but we can pro-
vide that to you, to your staff.

Mr. Goop. I think that would be important for appropriate over-
sight and accountability, and there is some perception that you
may or may not be aware of, I don’t know if it has been alleged
today, that CBO has leaned left, has leaned to the other side.

With the IRS funding, it was projected, the increased IRS fund-
ing that was part of the Inflation Increase Act, it was projected
that it would bring in $2.9 billion in Fiscal Year 2023, but it only
was $160 million. This year CBO has expected the IRS funding
would bring in $7.8 billion this year, but so far it is only $360 mil-
lion. Can you speak to that?

Dr. SWAGEL. Yeah. Again, it is a challenging part for us because
we have to figure out, well, where is the IRS going to spend their
money and how quickly? They wouldn’t tell us. You know, maybe
they didn’t even know at the time, and so we just said, okay, they
are going to put the money in the place where they get the highest
return, you know, from the past studies.

In the end, they did it differently. They went into customer serv-
ice. So, as you said, they didn’t spend the money on the kind of tax
collection.

Mr. Goob. Again, that is some of the justification that they made
for the IRS expansion was, here is the revenue that is going to
come from it, but conversely, if you go back to the TCJA tax bill
from a few years ago, CBO projected revenue would be $22.6 tril-
lion from 2018 to 2023, but actual revenue was over a trillion dol-
lars higher, $23.6 trillion, than what was projected.

Dr. SWAGEL. Yeah, yeah. So, you know, there is so much water
under the bridge since—so many developments since the TCJA. We
said that would boost investment. It did. We said that would boost
GDP. It did, and it would boost revenue.

In the middle of 2018, there was a large set of tariffs put in place
that went in the other direction with business investment, and we
can’t separate out those effects, and then, of course, the pandemic.

So, yes, you know, and the subsequent high inflation. So reve-
nues are higher, exactly as you said. How much of that is TCJA?
How much of that is the inflation? We can’t parse those out.

Mr. GooD. My time has expired. Thank you, sir.

Dr. SwAGEL. Okay. Thank you.

Mr. BURGESS. The gentleman yields back. The Chair thanks the
gentleman. Seeing no other Members to ask questions, I do have
several letters from authorizing committees to submit for the
record, highlighting the need for oversight and stronger collabora-
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tion between CBO and Congress. These include letters from the
Committee on Ways and Means, Committee on Agriculture, Com-
mittee on Veterans’ Affairs, Committee on Small Business, Com-
mittee on House Administration, the Committee on Armed Serv-
ices.

[The information follows:]
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1139 LoNnGgwoRTH House OFFICE BUILDING

Washington, DE 20515

Chairman Jodey C. Arrington
House Committee on the Budget
210 Cannon House Office Building
Washington, D.C. 20003

January 29, 2024
Dear Chairman Arrington:

Thank you for requesting feedback and insight from your fellow House Committee Chairmen
ahead of the upcoming House Committee on the Budget hearing titled “Creating a Culture of
Fiscal Responsibility: Assessing the Role of the Congressional Budget Office,” to be held on
January 31, 2024. I appreciate the opportunity to respond on behalf of the House Committee on
Ways and Means.

The analysis of the nonpartisan Congressional Budget Office (CBO) is critical to our work at the
Ways and Means Committee in ensuring we are informed of the fiscal and economic impacts of
all policies and legislation we consider. As you are aware, the programs within the jurisdiction of
the Ways and Means Committee are wide-ranging and encompass a significant portion of the
federal budget, including Medicare, Social Security, welfare programs, and debt interest
payments, to name a few. Robust oversight of this agency is critical to ensure the budget arm of
the entire Legislative Branch conducts its work in a nonpartisan, professional, responsive, and,
most importantly, transparent fashion.

There have been cases in which a lack of applicable laws, scorekeeping guidelines, conventions,
or rules to rely on has led CBO to use its own discretion to make decisions that had an enormous
impact. Today I write specifically regarding an instance in which the discretion of CBO has been
called into question — the delay of the Trump Administration “rebate rule.”! Delaying this rule
has resulted in significant budgetary implications for the Medicare program, and with Ways and
Means Committee having jurisdiction over the entire Medicare program, I request discretionary
actions by CBO such as the treatment of this rule be clarified.

This regulation was finalized in 2020 with a scheduled implementation date of January 1, 2022.
During the 117" Congress, Democrats delayed the implementation of this rule on three separate
occasions with the intention of using CBO’s assumed budgetary savings to offset costly policies,
including the Inflation Reduction Act. However, after amassing more than $190 billion in
budgetary offsets, CBO has since used its discretion to remove the rule from the most recent
CBO baseline. They have also indicated that further delaying the rule will not result in any
scoring effect. This action does not appear to be dictated by Congressional intent, law, or any

185 C.FR. §76666 (2020).
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guidelines that CBO traditionally follows on a bipartisan basis. While future assumptions are
unpredictable by nature, the sheer size of this discretion-based decision shines light on a scoring
practice in need of clear oversight and reform.

I urge the House Budget Committee to use their upcoming hearing to explore the following
questions regarding any instances in which CBO has no guidance or precedent to follow and uses
their own discretion.

1. Who in the agency makes the decision for what is included in the annual baseline?
2. Is there an internal debate process?

3. Does the CBO Director sign off on all decisions that have a large budgetary impact?
4

. Does CBO consult the bipartisan staff of the Committee of program jurisdiction prior to
making their discretionary decisions?

.

Does CBO consult the Budget Committee when making these decisions?
Does CBO notify the Budget Committee when a decision has been made of this nature?

7. Does CBO notify the Committee of program jurisdiction and/or Congressional leadership
about their decision in advance?

8. Does CBO publish a blog post or other official notice to note their decision?
9. Does CBO apply the same decision going forward?
10. Does CBO always apply the use of precedent in a bipartisan manner? If not, what are the

exceptions?

I encourage the House Budget Committee to use judicious oversight to investigate this issue and
explore avenues for limiting opportunities for case-by-case discretion by unelected bureaucrats
to sway significant legislative policy. Again, thank you for the opportunity to respond to your
request for insight. Feel free to contact my Committee staff with any further questions.

Sincerely,

(). 75

on Smith
Chairman
House Committee on Ways and Means
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January 29, 2024

The Honorable Jodey Arrington The Honorable Brendan Boyle
Chairman Ranking Member
Committee on the Budget Committee on the Budget
United States House of Representatives United States House of Representatives
Washington, D.C. 20515 Washington, D.C. 20515

Dear Chairman Arrington and Ranking Member Boyle,

Thank you for the opportunity to share the House Committee on Agriculture’s (Committee) concerns
regarding systemic issues with the Congressional Budget Office (CBO, Office). There are certainly
procedural problems the Committee has identified over the last year in engaging with CBO, however my
intent is to address two major issues: the lack of transparency and policy interpretation.

First, the lack of transparency when developing the baseline and providing scores is of grave concern. The
actual methods and formulas that inform CBO’s baseline and policy analysis are not public, and therefore
not subject to academic or public review. Restricting access to this data obfuscates dialogue between
CBO and Congress. With CBO’s official scorecard standing as the final, unbiased ruling on the cost of
policies, there is no reason the Office should not make public the internal methodology of published
estimates. Subject matter experts, professional economists, and the public should be permitted to question
the Office’s analysis, which would only serve to improve forecasts, and ultimately, the policy objectives
of Congress.

Additionally, those drafting proposals are often asked to manipulate language to meet CBO’s
understanding of proposed policies. Analysts—who are not necessarily subject matter experts—
seemingly interpret language to a level of personal understanding. In the case where a CBO analyst and
the original drafter of a policy do not agree on the proposal’s intent, the Committee finds CBO rejects the
proposal, in essence only siding with their personal convictions. It is not unprecedented to have years of
drafting, much of which includes technical assistance from the relevant Agency, stakeholder groups, and
subject matter experts, be dismissed because of a single CBO analyst’s interpretation. The Committee
does not believe that is the role of the Office.

This unilateral authority of individual analysts contributes to inconsistent scoring convention and, at
times, a lack of consistency and accuracy. On multiple occasions in the last year alone, analysts at CBO
have considered law status quo ante as a settled matter that will be followed without exception, while
simultaneously assuming Agencies will dismiss the letter of the law and Congressional intent of proposed
legislation. This dichotomy highlights a flawed system that clouds final estimates, further exacerbated by
the lack of transparency.

1 believe each of these systemic issues contribute to inaccuracies in CBO’s baseline as well as analysis of
individual bills. For example, in the last 10 years, CBO has consistently overestimated the cost of certain
programs while simultaneously underestimating the costs of others. Specifically, CBO overestimated the
cost of commodity programs 80 percent of the time by, on average, 11 percent; overestimated the cost of
conservation programs 100 percent of the time by, on average, 14 percent; and overestimated the cost of
crop insurance programs 50 percent of the time by, on average, 3 percent. Each of these errors
significantly impedes Congress’ ability to provide an accurate safety net for producers and sufficient
conservation programs to protect our nation’s land. During the same ten-year period, CBO
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underestimated the cost of the nutrition title of the farm bill 60 percent of the time by, on average, 6
percent, an error totaling $37 billion over five years. This single error in forecasting not only would have
paid for the implied costs of the errors in the commodity space—four times over—but also creates
unnecessary angst for policymakers deliberating programs.

While I appreciate the logistical challenges CBO faces, Congress should expect reasoned, consistent, and
transparent economic assessments. I implore the Office to take these issues seriously, and work to course
correct so that CBO regains not only the trust of Congress, but of the American people we bestow laws
upon.

Sincerely,

20

Glenn “GT” Thompson
Chairman
House Committee on Agriculture
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U.%. House of Representatives
COMMITTEE ON VETERANS' AFFAIRS
ONE HUNDRED EIGHTEENTH CONGRESS
364 Cannon House OFFice BuiLoing
WasHINGTON, DC 20515

http://veterans.house.gov

January 29, 2024

The Honorable Jodey C. Arrington
Chairman

Committee on the Budget
Washington, DC 20515

Dear Chairman Arrington:

On August 10, 2022, the President signed into law the Honoring our PACT Act of 2022 (Pub.
L. No. 117-168). Prior to enactment of the PACT Act, in June 2022, the Senate adopted an A.N.S. that
included budgetary scorekeeping language to create the Toxic Exposure Fund (TEF). This language
directs the Congressional Budget Office (CBO) to not score any appropriations in the new TEF, either
as discretionary or mandatory, notwithstanding the legislation’s stipulation that, “amounts appropriated
to the Fund pursuant to this subsection shall be counted as direct spending.” It also expanded the scope
of the TEF from, among other things, “expenses incident to the delivery of veterans’ health care” to
more broadly, “delivery of veterans’ health care.”! This has led to significant scoring consequences
regarding veterans’ legislation as a whole, and the TEF now affects activities pertaining to nine VA
appropriations accounts.”

TEF has introduced a new budgeting concept that lies outside of CBO's budgetary scorekeeping
guidelines and the process for developing and assessing the budgetary effects of proposed veterans’
legislation. As a result, CBO has been forced to develop a rule of thumb for scoring all veterans’
legislation, CBO’s assigns a rising percentage of total discretionary costs as mandatory costs to any
authorizing legislation which would affect one of the nine VA appropriations accounts. This new
budgeting approach has negatively impacted authorizing legislation scoring and created unprecedented
budget scoring implications for my Committee. The mandatory scoring portion is currently 24 percent
of the total authorizing legislation cost, and it is projected to increase to 42 percent by fiscal year 2032.

Your Committee's upcoming CBO oversight hearing is appreciated to ensure that the
government's spending projections regarding proposed legislation are estimated correctly. This will
help policymakers plan accordingly and ensure taxpayers investments are worthwhile. Therefore,
encourage you to ask CBO the following questions during your oversight hearing:

! Comparison of March 3, 2022, House engrossed version of H.R. 3967 to P.L. 117-168, codified at 38 USC 324: Cost of War Toxic
Exposures Fund

2 The nine accounts are Medical Community Care, Medical Support Compliance, Medical Services, Medical and Prosthetic Research,
Veterans Electronic Health Care Record General Operating Expenses, Veterans Benefits, Administration, General Administrati
Information technology systems, and Board of Veterans Appeals.
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1. How long will it take before CBO’s TEF scoring rule regarding authorization legislation
reflects actual VA expenditure data? When, if ever, will CBO be able to dispense with its rule
of thumb to assign a certain percentage of total estimated cost as a mandatory cost for all
affected legislation?

2. From a scoring perspective, does CBO believe VA will ever be able to provide data that can
fully separate toxic exposure costs from non-toxic exposure costs, or PACT Act-related toxic
exposure costs from non-PACT Act-related toxic exposure costs?

3. What are CBO’s TEF modeling assumptions when determining authorization legislation’s
discretionary and mandatory scores?

4. Has CBO considered using a commercial model to determine VA health care expenditures
instead of generating its own? Why or why not?

5. Has CBO considered incorporating into its scoring approach actual VA spending decisions
about whether to fund individual programs and legislation from TEF rather than assuming that
any program or legislation implicating one of the nine accounts will be funded by TEF??

I appreciate your continued commitment to our nation’s veterans and your assistance with this
matter. Please contact my committee staff if you, or your staff, have any questions.

Sincerely,

%{/U“"

MIKE BOST
Chairman

Cc: The Honorable Mark Takano, Ranking Member
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ROGER WILLIAMS, Texas NYDIA M. VELAZQUEZ, New YORK
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Committee on Small Business
236) Rapburn 1ouse Office Building
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January 31, 2024

The Honorable Jodey Arrington The Honorable Brendan Boyle
Chairman Ranking Member

House Committee on the Budget House Committee on the Budget
204 Cannon House Office Building 507 Cannon House Office Building
Washington, DC 20515 Washington, DC 20515

Dear Chairman Arrington and Ranking Member Boyle:

Thank you for the opportunity to provide comments regarding your hearing entitled
“Creating a Culture of Fiscal Responsibility: Assessing the Role of the Congressional Budget
Office.” This hearing is an essential part of the House Committee on the Budget’s oversight
responsibilities. The House Committee on Small Business (the Committee) applauds your efforts
to conduct robust oversight of the Congressional Budget Office (CBO).

The Small Business Administration (SBA) took on an outsized role during the pandemic
providing $1.2 trillion in emergency lending. Congress, in designing these programs, had to
strike a balance between getting money out quickly and preventing fraud. Upon review of these
programs, the SBA’s Office of Inspector General (OIG) found that through the two largest
lending programs, the Paycheck Protection Program (PPP) and the COVID Economic Injury
Disaster Loan Program (COVID EIDL), the SBA distributed $200 billion in potentially
fraudulent funds. This is an unacceptably high figure. The Committee is determined to hold the
criminals who perpetrated this fraud accountable and return a portion of these funds back to the
American people.

The Committee has investigated a number of legislative proposals to address recovering
fraudulent dollars. Unfortunately, some of these proposals are hamstrung by the rules that
Congress has set up for the CBO. A bill that we will be marking up this week, the Put America
on Commission Act, will establish a whistleblower office within the SBA to deal with tips from
the public about potentially fraudulently obtained loans. This would allow anyone to report
suspected COVID fraud and supply the OIG with information and better data to make the
investigation process move faster.

Whistleblower programs have proven effective. Most recently the CBO scored H.R.
7195, which established a similar program in the 117" Congress to report money laundering and
other financial crimes. The CBO estimated that the bill would collect an additional $41 million
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annually over the 2023-2032 period equaling $410 million over that time frame.! However, due
to the Balanced Budget Act of 1997, specifically Rule 14, “no increase in receipts or decrease in
direct spending will be scored as a result of a provision of a law that provides direct spending for
administrative or program management activities.” In order to more accurately account for the
effects of legislation in the scoring process, the House Committee on the Budget and the CBO
should consider the increased revenue when scoring the Put America on Commission Act and
other similar whistleblower statutes.

In addition to the issue of fraud within the pandemic lending programs, there is another
consequence that is going to significantly increase government outlays for years to come: the
costs to service these pandemic loans. These costs—including collecting monthly payments,
keeping tabs on the outstanding balance, and following up on any delinquencies—are going to be
a new cost to the government for the foreseeable future. The pandemic left the SBA with $379
billion of COVID EIDLSs on its balance sheet, which are thirty-year term loans at a fixed interest
rate (3.75 percent for for-profit and 2.75 percent for nonprofit). The SBA will have to service
these Joans for the next thirty years. The SBA is not a loan servicing agency and, as they have
admitted many times, they do not have the resources to take on this additional responsibility.

In order to alleviate the long-term loan servicing costs, the Committee is examining
legislation to force the sale of a portion or the entire COVID EIDL portfolio. The SBA has
requested $250 - $500 million per year in appropriations to handle the portfolio and said these
requests will continue until at least FY 2026 to hire 2,000 — 5,000 new full-time employees—
effectively doubling the size of the agency. Continuing to service the COVID EIDL portfolio in-
house will require the SBA to pivot its mission away from supporting small businesses to focus
on loan servicing.

The Committee discovered that in 2021, the SBA retained a private consulting firm to
develop a report outlining various options the SBA could undertake to maximize value out of the
COVID EIDL portfolio—ultimately recommending the SBA sell all or part of the portfolio. The
Committee has conducted outreach to various stakeholders and confirmed there is still a private
market in which to sell this portfolio. Unfortunately, the way the CBO will look to score this
proposal would undermine these efforts and drastically overestimate the cost of a loan sale.

Direct federal credit programs are measured by the Federal Credit Reform Act (FCRA) of
1990, which requires that estimated lifetime net costs of new loans and loan guarantees be
recorded in the budget year in which the loans are disbursed. This methodology does not
accurately account for the time value of money or reflect the risk to the taxpayer. This means a
30-year loan will be scored as being paid in full within the 10-year scoring window and fails to
fully account for defaults, which the SBA projects to be 37 percent. Additionally, this scoring
method fails to realize that if we received money from a loan sale today, it would be more

! Geoff Schweller, AML Whistleblower Reform Would Lead to Increased Revenue, Congressional Budget Office
Says, WHISTLEBLOWER NETWORK NEW! 2).

2RAIGN RaAJAH, CONG. RESEARCH SERV., R44193, FEDERAL CREDIT PROGRAMS; COMPARING FAIR VALUE AND
THE FEDERAL CREDIT REFORM ACT (FCRA), I (Sept. 14, 2015).
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valuable than money trickling into the Treasury over 30 years. The time value of money is
something all business owners understand, and it should be more accurately reflected in the
CBO’s projections.

The House Committee on the Budget and the CBO should consider a more
comprehensive approach to direct federal credit programs that includes the total cost of the credit
program. This approach could incorporate market and financial risk to the taxpayer. In addition,
the COVID EIDL portfolio is not diversified, and depending on market conditions and
appropriations a portfolio of this size carries significant risk to the taxpayer. In the Committee’s
opinion a sale is in the best interest of the taxpayer.

Chairman Arrington has made budget process reform a key priority. The two legislative
proposals outlined in this letter have the potential to bring in real revenue or domestic
discretionary offsets. However, they are constrained by budgetary guidelines that were put in
place to exaggerate the government’s coffers. As budget process reform moves forward these
provisions should be reconsidered.

Overall, the Committee has a good working relationship with the CBO. However, there
are assumptions that the CBO has made in the past where we have disagreements. For example,
when scoring H.R. 1541, Small Business Workforce Pipeline Act of 2023, the CBO wrote the
following: “[u]sing information from the SBA, CBO expects that the SBA would award grants to
lead Small Business Development Centers (SBDCs) to support an additional 62 counselors
annually (at a cost of $170,000 per employee) to manage work-based learning opportunities at
each lead center. Based on historical spending patterns, and accounting for anticipated inflation,
CBO estimates that implementing H.R. 1541 would cost $40 million over the 2023-2028 period,
assuming appropriation of the estimated amounts.”™

Unfortunately, the CBO had a fundamental misunderstanding of the SBDC program.
Providing assistance to career and technical education graduates falls under the current activities
of SBDCs—a fact was confirmed by the Committee when talking with state SBDC directors.
The Committee also believes the CBO made several improper assumptions when determining the
score of this bill as it relates to salaries. For a program that is geographically dispersed
throughout the country, the CBO should consider local salaries and not automatically assume a
role would command a six-figure salary. In speaking with state program directors, it was clear
that the $170,000 estimate was a gross overstatement of costs, and that very few programs would
actually need to hire any new workers.

3 PHILLIP SWAGEL, CONG, BUDGET OF
COMMITTEE ON SMALL BUSINESS (Ma

.. CBO CosTESTIMATE: HR. 1541, AS ORDERED REPORTED BY THE HOUSE
| 2023).
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This is the first time in nearly six years that the House Committee on the Budget has held
a CBO oversight hearing. It is imperative that Committees conduct oversight of agencies in their
jurisdiction and applaud Chairman Arrington for holding this hearing. We encourage the House
Committee on the Budget and the CBO to take the recommendations outlined in this letter under
consideration moving forward.

In God We Trust,

fpet oo

Roger Williams
Chairman
Committee on Small Business
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January 29, 2024

The Honorable Jodey C. Arrington
Chairman

Committee on the Budget

U.S. House of Representatives
Washington, DC

Dear Chairman Arrington,

T write this letter in advance of the Budget Committee’s upcoming hearing with Mr. Phillip
Swagel, Director of the Congressional Budget Office (CBO). I want to express my sincerest
gratitude for the Budget Committee’s dedication to developing and improving CBO’s capacity to
serve Congress as the nonpartisan and effective agency that it was created to be.

As the Chairman of the House Administration Committee, I have focused on stewarding the
institution of Congress and ensuring the legislative branch agencies remain responsive to modern
congressional needs. In the 118" Congress, this Committee’s oversight efforts have enhanced
accountability, transparency, and efficiency throughout the congressional support agencies.

In the 118" Congress, the bipartisan Modernization Subcommittee was created with the task of
implementing the recommendations of the bipartisan Select Committee on the Modernization of
Congress. During the Select Committee’s tenure, it made several recommendations focused on
the legislative support agencies, including CBO. The Modernization Subcommittee has held
hearings with both the Congressional Research Service and the Government Accountability
Office with an emphasis on bolstering and modernizing the legislative support agencies to serve
and inform Congress with accurate and nonpartisan legislative expertise.

The Select Committee was particularly interested in ensuring that the support agencies expand
and enhance their congressional outreach efforts. The Modernization Subcommittee has been
impressed with the steps that CBO has recently taken to increase its presence on the Hill, as well
as the information the agency has proactively provided to Members and staff through regular
newsletters, primers, the CAO’s Coaches Program, and the newly revamped website. These
efforts have not gone unnoticed, and we very much appreciate the good work CBO is doing to
assist Members and staff.

We recognize the importance of the service that CBO provides to Congress and the challenges
that CBO faces. We applaud and encourage the Budget Committee’s oversight of CBO and wish
to support the Budget Committee however needed.

Sincerely,
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B

Bryan Steil
Chairman
Committee on House Administration]

cc: The Honorable Stephanie Bice
Chairwoman
Subcommittee on Modernization
Committee on House Administration

Page 2 of 2
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January 29, 2024

The Honorable Jodey C. Arrington
Chairman

Committee on the Budget

U.S. House of Representatives
Washington, DC

Dear Chairman Arrington,

JOSEPH D. MORELLE, NEW YORK
RANKING MINORITY MEMBER

TERRI A. SEWELL, ALABAMA
DEREK KILMER, WASHINGTON
NORMA J. TORRES, CALIFORNIA

JAMIE FLEET
MINORITY STAFF DIRECTOR

T write this letter on behalf of myself and the Committee on House Administration to contribute
our assessment of the role of the Congressional Budget Office (CBO) in preparation for your

upcoming hearing with CBO Director Phillip L. Swagel.

As you know, CBO acts alongside its sister legislative support agencies: the Congressional
Research Service (CRS) and the Government Accountability Office (GAO). These agencies were
created when Congress recognized the need for more expertise to support its legislative and
oversight functions. These three agencies serve a vital role in strengthening Congress by

providing us with nonpartisan fact-based analysis.

Our Committee has done much work to evaluate and consider what the role of these three

agencies are in the modern information environment of today, but the work is far from complete.
These agencies have evolved over time and operate differently than they did when they were first
created. Today, there are now ambiguities in the distinctions between the functions and expertise
of CBO, CRS, and GAO. This matter demands serious consideration to determine how to most
effectively allocate resources and expertise to achieve the greatest outcomes and to avoid
duplication and overlap between the agencies.

Stewardship over these agencies will take diligent effort today, so that we can put them on strong
footing for the future. In that regard, we ought to consider, how should CBO, CRS, and GAO be
distinguished from one another, yet support each other and, ultimately, Congress? These are
important questions that deserve thoughtful consideration.

The need for accurate and digestible information on the activities of the federal government is
more necessary than ever, as the size and scope of the federal government has grown
exponentially in the past fifty years. If Congress is to fulfill its constitutional obligation of
overseeing federal activities and spending, we must have access to the best information and
resources. For that reason, it is critical to ensure that CBO’s statute provides the agency with
sufficient authority to access data from executive branch agencies. In 2021, Director Swagel
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reported to the Select Committee on the Modernization of Congress that', while their current
statute provides them with access to federal data, CBO still faces challenges and limitations in
obtaining digital access to data remotely.

Furthermore, we must ensure that CBO and its sister agencies have the resources and budget to
sufficiently afford the expertise and IT tools necessary to equip and inform Congress. Though we
remain vigilant of excessive spending of taxpayer dollars, Congress cannot efficiently and
effectively combat wasteful and excessive spending without funding its own expert resources.

In addition, these agencies were created over half a century ago in an information environment
very different from the one facing us today? Congress and its support agencies face the need for
change in an age with not only the internet, but emerging developments such as generative Al
New information ecosystems have transformed the landscape of congressional offices and
workflows while these agencies have struggled to keep themselves as timely, meaningful, and
accessible to congressional needs. This is an ongoing challenge that needs to be closely
monitored in the course of CBO oversight, to ensure that the work of CBO is relevant to
Congress.

Another topic of great concern for our Committee is ensuring effective oversight of the entirety
of the legislative branch. While there are presently six inspectors general in the legislative
branch, there are agencies that lack an inspector general. CBO is the largest bicameral agency
that has no inspector general. Inspectors general serve a vital role in congressional oversight
efforts and assisting agencies to identify vulnerabilities, improvements, and best practices.
Ensuring that legislative branch agencies have proper oversight is an important priority for our
Committee.

If you interested in exploring any of these subject further, please coordinate with my committee
staff. Thank you for your ongoing work to enhance CBO’s capability to inform Congress. We
appreciate the work that your Committee is doing to further this institution’s capacity to
represent and serve the American people.

Sincerely,

D7

Bryan Steil
Chairman
Committee on House Administration

! Oct. 21, 2021 Hearing Before the Select Committee on the Modernization of Congress, 117" Congress, Questions
for the Record. Serial No. 117-11, Pg. 121.

2 GAO originated in 1921 as the Government Auditing Office. CRS originated as the Legislative Resource Service
in 1914 but was reshaped into CRS in 1970. CBO was created in 1974.

Page 2 of 2
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The Honorable Jodey Arrington
Chairman, Committee on the Budget
U.S. House of Representatives

204 Cannon House Office Building
Washington, D.C. 20515

Dear Mr. Chairman,

The House Committee on Armed Services (HASC) appreciates the opportunity to
provide input for the record for the Budget Committee’s hearing, “Creating a Culture of Fiscal
Responsibility: Assessing the Role of the Congressional Budget Office”, on January 31, 2024.

The Committee relies heavily on CBO cost estimates throughout the process of marking
up and passing the annual National Defense Authorization Act (NDAA). Because the
Committee aims to pass an NDAA that does not increase our deficit, it is critical that CBO
reviews all NDAA provisions, including Committee mark-up and House floor amendments, prior
to inclusion in the bill. These estimates inform our review of all proposed provisions.

HASC and CBO staff have developed strong working relationships and instituted
standardized processes that facilitate CBO’s review of large numbers of NDAA provisions. For
the fiscal year 2024 NDAA, CBO reviewed nearly 900 provisions during the committee mark-up
process, over 1,800 when the bill went to the House floor, and nearly 800 during final passage.
The Committee greatly appreciates the professionalism of CBO’s staff as they seek to provide
consistent, non-partisan analysis of thousands of NDAA provisions, usually under very short
deadlines. CBO could benefit from more staff in its defense unit to handle the incredible amount
of work required to pass the NDAA.

It is very common that provisions are not included in the NDAA due to a deficit impact,
as estimated by CBO. Usually, the basis for a cost estimate is clear and well understood.
However, in some cases, strict scorekeeping guidelines limit our ability to enact good
government policies that support national security and may even save money over the long run.
For example, scorekeeping rules on third-party financing of federal projects have impeded
important infrastructure and public-private partnership initiatives due to the requirement that life-
cycle costs be budgeted up-front. The rules for multi-year procurement contracts can also deter
the adoption of provisions that save money for the taxpayer and strengthen the defense industrial
base. The Committee suggests that CBO, the Office of Management and Budget (OMB), and the
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The Honorable Jodey Arrington
January 30, 2024
Page 2

relevant committees review their scorekeeping rules on an ongoing basis to ensure that they
remain up-to-date, transparent, and evidence-based.

We commend you on your oversight of CBO’s role in providing independent, non-
partisan analysis of the Federal budget process. The Committee is happy to share our
standardized practices to the extent they may help other committees work collaboratively with
CBO to ensure timely and accurate cost estimates that support fiscal discipline and effective
legislative outcomes for the American people.

Sincerely,

fi L,

Mike Rogers
Chairman
Committee on Armed Services

Cc: The Honorable Brendan F. Boyle, Ranking Member, Committee on the Budget
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Mr. BURGESS. I also have submissions for the record from stake-
holders about reforms to the CBO and increasing transparency, in-
cluding the Cato Institute, Americans for Prosperity, Economic Pol-
icy and Innovation Center, and an opinion letter published in the
Wall Street Journal titled, “How to keep the CBO Honest When It
Scores Spending Bills.”

[The information follows:]
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January 31, 2024

The Honorable Jody Arrington The Honorable Brendan Boyle
Chairman Ranking Member

Committee on the Budget Committee on the Budget

U.S. House of Representatives U.S. House of Representatives
Washington, DC 20515 Washington, DC 20515

Dear Chairman Arrington, Ranking Member Boyle, and Members of the Committee:

My name is Adam Michel, and I am the director of tax policy studies at the Cato Institute. [ want
to thank the Committee for inviting input on improving congressional scorekeeping. I will
highlight a reform to improve how the Congressional Budget Office (CBO) reports tax
expenditures.

The CBO works with the Joint Committee on Taxation (JCT) to assess changes in tax policy. CBO
also regularly publishes reports on tax expenditures following the convention used by JCT, which
measures these expenditures from an income tax baseline. Tabulating tax expenditures in this
way biases the tax code and tax reform against investment and growth and toward progressive
forms of redistribution.!

The current definition of tax expenditure is in section 3(3) of the Congressional Budget and
Impoundment Control Act of 1974 (1974 Act). It defines a tax expenditure as a special deviation
from “gross income.”

Defining a tax expenditure as a deviation from gross income misleadingly lumps together two
phenomena. Some tax expenditures move the tax code toward a consumption tax base by
decreasing the economic distortions of double taxation built into the normal income tax system.
Other tax expenditures are true special interest carve-outs and loopholes that grant privileges to
some at the expense of others. This distinction also confuses distributional analysis of tax
expenditures in regular CBO reports.2

To improve the CBO’s educational publications, it should work with the JCT to provide
supplementary analysis of tax expenditures measured from a consumption tax baseline.
Ultimately, Congress should amend the 1974 Act to specify that tax expenditures are to be
measured from a comprehensive consumption tax base rather than from gross income, replacing
“gross income” with “consumed income” in the 1974 Act.

Sincerely,
Adam N. Michel
Director of Tax Policy Studies, Cato Institute

1 Chris Edwards, “Tax Expenditures and Tax Reform,” Policy Analysis no. 954, Cato Institute, July 25, 2023.
2 Congressional Budget Office, “The Distribution of Major Tax Expenditures in 2019,” Report, October 27,
2021.

Cato Institute « 1000 Massachusetts Ave., N.W. « Washington, D.C. 20001 « (202) 842-0200
Fax: (202) 842-3490 » www.cato.org
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January 30, 2024

The Honorable Jody Arrington The Honorable Brendan Boyle
Chairman Ranking Member

Committee on the Budget Committee on the Budget

U.S. House of Representatives U.S. House of Representatives
Washington, DC 20515 Washington, DC 20515

Dear Chairman Arrington, Ranking Member Boyle, and Members of the Committee:

My name is Alex Nowrasteh, and I am the vice president for economic and social policy studies
at the Cato Institute. Thank you to the Committee for inviting input on improving congressional
scorekeeping. Below, I propose a reform to improve how the Congressional Budget Office (CBO)
estimates and reports the budgetary effects of changes in immigration law.

Proposed changes in immigration law would often have the effect of increasing the population
of the United States, which increases the number of workers and, thereby, GDP. However, CBO's
conventional approach to modeling (often in cooperation with the Joint Committee on Taxation)
assumes that immigration legislation will not affect baseline GDP.! This is an inappropriate
methodology for analyzing the fiscal impact of immigration legislation because its primary goal
isto increase GDP by expanding the number of immigrant workers. CBO is aware of this problem
and reports that “[F]ollowing the standard convention of assuming that employment would
remain unchanged relative to current law would have implied that any employment of the
additional immigrants would be offset one-for-one by lower employment elsewhere in the
population.”?

If that methodological problem weren’t bad enough, CBO’s conventional approach assumes that
immigration legislation would affect the number of people receiving government benefits. As a
result, CBO’s estimates of the budgetary effect of immigration count the cost of government
programs consumed by immigrants but not their impact on tax revenues. Thus, CBO’s
conventional approach is systematically and erroneously biased against finding a positive fiscal
impact of immigration because it only counts the fiscal costs and does not include the fiscal
benefits from a larger GDP grown by the presence of more workers in the United States.

CBO has occasionally used other methods in the past to estimate the budgetary impact of
immigration legislation. One such method is called the population-change approach.3 This
method combines the conventional approach above and all the direct budgetary effects of a
change in the number of people in the United States, such as increased income tax and payroll
tax revenue. The population-change approach is an improvement, but it is incomplete because it
does not include all the indirect economic effects, such as changes in tax revenue from more
investment that occurs in response to a larger workforce.# CBO has applied the population-
change approach four times to different immigration legislation, and it produces better results.>

Even more rarely, CBO has used a dynamic approach to include the budgetary impact of all
economic changes estimated using an enhanced Solow model. In that model, “output depends on
the quantity and quality of the labor force, the size and composition of the capital stock, and the

Cato Institute + 1000 Massachusetts Ave., N.W. « Washington, D.C. 20001 « (202) 842-0200
Fax: (202) 842-3490 « www.cato.org
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nation’s technological progress,” according to the CBO.6 In other words, the dynamic approach
rationally assumes that more immigration will increase the population, which will have other
economic effects that result in a larger GDP. Holding tax laws constant, a higher GDP results in
more tax payments. CBO has used this method twice in non-official budget estimates of
immigration legislation.”

The conventional approach used by the CBO to estimate the budgetary impact of immigration
legislation mechanically produces erroneous negative-biased net-fiscal estimates. CBO’s
conventional approach includes the higher costs of government benefits and excludes the higher
taxes that would be paid by a greater number of workers and other dynamic economic effects
that necessarily follow from an increase in lawful immigration.

CBO should default to using the population-change and dynamic modeling approaches for
estimating the budgetary effects of immigration legislation or any other legislation that would
increase the population and, hence, GDP of the United States. Adopting these approaches for
immigration legislation would produce better estimates of the budgetary effects and are less
likely to result in systematically biased estimates of the budgetary effects of immigration.

Sincerely,
Alex Nowrasteh
Vice President for Economic and Social Policy Studies, Cato Institute

1 Congressional Budget Office, “The Foreign-Born Population, the U.S. Economy, and the Federal Budget,”
April 2023, p. 4; See Congressional Budget Office, “Estimated Budgetary Effects of H.R. 4521, the America
COMPETES Act of 2022,” February 4, 2022.

2 Congressional Budget Office, “How Changes in Immigration Policy Might Affect the Federal Budget,” January
2015, p. 19.

3 Douglas Elmendorf and Heidi Williams, “How Does Accounting for Population Change Affect Estimates of the
Effect of Immigration Policies on the Federal Budget?” Penn Wharton Budget Model, January 18, 2024, p. 2.

4 Michael A. Clemens, “The Fiscal Effect of Immigration: Reducing Bias in Influential Estimates.” IZA DP No.
15592. September 2022; Alex Nowrasteh, Sarah Eckhardt, and Michael Howard, “The Fiscal Impact of
Immigration in the United States,” Cato Institute White Paper, March 21, 2023, p. 131-134

5 Congressional Budget Office, “H.R. 2131 Supplying Knowledge-based Immigrants and Lifting Levels of STEM
Visas Act (SKILLS Visa Act),” March 12, 2014; Congressional Budget Office, “S. 744, Border Security, Economic
Opportunity, and Immigration Modernization Act,” June 18, 2023; Congressional Budget Office, “S. 2611
Comprehensive Immigration Reform Act of 2006,” May 16, 2006; Congressional Budget Office, “S. 2611
Comprehensive Immigration Reform Act of 2006,” August 18, 2006.

¢ Congressional Budget Office, “The Economic Impact of S. 744, the Border Security, Economic Opportunity
and Immigration Modernization Act,” June 18, 2013, p. 14.

7 Congressional Budget Office, “The Economic Impact of S. 744, the Border Security, Economic Opportunity.
and Immigration Modernization Act,” June 18, 2013; Congressional Budget Office, “S. 2611, Comprehensive
Immigration Reform Act of 2006,” May 16, 2006.

2of2
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January 26, 2024

The Honorable Jody Arrington The Honorable Brendan Boyle
Chairman Ranking Member

Committee on the Budget Committee on the Budget

U.S. House of Representatives U.S. House of Representatives
Washington, DC 20515 Washington, DC 20515

Dear Chairman Arrington, Ranking Member Boyle, and Members of the Committee:

My name is Romina Boccia, and I am an economist and director of federal budget and
entitlements policy with the Cato Institute. I would like to thank the Committee on the Budget
for convening this Hearing on Creating a Culture of Fiscal Responsibility: Assessing the Role of
the Congressional Budget Office, on January 31, 2024, and for providing the opportunity to
express my views regarding this topic. In particular, I am writing to propose several reforms to
CBO scoring and reporting that would enhance transparency and enable greater fiscal

responsibility.

e Require CBO to include projected interest costs in legislative cost estimates. CBO
should include debt service costs in all legislative cost estimates.! Doing so would ensure
that Congress considers the time-value of money when authorizing new spending or
reducing tax revenues without offsetting spending reductions. This change would
improve accuracy in congressional scorekeeping, by making sure that lawmakers make
an apples-to-apples comparison when considering spending proposals against the
budget baseline. It could also help to reduce reliance on budget gimmicks, such as “spend
now, save later,” whereby legislators try to offset immediate spending increases with
uncertain, future spending reductions or revenues, because lawmakers would be faced
with the debt-service costs of this practice. With interests costs now a major and rapidly
rising budget category, accounting for interest costs in legislative costs estimates is

particularly important.

e Remove emergency spending from the budget baseline. Under the current CBO
baseline, temporary emergency provisions are treated as permanent and growing
expenditures if they apply to discretionary appropriations. Excluding emergency
appropriations from CBO’s baseline projections would help to reduce the bias toward
higher spending and better reflect that emergency spending is intended to respond to
necessary, sudden, urgent, unforeseen, and not permanent situations.? If Congress
continues to rely on emergency spending on a regular basis, CBO should provide an
alternate estimate of budget projections that retains the inclusion of emergency spending
for informational purposes only. Legislative cost estimates, which determine whether
Congress is increasing or decreasing spending compared to the previous year’s levels,

should rely on the non-emergency baseline.

e Reportregularly on emergency designations. CBO does not typically release historical
data on emergency designated spending, despite this spending composing at times a
large and now increasing share of the budget. This obscures how emergency designations
contribute significantly to the US fiscal challenge. CBO should report regularly on

Cato Institute » 1000 Massachusetts Ave., N.-W. « Washington, D.C. 20001 « (202) 842-0200

Fax: (202) 842-3490 « www.cato.org
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emergency designated spending, including by providing historical data in relevant CBO
reports.3

Make appropriations scores publicly available. Members of Congress and the public
deserve to receive complete, and easily digestible information about what's included in
appropriations bills before they are enacted. More transparent reporting is especially
critical as Congress has gotten into the bad habit of relying on budget gimmicks, from
changes to mandatory programs and inappropriate emergency designations, to evade
agreed-upon spending limits. CBO already produces detailed reports for appropriations
bills, but they are only available to a limited audiences, including leadership and select
committees. Making these reports publicly available would enhance transparency and
allow for greater accountability in the service of fiscal restraint. Alongside account-level
and aggregate budget authority and outlays, CBO should also include information about
changes in mandatory programs (CHIMPs), emergency designations, and other
exclusions to enforceable spending allocations.

Require the use of fair-value accounting for federal credit programs. The current
approach to report the financial impact of government-sponsored enterprises* and other
federal credit programs fails to properly account for the market risk of default, distorting
the federal government’s fiscal picture. Congress should require CBO to analyze federal
loan and credit programs using the same method as used by the private sector. CBO is
already performing a valuable service by producing informational reports that compare
estimates based on Treasury yields and market yields. Congress should amend the
Federal Credit Reform Act of 1990 to formally incorporate fair-value estimates in
accounting for federal credit programs.

Require CBO to produce legislative cost estimates based on a more realistic
alternative baseline scenario. The current-law baseline makes unrealistic assumptions
that are not based on historical experience, such as assuming that time-limited tax cuts
will be allowed to expire. CBO should produce a more realistic alternative baseline which
would paint a more accurate fiscal picture and reduce the tendency to use temporary
provisions or gimmicky offsets to reduce the perceived fiscal impact of policy changes.
Relying on an alternative baseline provides better estimates of actual congressional
intent from which to assess the future fiscal situation and score policy changes.5

Sincerely,

Romina Boccia
Director
Federal Budget and Entitlements Policy

Cato Institute

1 Romina Boccia, “Improving Accuracy in Congressional Scorekeeping,” Heritage Foundation, September 8,

2016.

2 Romina Boccia and Dominik Lett, “Curbing Federal Emergency Spending,” Cato Institute, January 9, 2024.

3 Ibid.

4 Romina Boccia, “Revealing Fannie Mae’s and Freddie Mac’s Budget Costs: A Step Toward GSE Elimination,”
Heritage Foundation, March 16, 2014.

2of3



116

5 Romina Boccia and Adam Michel, “Bring back the alternative fiscal scenario to restore fiscal sanity,” The Hill,
March 22,2018
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CBO can do more to advance fiscal responsibility
Kurt Couchman, Senior Fellow in Fiscal Policy, Americans for Prosperity
Committee on the Budget, U.S. House of Representatives
January 31,2023

Dear Chairman Arrington, Ranking Member Boyle, and members of the committee:

Thank you for reviewing the Congressional Budget Office’s contributions to a culture of fiscal
responsibility.

Congress created CBO, the congressional budget committees, and the foundation of the modern
budget process through the Congressional Budget and Impoundment Control Act of 1974 to restore
Congress’ proper role in our constitutional system. Article I, Clause 1, of the U.S. Constitution is clear:
“All legislative Powers herein granted shall be vested in a Congress of the United States.” Half a
century later, the budget process needs updates.

CBO provides incredible support to Congress, and it keeps getting better. Even so, it can do more to
give Congress useful and complete information: 1) publish jurisdictions with spending line items, 2)
produce cost estimates for appropriations acts, 3) include interest effects in cost estimates, 4) include
more intuitive options in CBO’s interactive force structure tool, and 5) supplement FCRA estimates
with fair value estimates for credit programs.

In addition, the House Budget Committee could conduct a comprehensive markup of CBO’s
authorizing statute, which is Title II of the Congressional Budget Act of 1974 (Chapter 17 of Title 2,
United States Code). Doing so would give committee members an opportunity to review and update
CBO'’s authorities and responsibilities.

1. Report responsibility for spending line items

The Congressional Budget Office publishes “Spending Projections, by Budget Account” for
appropriated and direct spending accounts with each update to the budget baseline, most
prominently with the Budget and Economic Outlook and updates. The version of this information that
CBO provides the Budget Committees and which underlies the budget resolution’s 302(a) allocations
to other committees apparently already includes authorizing committees and appropriations
subcommittees of jurisdiction, as applicable.

Making that version publicly available would help all members better understand committee
jurisdictions and the volumes of associated spending. It would aid efforts to oversee, coordinate, and
otherwise manage connected programs across committees. Alternatively, the budget committees

www.americansforprosperity.org
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could publish a full set of direct spending program line items for at least the current year and the
budget year for each of the 16 non-appropriations committees with spending authority.

Clarifying jurisdictions for spending programs would also support a comprehensive budget.
Representatives Blake Moore and Marie Gluesenkamp Perez recently proposed such an upgrade in
H.R. 6953, the Comprehensive Congressional Budget Act of 2024.

2. Produce cost estimates for appropriations acts

Appropriations bills are the heart of federal budgeting. They are especially important for members
of Congress to understand clearly, yet a section of the Congressional Budget Act includes a
parenthetical excluding appropriations bills from CBO’s responsibility to provide cost estimates for
all other legislation.

Rep. Glenn Grothman’s Appropriations Transparency Act would strike this exclusion. Then, CBO
would provide consistent cost estimates for all legislation. CBO already does so for some
appropriations bills, and the law should reflect and routinize this sound practice.

3. Include interest effects in cost estimates

Without including interest effects, cost estimates don’t give the full budget picture for legislation. This
distortion is greatest when giveaways happen quickly and takeaways (offsets) are toward the end of
the scoring window.

CBO has developed a related interactive tool, which it should update as interest and other economic
projections change. In addition, legislation by Rep. Dan Meuser and Rep. Michael Cloud would require
CBO and JCT to include interest effects in cost estimates routinely.

4. Enhance CBO’s interactive military force structure tool

CBO'’s interactive force structure tool is an excellent resource for those well-versed in the operations
ofthe U.S. armed forces. For members and staff without such a background, however, its value is less
clear.

CBO could add options to approximate the fiscal impacts of scaling up or down U.S. military presence
in various world regions. Though perhaps less precise than current parameters, such additional
options would help more members better understand the fiscal tradeoffs associated with a wide
range of geopolitical options.

§. Evaluate credit programs with both FCRA and fair value estimates

Federal credit programs provide debt financing on preferential terms for a wide range of activities.
The estimated degree of subsidy differs between Federal Credit Reform Act methods and fair value
procedures, however, and fair value provides a more accurate estimate of the expected subsidy.

www.americansforprosperity.org
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CBO has produced numerous reports estimating the costs of federal credit programs using both
methods and recommends using fair value accounting. The latest report estimates a FCRA-based
overall subsidy rate of 0.7% for a $10.9 billion annual subsidy, while fair-value estimations shows a
4.9% subsidy rate for a $76.7 billion subsidy. Even so, CBO must follow FCRA standards in official
cost estimates. Meanwhile, GAO agrees that fair-value estimates most accurately capture the subsidy
rate, but it contends that FCRA better captures federal fiscal flows.

Rather than choosing one or the other, CBO should give Congress estimates using both measures
because each tells part of the story, similar to the synergy between cash-based and accrual
accounting concepts. Rep. Ralph Norman’s H.R. 5771, the Fair-Value Accounting and Budget Act,
would accomplish this objective by preserving FCRA estimates while supplementing them with fair-
value estimates.

www.americansforprosperity.org
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Strengthening the Congressional
Budget Office

Matthew D. Dickerson |
Economic Policy Innovation Center
January 30, 2024

Executive Summary

e The Congressional Budget Office has made strides to increase transparency, but more can be done
making data and modeling available, providing cost estimates for appropriations bills, and providing
clarity about the true current law baseline.

e CBO scoring could be improved by utilizing more accurate macroeconomic estimates, incorporating
debt servicing costs, using fair value estimates for credit programs, and providing updated estimates
when the scoring of enacted laws changes from the original assumptions.

e Congress should begin reauthorizing the CBO regularly, using this opportunity to modernize and

update the agency’s mission as needed.

e The Budget Committees should ensure the CBO is allocating resources and personnel in a way that

meets the needs of lawmakers.
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Introduction

The Congressional Budget Office (CBO) is an essential resource for the Legislative Branch and the American
public.

One of the most important oversight responsibilities of the Budget Committees is of the CBO. The Rules
of the House of Representatives state that: “The Committee on the Budget shall review on a continuing
basis the conduct by the Congressional Budget Office of its functions and duties.”* The House and Senate
Budget Committees should remain in constant conversation with the Director of the CBO about how to
strengthen and improve the agency to meet the evolving needs of Congress.

Similar efforts should be undertaken with respect to the Joint Committee on Taxation (JCT), the official
Congressional scorekeeper for revenue legislation.

Increasing Transparency

An important way to improve trust in the Congressional scorekeepers is by increasing transparency. This
principle is reflected in the Congressional Budget Act, which established the CBO.?

In response to mounting criticism by Members of Congress and the public, the CBO has made progress
increasing transparency in recent years. The CBO has disclosed additional data, published working papers
explaining methodology and assumptions, and conducted selected analyses of previous cost estimates. It
has also produced a centralized web page and reoccurring reports that increase transparency.’

Building on this progress, the Budget Committees can work with the CBO to accomplish additional reforms:

Expand Availability of Data and Modeling
Transparency is fundamental for the policy making process to function well.

The Budget Committees should require the CBO and the JCT to publish detailed descriptions of how they
produce cost estimates, including assumptions, data inputs, and methodologies. A reasonable goal should
be to provide sufficient transparency so independent sources could replicate CBO's estimates. H.R. 1492,
the CBO Show Your Work Act, introduced by Rep. Warren Davidson (R-OH-08) would require the CBO to
publish models used for cost estimates.

Rules of the House of Representatives for the 118" Congress, Rule X, Clause 4(b)(1).

See, for example, Congressional Budget and Impoundment Control Act Of 1974, Public Law 93—344,
Sec. 203.
3 Matthew Dickerson, "Improving Budget Rules and Processes to Achieve Policy Outcomes in the
118th Congress," Heritage Foundation Backgrounder No. 3740, December 12, 2022,
https://www.heritage.org/budget-and-spending/report/improving-budget-rules-and-processes
achieve-policy-outcomes-the-118th.

cconomic poLicy 2
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Provide Cost Estimates for Appropriations Acts

Appropriations bills are the most important legislation affecting federal spending considered by Congress
on a regular basis. Despite this, the CBO does not provide formal cost estimates on the regular
appropriations bills. This is because a loophole in Section 402 of the Budget Act carves out bills reported
by the House or Senate Appropriations Committees from the requirement that the CBO prepare cost
estimates for legislation reported by other committees.*

However, the appropriations loophole does not prohibit the CBO from conducting analyses of
appropriations bills. In fact, the CBO has disclosed that it “provides detailed reports showing estimates of
the discretionary budget authority provided and the outlays that would occur in that year, including the
estimated budgetary effects of provisions that make changes in mandatory programs,” including “account-
level details.” These analyses are provided to the Appropriations Committee and other “interested parties
in the Congress.”> However, the data is N0t widely distributed to all Members of Congress, their staff, or
the public.®

In response to questioning from Representative Tom McClintock (R-CA-05) on the House Budget
Committee, former CBO Director Keith Hall testified in 2017 that “CBO is developing a plan to make that
information available to the public in an accessible format.”” While CBO has since then publicly provided
additional information about appropriations bills, it has yet to make all relevant analysis available.

Requiring cost estimates on appropriations bills from Congress’s non-partisan official scorekeeper would
be an important step towards transparency and uniformity in understanding the fiscal implications of
spending legislation.

The Budget Committees should require CBO cost estimates for appropriations bills to include account-
level, agency-level, and summary totals (for the budget year and each of the other years in the budget
window) for:

e Gross discretionary budget authority;
e The estimated outlays flowing from such budget authority;
o Rescissions of budget authority and the estimated changes in outlays;

“ Congressional Budget And Impoundment Control Act Of 1974, Sec. 402 reads: “The Director of the
Congressional Budget Office shall, to the extent practicable, prepare for each bill or resolution of a
public character reported by any committee of the House of Representatives or the Senate (except
the Committee on Appropriations of each House), and submit to such committee (1) an estimate of
the costs which would be incurred in carrying out such bill or resolution in the fiscal year in which it
is to become effective and in each of the  fiscal years following such fiscal year, together with the
basis for each such estimate.” [emphasis added]

5 Congressional Budget Office, ""CBO Describes Its Cost-Estimating Process," April 2023,
https://www.cbo.gov/system/files/2023-04/59003-cost_ estimate_primer.pdf.

¢ Matthew Dickerson, “CBO Has Made Important Progress in Transparency, But Additional Steps
Needed,” The Daily Signal, April 27, 2021, https://www.dailysignal.com/2021/04/27/cbo-has-made-
important-progress-in-transparency-but-additional-steps-are-needed.

Keith Hall, “Answers to Questions for the Record Following a Hearing on the Budget and Economic
Outlook for 2017 to 2027 Conducted by the House Committee on the Budget,” Congressional Budget
Office, March 3, 2017, https://www.cbo.gov/sites/default/files/115th-congress-2017-
2018/reports/52£468-outlookgfrs.pdf.
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o Offsetting receipts and collections;

e Changes in Mandatory Programs (CHIMPs) and the changes in outlays;

e Appropriated mandatory budget authority and outlays;

o The effects of any other authorizing provisions in the bill;

e Notations of different categorizations of budget authority and outlays (such as Defense or Non-
defense categories subject to discretionary caps, and disaster, emergency, program integrity, and
other adjustments to caps); and

e The net total for scorekeeping purposes.

Expose the Myth of the ""Current Law'' Baseline
The CBO’s baseline is often described as reflecting current law. However, this is a myth.®

There are four deviations from actual current law in the baseline that the CBO is required to incorporate
by the Balanced Budget and Emergency Deficit Control Act:®

1. Discretionary appropriations are assumed to be continued and grow with inflation each year.

2. Direct spending programs larger than $50 million are assumed to be extended beyond their
statutory expiration.

3. Entitlement programs are assumed to make all scheduled benefit payments, even if a program’s
trust fund and financing is inadequate to do so.

4. Excise taxes dedicated to a trust fund are assumed to be continued beyond their statutory
expiration.

These distortions make spending look much higher and revenues look slightly higher than they would
actually be if Congress made no further changes in law. The distortions in the baseline bias the entire
budget process in favor of higher spending and higher taxes.

To increase transparency, the Budget Committees should instruct the CBO to provide information
describing a true current law baseline and how it deviates from the official baseline.

For cost estimates of legislation that interacts with one of the deviations, such as expiring direct spending
programs, expiring excise taxes that go to trust funds, or spending from insolvent trust funds, CBO should
be instructed to provide supplementary information describing how the bill would be scored against a true
current law baseline.

§ Matthe Dickerson, "The Myth of the Current Law Budget Baseline," Economic Policy Innovation
Center, November 28, 2023, https://epicforamerica.org/blog/the-myth-of-the-current-law

e
Sec. 257 of The Balanced Budget and Emergency Deficit Control Act, Public Law 99—177. Codified at
2USC 907.
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Modernize the Public Access to Budget Data Requirements

CBO has been a leader in providing information online, including using different accessible file formats.
Unfortunately, the laws governing the public’s access to budget data are stuck in the 1970s.

Sec. 203 of the Budget Act provides for “Public Access to Budget Data.” However, the specific requirements
placed on the CBO reflect a time when individuals had to go to an office in person to create a copy of a
physical document. The law does not consider the opportunities and challenges of our modern
information age.

As a part of the Budget Committee’s review of the CBO, Sec. 203 could be modernized and future proofed.

Improving Scoring Methods
Improve Macroeconomic Estimates

Understanding the economic effects of legislation is more important now than ever. However, Congress
must also ensure that scorekeeping agencies use best practices when conducting so-called dynamic
scoring.

CBO has used outdated models assuming simplistic Keynesian “multipliers” to government spending,
which attempt to quantify the change in the gross domestic product (GDP) associated with an increase in
government spending. A complete score should include “the other side of the equation” — the diversion
of resources from the private sector by taxes or deficit (future taxation) financing for the government
spending; those private resources could have otherwise been put to uses with a higher productivity than
the government spending.’® A CBO working paper has shown there are significantly different effects on
the economy depending on the sources of financing government spending.'*

The Budget Committees should require to CBO update its macroeconomic scoring methodology to
incorporate the budgetary effects of changes in economic output, employment, capital stock, tax
revenues, sources of financing new outlays, total debt of the federal government, international trade, and
international capital flows resulting from the legislation. The Pro-Growth Budgeting Act, introduced by
Representative Kevin Hern (R-OK-01) in the 117%" Congress, would implement these requirements.

The CBO and JCT should also be as transparent as possible regarding their dynamic scoring models. For
example, the CBO and JCT should discuss their assumptions regarding the long-run equilibrium and the
speed of convergence for when the debt-to-GDP ratio stabilizes.'?

© Curtis Dubay, “CBO Should Update Its Methodology Before Dynamically Scoring Spending Bills,”
Heritage Foundation Issue Brief No. 4361, March 5, 2015, https://www.heritage.org/budget-and-
spending/report/cbo-should-update-its-methodology-dynamically-scoring-spending-bills.

' Jaeger Nelson and Kerk Phillips, “The Economic Effects of Financing a Large and Permanent
Increase in Government Spending: Working Paper 2021-03,” Congressional Budget Office Working
Paper, March 22, 2021, https://www.cbo.gov/publication/57021

> As the Penn Wharton Budget Model describes, models “effectively crash when trying to project
future macroeconomic variables under current fiscal policy” so modelers add a “closure rule” that
assumes changes in taxes or spending that would put the budget on a more sustainable path; see
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Incorporate Debt Servicing Costs for Legislative Proposals

Net interest costs are one of the largest and fastest growing components of the federal budget. Congress
should understand how proposed legislation would add to or decrease interest costs.

The Budget Committees should require cost estimates to include the projected debt servicing costs that
would be attributable to the legislation. H.R. 311, Cost Estimates Improvement Act, introduced by Rep.
Michael Cloud (R-TX-27) would implement this reform.

CBO Director Phillip Swagel has previously testified that “[iln most cases, inclusion [of debt service costs]

would be feasible and require few additional resources.”**

Use Fair Value Methodology for Credit Programs

The Federal Credit Reform Act of 1990 (FCRA) controls how credit assistance programs are counted for
purposes of budget scorekeeping. The FCRA method discounts the cost of loans using the interest rates of
Treasury securities. However, this understates the actual costs to taxpayers because it fails to take into
account market risks.

In contrast, fair-value accounting would take into account the market risk of the cost of credit assistance.
A CBO working paper states, “Fair-value budgeting represents a more comprehensive measure of cost for
government activities than the measure required under current law.”**

The Budget Committee should direct CBO to use fair value budgeting as the agency’s default methodology.

Provide Updated Assumptions Regarding Major Enacted Legislation

Understanding the past is essential for preparing for the future. When CBO's understanding of the costs
of previously enacted legislation are updated based on new information, it should alert Congress to these
facts.

For example, the CBO and JCT estimated that green energy tax subsidies in the so-called Inflation
Reduction Act would cost less than $300 billion over ten years. But now, the estimated costs exceed $650
billion, more than double the original projection.** Similarly, the Inflation Reduction Act’s $80 billion slush

Penn Wharton Budget Model, “When Does Federal Debt Reach Unsustainable Levels?,” October 6,
2023, https://budgetmodel.wharton.upenn.edu/issues/2023/10/6 /when-does-federal-debt-reach
unsustainable-levels

3 Phillip L. Swagel, “Answer to a Question for the Record Following a Hearing on CBO’s
Appropriation Request for Fiscal Year 2023,” May 12, 2022, https://www.cbo.gov/publication/58129.
“ Michael Falkenheim, “Fair-Value Budgeting: Practical Issues: Working Paper 2021-08,”
>ssional Budget Office Working Paper, July 29, 2021, https://www.cbo.gov/publication/57264
am McBride and Daniel Bunn, "Repealing Inflation Reduction Act’s Energy Credits Would
Raise $663 Billion, JCT Projects," Tax Foundation, June 7, 2023,
https://taxfoundation.org/blog/inflation-reduction-act-green-energy-tax-credits-analysis
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fund for the Internal Revenue Service has only brought in a fraction of the new revenue originally projected
by the CBO.*®

Another instance that should trigger disclosure is if a provision in a previously enacted law that was meant
to offset the costs of other spending is later repealed or proves to save less than originally estimated. An
example of this is the CLASS Act budget gimmick included in Obamacare that was scrapped before ever
being implemented.”

The information reported in updates from the CBO could feed into an “offset accountability tracker”
cataloguing if Congress is keeping its promises to pay for various legislative proposals.

Maximizing Resource Allocation

The CBO exists to assist Congress. The Budget Committee must constantly be asking if the CBO prioritizes
its staffing allocations and other resources to meet the needs of Congressional priorities.

As a part of this process, Congress must consider the upcoming fiscal challenges and inflection points. In
2025, a massive fiscal cliff is looming, with the reinstatement of the debt limit, the expiration of major
provisions of the Tax Cuts and Jobs Act, enforcement of Statutory PAYGO, the expiration of Fiscal
Responsibility Act discretionary spending caps, and other policies.

As daunting as that may seem, even larger challenges are forthcoming: the depletion of the Medicare
Hospital Insurance Trust Fund, the depletion of the Social Security Trust Fund, rising interest costs, and the
potential for the erosion of fiscal space for financing unsustainable spending and deficits.*®

Congressional Action: Oversight Opportunity

The Budget Committees serve a unique oversight role in addition to their responsibilities to produce an
annual budget resolution and serve as official scorekeepers. They are the only committees with direct
oversight jurisdiction over the CBO.

Rather than allowing the agency to float along as it has since its creation in 1974 or to improve only on an
ad-hoc basis, the Budget Committees should consider reauthorizing the CBO.* This would enable the
Budget Committees to regularly review the CBO’s transparency, scoring methods, and resource allocation.

¢ Matthew Dickerson, "IRS Enhanced Enforcement Falling Short of Projections," Economic Policy
Innovation Center, January 17, 2024, https://epicforamerica.org/blog/irs-enhanced-enforcement
falling-short-of-projections.

Robert P. Saldin, ""Gaming the Congressional Budget Office," National Affairs, Fall 2014,
https://www.nationalaffairs.com/publications/detail/gaming-the-congressional -budget-office.
¢ Matthew Dickerson, “Upcoming Fiscal Challenges Show Need for Lawmakers to Think Longer
Term and Bigger Picture,” November 8, 2023, https://epicforamerica.org/blog/upcoming-fiscal
challenges-show-need-for-lawmakers-to-think-longer-term-and-bigger-picture
 Brittany Madni, “CBO Reauthorization: Regularizing Oversight,” January 30, 2024, http://epicforamerica.org/blog/cbo-
reauthorization/.
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Finally, the Budget Committees should regularly hold oversight hearings of the CBO, seek input from
individual Members, and revise the CBO’s mandate as Congress sees fit. This must be an ongoing exercise
for the CBO to maintain its maximum usefulness to the Legislative Branch.

The Chairmen of the Budget Committees should assess the priorities of the Congress and clearly
communicate expectations to the CBO Director to plan accordingly.

EcoNomIc poLicy
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ECONOMIC POLICY
INNOVATION CENTER

Strengthening the Congressional Budget Office

Expand Availability of Data and Modeling
e Require the CBO and JCT to publish detailed descriptions of how they produce cost
estimates, including assumptions, data inputs, and methodologies.

Provide Cost Estimates for Appropriations Acts
e Close the loophole in the Congressional Budget Act and require account-level, agency-level,
and summary totals for appropriations bills.

Expose the Myth of the "Current Law" Baseline
e Require CBO to show a true current law baseline and describe how legislation would be
scored when the official baseline deviates from actual current law.

Modernize the Public Access to Budget Data Requirements
e The laws governing the public's access to budget data are stuck in the 1970's and should be
updated for the modern era.

Improving Scoring Methods

Improve Macroeconomic Estimates
e Replace the simplistic Keynesian “multipliers” with updated models that incorporate the
budgetary effects of changes in the economy and the sources of financing.

Incorporate Debt Servicing Costs for Legislative Proposals
e Congress should understand how proposed legislation would affect interest costs.

Use Fair Value Methodology for Credit Programs
e Fair value accounting is more comprehensive and takes into market risks for taxpayers.

Provide Updated Assumptions Regarding Major Enacted Legislation
e (CBO should report to Congress when the costs of major enacted legislation are updated.

Maximizing Resource Allocation

Allocate Resources and Staffing to Meet the Needs of Congress
e Chairmen of the Budget Committees should assess the priorities of the Congress and clearly
communicate expectations to the CBO Director to plan accordingly.

Read the full paper at: EPICforAmerica.org/Publications
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How to Keep the CBO Honest When It Scores Spending Bills

The budget office should be held to the standard of replicability.

Dec. 5, 2021 12:43 pm ET

The U.S. Capitol, Dec. 29, 2020. PHOTO: PABLO MARTINEZ MONSIVAIS/ASSOCIATED PRESS

Your editorial “An Honest Score for the Spending Bill” (Nov. 26) is on target supporting Sen. John
Cornyn’s call for more transparency in scoring the recent spending bill. The issue is illustrative of a much
larger problem with the Congressional Budget Office: It often produces only its results, without the
underlying analysis. This makes it impossible for taxpayers funding the analysis to determine the quality
of the reported results. This lack of transparency is not unique to the CBO but common across agencies.
It serves as a shield protecting bureaucrats against criticism of faulty or politically biased analysis.

Government agencies should be held to the standard of replicability; that is, it should be feasible for a
reader to replicate the analysis that led to the reported results. This standard in economic analysis
occurs in peer-reviewed journals, as peers need to understand the analysis to assess its quality. A
replicability standard would allow the private sector relying on CBO reports to improve the CBO'’s
analysis by replacing parts of any analysis that are faulty.
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It’s a badly kept secret in Washington that the CBO tends to err in the direction of big government,
regardless of party, as it has done for the recent spending bill. The director of the CBO is typically
nominated by the Senate budget chair and approved by other key budget members from both houses,
with ties settled by the House speaker. In 2019 | was nominated by the late budget chair, Sen. Mike Enzi,
partly because he agreed with my proposal of a replicability standard. Democrats did not agree, and
Speaker Pelosi had the pivotal say. The disagreement was telling, as keeping taxpayers in the dark is
more valuable to those who benefit from it. Sunshine regulations are imposed on the private sector, but
less light falls on the CBO and other government agencies conducting economic analysis.

Prof. Tomas J. Philipson
University of Chicago

Mr. Philipson was a member of the president’s Council of Economic Advisers (2017-20) and its acting
chairman (2019-20).
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Mr. BURGESS. Director Swagel, I want to thank you for spending
so much time with us today and appreciate your candid and forth-
right answers to the questions.

Please be advised that Members may submit written questions
to be answered later in writing. Those questions and your answers
will, in fact, be made part of the formal hearing record. Any Mem-
bers who wish to submit questions or extraneous material for the
record may do so within seven days.

And with that, the Committee stands adjourned.

[Whereupon, at 12:36 p.m., the Committee was adjourned.]
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Committee on the Budget Hearing
“Creating a Culture of Fiscal Responsibility: Assessing the Role of the CBO”
January 31, 2024

Questions for the Record Submitted by Chairman Jodey Arrington (TX-19)

When scoring legislation or the baseline, has CBO ever taken direction from the Office of
Management and Budget (OMB)) instead of the Budget Committees?

e If'so, what is the protocol for notifying the Budget Committees of such action? Can you
provide thorough examples of when this has occurred?!

e Under the Congressional Budget and Impoundment Control Act of 1974, CBO reports to
Congress, the Legislative Branch, not the Executive Branch. Why would CBO take
directives from OMB instead of Congress?

1There was once an instance where CBO took direction from OMB on a supplemental Dairy Margin Coverage
(DMC) policy beginning in the July 2021 baseline; Budget Committee staff was not made aware of this
direction until September 2023.

The Consolidated Appropriations Act of 2021 (CAA) included a bipartisan provision that authorized DMC
supplemental payments based on updated producer’s production histories through January 31,2023,
consistent with other farm programs.

Initially after the CAA passed, CBO carried the DMC provision in its baseline, but then after solely consulting
with OMB and not Congress, removed it.
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Committee on the Budget Hearing
“Creating a Culture of Fiscal Responsibility: Assessing the Role of the CBO”
January 31, 2024

Questions for the Record Submitted by Representative Carter (GA-01)

Director Swagel: In November, the Budget Committee sent CBO a letter asking the budget office
to explain its approach to analyzing policies that impact patient access to new drugs. As follow-
up on that letter, we would specifically, like to understand how CBO is considering GLP-1
prescriptions, in particular, new indications, for example, in cardiovascular diseases expected this
year. As a result, patients with obesity and cardiovascular diseases will be able to access a GLP-1
under Medicare. How are you factoring new indications into developing CBO’s baseline? How
are you factoring in new indications for GLP-1s that are considered medically accepted
indications and not excluded under the current weight-loss prohibition?
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Committee on the Budget Hearing
“Creating a Culture of Fiscal Responsibility”
Assessing the Role of the CBO
January 31, 2024

Questions for the Record Submitted by Representative Ben Cline (VA-06)

Director Swagel,

The baseline that CBO is required to produce is often described as reflecting “current
law.” Please list the deviations from current law that are built into the baseline as a result
of Section 257 of the Balanced Budget and Emergency Deficit Control Act of 19857

Compared to a theoretical baseline that is calculated without these assumptions, does the
official baseline assume outlays that are higher or lower? What about revenues?

How then would this dynamic affect the scoring of legislation that applies to the
aforementioned assumptions, as opposed to scoring legislation against a true “current
law” baseline without them?
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Committee on the Budget Hearing

Creating a Culture of Fiscal Responsibility: Assessing the Role of the Congressional Budget
Office

January 31, 2024

Question for the Record Submitted by Representative Drew Ferguson (GA-03)

Over the past 25 years, what is the Congressional Budget Office’s 10-year score accuracy?
Specifically, what is the rate in which the Congressional Budget Office can accurately score the
projected cost of a piece of legislation relative to the actual cost once implemented?
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Committee on the Budget Hearing

Creating a Culture of Fiscal Responsibility: Assessing the Role of the Congressional Budget
Office

January 31, 2024

Questions for the Record Submitted by Representative Rudy Yakym (IN-02)

Patients on Treatment Entering Medicare. Many of those living with obesity currently have
coverage for anti-obesity medications (AOMs) through commercial insurance, the VA, Tri-Care,
and FEHBP, to name a few; Medicare remains an outlier in providing access. As you work
through the modeling of AOMs, how many individuals currently being treated with such
medication do you estimate are expected to enter Medicare and lose coverage as a result? Has
CBO considered the impact to the baseline, as a result, of patients stopping treatment for obesity
if they regain the weight and develop a comorbidity like diabetes, when it could have been
prevented by retaining access to their obesity treatment?

PBM legislative proposals—If CBO were to score the proposed PBM delinking legislation such
as Delinking Revenue from Unfair Gouging Act, what do you estimate the budgetary impact to
be? Is there any administrative burden associated with moving all existing PBM contracts to a
‘delinked’ model, and would there be a premium impact in the commercial or Part D space?

How does delinking interplay with the upcoming Part D redesign, which was signed into law as a
part of the IRA?

Several private sector healthcare economists such as Alex Brill and Casey Mulligan have begun
evaluating the impact of PBMs on the economy. Have you analyzed their studies, and have you
factored these economic analyses into your modeling?

Additionally, there are discussions regarding banning spread pricing for PBMs in the commercial
market, what do you estimate the budgetary impact for such legislation to be?
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On January 31, 2024, the House Budget Committee
convened a hearing at which Phillip L. Swagel, the
Congressional Budget Offices Director, testified about

the work of CBO." After the hearing, Chairman Jodey
Arrington and Representatives Buddy Carter, Ben Cline,
Drew Ferguson, and Rudy Yakym submirted questions for
the record. This document provides CBOs answers. It is
available ar www.cbo.gov/publication/60031.

Chairman Arrington

Question. When scoring legislation or the bascline,

has CBO ever taken direction from the Office of
Management and Budget (OMB) instead of the Budget
Committees? If so, what is the protocol for notifying the
Budget Committees of such action? Can you provide
thorough examples of when this has occurred? Under the
Congressional Budget and Impoundment Control Act of
1974, CBO reports to Congress, the Legislative Branch,
not the Executive Branch. Why would CBO take
directives from OMB instead of Congress? There was
once an instance where CBO took direction from OMB
on a supplemental Dairy Margin Coverage (DMC)
policy beginning in the July 2021 baseline; Budget
Committee staff was not made aware of this direction
until September 2023. The Consolidated Appropriations
Act of 2021 (CAA) included a bipartisan provision

that authorized DMC supplemental payments based

on updated producer’s production histories through
January 31, 2023, consistent with other farm programs.
Initially after the CAA passed, CBO carried the DMC
provision in its baseline, but then after solely consulting
with OMB and not Congress, removed it.

Answer. CBO consults with OMB staff on some tech-
nical and conceptual matters, but CBO does not take
direction from OMB, and it makes its own assessments
when preparing its baseline budget projections and
estimating the costs of legislation. When providing
budgetary information to the Congress, CBO adheres to
laws and rules concerning the federal budget and to a set
of principles that include 16 scorckeeping guidelines that
have been agreed upon by OMB, CBO, and the budget
committees.

1. Testimony of Phillip L. Swagel, Dirccror, C I Budge

CBO also regularly consults with its OMB coun-
terparts on the implications of actions taken by the
Administration. In most cases, CBO adopts the
Administration’s budgetary treatment for federal
programs—though generally not OMB’s numerical
estimates—in its baseline and cost estimates because
the Administration determines how the programs are
operated and accounted for in the budget.

In some cases, CBO’s budgetary treatment differs from
OMB’s, particularly when the agencies” conceptualiza-
tions of an activity or program differ. For example, CBO
considers the activities of the government-sponsored
enterprises Fannie Mae and Freddie Mac to be govern-
mental and projects their budgetary effects on an accrual
basis beyond the current year, whereas OMB treats them
as nongovernmental and projects their payments to the
Treasury on a cash basis.”

You note an issue that arose with regard to the estimated
cost of a supplemental DMC program established by
the Consolidated Appropriations Act, 2021. One of
many questions that CBO had to address in preparing
its estimate was whether that program was part of an
existing broader program that, under the rules governing
baseline construction, was assumed to be extended in the
baseline or was a separate, smaller program that, under
those rules, would not be extended in the baseline. In
the short time available to complete the estimate, CBO
initially concluded that the supplemental coverage was
an addition to the existing DMC program.

On that basis, and consistent with the Deficit Control
Act (2 U.S.C. § 907(b)(2)(A) (i), CBO estimated the
cost of the supplemental DMC provision for the entire
baseline projection period instead of reflecting the
expiration at the end of 2023 that was specified in the
legislation. Because the cost estimate was completed in
close conjunction with the February 2021 baseline, the
baseline also showed costs for the supplemental DMC
program throughout the projection period.

In a subsequent baseline published in July 2021, CBO
revisited its budgetary treatment of the supplemental
DMC. At that time, CBO determined that the supple-
mental DMC was not part of the existing DMC program
and, therefore, should not be extended in the baseline. In

Office, before the House Budget Committee, 7he Accuracy
of CBO's Recent Baseline Projections (January 31, 2024),
www.cbo.gov/publication/59905.

2. Sce Cong | Budget Office, 4 for Fannie Mae
and Freddie Mac in the Federal Budget (September 2018),
ww.cho.gov/publication/54475.
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MARCH 8, 2024

making that decision, CBO consulted with OMB, as the
agency typically does when considering how a program
will be implemented, but CBO did not take any direc-
tion from OMB; CBO’s determination was based on its
own understanding of the two programs and the Deficit
Control Act’s guidelines for constructing the baseline.

Representative Carter

Question. In November, the Budget Committee sent
CBO a letter asking the budget office to explain its
approach to analyzing policies that impact patient access
to new drugs. As followup on that letter, we would
specifically, like to understand how CBO is considering
GLP-1 prescriptions, in particular, new indications, for
example, in cardiovascular diseases expected this year. As
a result, patients with obesity and cardiovascular diseases
will be able to access a GLP-1 under Medicare. How are
you factoring new indications into developing CBO’s
baseline? How are you factoring in new indications for
GLP-1s that are considered medically accepted indica-
tions and not excluded under the current weight-loss
prohibition?

Answer. CBO is incorporating information about
treatments for cardiovascular conditions in its estimation
of the effects of policies that would authorize coverage
of medications for the treatment of obesity in Medicare.
CBO expects that if the Food and Drug Administration
(FDA) approves glucagon-like peptide-1 (GLP-1)
agonists for cardiovascular indications, then Medicare
will cover those drugs for the treatment of cardiovascular
conditions among people with obesity. In that case,
CBO would add the costs of covering GLP-1 agonists for
Medicare patients with the newly approved indications
to its bascline, and the cost of legislation to broaden
coverage of those drugs for treating obesity would fall.
The amount of spending that would be attributed to the
baseline and would no longer be attributed to legislation
would depend on the details of the indications approved
by the FDA and on the language in any legislation. CBO
is refining its baseline projection of what new indications
are likely to be covered by Medicare under current law
and will share more information when it is available.

Representative Cline
Question. The baseline that CBO is required to produce

is often described as reflecting “current law.” Please
list the deviations from current law that are built into

the baseline as a result of Section 257 of the Balanced
Budget and Emergency Deficit Control Act of 19852
Compared to a theoretical baseline that is calculated
without these assumptions, does the official baseline
assume outlays that are higher or lower? What about
revenues? How then would this dynamic affect the
scoring of legislation that applies to the aforementioned
assumptions, as opposed to scoring legislation against a
true “current law” baseline without them?

Answer. The Deficit Control Act’s instructions for
preparing the baseline, including the required deviations
from current law, are described in detail in a recent
CBO publication.? Regarding mandatory spending

and revenues, entitlement authority (for Social Security
benefits, for example) is assumed to be fully funded,
certain expiring programs (such as the Supplemental
Nutrition Assistance Program) are assumed to continue,
and expiring taxes dedicated to trust funds (such as
certain [ranspor(a[ion—rela(ed excise taxes) are assumed
to continue.” Regarding discretionary funding, budget
authority is assumed to equal amounts provided in

the current full-year appropriation, with adjustments
for inflation (as well as for any caps that have been
imposed by law); if full-year appropriations have not
been enacted, budget authority is assumed to reflect the
annualized amount provided to date for the current year,
with those adjustments.

Without those assumptions, total outlays and revenues
in CBO’s baseline projections would be lower during the
projection period. Estimates of the effects of proposed
legislation by CBO and the staff of the Joint Committee
on Taxation (for proposals affecting income, estate and
gift, excise, and payroll taxes) would reflect that fact. The
net effect of proposed legislation relative to that different
baseline would depend on the programs affected and the
details of the legislation.

3. Congressional Budget Office, CBO Explains the Statutory
Foundations of Its Budget Baseline (May 2023), www.cbo.gov/
publication/58955.

4. For details about the costs for mandatory programs that continue
beyond their current expiration date in CBO’s bascline, sce
Congressional Budget Office, “10-Year Budget Projections,”
Supplemental Table 1, www.cbo.gov/system/files/2024-
02/51118-2024-02-Budget-Projections.xlsx.
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Representative Ferguson

Question. Over the past 25 years, what is the
Congressional Budget Office’s 10-year score accuracy?
Specifically, what is the rate in which the Congressional
Budget Office can accurately score the projected cost
of a piece of legislation relative to the actual cost once
implemented?

Answer. CBO has published analyses of the accuracy of
some prior cost estimates and of what it has learned from
its errors. The analyses were published several years after
enactment of the legislation, once sufficient data were
available to study the effects of the enacted policies. They
include:

®  Federal Budgetary Effects of the Activities of the
Center for Medicare & Medicaid Innovation
(September 2023), www.cbo.gov/publication/59274;

A Review of CBO% Estimate of Spending From the
Department of Defenses Medicare-Eligible Retiree
Health Care Fund (October 2020), www.cbo.gov/
publication/56653;

@ A Review of CBO’s Estimate of the Effects of
the Recovery Act on SNAP (December 2018),
www.cbo.gov/publication/54864;

®  CBO’ Record of Projecting Subsidies for Health
[ Under the Affordable Care Act: 2014
t0 2016 (December 2017), www.cbo.gov/
publication/53094;

®  Competition and the Cost of Medicares Prescription
Drug Program (July 2014), www.cbo.gov/
publication/45552; and

“Actual ARRA Spending Over the 2009-2011 Period
Quite Close to CBO’s Original Estimate,” CBO Blog
(January 5, 2012), www.cbo.gov/publication/42682.

As a result of those analyses, CBO has updated its
approaches to estimating the effects of similar legisla-
tion. For example, after analyzing its underestimate of
the cost of increased SNAP benefits that were provided
by the American Recovery and Reinvestment Act of
2009, the agency revised its modeling: CBO determined
that in a cost estimate for similar legislation, it would
estimate a larger increase in SNAP participation, and
thus higher costs, in the event that the country was
facing economic conditions comparable to those that
prevailed from 2009 to 2013.

For most cost estimates, CBO cannot make such com-
parisons because the legislation is never enacted into law,
the proposal becomes part of a larger piece of legislation
and cannot be assessed separately, the legislation makes
changes to an existing program that cannot be identified
separately from other spending on that program, the
legislation is an authorization whose funding depends on
future appropriations, or the enacted legislation differs
from the version CBO analyzed (usually when ordered
reported by a full committee). In addition, it can take
years for the effects of a policy change to be evident.

CBO also regularly assesses the accuracy of its baseline
projections and economic forecasts by comparing

them with actual outcomes.” For example, on the basis
of actual outcomes from 2006 through 2021, CBO
determined that the projections of total outlays for those
years that it had prepared 11 years carlier were often too
high; the average absolute error was about 11 percent.
CBO’s projections were generally more accurate over
shorter forecast horizons: The average absolute error for
projections made 2 years earlier was 2 percent; for those
made 6 years carlicr, it was 6 percent. Analyzing errors in
baseline projections helps improve the agency’s under-
standing of how programs operate and thereby improves
the accuracy of cost estimates.

Representative Yakym

Question. Many of those living with obesity currently
have coverage for anti-obesity medications (AOMs)
through commercial insurance, the VA, Tri-Care, and
FEHBP, to name a few; Medicare remains an outlier in
providing access. As you work through the modeling of
AOM s, how many individuals currently being treated
with such medication do you estimate are expected to
enter Medicare and lose coverage as a result? Has CBO
considered the impact to the baseline, as a result, of
patients stopping treatment for obesity if they regain the
weight and develop a comorbidity like diabetes, when it
could have been prevented by retaining access to their
obesity treatment?

5. For reports about the accuracy of CBO’s projections of outlays,
revenues, deficits, and debt, sce Congressional Budget Office,
“Accuracy of Projections,” www.cbo.gov/topics/budget/
accuracy-projections. Up-to-date data on the history of those
projections and actual outcomes are available on GitHub
(heeps://github.com/US-CBO/eval-projections). For a series
of reports about the accuracy of CBO’s economic forecasts,
sce Congressional Budget Office, “Major Recurring Reports,
Economic Forecasting Record,” www.cbo.gov/about/products/
major-recurring-reports#7.
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Answer, CBO is currently gathering information
about the number of people being treated with such
medication and the effects of their use of the treatment.
Continuous use of the medication over time is needed
for people to maintain its health benefits. People who
discontinue the medication, whether because of side
effects or because of lost insurance coverage, tend to
regain weight and may develop associated health condi-
tions. CBO's analysis of proposals to expand Medicare’s
coverage of GLP-1 agonists accounts for that aspect of
the medication. The agency will update you and your
colleagues when more information is available.

Question. {f CBO were to score the proposed PBM
delinking legistation such as Delinking Revenue from
Unfair Gouging Act, what do you estimate the budget-
ary impact to be? Is there any administrative burden
associated with moving all existing PBM contracts to

a ‘delinked” model, and would there be a premium
impact in the commercial or Part D space? How does
delinking interplay with the upcoming Part D redesign,
which was signed into law as a part of the IRA? Several
private sector healthcare economists such as Alex Brill
and Casey Mulligan have begun evaluating the impact of
PBMs on the economy. Have you analyzed their studies,
and have you factored these economic analyses into your
modeling? Additionally, there are discussions regarding
banning spread pricing for PBMs in the commercial
market, what do you estimate the budgetary impact for
such legislation to be?

Answer. CBO has not yet estimated the budgetary
impact of the Delinking Revenue from Unfair Gouging

Act. That act’s restrictions on pharmacy benefit managers
(PBMs) include a provision that would prohibit PBMs
from linking their compensation to the list price of a
drug and a ban on spread pricing—that is, charging

an insurer more for a drug than the PBM pays the
pharmacy.

In CBO's assessment, policies that regulate the practices
of PBMs (for instance, by restricting the revenues that
PBM s retain or requiring greater transparency with the
plan sponsors they contract with) tend 1o lead to lower
premiums for both Medicare Part ID and commercial
insurance plans and to federal budgerary savings. Those
outcomes are the result of two partially offsetting effects:
Greater transparency improves the ability of some plan
sponsors to negotiate Jower-priced pharmacy benefit con-
tracts, but PBMs tend to offset those losses by increasing
revenue in other parts of the pharmacy supply chain and
by raising other fees charged to plan sponsors—thereby
increasing administrative costs for plan sponsors.

CBO expects that provisions of the 2022 reconciliation
act (sometimes called the Inflation Reduction Act, or
IRA), including those related to the redesign of Part D,
will lead to a decline in manufacturer rebates and
discounts over time, which will dampen the effects of
legislation related to PBMS’ transparency and delinking
on federal spending.

CBO incorporates information from many sources,
including Alex Brill and Casey Mulligan in addition

o other researchers and stakeholders, to conduct its
analyses. The agency will continue to update its analyses
as new informarion comes out.
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