Overview: Balance the Budget Activity
The budgeting exercises described below can be illuminating and a good ice breaker for a section or class. Through these exercises they will learn more about:

· government spending and taxing priorities, deficits and debts
· how government priorities compare to their own

· the importance of agenda setting, negotiation, and compromise in democratic processes 

Start with the Budget Knowledge Quiz.  
What if citizens really don’t know much about how their tax dollars spent? Or worse, what if their beliefs are wildly different from the facts? 
Without giving them any time to do research, have students divide up two pie charts based on their own estimates of government spending and revenues:

· First, ask them to estimate the size of the federal budget, in dollars

· Next, ask them to indicate the percentage of federal spending that falls into each of the following categories: 
· International Affairs (foreign aid, excluding war related expenditures)

· Income Security (welfare programs)
· Defense 
· Education

· Environment

· Health care
· Social Security

· Interest on the national debt

· Other

· Do the same thing for the percentage of all federal revenues coming from each of the following categories 

· Individual Income Taxes

· Corporate Income Taxes

· Social Insurance Taxes (Social Security, Medicare, Unemployment) 

· Other taxes

· Borrowing 
The correct answers can be found here. Ask students to see how they did. 

Does it matter whether Americans have bad information about government spending? This article has a couple of nice examples of why it matters. 
Eliminate the Deficit 
OK, now that they have an overall sense of spending and revenues, can they agree on how to reduce the deficit? 
Individual Version
The best tool is the National Budget Simulation. The data are from 2012 but we don’t think that’s particular important. Students can get the actual numbers from other sources if they want them. 
Individual version

Ask each student to eliminate the deficit by cutting spending and raising revenues, without reducing interest payments and spending on entitlement programs, including Social Security, Medicare, Medicaid and Veterans programs. These programs are ‘off budget’ in the sense that the government can’t just decide to spend less money on them.
· Could they win reelection after voting for the reductions and increases they have proposed? 

Group Version 
Designate half the students to be the House and half to be the Senate. Have each half balance the budget independently (be sure to set a time limit!). Then have them workout their differences. 
Discussion Questions:

· Where was it most difficult to reach a consensus? 

· Where was it easiest to reach a consensus?

· Do you think you could get reelected after having supported these recommendations?
You may want to conclude by reminding students that these are real numbers and ask them to think about the consequences of the cuts they have proposed. For example, if Congress were to cut education by 20% it would also have to specify what was being cut. What does Congress spend money on in education and what would they be willing to eliminate? Head Start? Pell Grants?

Resources

President’s Budget proposal. The starting point for the budget that is ultimately produced by Congress. 

Policy Agendas Project Budget Tool
A quick and easy way to documenting trends in budgeting since the Second World War, such as how the percent of all spending devoted to health programs has increased from less than 2% of federal spending to nearly 15%. 

The Layman’s Guide to Budgets, Deficits and Debt!
My budget is the amount that I earn (revenues) and spend (expenditures) during some time period.  If I end up spending more than I bring in in income, then by budget is in deficit. My accumulated deficits are my debt. 

Is having debt bad? It depends.  I could borrow to purchase a house, to fund a college education, or to buy a new car and a really nice stereo. The first two purchases will probably be worth more than $50,000 to me over the longer term, so they may be good investments depending on the interest rate I have to pay and what I give up by spending money for one thing instead of another. In contrast, most of us would conclude that the third option may give me pleasure over the short term, but it is probably not going to yield the same economic return over the longer term.

The same can be said for government expenditures and borrowing. It may make sense to borrow to maintain roads and bridges that will be much more expensive to replace. It may also make sense to borrow to fight (and win) a war. Economists have similarly argued that deficit spending (or possibly tax cuts) is good investment if it helps to bring an economy out of recession, because it will increase net revenues over the longer term.

Unfortunately, the benefits of government borrowing are not always easy to calculate in an objective way. If all we cared about was economic growth or capital investments, that would be one thing. But government policy is also about values. Is it money well spent to borrow to provide a higher quality of life for elderly Americans? In addition, the costs are sometimes more apparent than the benefits. Homeland Security spending, for example, is money well spent if it succeeds in deterring terrorist attacks. But how do we know if we are spending too much or too little?

The one thing that we do know for certain is that debt limits options. If I buy a House (or a car), some of my income must go to paying the interest on that borrowing. Currently, 8% of federal tax dollars are used to pay interest on the $8 trillion debt, and this percentage is rising rapidly. This is nearly $200 billion dollars of taxes per year (or more than 3 times what the federal government spends on education) that can’t be used for other purposes.

Key Components of the Budget

Discretionary and Non-discretionary spending. The federal budget can be divided (roughly) into discretionary and non-discretionary spending. Discretionary categories are those where the amount spent can be adjusted relatively easily from one year to the next through the appropriations process.  For example, the amount the federal government spends on education is decided by how much gets appropriated in the annual budget bill.

In contrast, non-discretionary spending encompasses programs where the government is obligated to spend funds by existing law. For example, the laws authorizing programs such as Social Security and Medicaid specify that people who possess particular characteristics are “entitled” to receive payments or benefits from the government. These payments and benefits must be provided unless the law itself is changed. On top of these entitlement programs are other categories of spending such as interest payments on the national debt, and pre-existing commitments that are difficult to cut (such as the cost of building the second half of an aircraft carrier).

Non-discretionary programs represent about half of the federal budget. Balancing the budget is obviously more difficult when half the budget is beyond the short term control of appropriaters!
Tax Expenditures. Tax policies confer benefits, as well as burdens, that take the form of special exemptions or deductions that are commonly known as tax expenditures. The most prominent example is the home mortgage interest deduction.  The interest that homeowners pay of first and second homes is tax deductible (renters do not enjoy a similar tax advantage). This deduction “costs” the federal government about $80 billion per year in lost revenues. The tax code is filled with these sorts of special exceptions. Thus eliminating or reducing tax expenditures is another way to reduce the deficit. 
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