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1. INTRODUCTION

Purpose of This Volume

The Analytical Perspectives volume presents analyses
that highlight specific subject areas or provide other
significant data that place the budget in context. This
volume presents crosscutting analyses of Government
programs and activities from several perspectives.

Presidential budgets have included separate analyt-
ical presentations of this kind for many years. The 1947
Budget and subsequent budgets included a separate
section entitled “Special Analyses and Tables” that cov-
ered four or more topics. For the 1952 Budget, the
section was expanded to ten analyses, including many
subjects still covered today, such as receipts, invest-
ment, credit programs, and aid to State and local gov-
ernments. With the 1967 Budget this material became
a separate volume entitled “Special Analyses,” and in-
cluded 13 chapters. The material has remained a sepa-
rate volume since then, with the exception of the Budg-
ets for 1991-1994, when all of the budget material was
included in one large volume. Beginning with the 1995
Budget, the volume has been named Analytical Perspec-
tives.

The Analytical Perspectives volume this year con-
tinues to reflect an interest in publishing more informa-
tion on program performance, so that Executive agen-
cies, the Congress, and the public will become increas-
ingly informed about how well programs are per-
forming. Increased performance information can help
managers improve program effectiveness, and can help
Executive and Congressional policymakers improve the
allocation of public resources. On November 13, 2007,
President Bush issued an Executive Order that formal-
izes the commitment of the U.S. government to spend
the taxpayers’ money wisely and more effectively every
year. The performance assessment information is sum-
marized in Chapter 2, “Performance Improvement Ini-
tiative,” and is discussed in many other chapters, espe-
cially those in the section, “Crosscutting Programs.”
One-page summaries of each program assessment are
available at www.ExpectMore.gov and further informa-
tion on the PART process is available at www.omb.gov /
part.

Again this year, several large tables are included at
hitp:/ [www.whitehouse.gov [ omb [ budget [ fy2009 /
spec.html for the electronic version of this volume and
on the Analytical Perspectives CD-ROM enclosed with
the printed version of this volume. A list of these items
is in the Table of Contents.

Overview of the Chapters
Introduction

1. Introduction. This chapter discusses each of the
subsequent chapters briefly and highlights the empha-
sis on performance in a crosscutting context.

Performance and Management Assessments

2. Performance Improvement Initiative. This chapter
summarizes the performance and management assess-
ments that have been completed to date using the Pro-
gram Assessment Rating Tool (PART). One-page sum-
maries of the program evaluations, as well as detail
on each of the assessments can be found at
www.ExpectMore.gov.

Crosscutting Programs

3. Homeland Security Funding Analysis. This chapter
discusses homeland security funding and provides infor-
mation on homeland security program requirements,
performance, and priorities. Additional detailed infor-
mation is available at hAtip://www.whitehouse.gov/
omb [budget [ fy2009 [ spec.html for the electronic version
of this volume and on the Analytical Perspectives CD-
ROM enclosed with the printed version of this volume.

4. Strengthening Federal Statistics. This chapter dis-
cusses the development of standards that principal sta-
tistical programs can use to assess their performance
and presents highlights of their 2009 Budget proposals.

5. Research and Development. This chapter presents
a crosscutting review of research and development
funding in the Budget, including discussions about pri-
orities, performance, and coordination across agencies.

6. Federal Investment. This chapter discusses feder-
ally-financed spending that yields long-term benefits.
It presents information on annual spending on physical
capital, research and development, and education and
training, and on the cumulative capital stocks resulting
from that spending. Also included in this chapter is
material on the PART assessments related to direct
Federal investment spending.

7. Credit and Insurance. This chapter provides cross-
cutting analyses of the roles, risks, and performance
of Federal credit and insurance programs and Govern-
ment-sponsored enterprises (GSEs). It covers the cat-
egories of Federal credit (housing, education, business
including farm operations, and international) and insur-
ance programs (deposit insurance, pension guarantees,
disaster insurance, and insurance against security-re-
lated risks). Two detailed tables, “Table 7—-10. Direct
Loan Transactions of the Federal Government” and
“Table 7-11. Guaranteed Loan Transactions of the Fed-
eral Government,” are available at  http://
www.whitehouse.gov [omb | budget | fy2009 | spec.html for
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the electronic version of this volume and on the Analyt-
ical Perspectives CD-ROM enclosed with the printed
version of this volume.

8. Aid to State and Local Governments. This chapter
presents crosscutting information on Federal grants to
State and local governments, including highlights of
Administration proposals. This chapter also includes
material on the PART assessments related to grants.
An Appendix to this chapter includes State-by-State
spending estimates of major grant programs.

9. Integrating Services with Information Technology.
This chapter presents a crosscutting look at invest-
ments in information technology (IT). It describes var-
ious aspects of the Administration’s information tech-
nology agenda, with special emphasis on the perform-
ance, efficiency, and effectiveness of the Government’s
IT investments. Several detailed tables are available
at http: | Jwww.whitehouse.gov /[ omb [ budget | fy2009 /
spec.html for the electronic version of this volume and
on the Analytical Perspectives CD-ROM enclosed with
the printed version of this volume.

10. Federal Drug Control Funding. This chapter pre-
sents estimated drug control funding for Federal de-
partments and agencies.

11. California-Federal Bay-Delta Program Budget
Crosscut (CALFED). This chapter presents information
on Federal and State funding for the California-Federal
Bay-Delta Program, in fulfillment of the reporting re-
quirements for this program. Detailed tables on funding
and project descriptions are available at http://
www.whitehouse.gov [omb | budget [ fy2009 / spec.html for
the electronic version of this volume and on the Analyt-
ical Perspectives CD-ROM enclosed with the printed
version of this volume.

Economic Assumptions and Analyses

12. Economic Assumptions. This chapter reviews re-
cent economic developments; presents the Administra-
tion’s assessment of the economic situation and outlook,
including the effects of macroeconomic policies; and
compares the economic assumptions on which the Budg-
et is based with the assumptions for last year’s budget
and those of other forecasters. This chapter also covers
topics related to the effects on the budget of changes
in economic conditions and assumptions.

13. Stewardship. This chapter assesses the Govern-
ment’s financial condition and sustainability in an inte-
grated framework that includes Federal assets and li-
abilities; 75-year projections of the Federal budget
under alternative assumptions; actuarial estimates for
the shortfalls in Social Security and Medicare; a discus-
sion of tax compliance; a national balance sheet that
shows the Federal contribution to national wealth; and
a table of economic and social indicators. Together these
elements serve similar analytical functions to a
business’s accounting statements.

14. National Income and Product Accounts. This
chapter discusses how Federal receipts and outlays fit
into the framework of the National Income and Product
Accounts (NIPAs) prepared by the Department of Com-

merce. The NIPA measures are the basis for reporting
Federal transactions in the gross domestic product
(GDP) and for analyzing the effect of the budget on
aggregate economic activity.

Budget Reform Proposals

15. Budget Reform Proposals. This chapter includes
a brief description of the Administration’s budget re-
form agenda for addressing the need for responsible
budgeting and other reforms.

Federal Borrowing and Debt

16. Federal Borrowing and Debt. This chapter ana-
lyzes Federal borrowing and debt and explains the
budget estimates. It includes sections on special topics
such as the trends in debt, agency debt, investment
by Government accounts, and the debt limit.

Federal Receipts and Collections

17. Federal Receipts. This chapter presents informa-
tion on receipts estimates, enacted tax legislation, and
the receipts proposals in the Budget.

18. User Charges and Other Collections. This chapter
presents information on receipts from regulatory fees
and on collections from market-oriented activities, such
as the sale of stamps by the Postal Service, which are
recorded as offsets to outlays rather than as Federal
receipts.

19. Tax Expenditures. This chapter describes and pre-
sents estimates of tax expenditures, which are defined
as revenue losses from special exemptions, credits, or
other preferences in the tax code. An appendix dis-
cusses possible alternatives to the current tax expendi-
ture baselines.

Dimensions of the Budget

20. Comparison of Actual to Estimated Totals. This
chapter compares the actual receipts, outlays, and def-
icit for 2007 with the estimates for that year published
two years ago in the 2007 Budget. It also includes
a historical comparison of the differences between re-
ceipts, outlays, and the deficit as originally proposed
with final outcomes.

21. Outlays to the Public, Gross and Net. This chapter
provides information on outlays gross and net of offset-
ting collections and offsetting receipts by agency. Out-
lays are a measure of Government spending. Offsetting
collections and offsetting receipts are netted against
gross outlays and result primarily from the Govern-
ment’s business-like activities, such as the sale of
stamps by the Postal Service.

22. Trust Funds and Federal Funds. This chapter
provides summary information on Federal funds and
trust funds, which comprise the entire budget. For trust
funds the information includes income, outgo, and bal-
ances.

23. Off-Budget Federal Entities and Non-Budgetary
Activities. This chapter discusses off-budget Federal en-
tities (Social Security and Postal Service) and non-budg-
etary activities (such as cash flows for credit programs,
deposit funds, and regulation).
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24. Federal Employment and Compensation. This
chapter provides summary data on the level and recent
trends in civilian and military employment, personnel
compensation and benefits, overseas staffing, and the
full compensation of military personnel.

Current Services Estimates

25. Current Services Estimates. This chapter presents
estimates, based on rules similar to those contained
in the Budget Enforcement Act (BEA), of what receipts,
outlays, and the deficit would be if no changes were
made to laws already enacted. It discusses the concep-
tual framework for these estimates and describes dif-
ferences with the BEA requirements. Two detailed ta-
bles, “T'able 25-13. Current Services Budget Authority
by Function, Category, and Program” and “Table 25-14.
Current Services Outlays by Function, Category, and
Program,” are available at http:/ /www.whitehouse.gov /
omb [budget [ fy2009 [ spec.hitml for the electronic version

of this volume and on the Analytical Perspectives CD-
ROM enclosed with the printed version of this volume.

Budget System and Concepts

26. The Budget System and Concepts. This chapter
includes a basic reference to the budget process, con-
cepts, laws, and terminology, and includes a glossary
of budget terms.

Other

The following materials are available at htip://
www.whitehouse.gov [omb | budget | fy2009 [ spec.html for
the electronic version of this volume and on the Analyt-
ical Perspectives CD-ROM enclosed with the printed
version of this volume.

e Detailed Functional Tables. Table 27-1. “Budget
Authority and Outlays by Function, Category, and
Program”.

e Federal Programs by Agency and Account. Table
28-1. “Federal Programs by Agency and Account”.






PERFORMANCE AND MANAGEMENT ASSESSMENTS







2. PERFORMANCE IMPROVEMENT INITIATIVE
I. INTRODUCTION

The American people expect the Federal government
to implement programs that will ensure the Nation’s
security, provide critical national level services and
produce meaningful results. To hold government ac-
countable for its performance, taxpayers must have
clear and candid information about the successes and
failures of all Federal programs. For the third straight
year, the Administration is providing this type of infor-
mation to the public on ExpectMore.gov, a user-friendly
government website that allows public access to govern-
ment programs. ExpectMore.gov describes which gov-
ernment programs are performing, which ones are not,
and in both situations, what is being done to improve
them.

The objective of the President’s Performance Improve-
ment Initiative (PII) (formerly the Budget and Perform-
ance Integration Initiative) is to ensure that Federal
dollars produce the greatest results possible. The Initia-
tive provides information on program performance to
help the President and Congress make better, more
informed decisions about the programs.

The PII focuses on performance in two principal
ways:

e Improved Program Performance: The initiative re-
quires each agency to identify opportunities to im-
prove program management and design, and then
develop and implement clear, aggressive plans to
get more from tax dollars every year. Agencies
have ready access to program performance infor-
mation from a variety of sources such as the Pro-
gram Assessment Rating Tool (PART) and other
independent program evaluations, investigations,
audits, and analyses.

o Greater Investment in Successful Programs: Al-
though performance is not the only factor used
to decide the size of a program’s budget, Congress
and the President can utilize information about
a program’s effectiveness and efficiency in deci-
sion-making so that taxpayer dollars are invested
in programs that provide the greatest return to
the Nation. If poorly performing programs are un-
able to demonstrate improved results, then their
resources may be reallocated to programs that can
demonstrate greater success and returns to the
taxpayer.

Currently, the PII is showing great progress toward
helping programs become more efficient and more effec-
tive through implementation of meaningful improve-
ment plans.

Many programs are demonstrating improved results.
For example:

¢ Social Security Administration (SSA): SSA in-
creased agency productivity by 15.5 percent since
2001 through increased use of information tech-
nology and improved business processes. SSA
would have required $980 million more in 2007
to process the same work if productivity improve-
ments had not been realized.

e High Intensity Drug Trafficking Areas
(HIDTA): The HIDTA program improved the way
it measures success by implementing a system for
tracking and analyzing performance data. Using
this information, more drug trafficking organiza-
tions were dismantled for less money. In 2005,
2,183 Drug Trafficking Organizations were dis-
mantled for $80,000 each. By 2006, 2,332 were
dismantled for $76,000 each.

¢ Administration on Aging (AoA): AoA improved
its outreach and services to elderly Americans who
suffer from disease and disability. In 2006, there
were 18 States that improved targeting to those
living below the poverty level, serving an addi-
tional 80,000 elderly individuals who lived in pov-
erty. Over 345,000 elderly and disabled individ-
uals, who due to their physical conditions would
otherwise be living in nursing homes, can continue
to live in their own homes and stay connected
to their communities. This is an increase of more
than 52,200 nursing home-eligible individuals
since 2003.

¢ Federal Bureau of Prisons (BOP): In 2006 as
a part of its “Greening Prisons” initiative, the
BOP piloted renewable energy technologies in sev-
eral prisons and generated savings of $1.1 million.
As a result, in 2006 and 2007, BOP entered into
18 new national Energy Savings Performance Con-
tracts with energy services companies to generate
additional savings.

Agencies are identifying additional actions to improve
the performance of each of their programs. For exam-
ple:

Progress toward the second PII goal of improving
resource allocation has been limited, but this year, the
Administration had more success in terminating some
low-performing programs and targeting those resources
to well-performing programs. In 2008 seven programs
were terminated, saving $156 million and six programs
were reduced, saving $1.120 billion. Though no decision
is based purely on performance, overall, high per-
forming programs received larger funding increases
than those that did not perform as well.
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II. HOW THE PERFORMANCE IMPROVEMENT INITIATIVE WORKS

Several aspects of the Performance Improvement Ini-
tiative are designed to maximize program performance.
They include:

e Comprehensively assessing performance using the
PART;

e Publishing quarterly Scorecards to hold agencies
accountable for managing for results, addressing
PART findings, and implementing improvement
plans;

e Broadcasting results to
ExpectMore.gov; and

o Facilitating program improvement through inter-
agency collaboration and cooperation.

the public on

Comprehensive Assessment with the Program
Assessment Rating Tool (PART)

How do we ensure that Federal programs are improv-
ing every year? First, we assess their current perform-
ance. In order to improve a program’s outcomes, it is
critical to have a good understanding of how the pro-
gram is currently performing. To date, we have as-
sessed the performance of more than 1,000 programs,
comprising 96 percent of all Federal programs, using
the PART.

History of the PART

The Federal Government spends trillions of dollars
on programs annually, but until the advent of the
PART, there was not a uniform basis for assessing how
well these programs actually work. For example, are
the billions of taxpayer dollars the Federal Government
spends on foster care actually preventing the maltreat-
ment and abuse of children? Are Federal efforts to re-
duce air pollution successful? Previous administrations
from President Johnson to President Clinton and Con-
gress have grappled with this problem. Each prior ad-
ministration has tried to come up with means by which
government programs can be measured for results. The
most significant advance in bringing accountability to
government programs was the Government Perform-

ance and Results Act of 1993 (GPRA). This law requires
Federal agencies to identify both annual and long-term
goals and to collect and report performance data. For
the first time, agencies were required to explicitly iden-
tify measures and goals for judging the performance
of each of their programs and to collect information
on an annual basis in order to determine whether they
were meeting those goals.

This Administration built upon GPRA requirements
by creating the PART (Program Assessment Rating
Tool), an objective, evidence-based and easy-to-under-
stand questionnaire about program design, planning,
management, and performance. Objectivity is para-
mount to a PART rating. For example, when the devel-
opment of the PART began in 2002, the first draft
included a question relating to whether a particular
program served an appropriate federal role. Because
many people believed that the answer to that question
would vary depending on the reviewer’s philosophical
outlook, the question was removed.

Public and private sector entities have reviewed the
PART. Private sector reviewers have praised the PART
assessment process for its transparency and objectivity
and also have raised concerns that OMB has striven
to address. For instance, some reviewers found that
assessments of different programs lacked consistency
in the answers to the same questions. OMB now audits
all draft assessments to correct any obvious inconsist-
encies. Reviewers also found that agencies did not al-
ways agree with the final assessment of their programs.
Agencies can now appeal to a high level subcommittee
of the President’s Management Council to dispute an-
swers with which they disagree. To address concerns
that OMB and agencies were not doing enough to in-
volve Congress in the assessment process, agencies are
now required to brief and consult their Congressional
appropriators, authorizers, and overseers before the an-
nual assessments begin.

The accompanying timeline provides a history of the
development of the PART.
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April 2002 | —

May 2002 | —

July 2002 | ——

Aug. 2002 | —

Sept. 2002 | —

Nov. 2002 | ——

(e 2007 ] —

June 2003 | —

*NAPA = National Academy
of Public Administration

PCIE = President's Council
on Integrity and Efficiency

PMAC = Performance
Measurement Advisory

PMC = President's
Management Council

*%20% of Programs Assessed
in each Spring/Summer
2002 - 2006

Jan. 2004 | —

July 2005 | —
Council Aug. 2005 | —

v 2006 ] —

v

Draft PART Tested on 67 Programs
Public Input Requested

External Review of PART -
NAPA/PCIE/PMAC*

PMC Approves Final PART/First List of Programs
to be Assessed*

PART Assessments Conducted with Agencies**

First Congressional Hearing Held
PMAC Met

First Interagency Review Panel Conducted
Consistency Audit & Appeals Review

Published First Set of PARTSs

Established Annual OMB Consistency Check

GAO Conducted Latest Review of PART

PART received Harvard's Innovations in American|
Government Award
Online Tool - PARTWeb Launched

Established Formal Annual Appeals
Process

Online Tool - ExpectMore.gov Launched
Established Annual Consultation with Congress
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What is the PART and How is it Used?

The PART helps assess the management and performance of individual programs. With the PART, agencies and OMB evaluate
a program’s purpose, design, planning, management, results, and accountability to determine its overall effectiveness. Agencies
then identify and complete follow-up actions to improve program results.

To reflect the fact that Federal programs deliver goods and services using different mechanisms, the PART is customized by
program type. The seven PART types are: Direct Federal, Competitive Grant, Block/Formula Grant, Research and Development,
Capital Assets and Service Acquisition, Credit, and Regulatory. The PART types apply to both discretionary and mandatory pro-
grams. ExpectMore.gov also classifies each program by its specific program area (such as environment, transportation, edu-
cation, etc.) to facilitate comparison and accelerate the improved performance of programs with similar missions.

Each PART includes 25 basic questions and additional questions tailored to the different program types. The questions are di-
vided into four sections. The first section of questions gauges whether a program has a clear purpose and is well designed to
achieve its objectives. The second section evaluates strategic planning, and weighs whether the agency establishes outcome-ori-
ented annual and long-term goals for its programs. The third section rates the management of an agency’s program, including
the quality of efforts to improve efficiency. The fourth section assesses the results programs can report with accuracy and con-
sistency.

The answers to questions in each of the four sections result in a numerical score for each section from 0 to 100 (100 being the
best score). Because reporting a single weighted numerical rating could suggest false precision, or draw attention away from the
very areas most in need of improvement, numerical scores are combined and translated into qualitative ratings. The bands and
associated ratings are as follows:

Rating Range
EffECtIVE oo 85-100
Moderately Effective ... 70-84
AJEQUALE ..o s 50-69
INEFIECHVE .ovvereerccercrrcee s 0-49

Regardless of overall score, programs that do not have acceptable performance measures or have not yet collected perform-
ance data generally receive a rating of “Results Not Demonstrated.” This rating suggests that not enough information and data
are available to make an informed determination about whether a program is achieving results.

PART ratings do not result in automatic decisions about funding. Clearly, over time, funding should be targeted to programs that
can prove they achieve measurable results. In some cases, a PART rating of “Ineffective” or “Results Not Demonstrated” may
suggest that greater funding is necessary to overcome identified shortcomings, while a funding decrease may be proposed for a
program rated “Effective” if it is not a priority or has completed its mission. However, most of the time, an “Effective” rating is
an indication that the program is using its funding well and that major changes are not needed.

Publish a Scorecard to Hold Agencies held publicly accountable for adopting these disciplines.
Accountable To meet the Standards for Success for the PII, an agen-
cy must:

Agencies are achieving greater results with the help .
of the habits and disciplines established through the * Demonstrate that senior agency managers meet
Performance Improvement Initiative (PII). These agen- at least quarterly to examine reports that inte-
cies recognize that the PART can be a useful tool to grate financial and performance information that

drive improvement in the performance of their pro- covers all major responsibilities of the Depart-
grams. ment;

Agency success is judged by clear, Government-wide * Have strategic plans that contain a limited num-
goals or standards consistent with the Program Im- ber of outcome-oriented goals and objectives. An-
provement Initiative. Agencies have developed and are nual budget and performance documents incor-
implementing detailed, aggressive improvement plans porate measures identified in the PART and focus

to achieve these goals. Most importantly, agencies are
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on the information used in the senior management
report described in the first criterion;

¢ Report the full cost of achieving performance goals
accurately in budget and performance documents
and accurately estimate the marginal cost of
changing performance goals;

e Have at least one efficiency measure for all PART-
ed programs;

e Use PART evaluations to direct program improve-
ments and hold managers accountable for those
improvements, and PART findings and perform-
ance information are used consistently to justify
funding requests, management actions, and legis-
lative proposals; and

e Have less than 10 percent of agency programs
receive a Results Not Demonstrated rating for two
years in a row.

Each quarter, agencies receive two ratings—status
and progress. First, they are rated on their status in
achieving the overall goals for each initiative. They are
given a green, yellow or red rating to clearly announce
their performance. Green status is for success in achiev-
ing each of the criteria listed above; yellow is for an
intermediate level of performance; and red is for unsat-
isfactory performance.

Second, agency progress on the Program Improve-
ment Initiative standards is assessed separately. Agen-
cy progress is reviewed on a case-by-case basis against
the work plan and related time lines established for
each agency. Progress is also given a color rating. Green
is given when implementation is proceeding according
to plans agreed upon with the agencies; yellow for when
some slippage or other issues require adjustment by
the agency in order to achieve the initiative objectives
on a timely basis; and red when the Initiative is in
serious jeopardy of not realizing its objectives without
significant management intervention.

As of September 30, 2007, fourteen agencies achieved
green status on the Program Improvement Initiative
Scorecard. The agencies at green are:

1. Department of Agriculture

2. Department of Commerce

3. Department of Education

4. Department of Energy

5. Environmental Protection Agency

6. Department of Justice

7. Department of Labor

8. Department of Transportation

9. General Services Administration
10. National Aeronautics and Space Administration
11. National Science Foundation
12. Small Business Administration
13. Smithsonian Institution
14. Social Securlty Administration

The Scorecard is an effective accountability tool to
ensure agencies manage the performance of their pro-
grams. Although a scorecard rating is not directly
linked to any specific consequences, it is quickly under-
stood at the highest levels of the Administration as
an indicator of an agency’s strength or weakness.

The Government-wide scorecard reporting on indi-
vidual agency progress is published quarterly at
www.results.gov | agenda [ scorecard.html.

Broadcast Results on ExpectMore.gov

ExpectMore.gov provides Americans with candid in-
formation about which programs work, which do not,
and what all programs are doing to get better every
year.

Up until the launch of ExpectMore.gov last year,
Americans had limited access to information on how
well the Federal Government performed. Now, Ameri-
cans can see for themselves how their government pro-
grams are performing. In many cases, the Federal Gov-
ernment performs well. In some cases, it performs bet-
ter than the private sector.

ExpectMore.gov contains summaries of PART results
for all programs that have been assessed to date. The
site provides program information that a concerned cit-
izen could use to assess a program’s performance. Each
assessment includes a brief description of the program’s
purpose, its overall rating, some highlights about its
performance and the steps it will take to improve in
the future. For individuals interested in more informa-
tion, the site also provides links to the detailed program
assessment, as well as that program’s website and the
assessment summaries of other similar programs. The
detailed PART assessment includes the answer to each
PART question with an explanation and supporting evi-
dence. It also includes the performance measures for
the program along with current performance informa-
tion. In addition, there is an update on the status of
follow-up actions to improve program performance.

A visitor to the site may find, at least initially, that
programs are not performing as well as they should
or program improvement plans are not sufficiently am-
bitious. We expect this site to help change that. The
website has a variety of benefits, including:

o Increased public attention to performance;

o Greater scrutiny of agency action (or inaction) to
improve program results:
—Improvement plans are transparent
—Statements about goals and achievements are

clearer; and

e Demand for better quality and more timely per-

formance data.

Implement Inter-Agency Program Improvement

The Administration continues to look for new ways
to improve the performance of programs with similar
purposes or designs by using the PART to analyze per-
formance across agencies (i.e., cross-cutting analysis)
and State and local levels. Cross-cutting analysis can
improve coordination and communication by encour-
aging managers from multiple agencies to agree to a
common set of goals and by placing the focus on quan-
tifiable results. Cross-cutting analysis breaks down bar-
riers across the Federal, State, and local levels so that
all entities work toward the same goal. Only topics
that are expected to yield meaningful results are se-
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lected for cross-cutting analyses. To date, the Adminis-
tration completed cross-cutting analyses of the govern-
ment’s math and science programs, community and eco-

nomic development programs, import and food safety
programs, and others.

III. RESULTS

As mentioned above, the PII measures its progress
according to two key principles:
e Improved Program Performance; and
o Greater Investment in Successful Programs
There has been greater success in leading agencies
to think more systematically about how they measure
and improve program performance. Though there are
many factors that impact program performance, it is
clear that the PII has framed the discussion around
results. Agencies have developed ways to measure their
efficiency so they can figure out how to achieve more
with Americans’ tax dollars.
2009 marks the sixth year that the PART was used
to (1) assess program performance, (2) take steps to

improve program performance, and (3) help link per-
formance to budget decisions. To date, the Administra-
tion has assessed more than 1,000 programs, rep-
resenting approximately 96 percent of the Federal
budget. The Administration will use the PART to assess
the performance and management of the remaining
Federal programs.

With the help of the PART, we have improved pro-
gram performance and transparency. There has been
a substantial increase in the total number of programs
rated either “Effective”, “Moderately Effective”, or “Ade-
quate”. This increase came from both re-assessments
and newly PARTed programs. The chart below shows
the percentage of programs by ratings category.

Chart 2-1. Program Ratings are Improving
Cumulative Program Results by Ratings Category
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These results demonstrate that the PII has been very
successful in focusing Agencies’ attention on program
performance. For example, approximately:

¢ 89 percent of programs established or clarified
their long-term and annual performance goals to
focus on the outcomes that are important to the
American people.

e 82 percent of programs are achieving their per-
formance goals.

e 73 percent of programs are measuring their effi-
ciency, a relatively new activity for Government
programs.

e 70 percent of programs are improving efficiency
annually, producing more value per dollar spent.

¢ 55 percent of programs that were initially unable
to demonstrate results have improved their overall
performance rating.

Unfortunately, there has not been a similar level of
accomplishment in the second measure: Greater Invest-
ment in Successful Programs. Though Congressional
use of performance information has been limited, most
in the Congress are aware of the PART. This topic
was discussed extensively in recent debates in the Sen-
ate.
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Senator Wayne Allard introduced an amendment to
cut funding for programs funded in the Labor, HHS,
and Education 2008 Appropriations Bill rated as “Inef-
fective” by 10 percent across the board. In advocating
his amendment, Senator Allard said:

These assessments represent the combined wis-
dom of career officials. This is not a political
process. These are objective evaluations done by
career officials at agencies and OMB, and are
based on evidence of that program’s perform-
ance. While a program’s overall rating should
not be the sole determinant of funding, Con-
gress should prioritize funding programs that
perform well. Ineffective programs in particular
should be scrutinized to determine whether the
resources they use could be better spent else-
where and whether their goals could be
achieved through other means.

Senator Allard brought warranted focus on programs
that aren’t performing as they should. In arguing
against the amendment, Senator Tom Harkin said:

The Program Assessment Rating Tool... is in-
tended to help assess the management and per-
formance of individual programs. So it is not
just a question of whether the program works,
it also evaluates whether Congress has designed
the program in a clear manner and whether

Federal agencies do a good job managing the
program.

Both Senators went on to have a substantive debate
about how programs were performing and how to get
them to perform better. And soon thereafter, in arguing
for his own amendment, Senator John Cornyn said:

The Office of Management and Budget has re-
cently reviewed over a thousand programs. As
this chart indicates, upon a review of 1,016
Federal Government programs, they have con-
cluded that 22 percent of those programs rated
either as ineffective or they are unable to deter-
mine whether they are effective. In other words,
they are unable to find evidence that they are
effective. They have not conclusively determined
them as ineffective, but they have concluded
that 22 percent of the Federal Government pro-
grams are either ineffective or the results are
not demonstrated. Anybody who is interested
anywhere in the world—-certainly in the United
States—can look at the information on this
ExpectMore.gov Web site and inform them-
selves, as I am sure they would want to, about
what the Federal Government is doing and not
doing on their behalf.
This debate on Senator Allard’s amendment was an
important one. It shows increasing attention to the ob-
jective rating of program performance.

IV. NEXT STEPS

The PII has identified several activities to improve
program effectiveness over the coming year:

Ensure Program Goals are Adequate and Improve-
ment Plans are Aggressive and Result in Improved Per-
formance.—Review of all completed PARTs and pro-
gram goals, as well as rigorous follow-up on rec-
ommendations from the PART will accelerate improve-
ments in the performance of Federal programs. This
will ensure that the hard work done through the PART
produces performance and management improvements.
Additionally, implementation of improvement must be
tracked and reported.

Appoint Agency Performance Improvement Officers.—
To ensure successful implementation of the new policy
of the Federal Government embodied in Executive
Order 13450 to spend taxpayer dollars effectively, and
more effectively each year, each agency will appoint
Performance Improvement Officers. Performance Im-
provement Officers are responsible for coordinating the
performance improvement activities of their agencies,
including:

e Developing and improving the agency’s strategic
plans, annual performance plans, and annual per-
formance reports, as well as ensuring the use of
such information in agency budget justifications;

¢ Ensuring program goals are aggressive, realistic,
and accurately measured;

¢ Regularly convening agency program management
personnel to assess and improve program perform-
ance and efficiency; and

¢ Assisting the head of the agency in the develop-
ment and use within the agency of performance
measures in personnel performance appraisals,
particularly those of program managers, to ensure
real accountability for greater effectiveness.

Expand Cross-Cutting Analyses.—Use the PART to
facilitate cross-cutting analysis where there is a higher
return than approaching programs individually. The
goal of these efforts is to increase efficiency and save
dollars, building on the success of previous cross-cutting
analyses. Congressional guidance will be a factor in
choosing topics for the next group of cross-cutting anal-
yses.

Maximize ExpectMore.gov Impact.—The Federal Gov-
ernment should be accountable to the public for its
performance. This web-based tool provides candid infor-
mation on how programs are performing and what they
are doing to improve. The PII Initiative will work to
increase the reach and impact of this valuable informa-
tion to improve program performance and account-
ability for results.
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Note.—A table with summary information for all pro-
grams that have been reviewed using the Program As-
sessment Rating Tool (PART) is available at:
www.whitehouse.gov [omb [ expectmore | part.pdf. This
table provides program ratings, section scores, funding
levels, and other information. Additionally, a complete

data file and data model of all assessments on
ExpectMore.gov is available at: www.whitehouse.gov/
omb | expectmore [whatsnew.htm. This is a comma-sepa-
rated values file that academics and researchers can
use to analyze performance data.
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3. HOMELAND SECURITY FUNDING ANALYSIS

Since the terrorist attacks of September 11, 2001,
the Federal Government, with State, local and private
sector partners, has engaged in a concerted national
effort to prevent terrorist attacks within the United
States, reduce America’s vulnerability to terrorism, and
minimize the damage and recover from any attacks
that do occur. Accordingly, we have identified and pur-
sued terrorists abroad, and implemented an array of
measures to secure our citizens and resources at home.
We have worked with the Congress to reorganize the
Federal Government; acquire countermeasures to chem-
ical, biological, radiological, and nuclear (CBRN) weap-
ons; enhance the security of our borders; protect our
critical infrastructure and key resources; and strength-
en America’s response and recovery capabilities in our
cities and local communities. Elements of our National
Strategy for Homeland Security involve every level of
government as well as the private sector and individual
citizens. Since September 11th, homeland security has
continued to be a major policy focus for all levels of
government, and the U.S. government has no more im-
portant mission than securing the Homeland.

Underscoring the importance of homeland security as
a crosscutting Government-wide function, section 889
of the Homeland Security Act of 2002 requires a home-
land security funding analysis to be incorporated in
the President’s Budget. This analysis addresses that
legislative requirement. This analysis covers the home-
land security funding and activities of all Federal agen-
cies, not only those carried out by the Department of
Homeland Security (DHS), but also State, local, and
private sector expenditures. Since not all activities car-
ried out by DHS constitute homeland security funding
(e.g. response to natural disasters and Coast Guard
search and rescue activities)) DHS estimates in this
section do not represent the entire DHS budget.

Data Collection Methodology and Adjustments

The Federal spending estimates in this analysis uti-
lize funding and programmatic information collected on
the Executive Branch’s homeland security efforts.!
Throughout the budget formulation process, the Office
of Management and Budget (OMB) collects three-year
funding estimates and associated programmatic infor-
mation from all Federal agencies with homeland secu-

1All data in the Federal expenditures section are based on the President’s policy for
the 2009 Budget. Additional policy and baseline data is presented in the “Additional Tables”
section. Due to rounding, data in this section may not add to totals in other Budget
volumes.

2Federal homeland security activities are currently defined by OMB in Circular A-11
as, “activities that focus on combating and protecting against terrorism, and that occur
within the United States and its territories (this includes Critical Infrastructure Protection

rity responsibilities. These estimates do not include the
efforts of the Legislative or Judicial branches. Informa-
tion in this chapter is augmented by a detailed appen-
dix of account-level funding estimates, which is avail-
able on the Analytical Perspectives CD-ROM.

To compile this data, agencies report information
using standardized definitions for homeland security. 2
The data provided by the agencies are developed at
the “activity level,” which is a set of like programs
or projects, at a level of detail sufficient to consolidate
the information to determine total Governmental spend-
ing on homeland security.

To the extent possible, this analysis maintains pro-
grammatic and funding consistency with previous esti-
mates. Some discrepancies from data reported in earlier
years arise due to agencies’ improved ability to extract
homeland security-related activities from host programs
and refine their characterizations. As in the Budget,
where appropriate, the data is also updated to reflect
agency activities, Congressional action, and technical
re-estimates. In addition, the Administration may re-
fine definitions or mission area estimates over time
based on additional analysis or changes in the way
specific activities are characterized, aggregated, or
disaggregated.

Federal Expenditures

Total funding for homeland security has grown sig-
nificantly since the attacks of September 11, 2001. For
2009, the President’s Budget includes $66.3 billion of
gross budget authority for homeland security activities,
a $4.5 billion (7.3 percent) increase over the 2008 en-
acted level.3 Excluding mandatory spending, fees, and
the Department of Defense’s (DOD) homeland security
budget, the 2009 Budget proposes a net, non-Defense,
discretionary budget authority level of $40.1 billion,
which is an increase of $3.9 billion (10.7 percent) over
the 2008 level (see Table 3-1).

A total of 32 agency budgets comprise Federal home-
land security funding in 2009. Of those, five agencies—
the Departments of Homeland Security, Defense,
Health and Human Services (HHS), Justice (DOJ) and
Energy (DOE)—account for approximately $60.7 billion
(91 percent) of total Government-wide gross discre-
tionary homeland security funding in 2009.

(CIP) and Continuity of Operations (COOP) data), or outside of the United States and
its territories if they support domestically-based systems or activities (e.g., visa processing
or pre-screening high-risk cargo at overseas ports). Such activities include efforts to detect,
deter, protect against, and, if needed, respond to terrorist attacks.”

3The 2009 gross homeland security funding request level excludes $2.2 billion for Bio-
Shield.
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Table 3-1. HOMELAND SECURITY FUNDING BY AGENCY
(Budget authority, in millions of dollars)
2007 2008
: 2007 2008 2009
Budget Authority Enacted SE%‘:{’ET;V Enacted ngﬁg'%@ﬁg;iv Request

Department of Agriculture 540.5 | oo 570.0 | oo 690.9
Department of Commerce 2 205.0 | v 206.9 | o 262.3
Department of Defense 16,538.3 17,3744 | e 17,645.9
Department of Education 26.2 27.1 30.3
Department of Energy .......ccooveveveninenns 1,719.2 1,828.7 1,942.9
Department of Health and Human Services 4,456.7
Department of Homeland Security 32,8171
Department of Housing and Urban Development .. 41
Department of the Interior ........cccccoevencnnee 435
Department of Justice 3,794.9
Department of Labor 51.4
Department of State ............ 2,465.6
Department of Transportation . 2212
Department of the Treasury 126.6
Department of Veterans Affairs 348.1
Corps of Engineers ..........ccoeuuuuue 42.0
Environmental Protection Agency ... 170.3
Executive Office of the President 20.7
General Services Administration 119.4
National Aeronautics and Space Administration 203.0
National Science Foundation .........cccceeu... 379.0
Office of Personnel Management 25
Social Security Administration 2215
District of Columbia .........cccccvevenenee 15.0
Federal Communications Commission ....... 2.3
Intelligence Community Management Account 12.6
National Archives and Records Administration 18.8
Nuclear Regulatory Commission ................. 72.8
Securities and Exchange Commission 15.9
Smithsonian Institution 96.6
United States Holocaust Memorial Museum 9.0
Corporation for National and COMMUNity SEIVICE ........cccvvvrieminmrnincrnierneeinnsncrseeneennsees | 888 | v | e | e | e
Total, Homeland Security Budget AUthority .............cccooeninicees 56,925.9 2,906.9 61,808.4 3,114.3 66,302.5
Less Department Of DEENSE ........cviririurriieiieieisseiees ettt =16,538.3 | iveevreieien 17,3744 | ..o -17,645.9
Non-Defense Homeland Security BA, excluding Mandatory PSIC Grants and BioShield .......... 40,387.5 44,434.0 48,656.6

Less Fee-Funded Homeland Security Programs -4,534.4 -5,347.7 -5,355.3

Less Mandatory Homeland Security Programs ... -2,435.5 -2,871.7 -3,223.9
Net Non-Defense Discretionary Homeland Security BA, excluding Mandatory PSIC Grants

and BioShield 33,417.7 2,906.9 36,214.6 3,114.3 40,077.3

Plus Mandatory PSIC Grants . 1,000.0 | oo | e | e | e

PIUS BIOSKIBIA ..vovveeeceeariseiseeterieiieesse sttt sttt esssenies | sesssssssesssenes 2,175.0
Net Non-Defense Discretionary Homeland Security BA, including Mandatory PSIC Grants

AN BIOSIIEIA ... s 34,417.7 2,906.9 36,214.6 3,114.3 42,252.3
Obligations Limitations
Department of Transportation Obligations LIMIHAtion ..........cccooreirireineininrinneseeseieeessisseseias 121.0 | e 121.0 | o 121.3

1The 2008 supplemental and emergency funding levels for the Departments of Homeland Security (DHS) and Justice (DOJ) include both enacted and requested supplemental
and emergency funding. DHS supplemental funding includes the pending $113 million and DOJ supplemental funding includes the pending $106 million.

2DOC's 2007 gross full-year CR level per H.J.Res. 20 for homeland security excludes $1 billion in mandatory borrowing authority for the Public Safetly Interoperable Commu-
nications (PSIC) Grants program to provide Federal grants to public safety agencies for communications interoperability purposes. Although technically scored in 2007, this funding
will be made available from proceeds of the Federal Communications Commission’s 2008 auction of returned television spectrum, at which time DOC will begin obligating funds.

The growth in Federal homeland security funding is
indicative of the efforts that have been initiated to se-
cure our Nation. However, it should be recognized that
fully developing the strategic capacity to protect Amer-
ica is a complex effort with many challenges. There
is a wide range of potential threats and risks from
terrorism. To optimize limited resources and minimize
the potential social costs to our free and open society,

we must apply a risk management approach across all
homeland security efforts in order to identify and assess
potential hazards (including their downstream effects),
determine what levels of relative risk are acceptable,
and prioritize and allocate resources among all home-
land security partners, both public and private, to pre-
vent, protect against, and respond to and recover from
incidents.
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Homeland security is a shared responsibility built
upon a foundation of partnerships—Federal, State,
local, and Tribal governments, the private and non-
profit sectors, communities, and individual citizens all
share common goals, responsibilities, as well as ac-
countability, for securing the Homeland. In addition,
partnerships in homeland security also extend beyond
our Nation’s borders, with international cooperation
continuing to be an enduring feature of our approach
to threats that transcend jurisdictional and geographic
boundaries.

The latest National Strategy for Homeland Security
of 2007 continues to provide a framework for addressing
these challenges first set out by the President’s 2002
version. It guides the highest priority requirements for
securing the Nation. As demonstrated below, the Fed-
eral government has used the National Strategy to
guide its homeland security efforts.

In October 2007, the President issued an updated
National Strategy for Homeland Security, which is serv-
ing to guide, organize, and unify our Nation’s homeland
security efforts. This updated National Strategy, which
builds directly from the first National Strategy for
Homeland Security issued in dJuly 2002, reflects our
increased understanding of the terrorist threats con-
fronting the United States and incorporates lessons
learned from exercises and real-world catastrophes. It
provides a common framework through which our en-
tire Nation should focus its homeland security efforts
on the following four goals:

e prevent and disrupt terrorist attacks;

e protect the American people, our critical infra-
structure, and key resources;

e respond to and recover from incidents that do
occur; and

e continue to strengthen the homeland security
foundation we have built to ensure our long-term
success.

For this year’s analysis, departments and agencies
categorized their funding data based on the critical mis-
sion areas defined in the National Strategy for Home-
land Security (July 2002), which are: Intelligence and
Warning; Border and Transportation Security; Domestic
Counterterrorism; Protecting Critical Infrastructures
and Key Assets; Defending Against Catastrophic
Threats; and Emergency Preparedness and Response.
Next year’s categorization will be based on the four
goals of the 2007 National Strategy for Homeland Secu-
rity.

At the Federal level, the National Strategy is a dy-
namic document being implemented through a robust
interagency planning and coordination process. It in-
cludes actions that agencies use and must build upon
to measure progress. In some cases, progress may be
easily measured. In others, Federal departments and
agencies, along with State and local governments and
the private sector, are working together to develop
measurable goals. Finally, in some areas, Federal de-
partments and agencies and partners must continue
to develop a better understanding of changing risks
and threats—such as the biological agents most likely
to be used by a terrorist group or the highest-risk crit-
ical infrastructure targets—in order to develop bench-
marks that suit the needs of the moment and at the
same time align to long-term goals. For example, a
major inter-agency effort currently occurring at the
Federal level is the tracking and updating of the Na-
tional Implementation Plan for the Global War on Ter-
rorism and attendant performance measures that ad-
dress homeland security.

Funding presented in this report is analyzed in the
context of major “mission areas.” Activities in many
of the mission areas are closely related and certain
capabilities highlighted by a single mission area also
enhance capabilities captured by other mission areas.
For example, information gleaned from activities in the

Table 3-2. POLICY ESTIMATES—HOMELAND SECURITY FUNDING BY NATIONAL STRATEGY
MISSION AREA
(Budget authority, in millions of dollars)
2007 2008
2007 2008 2009
Agency Supplemental/ Supplemental/
Enacted Emergency Enacted Emergency Request
Intelligence and Warning ..........cccceevvrinenvcnniennns 670.8 15.2 682.7 39.1 765.9
Border and Transportation Security ........c.c.cooeeenee. 19,365.3 2,253.6 22,286.8 2,842.7 25,712.5
Domestic Counterterrorism ...........ccovvevernerenenens 5,026.6 222.8 4,896.8 154.7 5,392.9
Protecting Critical Infrastructure and Key Assets .. 18,388.2 228.5 19,926.1 15.8 20,164.5
Defending Against Catastrophic Threats ............... 8,595.9 149.9 8,278.1 2.0 9,054.8
Emergency Preparedness and Response 48222 37.0 5,551.4 60.0 5,013.1
OHNEI oottt 56.9 | o 186.5 | v 198.8
Total, Homeland Security Budget Authority ..... 56,925.9 2,906.9 61,808.4 3,114.3 66,302.5
Plus Mandatory Interoperability Communica-
NS GIANS ....cvucvecvcicisceecee et 1,000.0 | coovereeerieiieiies | e | e | e
PIUS BIOSHIBIT ....eovvereercerrireereeneemernsseenennns | coveernrersennens | vvervnenssssneesenns | sevreernsesnsnnns | eeseeeeeensseseennns 2,175.0
Total Homeland Security Budget Authority
plus Mandatory PSIC Grants and BioShield 57,925.9 2,906.9 61,808.4 3,143 68,477.5




22

ANALYTICAL PERSPECTIVES

intelligence and warning category may be utilized to
inform law enforcement activities in the domestic
counterterrorism category. However, for the purposes
of segmenting Federal homeland security funding by
mission areas, discussions of cross-cutting activities
have also been separated by mission areas.

Furthermore, there are a small number of notable
cross-cutting activities that are not specifically high-
lighted in any of the mission areas. For example, al-
though pandemic influenza preparedness is considered
an essential activity, it does not necessarily fit into
a single homeland security mission area, and general
bio-defense and preparedness activities of the Federal
government encompass it. Nevertheless, the prepara-
tions we are making for pandemic influenza have a
direct impact on our ability to defend against and re-
spond to terrorist weapons of mass destruction (WMD)
threats.

The following table summarizes funding levels by the
mission areas set forth in the 2002 National Strategy
for Homeland Security ; more detailed analysis is pro-
vided in subsequent mission-specific analysis sections.

Intelligence and Warning

The Intelligence and Warning mission area covers
activities to detect terrorist threats and disseminate
terrorist-threat information. This category includes in-
telligence collection, risk analysis, and threat-vulner-
ability integration activities for preventing terrorist at-
tacks. It also includes information sharing activities
among Federal, State, and local governments, relevant
private sector entities, and the public at large. It does
not include most foreign intelligence collection—al-
though the resulting intelligence may inform homeland
security activities—nor does it fully capture classified
intelligence activities. In 2009, funding for intelligence
and warning is distributed between DHS (53 percent),
primarily in the Office of Intelligence and Analysis;
DOJ (43 percent), primarily in the Federal Bureau of
Investigation (FBI); and other Intelligence Community
members (4 percent). The 2009 funding for intelligence
and warning activities is 12.2 percent above the 2008
level.

Table 3-3. INTELLIGENCE AND WARNING FUNDING
(Budget authority, in millions of dollars)
2007 2008
2007 2008 2009
Agency Supplemental/ Supplemental/
Enacted Emergency Enacted Emergency Request
Department of Agriculture ...... 16.8
Department of Commerce ..... 2.0
Department of Homeland Sec 403.0
Department of Justice ........c.cccceeenee 329.3
Department of the Treasury ........cc.coeeveeneevneenn: 7.3
Intelligence Community Management Account ...... 7.5
Total, Intelligence and Warning ............c.cocece.... 670.8 15.2 682.7 39.1 765.9

The major requirements addressed in the intelligence
and warning mission area include:

e Unifying and enhancing intelligence and analyt-
ical capabilities to ensure officials have the infor-
mation they need to prevent attacks; and

¢ Implementing information sharing and warning
mechanisms, such as the Homeland Security Advi-
sory System, to allow Federal, State, local, and
private authorities to take action to prevent at-
tacks and protect potential targets.

As established by the Intelligence Reform and Ter-
rorism Prevention Act (IRTPA) of 2004, the Director
of National Intelligence (DNI) ensures that this office
is setting collection and analysis priorities that are con-
sistent with the National Intelligence Strategy. This
strategy calls for the integration of both the domestic
and foreign dimensions of U.S. intelligence so that there
are no gaps in our understanding of threats to the
homeland.

In accordance with the IRTPA’s requirements for the
Information Sharing Environment (ISE), the DNI is

also ensuring that information sharing takes place in
an environment where access to terrorism information
is matched to the roles, responsibilities, and missions
of all the organizations across the intelligence commu-
nity. These changes allow the intelligence community
to “connect the dots” more effectively, develop a better
integrated system for identifying and analyzing ter-
rorist threats, and issue warnings more rapidly. The
DNI, in conjunction with the Homeland Security Coun-
cil (HSC) and relevant Federal agencies, has estab-
lished the ISE Implementation Plan and ISE Privacy
Guidelines in accordance with a Presidential directive
in December 2005, which outlined new guidelines and
protocols for improving information sharing between
Federal, State, local, and foreign governments and the
private sector.

The National Counterterrorism Center (NCTC) is spe-
cifically chartered to centralize U.S. Government ter-
rorism threat analysis and ensure that all agencies re-
ceive relevant analysis and information. NCTC serves
as the primary organization in the U.S. Government
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for analyzing and integrating all intelligence pertaining
to terrorism and counterterrorism (except purely domes-
tic terrorism) and the central and shared knowledge
bank on known and suspected terrorists and inter-
national terror groups. It also ensures that agencies,
as appropriate, have access to and receive the all-source
intelligence  support needed to execute their
counterterrorism plans or perform independent, alter-
native analysis. NCTC is tasked with coordinating
counterterrorism operational planning on a global basis
and developing strategic, operational plans for the Glob-
al War on Terrorism. The NCTC, with guidance from
the National Security Council and the HSC, has created
the first National Implementation Plan for the Global
War on Terrorism, which will further consolidate the
U.S. Government’s efforts on the Global War on Ter-
rorism.

The DNI and the NCTC work to utilize the unique
assets and capabilities of other Government agencies
and interagency groups—some of which are reorga-
nizing to improve these capabilities and better interface
with the new intelligence structure. As such, the NCTC
allocates requirements to the agencies with the assets
and capabilities to address them. In addition, NCTC
has formed a new core staff of analysts drawn from
multiple intelligence agencies. This variety ensures that
NCTC can access the Intelligence Community’s full
breadth of knowledge and complement the activities
of individual agencies. Despite the addition of this new
permanent planning staff, NCTC will not undertake
direct operations but will continue to leave mission exe-
cution with the appropriate agencies. This separation
ensures that agencies’ chains of command remain intact
and prevent potentially excessive micromanagement of
counterterrorism missions. Taken together, the creation
of the NCTC and recent legislation and executive orders
will ensure counterterrorism intelligence and warning
assets are better allocated and more tightly coordi-
nated, leading to improved intelligence for homeland
security.

Over the past seven years, the FBI has developed
its intelligence capabilities and improved its ability to
protect the American people from threats to national
security. It has built on its established capacity to col-
lect information and enhanced its ability to analyze,
disseminate and utilize intelligence. The percentage of
the FBI’s finished intelligence reports that were respon-
sive to National Intelligence Priority Framework topics
(which is a measure of how responsive the program
is to the U.S. Intelligence Community’s collection re-
quirements) increased from 79 percent in 2005 to 92
percent in 2007. In 2007, 33 percent of human sources
that the FBI obtained information from reported on
Tier 1 threat groups, which is composed of entities with
high intentions to harm the homeland and moderate
or strong links with al-Qa’ida. Furthermore, the FBI’s
Terrorist Screening Center has significantly increase
the number of positive encounters (database hits) with
subjects through multiple Federal screening processes

from approximately 5,300 hits in 2004 to over 21,000
in 2007.

The President’s 2009 Budget supports the FBI’s prior-
ities and its continuing transformation by providing the
resources needed to enhance its national security capa-
bilities and improve supporting information technology
and infrastructure. These initiatives will increase the
number of agents and specialists working national secu-
rity cases; enhance intelligence collection, systems, and
training; improve information technology (IT) systems
that reduce paperwork and facilitate information shar-
ing; and expand partnerships with Federal, state, local
and foreign agencies, as well as the private sector.
Among the intelligence-related enhancements in the
2009 budget are $26 million for the confidential human
source validation program, $25 million for foreign lan-
guage translation programs and $10 million for tech-
nical collections.

As a result of the Department of Homeland Security’s
2006 reorganization (Second Stage Review), a new Of-
fice of Intelligence and Analysis (I&A) was established
to strengthen intelligence functions and information
sharing within DHS. I&A gathers information to ana-
lyze terrorist threats to critical infrastructure, transpor-
tation systems, or other targets inside the homeland.
Led by the DHS Chief Intelligence Officer reporting
directly to the Secretary, this office not only relies on
personnel from the former Information Analysis and
Infrastructure Protection Directorate, but also draws
on the expertise of other DHS components with infor-
mation collection and analytical capabilities. For exam-
ple, improved coordination and information sharing be-
tween border agents, air marshals, and intelligence an-
alysts deepens the Department’s understanding of ter-
rorist threats. By maintaining and expanding its part-
nership with the NCTC, DHS will better coordinate
its activities with other members within the intelligence
community and the DNI.

I1&A also serves as the focal point for disseminating
homeland security information to State and local enti-
ties. For example, I&A is connected to homeland secu-
rity directors and intelligence analysts of States, coun-
ties, and territories through the Homeland Security In-
formation Network (HSIN) and it is deploying the
Homeland Security Data Network (HSDN) to them as
well, with over 18 State and Local Fusion Centers al-
ready able to access DHS secret-level classified systems
through HSDN. All 50 States and major urban areas
are connected to HSIN, and it is being rolled out to
major counties as well. Furthermore, in recognition of
the limitations of virtual interactions through electronic
communications networks, beginning in 2006, I&A has
begun deploying liaisons and intelligence analysts to
State and Local Intelligence Fusion Centers across the
Nation to improve the flow and quality of homeland
security information to State, local and private sector
partners and ensure a more accurate situational aware-
ness for DHS and its Federal partners. In 2007, DHS
disseminated a total of 355 intelligence products to its
Federal, State, local, tribal, and private sector partners.
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Border and Transportation Security

This mission area covers activities to protect border
and transportation systems, such as screening airport
passengers, detecting dangerous materials at ports
overseas and at U.S. ports-of-entry, and patrolling our
coasts and the land between ports-of-entry. The major-
ity of funding in this mission area ($23 billion, or 89
percent, in 2009) is in DHS, largely for the U.S. Cus-
toms and Border Protection (CBP), the Transportation
Security Administration (TSA), and the U.S Coast
Guard. Other DHS bureaus and other Federal Depart-
ments, such as the Departments of State and Justice,
also play a significant role. The President’s 2009 re-
quest would increase funding for border and transpor-
tation security activities by 15.4 percent over the 2008
level.

Securing our borders and transportation systems is
a complex task. Security enhancements in one area may
make another avenue more attractive to terrorists.
Therefore, our border and transportation security strat-
egy aims to make the U.S. borders “smarter”—targeting
layered resources toward the highest risks and sharing
information so that frontline personnel can stay ahead
of potential adversaries—while facilitating the flow of
legitimate visitors and commerce. The creation of DHS
allowed for unification of the Federal Government’s
major border and transportation security resources,
which facilitates the integration of risk targeting sys-
tems and ensures greater accountability in border and
transportation security. Rather than having separate
systems for managing goods, people, and agricultural
products, one agency is now accountable for ensuring
that there is one cohesive border management system.

The 2009 Budget provides approximately $9.5 billion
for Customs and Border Protection (CBP) including
nearly $500 million in funding for 2,200 new Border
Patrol agents. The President has committed to more
than doubling the size of the Border Patrol to 18,300
agents before he leaves office and obtaining funding
for an additional 1,700 by the end of 2009. At the
start of the President’s administration, there were ap-
proximately 9,000 Border Patrol agents.

To further gain control of our borders, the Budget
also continues funding for technology and infrastructure
along the border. In September of 2006, DHS awarded
a contract to implement the technological and infra-
structure component of its Secure Border Initiative
(SBI) effort, SBInet. SBInet will concentrate on using
proven, technology to significantly improve the avail-
ability of information and tools to Border Patrol agents
so they can better detect, identify, classify and confront
illegal border activity by those who pose a threat to
the United States. The Budget includes $775 million
for this priority. This investment will support smarter
and more secure borders.

The Administration has effectively ended the practice
of “catch and release” along the northern and southern
borders. Non-Mexican illegal aliens apprehended at the
border are now detained and then returned to their
home countries as quickly as possible and all non-crimi-
nal Mexican illegal aliens apprehended are returned
to Mexico immediately. The 2009 Budget includes $2.6
billion in detention and removal resources to continue
this success and supports a total of 33,000 detention
beds across the country to house illegal aliens appre-
hended by DHS.

To improve coordination and provide assistance to
State and local law enforcement officials, the Budget
will expand a successful Federal/State and local part-
nership—the 287(g) program, which provides State/local
law enforcement officials with guidance and training
in immigration law, subject to the direction of the Sec-
retary of Homeland Security. The 2009 Budget includes
an increase of $12 million for the 287(g) program and
the Law Enforcement Support Center, including the
training of State and local law enforcement officers,
detention beds for apprehended illegal aliens, and per-
sonnel to assist state and local law enforcement when
they encounter aliens.

Key to the Federal Government’s screening of inter-
national visitors is the US-VISIT program, which is
designed to expedite the clearance of legitimate trav-
elers while identifying and denying clearance to those
who may intend harm. US-VISIT previously collected
two digital fingerprints and a digital photograph of all
foreign visitors entering the United States. In 2007,

Table 3-4. BORDER AND TRANSPORTATION SECURITY FUNDING

(Budget authority, in millions of dollars)

2007 2008
2007 2008 2009
Agency Supplemental/ Supplemental/
Enacted Emergency Enacted Emergency Request
Department of AGHCUUIE ..........oceveerreerernceirerieines 28410 | e 255.1
Department of COMMErCe .......coccovvveenevnrieneirninnes 1.6 1.8
Department of Homeland Security ........ccccvcnvennee 20,004.5 22,970.8
Department of JUSHCE .....coceveerierevreeniiniiniriineiniininne 45 4.6
Department of State ........ccccovvrvrnrnrnrnisesserennns 1,901.8 2,395.5
Department of Transportation ... 156.3 10.7
General Services Administration ... 115.0 74.0
Total, Border and Transportation Security ....... 19,365.3 2,253.6 22,286.8 25,712.5
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the number of biometric watch list hits for travelers
processed at U.S. ports of entry exceeded 6,000, and
the number of hits for visa applicants at consular of-
fices exceeded 4,000. In November 2007, US-VISIT in-
troduced technology to collect 10 fingerprints from ar-
riving foreign visitors with the plan to roll-out 10-print
collection to 8 more ports soon. In order to ensure that
US-VISIT has full coverage of all potential visitors to
the United States, all U.S. ports of entry will transition
to collecting 10 fingerprints by the end of 2008. The
2009 Budget includes $390 million to support the in-
creased system infrastructure and continue the progress
toward interoperability with the FBI’s fingerprint sys-
tem, the Integrated Automated Fingerprint Identifica-
tion System (IAFIS).

In order to further improve aviation security, in 2009,
the Administration will devote nearly $6.0 billion to
the multi-layered, risk-based aviation security system,
including: $3 billion for over 48,000 Transportation Se-
curity Officers and technologies to screen passengers
and their baggage for weapons and explosives. TSA will
continue to provide specialized training in the detection
of suspicious behaviors, fraudulent documents, and im-
provised explosive devices, $131 million for enhance-
ments at passenger checkpoints to improve the detec-
tion of prohibited items, especially weapons and explo-
sives, through the use of additional sensors such as
whole body imaging, liquid bottle scanners, automated
explosive sampling, and cast and prosthesis scanners;
and nearly $100 million for air cargo security inspec-
tors, canine teams, and the Certified Shipper Program
to achieve 100 percent screening of passenger air cargo
in 2010.

The Budget will also recapitalize checked baggage
screening devices and accelerate deployment of inline
systems that will increase baggage throughput by up
to 300 percent. The President’s Budget proposes a tem-
porary, four-year surcharge on the passenger security
fee of $0.50 per enplanement with a maximum increase
of $1.00 per one-way trip. The additional fee collections
of $426 million would be deposited in the mandatory
Aviation Security Capital Fund to accelerate the deploy-
ment of optimal checked baggage screening systems and
address the need to recapitalize existing equipment de-
ployed immediately after September 11, 2001.

In the area of surface transportation security, TSA
assessed approximately 37 percent of national critical
surface transportation assets or systems in pipeline,
maritime, mass transit, rail, highway, motor carrier,
and postal shipping sectors in 2007 and continues to
provide assistance to the Federal Emergency Manage-
ment Agency (FEMA) in its review of infrastructure
protection grant applications. In 2009, TSA will devote
over $375 million for surface transportation security,
including funding for nearly 100 inspectors to conduct
risk-based assessments in the largest mass transit and
rail systems.

Safeguarding our seaports is critical since terrorists
may seek to use them to enter the country or introduce
weapons or other dangerous materials. With 95 percent

of all U.S. cargo passing through the Nation’s 361 ports,
a terrorist attack on a major seaport could slow the
movement of goods and be economically devastating to
the nation. The Maritime Transportation Security Act
(MTSA) and its implementing regulations, issued by
DHS in October 2003, require ports, vessels, and facili-
ties to conduct security assessments. In 2009, the Coast
Guard will continue to ensure compliance with MTSA
port and vessel security standards and regulations. The
2009 Budget provides nearly $3 billion for port security
across DHS, primarily for Coast Guard port security
activities such as Maritime Safety and Security Teams
and harbor patrols. In addition, the Coast Guard’s
budget funds operations to strengthen intelligence col-
lection and surveillance capabilities in the maritime
environment, both of which contribute to the broader
Coast Guard effort to enhance Maritime Domain
Awareness. In 2007, Congress passed P.L. 109-347, the
SAFE Port Act, which requires enhanced screening of
cargo bound for the Unites States, among other port
security measures. In addition, port operators are eligi-
ble for grants to fund security enhancements under
DHS’ Infrastructure Protection Program (IPP) which
falls under the Infrastructure Protection mission area.

The Department of State’s Bureau of Consular Affairs
is the second largest contributor to border and transpor-
tation security. The Department’s Border Security Pro-
gram includes visa, passport, American Citizen Services
and International Adoption programs. For foreign visi-
tors that require a visa, the Department of State col-
lects the visitor’s biometric and biographic data, which
is then checked against U.S. government databases,
thereby improving the ability to make a visa determina-
tion. When the visitor arrives in the United States,
US-VISIT procedures allow DHS to determine whether
the person applying for entry is the same person who
was issued the visa by the Department of State. This
and additional database checks improve the ability of
DHS to make admissibility decisions.

In addition, the Department of State will continue
to respond to demand for secure travel documents that
will be required by the Western Hemisphere Travel
Initiative. Under this initiative, United States citizens
and foreign visitors traveling to and from the Carib-
bean, Bermuda, Panama, Canada or Mexico will be re-
quired to have a passport or standardized travel card
that establishes the bearer’s identity and nationality
to enter or re-enter the United States. The initiative
will improve security at our borders by standardizing
entry and exit information and increasing the ability
of Government agencies to work together.

Furthermore, the President’s 2009 request signifi-
cantly increases funding for the Department of State’s
border security program to Mexico for the purchase of
x-ray systems to inspect trucks and trains, a mobile
x-ray van, patrol vehicles, cameras, fences, and training
and systems support to Mexican customs and immigra-
tion officials.
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Domestic Counterterrorism

Funding in the Domestic Counterterrorism mission
area covers Federal and Federally-supported efforts to
identify, thwart, and prosecute terrorists in the United

States. The largest contributors to the domestic
counterterrorism mission are law enforcement organiza-
tions: the DOJ (largely for the FBI) and DHS (largely
for ICE), accounting for 52.7 and 45.5 percent of fund-
ing for 2009, respectively.

Table 3-5. DOMESTIC COUNTERRORISM FUNDING
(Budget authority, in millions of dollars)
2007 2008
2007 2008 2009
Agency Supplemental/ Supplemental/
Enacted Emergency Enacted Emergency Request
Department of Homeland Security ........ccccvcnveunee 2,461.1 27.0 2,220.2 2,454.3
Department of Interior .. . 0.2 0.2
Department of Justice .. \ 2,590.9 2,839.4
Department of Transport e 23.0 29.0
Department of the Treasury .......coovveenerreenees 62.4 69.8
Social Security Administration ............ccccocrereienen. 0.2 0.2
Total, Domestic Counterterrorism ...................... 5,026.6 222.8 4,896.8 154.7 5,392.9

Since the attacks of September 11th, preventing and
interdicting terrorist activity within the United States
has become a priority for law enforcement at all levels
of government. The major requirements addressed in
the domestic counterterrorism mission area include:

e Developing a proactive law enforcement capability
to prevent terrorist attacks;

e Apprehending potential terrorists; and

e Improving law enforcement cooperation and infor-

mation sharing to enhance domestic
counterterrorism efforts across all levels of govern-
ment.

The President’s 2009 Budget supports the FBI's top
strategic priority: to protect the United States from ter-

rorist attacks. FBI continues to build its
counterterrorism capabilities post-9/11. Over the past
seven years, FBI has shifted resources to

counterterrorism from lower priority programs, hired
and trained additional field investigators, enhanced
science and technology capabilities, and strengthened
headquarters oversight of the counterterrorism pro-
gram. In 2007, the FBI reported over 3,600 State and
local law enforcement participants in its Joint Ter-
rorism Task Forces that are found all across the nation.
Overall, FBI resources in the domestic counterterrorism
category have increased from $0.9 billion in 2002 to
$2 billion in 2009. Among the largest 2009 initiatives
for enhancing counterterrorism capabilities are $28 mil-
lion for national security field investigations, $28 mil-
lion for surveillance operations, and $16 million for the
Weapons of Mass Destruction Directorate.

ICE works to deter and dismantle terrorist groups,
individuals, and companies involved in the illegal pro-
curement and movement of weapons of mass destruc-
tion and their materials and components. ICE National
Security Investigations personnel work closely with the
Federal Bureau of Investigation’s Joint Terrorism Task
Forces to utilize the collective resources of the partici-

pating agencies for the prevention, deterrence, and in-
vestigation of terrorism and related activities occurring
in or affecting the United States.

Protecting Critical Infrastructure and Key Assets

Funding in the Protecting Critical Infrastructure and
Key Assets mission area captures the efforts of the
U.S. Government to secure the Nation’s infrastructure,
including information infrastructure, from terrorist at-
tacks. Protecting the Nation’s critical infrastructure and
key assets is a complex challenge for two reasons: (1)
the diversity of infrastructure and (2) the high level
of private ownership (85 percent) of the Nation’s critical
infrastructure and key assets. DOD continues to report
the largest share of funding in this category for 2009
($12 billion, or 59.8 percent), which includes programs
focusing on physical security and improving the mili-
tary’s ability to prevent or mitigate the consequences
of attacks against departmental personnel and facili-
ties. DHS has overall responsibility for prioritizing and
executing infrastructure protection activities at the na-
tional level and accounts for $3.8 billion (18.7 percent)
of 2009 funding. In addition, a total of 25 other agencies
report funding to protect their own assets and work
with States, localities, and the private sector to reduce
vulnerabilities in their areas of expertise. The Presi-
dent’s 2009 request increases funding for activities to
protect critical infrastructure and key assets by $238
million (1.2 percent) over the 2008 level.

Securing America’s critical infrastructure and key as-

sets is a complex task. The major requirements include:

e Unifying disparate efforts to protect critical infra-

structure across the Federal Government, and
with State, local, and private stakeholders;

¢ Building and maintaining an accurate assessment

of America’s critical infrastructure and key assets

and prioritizing protective action based on risk;
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Table 3-6. PROTECTING CRITICAL INFRASTRUCTURE AND KEY ASSETS FUNDING
(Budget authority, in millions of dollars)
2007 2008
2007 2008 2009
Agency Supplemental/ Supplemental/
Enacted Emergency Enacted Emergency Request

Department of Agriculture 34.2 39.2 59.3
Department of Defense ... 11,254.0 12,126.8 12,058.3
Department of ENErgy ......ccocovveinrinirvcrneinennens 1,537.6 1,604.4 1,626.0
Department of Health and Human Services .......... 185.4 192.4 199.6
Department of Homeland Security .........cccccocvevenee 3,107.3 3,840.4 3,768.4
Department of JUSHCE ......c.vevrrereeneereineicrinciis 545.0 409.4 571.4
Department of Transportation ...........ccccceeuvererinees 155.5 149.3 162.7
Department of Veterans Affairs .........cccooeevevnveenees 217.7 216.3 277.4
National Aeronautics and Space Administration .... 199.2 205.2 203.0
National Science Foundation 357.4 348.9 364.0
Social Security Administration ... 191.9 2115 220.3
Other AGENCIES ......ouevuiereeeieeiererise e 603.0 582.3 654.1
Total, Protecting Critical Infrastructure and

Key ASSets ... 18,388.2 228.5 19,926.1 15.8 20,164.5

¢ Enabling effective partnerships to protect critical
infrastructure; and

¢ Reducing threats and wvulnerabilities in cyber-
space.

Homeland Security Presidential Directive 7 (HSPD-
7), signed in December 2003, established a national
policy to protect critical infrastructure and key re-
sources from attack, to ensure the delivery of essential
goods and services, and to maintain public safety and
security. Under HSPD-7, DHS is responsible for coordi-
nating Federal critical infrastructure programs and
working closely with State and local governments and
the private sector to aligning protection efforts. To pro-
vide the overall framework to integrate various critical
infrastructure protection activities, DHS developed the
National Infrastructure Protection Plan (NIPP). The
plan’s risk-management approach provides the frame-
work for government and industry to work together
on common protective goals, while focusing resources
where they are needed the most.

Recognizing that each infrastructure sector possesses
it own unique characteristics, HSPD-7 also designated
sector-specific agencies to coordinate infrastructure pro-
tection efforts within each sector. As a result, each of
the 17 sectors developed a Sector Specific Plan (SSP)
as part of the NIPP process. These plans build on the
base NIPP plan and establish partnership models
through which public and private sector security part-
ners will work together to collect infrastructure infor-
mation, prioritize assets and protective programs, and
develop metrics to inform future initiatives.

DHS recently reorganized and combined its prepared-
ness and response functions to fulfill requirements of
the 2007 Homeland Security Appropriations Act. DHS
also created the National Protection and Programs Di-
rectorate (NPPD), which includes offices that were
omitted from the transfer to FEMA by statute. These
offices, which focus on physical and cyber infrastructure

protection, as well as other major security initiatives,
will be part of the newly created NPPD.

The Office of Infrastructure Protection (IP) within
NPPD oversees NIPP implementation and is respon-
sible for managing and prioritizing infrastructure pro-
tection at the national level. IP conducts site visits
and assessments each year on critical infrastructure
and provides sector-specific threat and vulnerability in-
formation to the private sector in partnership with DHS
Intelligence and Analysis. In 2007, IP also took on the
responsibility for implementing DHS’ chemical facility
security regulations, which ensure our nation’s chemical
facilities meet risk-based performance standards for se-
curity. The 2009 Budget provides $273 million for these
activities. In conjunction with funding for the Office
of Infrastructure Protection, the Infrastructure Protec-
tion Program (IPP) within FEMA consists of five grant
programs funding security enhancement projects in and
around transportation assets and other critical infra-
structure sites. Awarded through the Office of Grants
and Training, IPP grants supplement State and local
infrastructure security efforts, especially detection and
prevention investments.

Cyberspace security is a key element of infrastructure
protection. The consequences of a cyber attack could
cascade across the economy, imperiling public safety
and national security. To address this threat, DHS es-
tablished the National Cyber Security Division (NCSD)
in 2003—in response to the President’s National Strat-
egy to Secure Cyberspace—in order to identify, analyze
and reduce cyber threats and vulnerabilities, coordinate
incident response, and provide technical assistance.
NCSD works collaboratively with public, private, and
international entities to secure cyberspace and Amer-
ica’s cyber assets. NCSD also manages the U.S. Com-
puter Emergency Response Team (US-CERT), which co-
ordinates defense against and responds to cyber attacks
across the nation. US-CERT deploys “Einstein” intru-
sion detection sensors on Federal networks and oper-
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ates a cyber watch, warning, and analysis center to
provide real-time alerts to Federal departments and
agencies, State and local governments, and the private
sector. The 2009 budget expands US-CERT analytic ca-
pabilities and defensive measures to ensure information
on our Federal networks is secure. To support these
critical preparedness activities, the Budget includes
$294 million for the NCSD in 2009. Moreover, the
Budget includes an additional $39 million for the FBI’s
cyber security activities in 2009.

Defending Against Catastrophic Threats

The Defending Against Catastrophic Threats mission
area covers activities including research, development,

and deployment of technologies, systems, and medical
measures to detect and counter the threat of chemical,
biological, radiological, and nuclear weapons. The agen-
cies with the most significant resources to help develop
and field technologies to counter CBRN threats are:
(1) DOD ($5 billion, or 55.5 percent, of the 2009 total);
(2) HHS, largely for research at the National Institutes
of Health (NIH) and for advanced development of med-
ical countermeasures ($2.2 billion, or 24.5 percent, of
the 2009 total); and (3) DHS ($1.2 billion, or 13.7 per-
cent, of the 2009 total). The President’s 2009 request
would increase funding for activities to defend against
catastrophic threats by $777 million (8.6 percent) over
the 2008 level.

Table 3-7. DEFENDING AGAINST CATASTROPHIC THREATS FUNDING

(Budget authority, in millions of dollars)

2007 2008
2007 2008 2009
Agency Enacted Sg’r)r?é%ne%nct;l/ Enacted SE%%";@;V Request

Department of Agriculture 233.0 215.6 296.2
Department of Commerce ... 88.7 85.0 96.0
Department of Defense ....... 4,889.8 4,754.4 5,026.9
Department of ENErgy .......cccoovveerveenrenerncrinenneenens 62.1 63.5 89.9
Department of Health and Human Services .......... 2,022.2 2,008.3 2,219.1
Department of Homeland Security ........ccccvenveunee 1,204.4 1,056.2 1,236.2
Department of JUStiCe ......cccccovurunrenee 421 452 40.3
Department of the Treasury ..... 0.9 1.8 2.4
National Science Foundation ......... 28.0 25.0 15.0
Nuclear Regulatory Commission 247 232 32.8
Total, Defending Against Catastrophic Threats 8,595.9 149.9 8,278.1 2.0 9,054.8

PIUS BIOSHIBIA ...ceoevveneerrererierrieeierieeninesienrns | coveerneeinsseinens | vvvnenisssinesiinnns | sevesennessnsnns | senesinesssessenenns 2,175.0
Total, Defending Against Catastrophic Threats

including BioShield ..............ccoccovevrvrrnernnrines 8,595.9 149.9 8,278.1 2.0 11,229.8

The major requirements addressed in this mission
area include:

¢ Preventing terrorist use of CBRN weapons
through detection systems and procedures, and
improving decontamination techniques; and

¢ Developing countermeasures, such as vaccines and
other drugs to protect the public from the threat
of a CBRN attack or other public health emer-
gency.

To protect against a nuclear or radiological weapon
entering the country, the Domestic Nuclear Detection
Office (DNDO) was created in 2005 within DHS to co-
ordinate the Nation’s nuclear detection efforts. DNDO,
together with the Departments of State, Energy, De-
fense, and Justice, is responsible for developing and
deploying a comprehensive system to detect and report
any attempt to import a nuclear explosive device or
radiological material into the United States. With an
additional 154 radiation portal monitors for screening
cargo deployed to the Nation’s largest seaports, DNDO,
in 2007, screened over 94% of incoming cargo containers
(by volume) to the United States for dangerous radio-

active materials. DNDO is also responsible for estab-
lishing response protocols to ensure that the detection
of a nuclear explosive device or radiological material
leads to timely and effective action by military, law
enforcement, emergency response, and other appro-
priate Government assets. The 2009 Budget includes
$564 million for DNDO, a 16 percent increase from
the 2008 level.

In 2009, DNDO will invest $113 million in trans-
formational research and development aimed at en-
hancing our ability to detect, identify, and attribute
nuclear and radiological materials. This research looks
beyond current capabilities and seeks to find new sci-
entific tools and methodologies that may prove useful
in broad efforts to focus the Nation’s resources toward
countering the threat of nuclear and radiological de-
vices. DNDO’s budget also includes $170 million for
the deployment of both fixed and mobile radiation por-
tal monitors at strategic points of entry throughout the
country. An additional $20 million will be used to im-
prove the detection of radiological and nuclear mate-
rials in and around the Nation’s major urban areas.
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Together with overseas non-proliferation efforts led by
the Department of State, and overseas detection capa-
bilities managed by the Department of Energy, these
programs seek to create a seamless approach toward
preventing terrorists anywhere in the world from ac-
quiring, transporting, or introducing these materials
into the United States.

To counter the threat of CBRN weapons, the Budget
continues to invest in efforts to decrease the time be-
tween an attack and implementation of Federal, State
and local response protocols. Unlike an attack with con-
ventional weapons, a CBRN attack may not be imme-
diately apparent. Working to ensure earlier detection
and characterization of an attack helps protect and save
lives. DHS will therefore continue to support efforts
such as the BioWatch environmental monitoring pro-
gram, which samples and analyzes air in over 30 metro-
politan areas to continually check for dangerous biologi-
cal agents. The program is designed to provide early
warning of a large-scale biological weapon attack, there-
by allowing the distribution of life-saving treatment and
preventative measures before the development of seri-
ous and widespread illnesses.

A key element in defending against catastrophic
threats is developing and maintaining adequate coun-
termeasures for a CBRN attack. This not only means
stockpiling countermeasures that are currently avail-
able, but developing new countermeasures for agents
that currently have none, and next-generation counter-
measures that are safer and more effective than those
that presently exist. The Budget continues HHS’ invest-
ment in developing medical countermeasures to CBRN
threats with $2.1 billion in funding, which is more than
$2.0 billion over the level prior to 9/11 (this includes
funding for programs focused on chemical and radio-
logical and nuclear countermeasures referenced below).
For 2009, the Budget includes $275 million for the ad-
vanced development of medical countermeasures
against threats of bioterrorism and next generation ven-
tilators. Large investments in basic research of medical
countermeasures at HHS have helped create multiple
promising products to protect the public against the

threat of a terrorist attack. These investments will ac-
celerate the development of these products to help
Project BioShield acquire them more quickly for inclu-
sion in the Strategic National Stockpile.

HHS will also continue to improve human health sur-
veillance with $100 million dedicated to biosurveilance
activities, including the BioSense program (allowing
local, State, and national public health authorities to
monitor “real-time” trends in data from hospitals, emer-
gency departments, and laboratories to identify and
characterize potential human health threats), and aug-
menting the number and quality of border health and
quarantine stations. HHS will enhance its internal bio-
defense and emergency preparedness activities with
$131 million, to include an expansion of the laboratory
response network capability and capacity to test for
radiological and nuclear material exposure. The Food
and Drug Administration and the Department of Agri-
culture will also conduct surveillance to ensure the se-
curity of the food supply. Information collected from
these programs will be disseminated to the National
Biosurveillance Integration Center at DHS.

DOD defends the nation against catastrophic threats
by undertaking long-term research on chemical and bio-
logical threats and by developing strategies to counter
the risk of such attacks. DOD’s efforts in maritime
defense and interdiction provide early detection and re-
sponse to possible CBRN threats. DOD also conducts
anti-terrorism planning to defend against a potential
CBRN or other terrorist attack against a military base
or installment. Finally, the U.S. Northern Command,
the military command responsible for DOD’s homeland
defense activities, is included in this category.

Emergency Preparedness and Response

The Emergency Preparedness and Response mission
area covers agency efforts to bolster capabilities nation-
wide to prevent and protect against terrorist attacks,
and also minimize the damage from attacks through
effective response and recovery. The mission area en-
compasses a broad range of agency incident manage-

Table 3-8. EMERGENCY PREPAREDNESS AND RESPONSE FUNDING

(Budget authority, in millions of dollars)

2007 2008
2007 2008 2009
Agency Supplemental/ Supplemental/
Enacted Emergency Enacted Emergency Request

Department of Defense ........ccoveveerrernerceenerneeinees 394.5 560.7
Department of ENErgy ......cccocovveinrenircreneinennens 119.5 227.0
Department of Health and Human Services 2,119.5 2,038.0
Department of Homeland Security .........cccccocnevunee 1,826.6 1,788.5
Other AGENCIES ......ucvueereeeeeeiererise s 362.2 398.8
Total, Emergency Preparedness and Response 4,822.2 5,013.1

Plus Mandatory PSIC Grants ...........cccouurriniunne 1,000.0 | coovereeerieiieiies | e | e | e
Total, Emergency Preparedness and Re-

sponse, including Mandatory Communica-

tions Interoperability Grants ........................... 5,822.2 37.0 5,551.4 60.0 5,013.1
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ment activities, as well as grants and other assistance
to States and localities for first responder preparedness
capabilities. Response to natural disasters and other
major incidents, including catastrophic natural events
such as Hurricane Katrina and chemical or oil spills,
do not directly fall within the definition of a homeland
security activity for funding purposes, as defined by
Section 889 of the Homeland Security Act of 2002. How-
ever, in preparing for terrorism-related threats, many
of the activities within this mission area also support
preparedness for catastrophic natural and man-made
disasters. Additionally, lessons learned from the re-
sponse to Hurricane Katrina have been used to revise
and strengthen catastrophic response planning in line
with the National Response Framework.

HHS, the largest participant in this mission area ($2
billion, or 40.7 percent, in 2009), assists States, local-
ities and hospitals to upgrade public health capacity,
maintains a national stockpile of medicines and vac-
cines for use following an event, and supports the Na-
tional Disaster Medical System. DHS maintains the
second largest share of funding in this category ($1.8
billion, or 35.7 percent, for 2009), mainly for prepared-
ness grant assistance to State and local first respond-
ers. A total of 23 other agencies include emergency
preparedness and response funding. A number of agen-
cies maintain specialized response assets that may be
called upon in select circumstances, and others report
only funding for their agency’s internal preparedness
capability. The major requirements addressed in this
mission area include:

e Establishing measurable goals for national pre-
paredness and ensuring that Federal funding sup-
ports these goals;

e Ensuring that Federal programs to train and
equip States and localities meet the National Pre-
paredness Guidelines in a coordinated and com-
plementary manner,

e Encouraging standardization and interoperability
of first responder equipment, especially for com-
munications;

¢ Building a national training, exercise, and evalua-
tion system;

e Implementing the National Incident Management
System;

e Preparing health care providers for a mass cas-
ualty event; and

e Augmenting America’s pharmaceutical and vac-
cine stockpiles.

Many of the key elements of the national emergency
response system are already in place. During 2004, sep-
arate Federal response plans were integrated into a
single all-hazards National Response Plan. The Na-
tional Incident Management System was simulta-
neously developed to integrate a standardized Incident
Command System throughout Federal, State and local
response agencies and organizations. Recently, the Na-
tional Response Plan was substantially revised as the
National Response Framework to provide clear national
response doctrine and incorporate lessons learned from

Hurricane Katrina. Additionally, the publication of the
National Preparedness Guidelines provides a consistent
framework for guiding Federal, State, and local invest-
ments. In order to ensure that these investments trans-
late into improvements in preparedness, we must con-
tinue to identify capability gaps and improve preven-
tion, protection, response and recovery capabilities at
all levels of government. A related challenge is ensuring
that investments in State and local preparedness are
focused on building and enhancing national capabilities,
and not simply supplanting day-to-day operating budg-
ets. DHS is leading an interagency effort to better
match Federal resources with achieving national target
capabilities.

From 2001 through 2008, the Federal Government
has allocated over $30 billion in State and local ter-
rorism preparedness funding from the Departments of
Homeland Security, Health and Human Services, and
Justice, and the Environmental Protection Agency, in-
creasing spending from an annual level of approxi-
mately $350 million in 2001 to over $3.1 billion in
the 2009 request. The funding growth has been directed
to Federal programs and grant assistance which sup-
port State and local preparedness and response activi-
ties, including equipping, training and exercising first
responders, and preparing the public health infrastruc-
ture, for a range of terrorist threats. In addition, to
supplement available State and local assistance for pub-
lic safety communications interoperability, the Depart-
ment of Commerce, in consultation with DHS, awarded
up to $1 billion to qualified applicants for this purpose
in 2007 from anticipated spectrum auction receipts. The
Federal Government has taken steps to rationalize and
simplify the distribution of State and local assistance;
better target funds based on risk and effectiveness; and
develop and implement the seven national priorities
and 37 target capabilities identified in the National
Preparedness Guidelines. As a result, the percent of
participating State and local homeland security agen-
cies and major urban area grant recipients reporting
measurable progress made towards identified goals and
objectives to prevent and respond to terrorist attacks
increased to approximately 67 percent and 64 percent,
respectively, in 2007.

The 2009 Budget provides over $150 million for DHS
programs which train and exercise first responders in
preparation for catastrophic events including the Na-
tional Exercise Program, the National Domestic Pre-
paredness Consortium, the Center for Domestic Pre-
paredness, the U.S. Fire Administration, and the Emer-
gency Management Institute. In 2007, the Federal
Emergency Management Agency (FEMA) within DHS
reported that 72 percent of assisted jurisdictions dem-
onstrated acceptable performance on applicable critical
tasks in exercises using approved scenarios. To continue
this positive trend, the 2009 Budget also provides
grants which support coordinated terrorism prepared-
ness training, exercises, and equipment for State and
local responders across the various responder dis-
ciplines. The 2009 request includes nearly $1.5 billion
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for terrorism preparedness grants to be administered
by FEMA and proposes to continue current progress
on the grant allocation process to better address threats
and needs. The Budget also supports a range of Federal
response capabilities, including providing $110 million
for the Department of Energy’s Nuclear Emergency
Support Team, $20 million for FEMA’s Urban Search
and Rescue teams, $53 million for the National Disaster
Medical System, and other emergency response, man-
agement, and operations assets. The capabilities of
these teams range from providing radiological assist-
ance in support of State and local agencies to respond-
ing to major incidents worldwide.

In order to ensure that the nation is prepared for
dealing with a biological attack, the Administration
continues to make significant investments in medical
countermeasures through Project BioShield. 4 While the
stockpiling of medical countermeasures is the primary
goal, BioShield is also designed to stimulate the devel-
opment of the next generation of countermeasures by
allowing the Federal Government to buy critically need-
ed vaccines and medications for biodefense as soon as
experts agree that they are safe and effective enough
to be added to the Strategic National Stockpile. As a
result, this program also provides an incentive for the
development and manufacturing of advanced counter-
measures, ensuring that new and improved counter-
measures will be available in the future. The Budget
includes $571 million to maintain and augment this
supply of vaccines and other countermeasures that can
be made available within 12 hours in the event of a
terrorist attack or other public health emergency. This
includes funding for storage and maintenance of prod-
ucts purchased through BioShield.

Finally, HHS has the lead role in preparing public
health providers for catastrophic terrorism. In addition
to providing additional funding to expand HHS’s public
health and medical response capabilities, including dis-
aster medical assistance, the 2009 Budget also provides
nearly $362 million to continue improvements for hos-
pital infrastructure and $571 million for upgrades to
State and local public health capacity. In 2009, HHS
intends to align the grant cycles with the States’ fiscal
year. Taking this one-time change into account, the
2009 funding is a $25 million increase over 2008. This
investment will bring the total assistance provided by
HHS to States, local governments and health care pro-
viders since 2001 to over $9 billion.

Non-Federal Expenditures?

State and local governments and private-sector firms
also have devoted resources of their own to the task

4BioShield is a shared responsibility, joining the intelligence capabilities of DHS with
the medical expertise of HHS.

50MB does not collect detailed homeland security expenditure data from State, local,
or private entities directly.

of defending against terrorist threats. Some of the addi-
tional spending has been of a one-time nature, such
as investment in new security equipment and infra-
structure; some additional spending has been ongoing,
such as hiring more personnel, and increasing overtime
for existing security personnel. In many cases, own-
source spending has supplemented the resources pro-
vided by the Federal Government.

Many governments and businesses continue to place
a high priority on and provide additional resources for
security. On the other hand, many entities have not
increased their spending. A 2004 survey conducted by
the National Association of Counties found that as a
result of the homeland security process of intergovern-
mental planning and funding, three out of four counties
believed they were better prepared to respond to ter-
rorist threats. Moreover, almost 40 percent of the sur-
veyed counties had appropriated their own funds to
assist with homeland security. Own-source resources
supplemented funds provided by States and the Federal
Government. However, the same survey revealed that
54 percent of counties had not used any of their own
funds. ¢

There is also a diversity of responses in the busi-
nesses community. A 2003 survey conducted by the
Conference Board showed that just over half of the
companies reported that they had permanently in-
creased security spending post-September 11, 2001.
About 15 percent of the companies surveyed had in-
creased their security spending by 20 percent or more.
Large increases in spending were especially evident in
critical industries, such as transportation, energy, fi-
nancial services, media and telecommunications, infor-
mation technology, and healthcare. However, about one-
third of the surveyed companies reported that they had
not increased their security spending after September
11th. 7 Given the difficulty of obtaining survey results
that are representative of the entire universe of States,
localities, and businesses, it is expected that there will
be a wide range of estimates on non-Federal security
spending for critical infrastructure protection.

Additional Tables

The tables in the Federal expenditures section above
present data based on the President’s policy for the
2008 Budget. The tables below present additional policy
and baseline data, as directed by the Homeland Secu-
rity Act of 2002.

6Source: National Association of Counties, “Homeland Security Funding—2003 State
Homeland Security Grants Programs I and IL.”
7Source: Conference Board, “Corporate Security Management” 2003.
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Estimates by Agency:

Table 3-9. DISCRETIONARY FEE-FUNDED HOMELAND SECURITY ACTIVITIES BY AGENCY

(Budget authority, in millions of dollars)

2007 2008
2007 2008 2009
Agency Supplemental/ Supplemental/
Enacted Emergency Enacted Emergency Request
Department of ENErgy ......ccocovveinrinirvcrneinennens 14.3 156.7 14.4
Department of Homeland Security 2,910.0 2,819.0 2,985.0
Department of State .......cocooeviveneninininininieenne 1,166.7 1,878.9 1,959.0
General Services Administration 161.5 360.0 11.4
Social Security Administration8 ...........ccccceerviennn. 193.3 212.4 221.3
Federal Communications Commission .................. 2.3 2.3 2.3
Nuclear Regulatory Commission ...........ccccucuueen. 72.0 43.0 46.0
Securities and Exchange Commission .................. 14.3 16.4 15.9
Total, Discretionary Homeland Security Fee-
Funded Activities ..........c.ccoovrvevieviesieinenns 45344 | ..o 5347.7 | o 5,355.3
Table 3-10. MANDATORY HOMELAND SECURITY FUNDING BY AGENCY
(Budget authority, in millions of dollars)
2007
2007 2008 2009
Agency Supplemental/ Supplemental/
Enacted Emergency Enacted Emergency Request
Department of AGHCURUIE .......c.vveevmeereeniireincieieneinas 186.0 | covveereercrcreenne 216.0 | oo 226.7
Department of COMMENCE .......c.covuvervrrrerniireiniieiinenias 16.6 | oo 194 | 19.6
Department of ENEIgY ........ccoveueunereeineenneereeneienineins 12.0 12.0
Department of Health and Human Services 16.8 14.4
Department of Homeland Security .............. 2,200.1 2,942.6
Department of Labor ........cccvveinerninernireiniieiinines 3.9 8.6
Total, Homeland Security Mandatory Programs ... 2,435.5 3,223.9
Plus Mandatory PSIC Grants .........c.ccoueneeneereeenens 1,000.0 | oo | e | v | e
Total, Homeland Security Mandatory Programs in-
cluding Mandatory PSIC Grants .............cccccccc..... 3,435.5 | oo 28717 | o 3,223.9
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Table 3-11. BASELINE ESTIMATES—TOTAL HOMELAND SECURITY FUNDING BY AGENCY

(Budget authority, in millions of dollars)

Baseline
Agency Eratied
2009 2010 2011 2012 2013

Department of Agriculture 571 593 575 589 603 619
Department of Commerce 207 213 466 228 226 234
Department of Defense 17,375 17,773 18,173 18,577 18,991 19,417
Department of Education 27 28 28 29 29 30
Department of Energy ......ccooveveninne 1,830 1,867 1,907 1,946 1,987 2,030
Department of Health and Human Services 4,300 4,399 4,493 4,595 4,697 4,798
Department of Homeland Security 32,661 33,756 34,727 35,803 36,901 38,039
Department of Housing and Urban DEVEIOPMENL ..........ccueeeierieiminircrineieneeeiseisesesisesesisessesesseseseenenes 2 2 2 2 2 2
Department 0f the INTEIOL ...t 48 49 52 54 55 58
Department of Justice 3,417 3,545 3,661 3,781 3,900 4,034
Department of Labor 48 49 50 51 51 53
DEPaANMENt Of STAE ....vvrieiiiieiiseistc ettt 1,962 2,001 2,041 2,082 2,124 2,166
Department of TranSportation ...t 206 215 223 231 240 249
Department of the Treasury 117 120 125 127 133 137
Department of Veterans Affairs 271 279 285 293 300 308
Corps of Engineers ...........ccueueueee 42 43 44 45 45 46
Environmental Protection Agency 138 142 146 149 152 159
Executive Office of the President 20 20 22 22 22 23
General Services Administration 368 375 382 389 398 405
National Aeronautics and Space AdMINISTTAtION ........cccoeeureenirriieirsen s sressenaes 205 209 213 218 222 227
National SCIENCE FOUNGALION .......cuuiuuieiieiieieiieiseeie sttt bbbt 374 381 388 397 404 413
Office of Personnel Management 2 2 2 2 2 2
Social Security Administration 212 221 225 230 235 239
District Of COIUMDIA .......cvuivriiiriririrriseiss bbb nsen s 3 3 3 3 3 3
Federal Communications COMMISSION ........c...cciereriurreiieisseesseseesessessssssess st sssss st sesss st ssssinn 2 2 2 2 2 2
Intelligence Community Management Account 122 124 127 129 132 135
National Archives and Records Administration 18 18 19 19 19 20
Nuclear Regulatory Commission ................. 72 75 77 80 81 85
Securities and Exchange Commission 16 16 17 17 17 18
Smithsonian Institution 93 97 102 106 111 115
United States Holocaust Memorial Museum 8 8 8 8 9 9
Corporation for National and COMMUNItY SEIVICE ..........ccurviiiiiriieisessssssssnessssssssssnns | s | s | v | s | oo | sonessnsssnens
Total, Homeland Security Budget AUthOFity ..o 64,737 66,625 68,585 70,204 72,093 74,075

Less Department Of DEENSE .......cviueuiueiiniieiineiiecese ettt -17,375 -17,773 -18,173 -18,577 -18,991 -19,417
Non-Defense, Discretionary Homeland Security BA, excluding Bioshield 47,362 48,852 50,412 51,627 53,102 54,658

Less Fee-Funded Homeland Security Programs -5,338 -5,557 -5,669 -5,781 -5,899 -6,014

Less Mandatory Homeland Security Programs -2,871 -2,799 -3,056 -2,910 -3,002 -3,102
Net Non-Defense, Discretionary Homeland Security BA, excluding Bioshield 1 39,153 40,496 41,687 42,936 44,201 45,542

PIUS BIOSHIBIA ...oucveociiicieiciiiss ettt nbsanins | aebsessanssesens 2175 | i | s | e | e
Net Non-Defense, Discretionary Homeland Security BA, including BioShield 1 .............c.c.ccccooceneene. 39,153 42,671 41,687 42,936 44,201 45,542
Obligations Limitations

Department of Transportation Obligations Limitation 139 142 144 147 152 155

1The Deficit Reduction Act of 2005 appropriated $1 billion from anticipated spectrum auction receipts for the Department of Commerce, in consultation with the Department of
Homeland Security, to make grants to public safety agencies for communications interoperability purposes. DHS received $1.57 billion in emergency funding for border security in

2007.
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Estimates by Budget Function:

Table 3-12.  HOMELAND SECURITY FUNDING BY BUDGET FUNCTION

(budget authority, in millions of dollars)

. 2007 2008 2009
Budget Authority Enacted' | Enacted | Request
National Defense 20,710 21,893 22,154
International Affairs 1,241 1,962 2,465
General Science Space and Technology 1,489 1,332 1,398
ENEIGY oo 131 125 135
Natural Resources and the Environment 307 278 328
Agriculture 521 539 659
Commerce and Housing Credit ! 158 164 198
Transportation ........ccvevevreereeereeeeeens 9,425 10,038 10,811
Community and Regional Development 2,505 3,313 2,216
Education, Training, Employment and Social Services 191 165 176
Health 4,340 4,320 4,473
Medicare ... 15 14 19
Income Security 8 11 14
Social Security 193 212 221
Veterans Benefits and Services 260 271 348
Administration of Justice 17,421 18,870 19,729
General Government 907 1,196 967
Total, Homeland Security Budget Authority 59,822 64,703 66,311
Less National Defense, DoD -16,538 | -17,375 | -17,647
Non-Defense Homeland Security BA, excluding Mandatory PSIC Grants and
BioShield ... 43,284 47,328 48,664
Less Fee-Funded Homeland Security Programs .. -4,433 -5,279 -5,282
Less Mandatory Homeland Security Programs 2,435 -2,871 -3,225
Net Non-Defense, Discretionary Homeland Security BA, excluding Mandatory
PSIC Grants and BioShield 36,416 39,178 40,157
PIUS BIOShIBIA .....cvuveierriciecineieeiseiieie ettt sssssnesssssness | svesinesnssnes | seesessnsesneens 2,175
Plus Mandatory PSIC Grants 1,000 | oo | e
Net Non-Defense, Discretionary Homeland Security BA, including Mandatory
PSIC Grants and BioShield ... 37,416 39,178 42,332

1The Deficit Reduction Act of 2005 appropriated $1 billion from anticipated spectrum auction receipts for the Depart-
ment of Commerce, in consultation with the Department of Homeland Security, to make grants to public safety agencies

for communications interoperability purposes.
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Table 3-13. BASELINE ESTIMATES—HOMELAND SECURITY FUNDING BY BUDGET FUNCTION

(Budget authority, in millions of dollars)

Baseline
Budget Authority 2008
2009 2010 2011 2012 2013

National Defense 21,893 22,413 22,933 23,459 23,997 24,557
INEEMNAtONEL AFFAIFS ...uvveteicteieesete ettt sttt sttt bbb bbb s s st naen 1,962 2,001 2,041 2,082 2,124 2,166
General Science Space and TECHNOIOGY ......c..cueeuururrerierrireiseeierissiseesee bbbt ssees 1,332 1,358 1,385 1,414 1,441 1,471
ENBIGY oot 125 128 130 134 136 141
Natural Resources and the ENVIFONMENT ..ot 278 285 294 301 306 318
AGICURUIE .ottt bbb 539 560 541 554 568 583
Commerce and HOUSING CrEit .........cuiererierericieiseiseineesseiesie st 164 169 421 182 179 185
TRANSPOMALION ....cvuiiieiiieiiit et 10,038 10,329 10,601 10,944 11,295 11,655
Community and Regional DEVEIOPMENT ........c.cuuiuiiiiiiieieeie et sseen 3,313 3,381 3,448 3,520 3,589 3,662
Education, Training, Employment and Social SEIVICES ..........coeuviuriineriiineiniiiiesierseesseeesissesssenens 165 170 176 182 188 195
Health ... . 4,320 4,419 4,514 4,616 4717 4,819
MEAICAIE ...t 14 15 15 16 17 17
INCOME SECUMLY ..vuveeereeeiseestieie ettt bbb 11 12 12 12 12 12
SOCIAI SECUIMY vvvvvrvereeeseeisesseeee et bbbt 212 221 225 230 235 239
Veterans BenefitS @Nd SEIVICES ...t 271 279 285 293 300 308
ADMINISTTAON O JUSHCE ..vuvvvreeerrirciiseieei sttt 18,904 19,679 20,334 21,015 21,714 22,450
General Government 1,196 1,206 1,230 1,250 1,275 1,297
Total, Homeland Security Budget Authority 64,737 66,625 68,585 70,204 72,093 74,075

Less National Defense, DoD -17,375 | 17,773 | -18,173 | -18577 | 18,991 -19,417
Non-Defense, Discretionary Homeland Security BA, excluding Bioshield 47,362 48,852 50,412 51,627 53,102 54,658

Less Fee-Funded Homeland Security Programs -5,338 -5,557 -5,669 -5,781 -5,899 -6,014

Less Mandatory Homeland Security Programs -2,871 -2,799 -3,056 -2,910 -3,002 -3,102
Net Non-Defense, Discretionary Homeland Security BA, excluding Bioshield 39,153 40,496 41,687 42,936 44,201 45,542

PIUS BIOSKIEIA ....veueereeeseeseeseeeeseseesseesseessessse s seesssess st ssesssess e sssesssssssessssesssssssssssesssssssesssssssssssensssns | sseessesssonees 2075 | e | v | e | e
Net Non-Defense, Discretionary Homeland Security BA, including BioShield ................ccccccccovininnnee 39,153 42,671 41,687 42,936 44,201 45,542
Obligations Limitations

Department of Transportation Obligations LIMItation ..........ccc.euneuineiniinsineinineesesseiseesesesesesenes 139 142 144 147 152 155

Detailed Estimates by Budget Account:

An appendix of account-level funding estimates, orga-
nized by National Strategy mission area, is available
on the Analytical Perspectives CD ROM.






4. STRENGTHENING FEDERAL STATISTICS

Federal statistical programs produce key information
to inform public and private decision makers about a
range of topics of interest, including the economy, the
population, agriculture, crime, education, energy, the
environment, health, science, and transportation. The
ability of governments, businesses, and citizens to make
appropriate decisions about budgets, employment, in-
vestments, taxes, and a host of other important matters
depends critically on the ready availability of relevant,
accurate, and timely Federal statistics.

The Federal statistical community remains on alert
for opportunities to improve these measures of our Na-
tion’s performance. For example, during 2007, Federal
statistical agencies (i) published prototype estimates of
Gross Domestic Product by metropolitan area for
2001-2005, which can be used to determine the overall
size and growth of metropolitan economies, to assess
the impacts of natural or man-made disasters on cities,
and to analyze comparative industrial growth across
metropolitan America (Bureau of Economic Analysis);
(i1) developed a website that presents recent trends in
mortality in State prisons, local jails, and State juvenile
correctional facilities (Bureau of Justice Statistics); (iii)
expanded coverage of the Producer Price Index to over
70 percent of services output, by publishing new service
sector indexes for management consulting, blood banks,
computer training schools, and machinery and equip-
ment repair (Bureau of Labor Statistics); (iv) developed
an innovative software tool, called GeoMiler, to compute
likely transportation routes more efficiently for the
nearly 6 million freight shipments reported in the Com-

modity Flow Survey (Bureau of Transportation Statis-
tics); (v) completed street features in the Decennial
Census geographic database for 737 additional counties,
bringing the total completed to about 90 percent of
all 3,232 counties in the United States and Puerto Rico
(Census Bureau); (vi) launched two new Internet gate-
ways for State Energy Profiles and Country Energy
Profiles (Energy Information Administration); (vii) en-
hanced representation of the Nation’s socially disadvan-
taged and minority farm operators in the Census of
Agriculture (National Agricultural Statistics Service);
and (viii) offered significantly more timely access to
National Health Interview Survey data on the Internet
(National Center for Health Statistics).

For Federal statistical programs to benefit effectively
their wide range of users, the underlying data systems
must be viewed as credible. In order to foster this credi-
bility, Federal statistical programs seek to adhere to
high quality standards and to maintain integrity and
efficiency in the production of data. As the collectors
and providers of these basic statistics, the responsible
agencies act as data stewards—balancing public and
private decision makers’ needs for information with
legal and ethical obligations to minimize reporting bur-
den, respect respondents’ privacy, and protect the con-
fidentiality of the data provided to the Government.
This chapter discusses the development of standards
that principal statistical programs use to assess their
performance and presents highlights of their 2009
budget proposals.

Performance Standards

Statistical programs maintain the quality of their
data or information products as well as their credibility
by setting high performance standards for their activi-
ties. The statistical agencies and statistical units rep-
resented on the Interagency Council on Statistical Pol-
icy (ICSP) have collaborated on developing a set of com-
mon performance standards for use under the Govern-
ment Performance and Results Act and in completing
the Administration’s Program Assessment Rating Tool
(PART). Federal statistical agencies agreed that there
are six conceptual dimensions within two general areas
of focus that are key to measuring and monitoring sta-
tistical programs. The first area of focus is Product
Quality, encompassing the traditional dimensions of rel-
evance, accuracy, and timeliness. The second area of
focus is Program Performance, encompassing the di-
mensions of cost, dissemination, and mission achieve-
ment.

Statistical agencies historically have focused on meas-
uring performance in the area of product quality, espe-
cially dimensions of accuracy and timeliness that are
most amenable to quantitative measurement. Rel-
evance, also an accepted measure of quality, can be
either a qualitative description of the usefulness of
products or a quantitative measure such as a customer
satisfaction score. Relevance is more difficult to meas-
ure, and the indicators that do exist are more varied.

Program performance standards form the basis for
evaluating effectiveness. They address questions such
as: Are taxpayer dollars being spent most effectively?
Are products being made available to those who need
them? Are agencies meeting their mission requirements
or making it possible for other agencies to meet their
missions? The indicators available to measure program
performance for statistical activities were historically
less well developed than those for product quality, but
nearly all principal statistical agencies have now devel-

37
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Chart 4-1. ICSP Statistical Quality and
Program Performance Dimensions

Dimension BEA BJS BLS BTS Census EIA ERS NASS NCES NCHS ORES SOl SRS

Product Quality
Re|evance / / 4 / 4 / 4 4 V4 V4 v v v
Accuracy v v v Vi v v 4 v v 4 v v v
Timeliness v 4 4 Vs v V4 v v J v v v v
Program Performance
Cost v | v |v | v N v | v N N P N v | v
Dissemination v v | v 4 v V4 v v 4 v v v v
Mission

Achievement v 4 v v v V4 V4 v 4 4 4 4 4

4 Indicator Available

Description of Dimensions

Product Quality

P Indicator Planned

Relevance: Qualitative or quantitative descriptions of the degree to which products and services are useful to users and responsive to users’ needs.

Accuracy: Qualitative or quantitative measure of important features of correctness, validity, and reliability of data and information products measured as degree of closeness

to target values.
Timeliness: Qualitative or quantitative measure of the timing of information releases.

Program Performance

Cost: Quantitative measure of the dollar amount used to produce data products and services.
Dissemination: Qualitative or quantitative information on the availability, accessibility, and distribution of products and services.
Mission Achievement: Qualitative or quantitative information about the effect of, or satisfaction with, statistical programs.

Key to Statistical Agencies

BEA =Bureau of Economic Analysis, Department of Commerce

BJS =Bureau of Justice Statistics, Department of Justice

BLS =Bureau of Labor Statistics, Department of Labor

BTS =Bureau of Transportation Statistics, Department of Transportation
Census = Census Bureau, Department of Commerce

EIA =Energy Information Administration, Department of Energy

ERS =Economic Research Service, Department of Agriculture

NASS = National Agricultural Statistics Service, Department of Agriculture

NCES = National Center for Education Statistics, Department of Education
NCHS = National Center for Health Statistics, Department of Health and Human Services
ORES =Office of Research, Evaluation, and Statistics, Social Security Administration
SOl = Statistics of Income, Internal Revenue Service, Department of the Treasury
SRS =Science Resources Statistics Division, National Science Foundation

oped and implemented a complete set of program per-
formance standards.

Product quality and program performance standards
are designed to serve as indicators when answering
specific questions in the Administration’s PART proc-
ess. Chart 4-1 presents each principal Federal statis-
tical agency’s assessment of the status of its current

and planned use of indicators on the six dimensions.
With the exception of cost indicators, where one agency
(NCHS) is still planning its measure, each ICSP agency
has now developed performance measures for all six
dimensions. Use of the indicators may be for internal
management, strategic planning, or annual perform-
ance reporting. The dimensions shown in the chart re-
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flect an overall set of indicators for statistical activities,
but the specific measures vary among the individual
programs depending on their unique characteristics and
requirements. Annual performance reports and PARTSs
provide these specific measures, as well as additional
information about performance goals and targets and
whether a program is meeting, or making measurable
progress toward meeting, its performance goals. The
examples below illustrate different ways agencies track
their performance on each dimension.

Product Quality: Statistical agencies agree that
product quality encompasses many attributes, including
(but not limited to) relevance, accuracy, and timeliness.
The basic measures in this group relate to the quality
of specific products, thereby providing actionable infor-
mation to managers. These are “outcome-oriented”
measures and are key to the usability of information
products. Statistical agencies or units establish targets
and monitor how well targets are met. In some sense,
relevance relates to “doing the right things,” while accu-
racy and timeliness relate to “doing things right.”

Relevance: Qualitative or quantitative descriptions
of the degree to which products and services are
useful and responsive to users’ needs. Relevance
of data products and analytic reports may be mon-
itored through a professional review process and
ongoing contacts with data users. Product rel-
evance may be indicated by customer satisfaction
with product content, information from customers
about product use, demonstration of product im-
provements, comparability with other data series,
agency responses to customer suggestions for im-
provement, new or customized products or serv-
ices, frequency of use, or responses to data re-
quests from wusers (including policy makers).
Through a variety of professional review activities,
agencies maintain the relevance and validity of
their products, and encourage data users and
other stakeholders to contribute to the agencies’
data collection and dissemination programs. Striv-
ing for relevance requires monitoring to ensure
that information systems anticipate change and
evolve to appropriately measure our dynamic soci-
ety and economy.

Accuracy: Qualitative or quantitative measures of
important features of correctness, validity, and re-
liability of data and information products meas-
ured as degree of closeness to target values. For
statistical data, accuracy may be defined as the
degree of closeness to the target value and meas-
ured as sampling error and various aspects of non-
sampling error (e.g., response rates, size of revi-
sions, coverage, edit performance). For analysis
products, accuracy may be the quality of the rea-
soning, reasonableness of assumptions, and clarity
of the exposition, typically measured and mon-
itored through review processes. In addition, accu-
racy is assessed and improved by internal reviews,
comparisons of data among different surveys, link-

ages of survey data to administrative records, re-
designs of surveys, or expansions of sample sizes.

Timeliness: Qualitative or quantitative measure of
timing of information releases. Timeliness may be
measured as time from the close of the reference
period to the release of information, or customer
satisfaction with timeliness. Timeliness may also
be measured as how well agencies meet scheduled
and publicized release dates, expressed as a per-
cent of release dates met.

Program Performance: Statistical agencies agree
that program performance encompasses balancing the
dimensions of cost, dissemination, and mission accom-
plishment for the agency as a whole; operating effi-
ciently and effectively; ensuring that customers receive
the information they need; and serving the information
needs of the Nation. Costs of products or programs
may be used to develop efficiency measures. Dissemina-
tion involves making sure customers receive the infor-
mation they need via the most appropriate mechanisms.
Mission achievement means that the information pro-
gram makes a difference. Hence, three key dimensions
are being used to indicate program performance: cost
(input), dissemination (output), and mission achieve-
ment (outcome).

Cost: Quantitative measure of the dollar amount
used to produce data products or services. The
development and use of financial performance
measures within the Federal Government is an
established goal; the intent of such measures is
to determine the “true costs” of various programs
or alternative modes of operation at the Federal
level. Examples of cost data include full costs of
products or programs, return on investment, dollar
value of efficiencies, and ratios of cost to products
distributed.

Dissemination: Qualitative or quantitative infor-
mation on the availability, accessibility, and dis-
tribution of products and services. Most agencies
have goals to improve product accessibility, par-
ticularly through the Internet. Typical measures
include: on-demand requests fulfilled, product
downloads, degree of accessibility, customer satis-
faction with ease of use, number of participants
at user conferences, citations of agency data in
the media, number of Internet user sessions, num-
ber of formats in which data are available, amount
of technical support provided to data users, exhib-
its to inform the public about information prod-
ucts, issuance of newsletters describing products,
usability testing of web sites, and assessing com-
pliance with Section 508 of the Rehabilitation Act,
which requires Federal agencies to make their
electronic and information technology accessible to
people with disabilities.

Mission Achievement: Qualitative or quantitative
information about the effect of, or satisfaction
with, statistical programs. For Government statis-
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tical programs, this dimension responds to the
question: Have we achieved our objectives and met
the expectations of our stakeholders? Under this
dimension, statistical programs document their
contributions to the goals and missions of parent
departments and other agencies, the Administra-
tion, the Congress, and information users in the
private sector and the general public. For statis-
tical programs, this broad dimension involves
meeting recognized societal information needs; it
also addresses the linkage between statistical out-
puts and programmatic outcomes.

However, identifying this linkage is far from
straightforward. It is frequently difficult to trace
the effects of information products on the public
good. Such products often are necessary inter-
mediate inputs in the creation of high-visibility
information whose societal benefit is clearly recog-
nized. For example, the economic statistics pro-
duced by a variety of agencies are directly used
by the Bureau of Economic Analysis in the cal-
culation of the Gross Domestic Product (GDP),
which analysts universally use to assess changes
in the level of domestic economic activity. Simi-
larly, statistics from specific surveys are directly
used by the Bureau of Labor Statistics in the cal-
culation of the Consumer Price Index (CPI), which
is widely used in diverse applications, such as in-
dexing pensions for retirees. As a result, a number
of statistical agencies can claim credit for contrib-
uting to the GDP and/or the CPI and to the many
uses of these information products. In addition,
statistics produced by Federal agencies are used
to track the performance of programs managed
by their parent or other organizations related to
topics such as crime, education, energy, the envi-
ronment, health, science, and transportation.

Moreover, beyond the direct and focused uses of
statistical products, the statistical agencies and
their programs serve a diverse and dispersed set
of data users working on a broad range of applica-
tions. Users include government policy makers at
the Federal, State, and local levels, business lead-
ers, households, academic researchers, analysts at
public policy institutes and trade groups, market-
ers and planners in the private sector, and many
others. Information produced by statistical agen-
cies often is combined with other information for
use in the decision-making process. Thus, the rela-
tionship between program outputs and their bene-
ficial uses and outcomes is often complex and dif-
ficult to track. Consequently, agencies use both
qualitative and quantitative indicators to make
this linkage as explicit as feasible.

In the absence of preferred quantitative indicators,
qualitative narratives can indicate how statistical
agency products contribute to and evaluate
progress toward important goals established for
government or private programs. In particular,

narratives can highlight how statistical agencies
measure the Nation’s social and economic struc-
ture, and how the availability of the information
influences changes in policies and programs.
These narratives contribute to demonstrating mis-
sion accomplishment, particularly in response to
questions in Section I of the PART, “program pur-
pose and design.” Narratives may describe statis-
tical information’s effects on measuring agency
policy or change of policy, supporting research fo-
cused on policy issues, informing debate on policy
issues, or providing in-house consulting support.

In addition to narratives, quantitative measures
may be used to reflect mission achievement. For
example, customer satisfaction with the statistical
agency or unit indicates if the agency or unit has
met the expectations of its stakeholders.

Chart 4-2. MOST RECENT PART SUMMARY RATINGS FOR STATISTICAL

PROGRAMS
Summary Rating
Bureau of Economic Analysis Effective
Bureau of Justice Statistics
Criminal Justice Statistics Program Effective
National Criminal History Improvement | Moderately Effective
Program
Bureau of Labor Statistics Effective
Bureau of Transportation Statistics Moderately Effective
Census Bureau
Current Demographic Statistics Effective
Decennial Census Moderately Effective
Intercensal Demographic Estimates Moderately Effective
Survey Sample Redesign Effective
Economic Census Effective
Current Economic Statistics Moderately Effective
/Census of Governments
Economic Research Service Effective
Energy Information Administration Results Not Demonstrated
National Agricultural Statistics Service Moderately Effective
National Center for Education Statistics
Statistics Effective
Assessment Effective
National Center for Health Statistics Moderately Effective
Science Resources Statistics Division,
NSF
NSF’s Infrastructure and Instrumenta- | Effective
tion component

Of the 14 principal Federal statistical agencies or
units that are members of the ICSP, eleven agencies
have programs that have been assessed using the PART
process. All but one of these agencies’ programs have
received PART summary ratings of Effective or Mod-
erately Effective, as shown in Chart 4-2. While recog-
nizing the strength of the Energy Information Adminis-
tration’s purpose and management, in 2004 EIA re-
ceived an initial rating of “Results Not Demonstrated”
for two key reasons, both of which have since been
rectified. At the time of the evaluation, EIA had re-
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cently adopted new performance measures and lacked
necessary historical baselines and future targets; these
now exist for all measures. EIA was also critiqued for
having no recurring independent evaluation of its entire
program. EIA recruited an energy expert from the Mas-
sachusetts Institute of Technology to select and lead
a team to conduct such an evaluation, and the team
completed its report in 2006. EIA management accom-
plished one of the team’s recommendations in 2007 by

obtaining Principal Economic Indicator status for the
Weekly Natural Gas Storage Report and is imple-
menting several of the team’s other recommendations
as part of its strategic planning process. As additional
ICSP agency programs have an opportunity to undergo
the PART process, the agencies plan to continue to
use the results of the collaborative performance stand-
ards development effort to help maintain and extend
their generally favorable assessments.

Highlights of 2009 Program Budget Proposals

The programs that provide essential statistical infor-
mation for use by governments, businesses, researchers,
and the public are carried out by more than 70 agencies
spread across every department and several inde-
pendent agencies. Excluding cyclical funding for the De-
cennial Census, nearly 40 percent of the total budget
for these programs provides resources for 13 agencies
or units that have statistical activities as their principal
mission. (Please see Table 4-1.) The remaining funding
supports work in more than 60 agencies or units that
carry out statistical activities in conjunction with other
missions such as providing services or enforcing regula-
tions. More comprehensive budget and program infor-
mation about the Federal statistical system will be
available in OMB’s annual report, Statistical Programs
of the United States Government, Fiscal Year 2009,
when it is published later this year. The following high-
lights elaborate on the Administration’s proposals to
support the programs of the principal Federal statistical
agencies.

Bureau of Economic Analysis (BEA): Funding is
requested to continue BEA’s core programs, and to: (1)
extend the prototype R&D satellite account, funded by
the National Science Foundation in 2006 and 2007,
with annual updates and extensions to BEA’s GDP and
other estimates and eventual full incorporation into the
economic accounts; (2) develop a more accurate measure
of the health care sector in GDP and create a supple-
mental, satellite account that provides detailed and spe-
cific information on the expenditures of the health care
industry and the costs of treating specific diseases; and
(3) ensure the continued improvement of the accuracy
and relevance of BEA’s economic accounts data.

Bureau of Justice Statistics (BJJS): Funding is re-
quested for the maintenance of BJS’ core statistical pro-
grams, including: (1) criminal victimization statistics;
(2) cybercrime data on the incidence, magnitude, and
consequences of electronic and computer crime to house-
holds and businesses; (3) law enforcement data from
over 3,000 agencies on the organization and administra-
tion of police and sheriffs’ departments; (4) nationally-
representative prosecution data on resources, policies,
and practices of local prosecutors; (5) court and sen-
tencing statistics, including Federal and State case
processing data; and (6) data on correctional popu-

lations and facilities from Federal, State, and local gov-
ernments.

Bureau of Labor Statistics (BLS): Funding is re-
quested to maintain BLS core programs, and to: 1)
address the rising costs of the Current Population Sur-
vey (CPS) and avoid a reduction in the accuracy of
CPS estimates both by requesting an additional appro-
priation and by reallocating funds within BLS through
the elimination of lower-priority programs, such as the
American Time Use Survey, that do not directly support
Principal Federal Economic Indicators; (2) initiate con-
tinuous updating of the housing and geographic area
samples in the Consumer Price Index (CPI), which will
improve the accuracy and timeliness of the CPI; and
(3) modernize the computing systems for monthly proc-
essing of the Producer Price Index and U.S. Import
and Export Price Indexes.

Bureau of Transportation Statistics (BTS): Fund-
ing is requested to develop measures of congestion and
for the maintenance of BTS’ core statistical programs,
including: (1) production of data products from the 2007
Commodity Flow Survey, a major national benchmark
survey of shippers; (2) release of monthly statistics on
the commodities and mode of transportation used in
trading with the United States’ largest partners; (3)
production of a core set of economic data and indicators,
including the Transportation Services Index, multi-fac-
tor productivity measures, the State Transit Expendi-
ture Survey, and the Air Travel Price Index; (4) release
of the National Transportation Atlas Data Base, a com-
pendium of national geospatial transportation data; and
(5) dissemination of the Transportation Statistics An-
nual Report and other key publications on the national
transportation system.

Census Bureau: Funding is requested for the Cen-
sus Bureau’s ongoing economic and demographic pro-
grams and for a re-engineered 2010 Census. For the
2010 Census Program, funding is requested to: (1) con-
duct planning, testing, and development activities, in-
cluding completion of dress rehearsal operations and
assessments, and carry out several major operations
for the 2010 Census, including Address Canvassing,
while making final preparations for the remaining oper-
ations; (2) update the road network to a more recent
vintage that includes new streets and roads constructed
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in counties that were aligned very early in the program;
and (3) continue to conduct the American Community
Survey to provide socioeconomic data on an ongoing
basis rather than waiting for once-a-decade censuses,
releasing data for all places with a population of 20,000
or larger. For the Census Bureau’s other economic and
demographic programs, funding is requested to: (1)
process returns for the 2007 Economic Census and con-
duct more than 100 annual, quarterly, and monthly
surveys that provide key national economic statistics;
(2) create Internet and printed reports containing gov-
ernment counts, employment levels, and finance data
for the 2007 Census of Governments; (3) operate the
Survey of Income and Program Participation at the tra-
ditional sample size and incorporate improvements; and
(4) maintain the accuracy and relevance of Current
Population Survey data.

Economic Research Service (ERS): Funding is re-
quested to continue ERS’ core programs, and to: (1)
strengthen and enhance the ERS market analysis and
outlook program to provide timely analyses of global
agricultural product markets; and (2) analyze the re-
gional impacts of bioenergy production and evaluate
issues related to transportation networks, feedstock
storage, marketing channels, and shifts in commodity
production.

Energy Information Administration (EIA): Fund-
ing is requested to continue ongoing EIA operations
to maintain critical energy data coverage, analysis, and
forecasting, and to: (1) enhance petroleum and natural
gas data reliability and statistical accuracy; (2) com-
plete development and begin initiating monthly ethanol
and biofuels data collections on a national and regional
basis as mandated in Section 1508 of the Energy Policy
Act of 2005; (3) combine the environmental data pre-
viously collected by the Steam-Electric Plant Operation
and Design Report into two existing electric power sur-
veys; (4) resume development and testing of the next
generation National Energy Model to replace the exist-
ing National Energy Modeling System; and (5) enhance
EIA’s global oil, gas, and coal analysis and forecasting
capabilities.

National Agricultural Statistics Service (NASS):
Funding is requested to continue NASS core programs
and to: (1) enhance the quality, precision, and detail
of NASS State, regional, and national estimates to help
ensure that they meet customer needs; (2) provide a
data series on bioenergy production and utilization, (3)
measure energy production and use on farms through
the Census of Agriculture; (4) reduce the cyclical fluc-
tuations of annual funding needs for the Census of
Agriculture; (5) summarize and publish the 2007 Cen-
sus of Agriculture, to be released in February 2009,
and (6) begin preparation of numerous census follow-
on studies, including a revamped Farm and Ranch Irri-
gation Survey to evaluate current access to reuse water,
quantities of water used, and costs associated with var-
ious water delivery systems.

National Center for Education Statistics
(NCES): Funding is requested to continue NCES’ core
programs and to: (1) conduct the National Assessment
of Educational Progress, including voluntary 12th grade
reading and mathematics assessments, in 2009; (2) con-
duct a new high school longitudinal study that will
begin with a cohort of 9th graders in 2009 and follow
them through postsecondary education and into the
workforce; (3) conduct surveys and analyze data from
international studies such as the 2007 Trends in Inter-
national Mathematics and Science Study and the 2009
Programme for International Student Assessment and
plan for new international assessments; (4) analyze
data from the 2007-08 Schools and Staffing Survey
and collect data for the Teacher Followup Study; and
(5) conduct the Beginning Postsecondary Student Longi-
tudinal Survey, which provides information on the
progress of postsecondary students.

National Center for Health Statistics (NCHS):
Funding is requested to continue data collection, anal-
ysis, and dissemination activities for key national
health data systems, including the National Vital Sta-
tistics System, National Health Interview Survey, Na-
tional Health and Nutrition Examination Survey
(NHANES), and National Health Care Survey; and to:
(1) further gains in timeliness by implementing systems
improvements in data collection and processing; (2)
work on the creation and use of new data access tools
and tutorials to ensure data are available in easily
accessible forms; (3) use birth and death data from
the States for tracking priority health initiatives in pre-
vention, cancer control, out of wedlock births, and teen-
age pregnancy; (4) transition from International Classi-
fication of Diseases (ICD) 9-CM to ICD-10-CM code sets
to improve comparability between mortality and mor-
bidity data in the U.S. and internationally; (5) ensure
availability of NHANES data on diet and nutrition,
blood pressure, and other health indicators; and (6)
allow the National Health Interview Survey to return
to its designed sample of 100,000, permitting estimates
for smaller populations to be published.

Office of Research, Evaluation, and Statistics
(ORES), SSA: Funding is requested to continue ORES’
core programs, and to: (1) further modernize ORES’s
processes for developing and disseminating data from
the Social Security Administration’s major administra-
tive data files for statistical purposes; (2) support out-
side surveys and linkage of SSA administrative data
to surveys; (3) create a new public use file of adminis-
trative data on earnings histories and benefits for a
sample of Social Security Numbers; and 4) evaluate
the analytic validity of a synthetic data file based on
data from the 1990-1993 and 1996 Survey of Income
and Program Participation panels matched to SSA and
IRS administrative data.

Science Resources Statistics Division (SRS),
NSF: Funding is requested to implement ongoing pro-
grams on the science and engineering enterprise, and
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to: (1) continue redesign and improvement activities for
a broad range of surveys, particularly the suite of re-
search and development surveys; (2) support the
Science of Science and Innovation Policy initiative to
develop the data, tools, and knowledge needed for a
new science of science policy by enhancing the com-
parability, scope, and availability of international data;
(3) implement a full-scale pilot of a redesigned Survey
of Industrial Research and Development; (4) develop
a pilot data collection on postdoctoral students; and
(5) enhance SRS data linking, data extraction, and data
matching activities.

Statistics of Income Division (SOI), IRS: Funding
is requested to continue SOI’s core programs, and to:
(1) continue to modernize tax data collection systems,
particularly to more efficiently assimilate into SOI sys-
tems data captured from the electronic filing of tax
and information returns; (2) examine means to better
mask individual records to minimize the risk of re-
identification in the Individual Public Use cross-section
file; (3) undertake a feasibility study to develop an Indi-
vidual Public Use panel data file; (4) develop statistical
techniques to identify outliers and edit data in IRS
administrative population files; and (5) modernize and
expedite dissemination of data products and reports on
the www.irs.gov/TaxStats website.

Table 4-1. 2007-2009 BUDGET AUTHORITY FOR PRINCIPAL STATISTICAL AGENCIES!
(In millions of dollars)
2007 Estimate
Actual 2008 2009
Bureau of ECONOMIC ANAIYSIS .........cccovririerriiiriniinsissessssisssssssssens 80 80 91
Bureau of Justice StatiStiCS 2 .........ccvrurereirerireeneierisesesie e 47 49 53
Bureau of Labor Statistics 548 544 593
Bureau of Transportation StatiStiCS ..........ccveereeereerniereeeneineineiieciseiseiseensinns 28 27 27
CeNSUS BUIBAUS ..ot 913 1260 2635
Salaries and Expenses? .......... 217 233 269
Periodic Censuses and Programs ...........c.oeineeseensinseneisnsesessneens 696 1027 2366
Economic ReSEarch SEIVICE % ..ot seesseees 75 77 82
Energy Information Administration ... 91 95 111
National Agricultural Statistics Services ... 147 162 153
National Center for Education Statistics 183 192 244
SEAHSHCS .vevveerereieieee ettt 90 88 105
ASSESSMENT ...t 88 98 130
National Assessment Governing Board ... 5 6 9
National Center for Health StatiStics 6 .........cccorerereerrerereireineseneseseissinnens 107 114 125
Office of Research, Evaluation, and Statistics, SSA ........c.cccoevrerrerrvrnens 15 20 16
Science Resources Statistics Division, NSF ... 36 36 40
Statistics of Income Division, IRS ... 38 41 41

" Reflects any recissions.

2|ncludes funds for management and administrative costs of $12, $14, and $15 million in 2007, 2008, 2009, re-

spectively that were previously displayed separately.

3Includes Mandatory Appropriations of $20 million in 2007 and $30 million in 2008 and 2009 for the Survey of Pro-
gram Dynamics and collection of data related to the allocation to States of State Children’s Health Insurance Program

funds.

42007 funding assumes the reallocation of $350,000 provided in 2006 for a comprehensive report on the economic
development and current status of the sheep industry in the United States. Funding for that purpose will not be need-

ed in 2008.

SIncludes funds for the periodic Census of Agriculture of $36, $52, and $39 million in 2007, 2008, and 2009, re-
spectively. The FY 2009 Budget reflects a decrease of $8.7 million, due to the cyclical nature of the census prepara-

tions.

8 All funds from the Public Health Service Evaluation Fund. Administrative costs for NCHS that previously were dis-
played as part of the NCHS budget line are now reflected in two consolidated CDC-wide budget lines for management

and administrative costs.






5. RESEARCH AND DEVELOPMENT

At a record $147 billion in the President’s 2009 Budg-
et, Federal research and development (R&D) comprises
one out of every seven dollars funded in the discre-
tionary budget and 5 percent of total government
spending. This substantial investment in the quest for
new knowledge and future discovery will enhance U.S.
economic strength, national security, and world leader-
ship by building innovation capacity through a world-
class science and technology research enterprise and
a high-quality scientific and technical education infra-
structure.

The relationship between support for science and eco-
nomic growth is well documented. Investments in basic
research lead to knowledge breakthroughs that fuel in-
novation, drive productivity, grow the economy, and im-
prove our understanding of the world. Economists esti-
mate that as much as half of post-World War II eco-
nomic growth is directly due to technological progress
fueled by R&D. Economic payoffs from research come
in the form of process and product innovations that

reduce the costs of production, lower product prices,
and result in new and better products and services.
Consumers ultimately benefit from less expensive, high-
er quality and more useful products and services. To-
day’s transforming technologies and most popular con-
sumer items have deep roots in basic and applied re-
search.

Under this Administration, Federal R&D is being in-
creased 61 percent, from $91 billion in 2001 to the
$147 billion in this year’s request. To sustain the na-
tion’s economic competitiveness, the President, in his
2006 State of the Union address, presented a long-
term vision to strengthen Federal support for the Na-
tion’s innovation enterprise in an integrated package
of investments and policies called the American Com-
petitiveness Initiative (ACI). President Bush remains
firmly committed to the fulfillment of that vision and
seeks to continue that implementation of the ACI in
the 2009 Budget.

Chart 5-1. American Competitiveness
Initiative Research

Dollars in billions
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I. THE AMERICAN COMPETITIVENESS INITIATIVE

The President’s 2009 Budget maintains a strong com-
mitment to invest in basic research areas that advance
knowledge and technologies used by scientists in nearly
every field. Through the ACI, the President plans to
double, over 10 years, investment in innovation-ena-

bling research at three Federal agencies—the National
Science Foundation (NSF), the Department of Energy’s
(DOE’s) Office of Science, and the Department of Com-
merce’s National Institute of Science and Technology
(NIST) laboratories.
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In 2009, the third year of the ACI, President Bush
proposes $12.2 billion total for NSF, DOE’s Office of
Science, and NIST laboratories, an overall funding in-
crease of $1.6 billion, or 15 percent, above the 2008
enacted total of $10.6 billion. Unfortunately, the 2008
omnibus appropriations bill drastically cut proposed

ACI research increases, funding only one-third of the
President’s requested increase. In addition, Congress
directed over half of the enacted increase ($207 million
of a total $408 million increase) to earmarks and an
unrequested new grants program.

Chart 5-2. 2008 ACI Research Funding
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This outcome greatly impairs the Administration’s ef-
forts to strengthen long-term economic competitiveness
through support for innovation-enabling basic research
in the physical sciences and engineering. President
Bush’s call for doubling of these research levels had
been roundly supported by business and academic lead-

ers and embraced by Congress when it enacted the
bipartisan America COMPETES Act (Public Law
110-69). The President’s Budget continues funding for
ACI research on its doubling path to ensure this con-
sensus national priority objective is realized.
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Research Agencies in the American Competitiveness Initiative

The National Science Foundation is the primary source of support for academic research in the physical sciences,
funding basic research in areas such as nanotechnology, advanced networking and information technology, phys-
ics, chemistry, materials science, mathematics, and engineering. It also is well regarded for funding nearly all of
its research through a competitive, peer-reviewed process. The increase in NSF funding will support many more
researchers, students, post-doctoral fellows and technicians contributing to the innovation enterprise.

The Department of Energy’s Office of Science supports grants and infrastructure for a wide range of basic re-
search related to economically significant innovations including nanotechnology, biotechnology, high-end com-
puting and advanced networking, and energy technologies. The 2009 Budget increases funding for both research
and cutting-edge facilities, meets the United States’ contribution to the international fusion energy project known
as ITER, upgrades the nuclear physics accelerator at the Thomas Jefferson lab in Virginia, accelerates strategic
basic research for electrical energy storage and an advanced nuclear fuel cycle, and reorganizes and reforms the
radioisotope production and application programs within the Department.

The Department of Commerce’s National Institute of Standards and Technology (NIST) invests in technological in-
novation through research and standards development. These investments will improve NIST’s research capabili-
ties by providing high performance laboratory space for diverse research fields and world-class researchers; aid
the responsible development of nanotechnology manufacturing; expand NIST’s neutron facility to aid in character-
izing novel materials in high-growth research fields; and improve our understanding of complex biological systems
to accelerate innovations and enable investment in biosciences, including disease diagnosis and treatment.

II. IMPROVING THE PERFORMANCE OF R&D PROGRAMS

R&D is critically important for keeping our Nation
economically competitive, and it will help solve the
challenges we face in health, defense, energy, and the
environment. Therefore, every Federal R&D dollar must
be invested as effectively as possible.

R&D Investment Criteria

The Administration continues to improve the effec-
tiveness of the Federal Government’s investments in
R&D by applying transparent investment criteria in
analyses that inform recommendations for program
funding and management. R&D performance assess-
ment must be done with care. Research often leads
scientists and engineers down unpredictable pathways
with unpredictable results. This outcome can require
special consideration when measuring an R&D pro-
gram’s performance against its initial goals.

With this in mind, the Administration is improving
methods for setting priorities based on expected results,
and is asking agencies to apply specific criteria that
programs or projects must meet to be started or contin-
ued and supply clear milestones for gauging progress
and improved metrics for assessing results.

As directed by the President’s Management Agenda,
the R&D Investment Criteria accommodate the wide
range of R&D activities, from basic research to develop-
ment and demonstration programs, by addressing three
fundamental aspects of R&D:

e Relevance—Programs must be able to articulate
why they are important, relevant, and appropriate
for Federal investment;

¢ Quality—Programs must justify how funds will be
allocated to ensure quality; and

¢ Performance—Programs must be able to monitor
and document hAow well the investments are per-
forming.

In addition, R&D projects and programs relevant to
industry are expected to apply criteria to determine
the appropriateness of the public investment, enable
comparisons of proposed and demonstrated benefits,
and provide meaningful decision points for completing
or transitioning the activity to the private sector.

As part of the President’s Management Agenda’s Per-
formance Improvement initiative, the Administration
uses the Program Assessment Rating Tool (PART) to
consistently assess the effectiveness of programs. A sec-
tion of the PART specifically addresses the assessment
of R&D program management and performance and is
aligned with the R&D Investment criteria. In the last
six years, agencies completed 1,016 PART assessments,
of which 130 were for R&D programs. The results of
these PART assessments may be found on the web at
www.expectmore.gov.

Performance assessments help policy makers identify
those programs that are the most effective and worthy
of funding; however, the Administration does not allo-
cate funding levels and initiate management reforms
strictly by formula or based solely on PART results.
For instance, funding may be reduced for programs
rated Effective by the PART that have achieved what
they set out to do, and programs rated Ineffective by
the PART might receive more money if it is clear it
would help them become more effective. The PART pro-
vides information that leads to more informed decisions.
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Chart 5-3. Scores of R&D PART Assessments

Cumulative Number of R&D PARTSs
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Research Earmarks

President Bush called on Congress to reform the ear-
mark process, proposing a series of reforms that include
full disclosure for each earmark and cutting the total
number and cost of all earmarks by at least half. Con-
sistent with this effort, the Administration is continuing
its strong support for awarding research funds based
on merit review through a competitive process refereed
by scientists. Such a system has the best prospects
for ensuring that the top research is supported. Re-
search earmarks—in general the assignment of money
during the legislative process for use by a specific orga-
nization or project—are counter to a merit-based com-
petitive selection process. Earmarks signal to potential
investigators that there is an acceptable alternative to
creating quality research proposals for merit-based con-
sideration. Such an alternative can be an ineffective
use of taxpayer funds.

Unfortunately, the practice of earmarking funds to
colleges, universities, and other entities for specific re-
search projects expanded in recent years. Some argue
that earmarks help spread the research money to states
or institutions that would receive less research funding
through other means. However, The Chronicle of Higher
Education has reported that this is not the main role
earmarks play. Often only a minor portion of academic
earmark funding goes to the states with the smallest
shares of Federal research funds.

Some proponents of earmarking assert that earmarks
provide a means of funding unique projects that would
not be recognized by the conventional peer-review proc-
ess. To address this concern, a number of research
agencies have procedures and programs to reward “out-

of-the-box” thinking. For example, the Defense Ad-
vanced Research Projects Agency, within the Depart-
ment of Defense, seeks out high-risk, high-payoff sci-
entific proposals, the National Institutes of Health has
established a similarly focused “Pioneer Award,” and
program managers at NSF set aside a share of funding
for higher-risk projects in which scientists and engi-
neers see high potential.

Earmarks for activities that are outside of an agen-
cy’s mission can detract from an efficient and effective
Federal effort on behalf of taxpayers. For instance, in
2008, the Congress has directed DOD to fund research
on a wide range of diseases including diabetes, autism,
and muscular dystrophy. Funding for unrequested med-
ical research projects in DOD’s budget totals about $800
million in 2008 alone. While research on these diseases
is very important, these diseases are not unique to
the U.S. military and the research could be better se-
lected, carried out and coordinated within civil medical
research agencies without disruption to the military
mission. At the same time, intrusion of earmarks into
the peer-review processes of civilian medical research
agencies would have a significant detrimental impact
on ensuring that the most important and promising
research is chosen by medical research professionals
with access to information on the most promising re-
search opportunities.

Earmarks that divert funding from a merit-based
process undermine America’s research productivity. The
Administration commends Congress for taking meas-
ures to protect NSF and the National Institutes of
Health from this practice, a practice that should be
followed throughout the R&D programs.
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III. PRIORITIES FOR FEDERAL RESEARCH AND DEVELOPMENT

The 2009 Budget requests $147 billion for Federal
R&D funding, which targets key research investments
within agencies, in particular, the three ACI agencies:
NSF, the DOE’s Office of Science, and the NIST labora-
tories. In addition, DOD requests $1.7 billion for basic
research, $270 million more than was requested in the
2008 Budget. This increase is partially hidden by the
earmarked funding included in the 2008 enacted level.
(Table 5-1 provides details by agency.)

Multi-Agency R&D Priorities

The 2009 Budget continues to target important re-
search investments that must be coordinated across
multiple agencies. A number of these challenges are
being addressed through multi-agency research efforts
coordinated through the National Science and Tech-
nology Council (NSTC) and other interagency forums.
The Administration will continue to analyze other areas
of critical need that could benefit in the future from
improved focus and coordination among agencies.

Homeland Security R&D: A robust R&D effort con-
tinues to be a key asset in advancing technologies in
support of the President’s national strategy for home-
land security. The United States derives much of its
ability to thwart and recover from these threats via
its advantage in the realm of science and technology
(S&T), and we must continue to use this advantage
and encourage innovative R&D to assist in protecting
and defending against the range of natural and man-
made threats confronting the country. Though there
have been numerous achievements over the past five
years to improve the Nation’s counterterrorism capa-
bility, many challenges remain.

The Administration’s annual R&D budget priorities
memorandum summarizes priorities from the Adminis-
tration’s homeland security strategies that should be
addressed via multi-agency coordination. For example,
in response to the 2007 memo, agencies:

e advanced biometric capabilities as outlined in The
National Biometrics Challenge, and established
policy for agency adoption of biometric standards
that will enable real-time, verifiable, interoper-
able, and privacy-protecting root identification;

e improved radiation portal monitors and developed
standards for technologies that detect nuclear and
radioactive material before it enters the U.S.;

¢ developed more sensitive environmental sensors to
quickly detect the presence of biological or toxic
agents; and

¢ integrated modeling efforts for high consequence
foreign animal diseases, including avian influenza
and foot and mouth disease, to facilitate coordi-
nated response planning and guide counter-
measure R&D investments.

The 2009 Budget provides continued support for these
and many other interagency R&D programs, including:
pursuing stand-off detection and imaging capabilities
to locate and identify nuclear threat materials at a

distance; improving the capability to detect and miti-
gate the use of improvised explosive devices in the U.S.;
continuing the implementation of the 2008-2012 R&D
plan for high-consequence foreign animal diseases; and
accelerating the advanced development of critical med-
ical countermeasures that do not have a pre-existing
market to stimulate their development.

Networking and Information Technology R&D:
The Budget provides $3.6 billion for the multi-agency
Networking and Information Technology Research and
Development (NITRD) Program, which plans and co-
ordinates agency research efforts in advanced net-
working, cyber security, high-end computing systems,
software development, high-confidence systems, infor-
mation management, and other information tech-
nologies. Advances in information technology contribute
both to accelerating progress in scientific research and
to U.S. economic competitiveness. Federal agencies co-
ordinate their R&D investments in the NITRD Program
to avoid unnecessary duplication and to help ensure
that the investments have maximum impact.

The NITRD agencies focused on implementing the
recommendations contained in both the Federal Plan
for High-End Computing and the Federal Plan for
Cyber Security and Information Assurance R&D in
2007, and will complete the Federal Plan for Advanced
Networking R&D in early 2008. Also in 2007, the Presi-
dent’s Council of Advisors on Science and Technology
(PCAST) issued a report reviewing the NITRD program
and providing recommendations for the future. The
Federal agencies are evaluating these recommendations
and will begin implementation in 2008.

The 2009 Budget sustains a substantial level of in-
vestment in high-end computing research for large-scale
scientific and national security applications, particu-
larly in scalable systems software and applications that
can capitalize on emerging architectures based on proc-
essing units with many computational cores. The 2009
Budget also increases support for investments in inno-
vative research in both cyber security and advanced
networking R&D that have the potential to transform
the Internet into a more secure and reliable inter-
connected network to support both commerce and high-
speed data transfers for scientific applications. Reports
and general information about NITRD are available at
www.nitrd.gov/.

Nanotechnology R&D: The Budget provides $1.5
billion for the multi-agency National Nanotechnology
Initiative (NNI). The NNI focuses on R&D that creates
materials, devices, and systems that exploit the fun-
damentally distinct properties of matter as it is manip-
ulated at the atomic and molecular levels. The results
of NNI-supported R&D are already leading to break-
throughs in disease detection and treatment, manufac-
turing at or near the nanoscale level, environmental
monitoring and protection, energy production and stor-
age, and creating electronic devices that have even
greater capabilities than those available today. Re-
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search opportunities cover a similarly broad spectrum.
Advances that will be foundational for all aspects of
nanotechnology R&D in particular include: instrumen-
tation for characterizing nanoscale materials in the lab-
oratory, in the body, and in the environment; and com-
putational research to model and predict properties at
the nanoscale, for designing novel materials, and for
determining their behavior under various conditions
and environments.

Guided by the NNI Strategic Plan, participating
agencies will continue to support discovery, develop-
ment and application of nanotechnology through inves-
tigator-led fundamental and applied research; multi-
disciplinary centers of excellence; education and train-
ing of nanotechnology researchers, teachers, workers,
and the public; and infrastructure and standards devel-
opment, including user facilities and networks that are
broadly available to support research and innovation.
In addition, agencies continue to maintain a focus on
the responsible development of nanotechnology, with at-
tention to the human and environmental health im-
pacts, as well as ethical, legal, and other societal issues.

These activities will be appropriately coordinated
with stakeholders outside of the Federal government,
including industry, academia, and other governments.
Agency investments in nanotechnology R&D are in-
formed by the NSTC’s Nanoscale Science, Engineering,
and Technology Subcommittee and by outside reviews
of the PCAST and the National Research Council. Re-
ports of these Federal and non-Federal bodies help to
identify and prioritize research, including in the area
of environmental, health, and safety aspects of
nanotechnology. Reports and general information about
the NNI are available at www.nano.gov/.

Climate Change R&D: The 2009 Budget for the
Climate Change Science Program (CCSP) continues to
support the implementation of the CCSP Strategic
Plan, which was released in July 2003. The 13 depart-
ments and agencies that participate in the CCSP co-
ordinate preparation of the budget and program imple-
mentation. During 2009, the CCSP will continue re-
search into important physical science aspects of cli-
mate change, including scientific uncertainties and
preparation of a series of Synthesis and Assessment
reports. In addition, added emphasis will be placed on
the impacts of climate change and the science of adap-
tation. Working within the overarching priorities de-
fined in the Strategic Plan, the CCSP’s interagency co-
ordination and integration efforts will give particular
emphasis in FY 2009 to the following climate change
research issues: development of an integrated earth sys-
tem analysis capability; a focus toward creating a high-
quality record of the state of the atmosphere and ocean
since 1979; development of an end-to-end hydrologic
projection and application capability; enhanced carbon
cycle research on high latitude systems; quantification
of climate forcing and feedbacks by aerosols, non-carbon
dioxide greenhouse gases, water vapor, and clouds; as-
sessment of abrupt change in a warming climate; exam-
ination of the feasibility of development an abrupt

change early warning system; and ecological fore-
casting.

The program expects to receive input from the Na-
tional Research Council under the terms of a continuing
advisory agreement. This advice will include review of
several CCSP Synthesis and Assessment Products. The
CCSP will continue to track deliverables and milestones
for each of its programs in order to assess overall per-
formance. Additional detail on individual agency activi-
ties will be provided in the Administration’s 2009 edi-
tion of Our Changing Planet. Reports and general infor-
mation about the CCSP are available on the program’s
website: www.climatescience.gov/.

The Climate Change Technology Program (CCTP)
continues to provide strategic direction, planning, and
analysis to help coordinate and prioritize activities
within the portfolio of federally funded climate change
technology R&D consistent with the President’s Na-
tional Climate Change Technology Initiative (NCCTI).
The CCTP has published a Vision and Framework for
Strategy and Planning and a Strategic Plan that out-
lines the program’s goals and priorities. The CCTP has
also identified within its portfolio a subset of NCCTI
priority activities, defined as discrete R&D activities
that address technological challenges, which, if solved,
could advance technologies with the potential to dra-
matically reduce, avoid, or sequester greenhouse gas
emissions. In 2009, CCTP will continue to focus on
implementing the elements of its Vision and Frame-
work document and Strategic Plan. Reports and general
information about the CCTP are available on the pro-
gram’s website: www.climatetechnology.gov/.

The CCSP and CCTP will continue to coordinate im-
plementation of relevant climate change provisions in
the 2005 Energy Policy Act as appropriate.

Ocean Research: The 2009 Budget supports ocean
and coastal research as outlined in Charting the Course
for Ocean Science in the United States for the Next
Decade: An Ocean Research Priorities Plan and Imple-
mentation Strategy. Developed by the NSTC’s Joint
Subcommittee on Ocean Science and Technology, the
plan provides a framework for an ocean observing sys-
tem that will accurately describe marine conditions in
real-time, enhance our capability to forecast ocean proc-
esses, and provide scientific support for ecosystem-
based management. These three overarching goals will
maintain U.S. leadership in ocean technology and en-
hance U.S. competitiveness. These goals are supported
by 20 national ocean research priorities, established
with extensive community input and oriented around
the most compelling societal issues. The Joint Sub-
committee on Ocean Science and Technology will coordi-
nate multi-agency research into key aspects of the
oceans, coasts and Great Lakes and work closely with
the other coordinating bodies of the President’s Ocean
Action Plan.

Biomass R&D: The Biomass R&D Act of 2000 estab-
lished the Biomass R&D Board to guide interagency
coordination and bring coherence to Federal strategic
planning on biomass-related issues. The Board is com-
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pleting an interagency coordination and planning docu-
ment that will be reviewed by the National Academy
of Sciences. In addition to assessing the goals and plans
for interagency biomass research, the Academy will be
tasked with considering economic and other impacts
of increased biomass utilization under various energy
price and policy scenarios. Additional information on
the Biomass R&D Board is available online at
www.biomass.govtools.us.

Stimulating Private Investment

Along with direct spending on R&D, the Federal Gov-
ernment has sought to stimulate private R&D invest-
ment through incentives in the Internal Revenue Code.

A long-standing credit, which had provided a 20-percent
tax credit for private research and experimentation ex-
penditures above a certain base amount, expired at the
end of December 2007. The Administration again pro-
poses making the enhanced Research and Experimen-
tation tax credit permanent starting in 2008. The pro-
posed extension will cost $55 billion over the period
from 2008 to 2013. In addition, a permanent tax provi-
sion lets companies deduct, up front, the costs of certain
kinds of research and experimentation, rather than cap-
italize these costs. Also, equipment used for research
benefits from relatively rapid tax depreciation allow-
ance.

IV. FEDERAL R&D DATA

Federal R&D Funding

R&D is the collection of efforts directed towards gain-
ing greater knowledge or understanding and applying
knowledge toward the production of useful materials,
devices, and methods. R&D investments can be charac-
terized as basic research, applied research, develop-
ment, R&D equipment, or R&D facilities, and the Office
of Management and Budget has used those or similar
categories in its collection of R&D data since 1949.

Basic research is systematic study directed toward
a fuller knowledge or understanding of the fundamental
aspects of phenomena and of observable facts without
specific applications towards processes or products in
mind. Basic research, however, may include activities
with broad applications in mind.

Applied research is systematic study to gain knowl-
edge or understanding necessary to determine the
means by which a recognized and specific need may
be met.

Development is systematic application of knowledge
or understanding, directed toward the production of
useful materials, devices, and systems or methods, in-
cluding design, development, and improvement of proto-
types and new processes to meet specific requirements.

Research and development equipment includes
acquisition or design and production of movable equip-
ment, such as spectrometers, research satellites, detec-
tors, and other instruments. At a minimum, this cat-

egory should include programs devoted to the purchase
or construction of R&D equipment.

Research and development facilities include the
acquisition, design, and construction of, or major re-
pairs or alterations to, all physical facilities for use
in R&D activities. Facilities include land, buildings, and
fixed capital equipment, regardless of whether the fa-
cilities are to be used by the Government or by a pri-
vate organization, and regardless of where title to the
property may rest. This category includes such fixed
facilities as reactors, wind tunnels, and particle accel-
erators.

There are over twenty Federal agencies that fund
R&D in the U.S. The nature of the R&D that these
agencies fund depends on the mission of each agency
and on the role of R&D in accomplishing it. Table 5-1
shows agency-by-agency spending on basic and applied
research, development, and R&D equipment and facili-
ties.

The “Federal Science and Technology” (FS&T) budget
(shown in Table 5-2) highlights the creation of new
knowledge and technologies more consistently and accu-
rately than the overall R&D data. The FS&T budget
emphasizes research; does not count funding for defense
development, testing, and evaluation; and totals less
than half of Federal R&D spending. The 2009 Budget
requests $62 billion for FS&T.
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Table 5-1. FEDERAL RESEARCH AND DEVELOPMENT

(Budget authority, dollar amounts in millions)

2007 2008 2009 Dollar Change: | Percent Change:
Actual Estimate Proposed | 2008 to 2009 | 2008 to 2009
By Agency
Defense 78,329 80,192 80,494 302 0%
Health and Human Services .. . 29,201 29,475 29,480 5 0%
NASA ..o, . 9,952 10,436 10,737 301 3%
Energy . 8,522 9,739 10,558 819 8%
National Science Found . . 4,479 4,500 5,201 701 16%
Homeland Security ......... . 1,246 1,143 3,287 2,144 188%
Agriculture ........... 2,275 2,309 1,952 -357 -15%
Commerce 1,080 1,113 1,157 44 4%
Transportation 768 823 901 78 9%
Veterans Affairs .. 892 960 884 -76 -8%
[141C11o] S 604 676 617 -59 -9%
Environmental Protection Agency . 606 557 550 -7 -1%
(0]11-T SR 1,118 1,140 1,145 5 0%
TOTAL oot bbbt 139,072 143,063 146,963 3,900 3%
Basic Research
DEIENSE ..eeveieiiiie b 1,525 1,634 1,699 65 4%
Health and Human Services .. . 15,646 15,897 15,884 -13 0%
NASA ..o . 1,786 2,104 1,912 -192 -9%
Energy ..ocovevevineninn . 3,128 3,232 3,556 324 10%
National Science Foundation . . 3,635 3,689 4,336 647 18%
Homeland Security ......... . 247 248 276 28 11%
Agriculture ........... . 893 856 798 -58 7%
Commerce .. . 142 96 176 80 83%
Transportation ..... . 2 3 1< [P RT EOTRO
Veterans Affairs .. . 358 385 354 -31 -8%
1310140 ] QR . 34 43 40 -3 7%
Environmental Protection Agency 101 97 95 -2 2%
OFNBIE ettt bbbttt ns 196 188 190 2 1%
SUBTOTAL ..ottt es s ss st ssssssssnsssssnsns 27,688 28,472 29,319 847 3%
Applied Research
Defense 5,103 5,058 4,245 -813 -16%
Health and Human Services .. 13,405 13,414 13,424 10 0%
NASA .. . 947 974 919 -55 -6%
Energy ..o . 2,630 3,513 3,474 -39 -1%
National Science Foundation . . 357 340 422 82 24%
Homeland Security ......... . 434 382 381 -1 0%
Agriculture ........... . 1,072 1,103 922 -181 -16%
Commerce ...... 637 731 737 6 1%
Transportation . 562 576 614 38 7%
Veterans Affairs .. 482 519 478 41 -8%
Interior 510 549 513 -36 7%
Environmental Protection Agency 415 379 370 -9 2%
Other 576 574 588 14 2%
SUBTOTAL ...ttt sttt anaas 27,130 28,112 27,087 -1,025 -4%
Development
DEIBNSE .vvvvviieieicicie ettt 71,641 73,358 74,393 1,035 1%
Health and Human Services 22 22 P22 [ IS
NASA ..o . 5,576 5,436 5,731 295 5%
ENergy ...cooeveeneereeeneens 1,973 2,232 2,472 240 1%
National SCIENCE FOUNALON .......ccciueiuieiieieiee ettt bssbessessesaes | cessessesssinss | essessessssssssesss | sessesesessesieses | sevessesssssessessenss | sesesesiesissessssnns
Homeland Security . . 434 365 380 15 4%
Agriculture ........... . 195 195 186 -9 -5%
Commerce ...... . 83 76 68 -8 -11%
Transportation ..... . 185 225 264 39 17%
Veterans Affairs .. 52 56 52 -4 7%
{10101 ¢[o] QR 55 62 (527 [P I
Environmental Protection Agency . 90 81 85 4 5%
Other 300 324 298 -26 -8%
SUBTOTAL ..ottt bbb bbbt 80,606 82,432 84,013 1,581 2%
Facilities and Equipment
Defense 60 142 157 15 1%
Health and Human Services 128 142 150 8 6%
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Table 5-1. FEDERAL RESEARCH AND DEVELOPMENT—Continued
(Budget authority, dollar amounts in millions)

2007 2008 2009 Dollar Change: | Percent Change:

Actual Estimate Proposed 2008 to 2009 | 2008 to 2009
1,643 1,922 2,175 253 13%
Energy .o 796 762 1,056 294 39%
National Science Foundation . 487 471 443 28 -6%
Homeland Security 131 148 2,250 2,102 1420%
Agriculture 115 155 46 -109 -70%
Commerce ...... 218 210 176 -34 -16%
Transportation 19 19 20 1 5%
VELErans AffAIIS .......ccuieeiicrireiecreeeiiseiseiesise ettt sssesssesesssssssssensssssensne | stnessnessessnns | sesnessnesessneses | sersssenesssesesss | sossnessnessssnesens | cenenesisesessens
Interior 5 22 2 -20 -91%
Environmental ProteCtion AGENCY .......ocvvviereirreeerererenseneenesenssssessssssssssssnsns | sessessesseesens | snesssesssnessessses | sessessenemsessense | sernsensssssssssssnsss | sesereesesnensenenns
Other 46 54 69 15 28%
SUBTOTAL 3,648 4,047 6,544 2,497 62%
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Table 5-2. FEDERAL SCIENCE AND TECHNOLOGY BUDGET

(Budget authority, dollar amounts in millions)

Dollar Percent
2008 2009
2007 Actual : Change: Change: 2008
Estimate | Proposed | 05305009 | 10 2009

By Agency
National Institutes of Health ... 28,880 29,307 29,307 | .o | e
Energy 6,200 7,226 7,627 401 6%
Science Programs 3,797 3,973 4,722 749 19%
Electricity Transmission & Distribution 97 110 100 -10 -9%
Nuclear Energy 540 962 854 -108 -11%
Energy Efficiency and Renewable Energy Resources 2 1,176 1,440 1,197 -243 -17%
Fossil Energy R&D 3 590 741 754 13 2%
National Science Foundation 5,917 6,032 6,854 822 14%
Defense 6,628 6,692 5,944 -748 -11%
Basic Research 1,525 1,634 1,699 65 4%
Applied Research 5,103 5,058 4,245 -813 -16%
NASA ..o 6,148 5,911 5,517 -394 -7%
Science 4,610 4,627 4,442 -185 —4%
Aeronautics 594 505 447 -58 -11%
Exploration Systems# ..... 755 654 452 -202 -31%
Innovative Partnerships ... 189 125 176 51 41%
Agriculture 2,158 2,156 1,921 =235 -11%
CSREES Research and Education 674 672 539 -133 -20%
Economic Research Service ........... 75 77 82 5 6%
Agricultural Research Service 1,129 1,121 1,037 -84 7%
Forest Service: Forest and Rangeland Research 280 286 263 -23 8%
Commerce 891 1,008 1,012 4 0%
NOAA: Oceanic & Atmospheric Research . 398 398 378 -20 5%
NIST Intramural Research and Facilities 493 610 634 24 4%
Interior (USGS) 988 1,006 969 =37 -4%
Veterans Affairs 7 892 891 884 -7 -1%
Environmental Protection Agency 8 764 786 790 4 1%
Transportation .............cccoovnninininne. 560 577 601 24 4%
Highway research: Federal Highway Administration © 430 430 430 | oo | e
Federal Aviation Administration: Research, Engineering, and Development 130 147 171 24 16%
EUCALION ...ttt 342 337 344 7 2%
Special Education Research and Innovation 72 7 T1 | e | s
National Institute on Disability and Rehabilitation Research 107 106 106 | cooveeeerererineies | e
Research, Development, and DiSSEMINAtion 10 ..o 163 160 167 7 4%
TOMAL oot 60,368 61,929 61,770 -159 -0.3%

1 Data do not reflect actual transfers to Science Programs from other Department of Energy R&D programs to support the Small Business Innovation Research and the Small

Business Technology Transfer programs.
2Excludes Weatherization, State grants, and intergovernmental activities.
3 Excludes funding for the Alaska Natural Gas Pipeline project.

4 Exploration Systems includes the Exploration Technology Development Program, the Human Research Program, and the Lunar Precursor Robotic Program.
5Includes the appropriation of earnings from the Native American Endowment Fund, but not the appropriation to the Endowment’s principal.

6 Excludes building and facilities. Also excludes $3 million transfer to the account in 2007.

7Includes the medical care and prosthetic research appropriation and research support from the VA medical care appropriations. In 2008, $69 million in emergency funding pro-
vided to the Medical and Prosthetics Research account by the Consolidated Appropriations Act of 2008.

8 Science and Technology, plus superfund transfer.

9 According to the process established in section 1102(f) of SAFETEA-LU, FHWA annually adjusts the research funding level from the appropriated obligation limitation.

10Does not include funding for Regional Educational Labs.
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Table 5-3. AGENCY DETAIL OF SELECTED INTERAGENCY R&D EFFORTS

(Budget authority, dollar amounts in millions)

2007 2008 2009 Dollar Change: | Percent Change:
Actual Estimate Proposed | 2008 to 2009 | 2008 to 2009
Networking and Information Technology R&D:
Defense 1,194 1,267 1,242 -25 2%
National Science Foundation . 909 931 1,090 159 17%
Health and Human Services ™ ... 566 556 555 -1 0%
Energy 349 436 494 58 13%
Commerce 76 85 90 5 6%
National Aeronautics and Space Administration 91 86 84 -2 -2%
Environmental Protection Agency 6 6 (] [P ISP
National Archives and Records AdmINIStration ...........cccceveeieeiesicssesieeeenns 4 5 [ [N ISR
TOTAL o 3,195 3,372 3,566 194 6%
National Nanotechnology Initiative:
Defense 450 487 431 -56 -11%
National Science Foundation 389 389 397 8 2%
Energy 236 251 311 60 24%
Health and Human Services 2 . 222 232 232 o | s
Commerce (NIST) ...ccovevrvireens . 88 89 110 21 24%
National Aeronautics and Space Administration 24 24 24| o | e
Environmental Protection Agency 8 10 15 5 50%
Agriculture . 7 11 8 -3 -27%
Justice ......... . 2 2 2] e | e
Transportation 1 1 ) 1 [T IOTOTRRRO
HOMEIAND SECUMLY ..vuvvrvercerereeeciiiseeeii ettt ees 2 1 L1 [N I
TOTAL et 1,429 1,497 1,532 35 2%
Climate Change Science Program:
National Aeronautics and Space Administration 1,084 1,078 1,204 126 12%
Commerce (NOAA) 184 240 260 20 8%
National Science Foundation 207 205 221 16 8%
Energy ..o, . 126 128 146 18 14%
Agriculture . 61 65 62 -3 5%
National Institutes of Health 47 47 . T IR
Interior (USGS) 27 34 31 -3 -9%
U.S. Agency for International Development . 14 14 20 6 43%
Environmental Protection Agency ............. 16 20 16 -4 -20%
Smithsonian 6 6 (5] [ I
Transportation 1 1 2 1 100%
TOTAL ettt 1,773 1,838 2,015 177 10%
TIncludes funds from offsetting collections for the Agency for Healthcare Research and Quality.
2|ncludes funds from both the National Institutes of Health and National Institute of Occupational Safety and Health.






6. FEDERAL INVESTMENT

Investment spending is spending that yields long-
term benefits. Its purpose may be to improve the effi-
ciency of internal Federal agency operations or to in-
crease the Nation’s overall stock of capital for economic
growth. The spending can be direct Federal spending
or grants to State and local governments. It can be
for physical capital, which yields a stream of services
over a period of years, or for research and development
or education and training, which are intangible but also
increase income in the future or provide other long-
term benefits.

Most presentations in the Federal budget combine
investment spending with spending for current use.

This chapter focuses solely on Federal and federally
financed investment.
In this chapter, investment is discussed in the fol-
lowing sections:
¢ a description of the size and composition of Fed-
eral investment spending;
¢ a discussion of the performance of selected Federal
investment programs; and
e a presentation of trends in the stock of federally
financed physical capital, research and develop-
ment, and education.

PART I: DESCRIPTION OF FEDERAL INVESTMENT

For more than fifty years, the Federal budget has
included a chapter on Federal investment—defined as
those outlays that yield long-term benefits—separately
from outlays for current use. In recent years the discus-
sion of the composition of investment has displayed
estimates of budget authority as well as outlays.

The classification of spending between investment
and current outlays is a matter of judgment. The budg-
et has historically employed a relatively broad classi-
fication, encompassing physical investment, research,
development, education, and training. The budget fur-
ther classifies investments into those that are grants
to State and local governments, such as grants for high-
ways or education, and all other investments, called
“direct Federal programs” in this analysis. This “direct
Federal” category consists primarily of spending for as-
sets owned by the Federal Government, such as defense
weapons systems and general purpose office buildings,
but also includes grants to private organizations and
individuals for investment, such as capital grants to
Amtrak or higher education loans directly to individ-
uals.

Presentations for particular purposes could adopt dif-
ferent definitions of investment:

e To suit the purposes of a traditional balance sheet,
investment might include only those physical as-
sets owned by the Federal Government, excluding
capital financed through grants and intangible as-
sets such as research and education.

¢ Focusing on the role of investment in improving
national productivity and enhancing economic
growth would exclude items such as national de-
fense assets, the direct benefits of which enhance
national security rather than economic growth.

e Concern with the efficiency of Federal operations
would confine the coverage to investments that
reduce costs or improve the effectiveness of inter-

nal Federal agency operations, such as computer
systems.

e A “social investment” perspective might broaden
the coverage of investment beyond what is in-
cluded in this chapter to include programs such
as childhood immunization, maternal health, cer-
tain nutrition programs, and substance abuse
treatment, which are designed in part to prevent
more costly health problems in future years.

The relatively broad definition of investment used
in this section provides consistency over time—histor-
ical figures on investment outlays back to 1940 can
be found in the separate Historical Tables volume.
Table 6-2 at the end of this section allows
disaggregation of the data to focus on those investment
outlays that best suit a particular purpose.

In addition to this basic issue of definition, there
are two technical problems in the classification of in-
vestment data involving the treatment of grants to
State and local governments and the classification of
spending that could be shown in more than one cat-
egory.

First, for some grants to State and local governments
it is the recipient jurisdiction, not the Federal Govern-
ment, that ultimately determines whether the money
is used to finance investment or current purposes. This
analysis classifies all of the outlays in the category
where the recipient jurisdictions are expected to spend
most of the money. Hence, the community development
block grants are classified as physical investment, al-
though some may be spent for current purposes. Gen-
eral purpose fiscal assistance is classified as current
spending, although some may be spent by recipient ju-
risdictions on investment.

Second, some spending could be classified in more
than one category of investment. For example, outlays
for construction of research facilities finance the acqui-
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sition of physical assets, but they also contribute to
research and development. To avoid double counting,
the outlays are classified in the category that is most
commonly recognized as investment. Consequently, out-
lays for the conduct of research and development do
not include outlays for research facilities, because these
outlays are included in the category for physical invest-
ment. Similarly, spending for physical investment and
research and development related to education and
training is included in the categories of physical assets
and the conduct of research and development.

When direct loans and loan guarantees are used to
fund investment, the subsidy value is included as in-
vestment. The subsidies are classified according to their
program purpose, such as construction or education and
training. For more information about the treatment of
Federal credit programs, refer to Chapter 7, “Credit
and Insurance,” in this volume.

This section presents spending for gross investment,
without adjusting for depreciation.

Composition of Federal Investment Outlays

Major Federal Investment

The composition of major Federal investment outlays
is summarized in Table 6-1. They include major public
physical investment, the conduct of research and devel-
opment, and the conduct of education and training. De-
fense and nondefense investment outlays were $429.8
billion in 2007. They are estimated to increase to $482.1
billion in 2008 and $494.2 billion in 2009. Major Fed-
eral investment outlays will comprise an estimated 16
percent of total Federal outlays in 2009 and 3.3 percent
of the Nation’s gross domestic product. Greater detail
on Federal investment is available in Table 6-2 at the
end of this section. That table includes both budget
authority and outlays.

Physical investment. Outlays for major public physical
capital investment (hereafter referred to as physical in-
vestment outlays) are estimated to be $266.1 billion
in 2009. Physical investment outlays are for construc-
tion and rehabilitation, the purchase of major equip-
ment, and the purchase or sale of land and structures.
Approximately two-thirds of these outlays are for direct
physical investment by the Federal Government, with
the remainder being grants to State and local govern-
ments for physical investment.

Direct physical investment outlays by the Federal
Government are primarily for national defense. Defense
outlays for physical investment are estimated to be
$155.0 billion in 2009. Almost all of these outlays, or
an estimated $143.2 billion, are for the procurement
of weapons and other defense equipment, and the re-
mainder is primarily for construction on military bases,
family housing for military personnel, and Department
of Energy defense facilities.

Outlays for direct physical investment for nondefense
purposes are estimated to be $35.6 billion in 2009.
These outlays include $20.7 billion for construction and
rehabilitation. This amount includes funds for water,
power, and natural resources projects of the Corps of

Engineers, the Bureau of Reclamation within the De-
partment of the Interior, and the Tennessee Valley Au-
thority; construction and rehabilitation of veterans hos-
pitals and Indian Health Service hospitals and clinics;
facilities for space and science programs; Postal Service
facilities; construction for the administration of justice
programs (largely in the Department of Homeland Se-
curity); construction of office buildings by the General
Services Administration; and construction for embassy
security. Outlays for the acquisition of major equipment
are estimated to be $14.4 billion in 2009. The largest
amounts are for the air traffic control system; weather
and climate monitoring in the National Oceanic and
Atmospheric Administration; law enforcement activi-
ties, largely in the Department of Homeland Security
and the Federal Bureau of Investigation; and informa-
tion systems in the Department of Veterans Affairs.

Grants to State and local governments for physical
investment are estimated to be $75.5 billion in 2009.
Nearly three-quarters of these outlays, or $55.0 billion,
are to assist States and localities with transportation
infrastructure, primarily highways. Other major grants
for physical investment fund sewage treatment plants,
community and regional development, and public hous-
ing.

Conduct of research and development. Outlays for the
conduct of research and development are estimated to
be $139.9 billion in 2009. These outlays are devoted
to increasing basic scientific knowledge and promoting
research and development. They increase the Nation’s
security, improve the productivity of capital and labor
for both public and private purposes, and enhance the
quality of life. More than half of these outlays, an esti-
mated $82.7 billion, are for national defense. Physical
investment for research and development facilities and
equipment is included in the physical investment cat-
egory.

Nondefense outlays for the conduct of research and
development are estimated to be $57.3 billion in 2009.
These are largely for the National Aeronautics and
Space Administration, the National Science Foundation,
the National Institutes of Health, and research for nu-
clear and non-nuclear energy programs.

A more complete and detailed discussion of research
and development funding can be found in Chapter 5,
“Research and Development,” in this volume.

Conduct of education and training. Outlays for the
conduct of education and training are estimated to be
$88.2 billion in 2009. These outlays add to the stock
of human capital by developing a more skilled and pro-
ductive labor force. Grants to State and local govern-
ments for this category are estimated to be $53.8 billion
in 2009, approximately three-fifths of the total. They
include education programs for the disadvantaged and
individuals with disabilities, training programs in the
Department of Labor, Head Start, and other education
programs. Direct Federal education and training out-
lays are estimated to be $34.4 billion in 2009. Programs
in this category primarily consist of aid for higher edu-
cation through student financial assistance, loan sub-
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Table 6-1. COMPOSITION OF FEDERAL INVESTMENT OUTLAYS

(In billions of dollars)

Federal Investment

2007 Estimate

Actual 2008 2009

Major public physical capital investment:
Direct Federal:

National defense .......ccovvvveeieieniseseeee s
NONAEIENSE ..ot

........................................ 107.8 141.0 155.0
........................................ 30.8 37.4 35.6

Subtotal, direct major public physical capital investment ...........cccooccverrerins 138.7 178.4 190.6

Grants to State and local governments ...........ccooccveeennee

Subtotal, major public physical capital investment ......

Conduct of research and development:
National defense

NONAEENSE .vvvvevevrirreeie it snsneeneens

Subtotal, conduct of research and development .........

Conduct of education and training:

Grants to State and local governments ..........couceevevennee
Direct Federal ...

Subtotal, conduct of education and training ...............

Total, major Federal investment outlays .............

MEMORANDUM
Major Federal investment outlays:

National defeNSE .....ceveveicieiceeeee e
NONAEIENSE ...ttt

Total, major Federal investment outlays .........c.cccoe....

Miscellaneous physical investment:

........................................ 70.8 76.1 75.5

........................................ 209.4 254.5 266.1

771 78.7 82.7

........................................ 52.6 55.9 57.3

........................................ 129.7 134.6 139.9

........................................ 53.7 55.5 53.8
........................................ 37.0 37.5 34.4

........................................ 90.7 93.0 88.2

........................................ 429.8 482.1 494.2

........................................ 184.9 219.7 237.7
........................................ 244.9 262.5 256.5

........................................ 429.8 482.1 494.2

ComMOGity INVENOMES .....ouevrerreiireiineieeeseieeie ittt -0.3 - =+
Other physical iNVESIMENt (AIMECE) ........coevererririeererirereee s 3.0 3.3 2.9
Total, miscellaneous physical INVESIMENT ..o 2.7 3.3 2.9
Total, Federal investment outlays, including miscellaneous physical investment ....... 432.5 485.4 4971

*less than $50 million.

sidies, the veterans GI bill, and health training pro-
grams.

This category does not include outlays for education
and training of Federal civilian and military employees.
Outlays for education and training that are for physical
investment and for research and development are in
the categories for physical investment and the conduct
of research and development.

Miscellaneous Physical Investment

In addition to the categories of major Federal invest-
ment, several miscellaneous categories of investment
outlays are shown at the bottom of Table 6-1. These
items, all for physical investment, are generally unre-
lated to improving Government operations or enhancing
economic activity.

Outlays for commodity inventories are for the pur-
chase or sale of agricultural products pursuant to farm

price support programs and other commodities. Sales
are estimated to exceed purchases by $29 million in
2009.

Outlays for other miscellaneous physical investment
are estimated to be $2.9 billion in 2009. This category
consists entirely of direct Federal outlays and includes
primarily conservation programs.

Detailed Table on Investment Spending

The following table provides data on budget authority
as well as outlays for major Federal investment divided
according to grants to State and local governments and
direct Federal spending. Miscellaneous investment is
not included because it is generally unrelated to im-
proving Government operations or enhancing economic
activity.
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Table 6-2. FEDERAL INVESTMENT BUDGET AUTHORITY AND OUTLAYS: GRANT AND DIRECT FEDERAL PROGRAMS

(In millions of dollars)

Budget Authority Outlays

Description 2007 Estimate 2007 Estimate
Actual 2008 2009 Actual 2008 2009

GRANTS TO STATE AND LOCAL GOVERNMENTS

Major public physical investments:
Construction and rehabilitation:

Transportation:
Highways 37,176 38,606 28,432 34,373 38,184 40,023
Mass transportation 9,308 9,982 8,982 10,618 10,850
Rail transportation ... 50 (O[O | IS 12 20
Air transportation -169 2,750 3,874 2,970 4,090
Subtotal, tranSPOMALION ........cueieeerierirreieiie ettt 50,689 47,795 41,264 47,229 51,784 54,983
Other construction and rehabilitation:
Pollution control and abatement 2,068 1,677 1,662 1,837 1,441 1,600
Community and regional development . 4,978 8,024 3,331 12,110 13,036 9,549
Housing assistance 6,179 6,147 5,599 7,632 7,657 7,513
Other construction 340 444 322 492 438 370
Subtotal, other construction and rehabilitation ............ccccccevevevieiieicecceceee s 13,565 16,292 10,914 22,071 22,572 19,032

Subtotal, construction and rehabilitation 64,254 64,087 52,178 69,300 74,356 74,015

Other PRYSICAI BSSELS ....euvuureuieiieiieieeiseiseete ettt bbbt 1,475 1,531 1,262 1,462 1,771 1,470
Subtotal, major public physiCal CAPITAl .........evrererereieieereire e 65,729 65,618 53,440 70,762 76,127 75,485
Conduct of research and development:
Agriculture 424 293 202 332 318 324
Other 250 309 253 261 283 246
Subtotal, conduct of research and deVEIOPMENT ..........cvieeerieerniirerireeeeseiesee s 674 602 455 593 601 570

Conduct of education and training:

Elementary, secondary, and vocational education .... 36,710 35,772 36,983 36,910 38,098 37,311

Higher education ... . 500 475 337 504 558 494
Research and general education aids 764 794 595 760 802 524
Training and employment 3,320 3,479 3,086 3,223 3,194 3,222
Social services 10,350 10,416 9,653 10,160 10,390 9,707
Agriculture ... 455 458 436 430 475 511
Other 1,706 1,985 1,994 1,703 1,982 1,997
Subtotal, conduct of education and traiNING ........c.cceeereereereerneeernierreee e 53,805 53,379 53,084 53,690 55,499 53,766
Subtotal, grants for iINVESIMENT ............cooiiii e 120,208 119,599 106,979 125,045 132,227 129,821
DIRECT FEDERAL PROGRAMS
Major public physical investment:
Construction and rehabilitation:
National defense:
Military construction and family housing 9,629 12,977 12,825 7,253 9,860 11,412
Atomic energy defense activities and other 555 381 394 630 379 384
Subtotal, NAtIONAl AEIENSE ......ccveeeieeeieese ettt 10,184 13,358 13,219 7,883 10,239 11,796
Nondefense:
International affairs 963 937 1,186 425 1,267 1,781
General science, space, and technology . 2,139 2,401 1,385 3,125 3,491 2,897
Water resources projects ..........cooenennnee 3,841 3,760 8,267 3,338 4,447 3,867
Other natural resources and environment 993 927 897 983 975 994
Energy 1,413 2,126 2,440 1,311 2,168 2,491
Postal Service . 1,167 1,332 1,028 838 300 250
Transportation 123 93 102 145 147 116
Veterans hospitals and other health facilities 2,528 3,730 4,801 2,172 3,370 3,232
Administration of justice 2,043 2,088 1,261 636 1,479 2,117
GSA real property activities 1,330 1,254 1,322 1,432 1,353 1,604




6. FEDERAL INVESTMENT

61

Table 6-2. FEDERAL INVESTMENT BUDGET AUTHORITY AND OUTLAYS: GRANT AND DIRECT FEDERAL PROGRAMS—Continued

(In millions of dollars)

Budget Authority Outlays
Description 2007 Estimate 2007 Estimate
Actual | 5p0g 2009 Actual | 590 2009
Other CONSIIUCHION .....vuieieiecice ettt 1,625 1,552 1,008 1,834 1,712 1,355
Subtotal, NONAEIENSE ....euveririieeiiieie bbb 18,165 20,200 23,697 16,239 20,709 20,704
Subtotal, construction and rehabilitation .............ccceeeueieieieeiieeicece e 28,349 33,558 36,916 24,122 30,948 32,500
Acquisition of major equipment:
National defense:
Department of Defense 133,907 170,711 104,350 99,693 130,532 142,933
Atomic energy defense activities 408 329 318 281 299 288
Subtotal, NAtIONAl AEFENSE .....cureeeerrrereerreieeireeers et neen 134,315 171,040 104,668 99,974 130,831 143,221
Nondefense:
General science and basic research 694 655 958 661 660 999
Space flight, research, and supporting activities .. 105 131 141 110 110 110
Postal Service 2,382 1,454 1,496 1,741 354 525
Air transportation ............ 3,421 3,310 1,438 2,923 3,397 2,630
Water transportation (Coast Guard) 1,294 927 1,135 1,084 1,180 969
Other transportation (railroads) ...... 1,293 1,325 800 1,274 1,417 800
Hospital and medical care for veterans 1,549 2,563 1,432 1,132 2,419 1,176
Law enforcement activities .......cc.ccoveereueneercrnnee 1,815 1,886 2,079 1,330 1,750 1,959
Department of the Treasury (fiscal operations) 260 315 274 296 279 283
Department of Commerce (NOAA) 939 851 1,092 899 948 1,027
GSA general services funds 822 845 876 780 845 876
Other 1,904 2,785 3,259 1,987 2,715 3,083
SUDLOtal, NONAEIENSE ....evoveeeercereieerecr ettt enen 16,478 17,047 14,980 14,217 16,074 14,437
Subtotal, acquisition of MaJOr EQUIPMENT ..o 150,793 188,087 119,648 114,191 146,905 157,658
Purchase or sale of land and structures:
NGLONAI GEIENSE ...veieereei bbb s -17 -33 -16 =31 -80 2
Natural resources and environment 176 195 126 214 224 193
General government 164 156 150 159 156 150
Other 13 310 19 6 243 76
Subtotal, purchase or sale of land and structures 336 628 279 348 543 421
Subtotal, major public physical INVESIMENt ........c.cocuririiie e 179,478 222,273 156,843 138,661 178,396 190,579
Conduct of research and development:
National defense:
Defense military 78,269 80,050 80,337 73,716 75,240 79,084
Atomic energy and other ... 3,328 3,415 3,565 3,362 3,439 3,590
Subtotal, national defense 81,597 83,465 83,902 77,078 78,679 82,674
Nondefense:
INtEMALIONAI BFFAITS .....vveveeceeee bbb 246 255 255 248 269 273
General science, space, and technology:
9,129 9,472 8,116 8,508 9,408 9,597
National Science Foundation . 3,992 4,029 4,758 3,569 4,005 4,156
Department of ENErgy ........cccoeevrvnienrinivncnns 3,108 3,206 3,533 3,114 3,202 3,533
Other general science, space, and technology 843 693 737 1,014 693 735
Subtotal, general science, space, and teChnOIOgY .........ccveeerereemeerrenieerineierreeeseeeeens 17,318 17,655 17,399 16,453 17,577 18,294
ENBIGY vt 1,405 2,452 2,503 1,249 2,449 2,588
Transportation:
Department of Transportation 678 747 815 682 734 729
NASA 705 604 446 614 608 560
Other 17 25 16 20 18 17
2,805 3,828 3,780 2,565 3,809 3,894
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Table 6-2. FEDERAL INVESTMENT BUDGET AUTHORITY AND OUTLAYS: GRANT AND DIRECT FEDERAL PROGRAMS—Continued

(In millions of dollars)

Budget Authority Outlays
Description 2007 Estimate 2007 Estimate
Actual 1 9008 2009 Actuial 1 9008 2009

Health:
National Institutes of Health ... 28,165 28,570 28,555 27,058 27,688 28,371
All other health 686 561 562 846 469 548
SUBLOtAl, NEAIN ... 28,851 29,131 29,117 27,904 28,157 28,919
AGICUIRUIE vvovereereeeseeseeeeees sttt ettt 1,418 1,544 1,411 1,433 1,476 1,424
Natural resources and ENVIFONMENE ...........cccicueeiriiiieeieei et be s bbb s s 1,916 1,908 1,965 1,632 1,645 1,714
National Institute of Standards and TEChNOIOGY ..........coeveurverrrrerriirirecsree s 400 385 418 394 456 453
Hospital and medical care for veterans 892 960 884 808 924 888
All other research and dEVEIOPMENL ........cvveieeiriririeieere ettt nsessenans 1,078 1,100 1,088 829 1,234 1,114
Subtotal, NONEENSE ......c.uverieiricriirci b 54,678 56,511 56,062 52,018 55,278 56,700
Subtotal, conduct of research and develoPMENL .........c.vrriiirrirrrerrrre s 136,275 139,976 139,964 129,096 133,957 139,374

Conduct of education and training:

Elementary, secondary, and vocational €dUCALION ...........cceeeercrermcenerneienese s 1,359 1,412 1,375 1,460 1,605 1,325
Higher education ..........cccccceveivnnee 26,455 26,029 23,135 24,538 24,572 21,500
Research and general education aids .. 1,898 2,015 2,252 1,971 1,833 2,008
Training and employment ................. 2,207 1,735 1,936 2,102 1,960 2,200
Health ..o 1,410 1,463 959 1,404 1,410 1,256
Veterans education, training, and rehabilitation ... 3,266 3,773 3,582 3,456 3,719 3,897
General science and DASIC IESEAICH ........c.ieririueieeieire ittt 917 927 1,001 900 1,026 1,008
International affairs 513 520 551 477 494 535
OHNEE o 641 671 638 703 925 701
Subtotal, conduct of education and traiNING ........c.ccecereereerrererrerniere s 38,666 38,545 35,429 37,011 37,544 34,430
Subtotal, direct Federal inVeSTMENt ... 354,419 400,794 332,236 304,768 349,897 364,383
Total, Federal iNVESIMENL ...t 474,627 520,393 439,215 429,813 482,124 494,204

PART II: PERFORMANCE OF FEDERAL INVESTMENT

Introduction. In recent years there has been in-
creased emphasis on improving the performance of Gov-
ernment programs. This emphasis began with the Gov-
ernment Performance and Results Act of 1993, which
requires agencies to prepare strategic plans and annual
performance plans, and then report on their actual per-
formance results annually.

This Administration set out to ensure that agencies
worked to improve their performance, not just report
on it. Beginning in the 2004 Budget, the Administration
began to assess every Federal program by a method
known as the Program Assessment Rating Tool, or
PART. The Administration set a target of assessing
all Federal programs over five years. With this budget,
the sixth year of using the PART, the Administration
has assessed more than 1,000 programs, approximately
98 percent of the Federal budget.

The PART assesses each program in four components
(purpose, planning, management, and results/account-
ability) and gives a score for each of the components.
The scores for each component are then weighted—
results/accountability carries the greatest weight—and

the program is given an overall score. A program is
rated Effective if it receives an overall score of 85 per-
cent or more, Moderately Effective if the score is 70
to 84 percent, Adequate if the score is 50 to 69 percent,
and Inadequate if the score is 49 percent or lower.
The program may receive a rating “Results Not Dem-
onstrated” if it does not have a good long-term and
annual performance measure or does not have data to
report on its measures. Chapter 2 of this volume dis-
cusses the PART concepts in more detail.

This section summarizes the results of the PART for
direct investment programs, defined to include capital
assets, research and development, and education and
training. Because an entire program is assessed, not
just the investment portion of the program, the assess-
ments for some programs may cover more than just
the investment spending. The funding amounts in this
section are estimates from the 2007 spring update of
PART programs. PART assessments of programs that
are grants to State and local governments are not sum-
marized in this chapter but are summarized in Chapter
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8, “Aid to State and Local Governments,” in this vol-
ume.
This section summarizes 241 programs:

e Programs for capital assets are essentially those
identified in the PART system as “capital assets
and service acquisition” (93 programs);

¢ Programs for research and development are essen-
tially those identified in the PART system as “re-
search and development” (117 programs); and

e Programs for education and training (31 pro-
grams) are primarily programs in the Department
of Education (e.g., Federal Pell Grants) that are
not grants to State and local governments. This
category also includes programs in other agencies,
such as the Montgomery GI Bill in the Depart-

ment of Veterans Affairs, the Health Professions
program in the Department of Health and Human
Services, and the Job Corps program in the De-
partment of Labor.

Information on these and other programs assessed
by PART is at www.ExpectMore.gov.

Summary of ratings. Table 6-3 shows that, for the
241 investment programs that have been rated by
PART, the average rating was “Moderately Effective”.
Of these programs:

e 53 were rated Effective;
82 were rated Moderately Effective;
62 were rated Adequate;
7 were rated Ineffective; and
37 were rated Results Not Demonstrated.

Table 6-3. SUMMARY OF PART RATINGS AND SCORES FOR DIRECT FEDERAL INVESTMENT
PROGRAMS

(Excludes grants to State and local governments for investment)

Criteria

Type of Investment

Physical ~ Research and  Education  All investment

capital development  and training programs

Average scores
PUIMDOSE ..ottt 84% 92% 78% 87%
PIANNING oottt 81% 83% 72% 80%
MaNAGEMENT ..o 84% 87% 73% 84%
Results/Accountability .. 56% 59% 36% 55%
Weighted AVErage ! ... 69% 74% 55% 70%
Average Rating ... Adequate Moderately Adequate Moderately
Effective Effective
Number of Programs
Ratings 2

EffECHVE oot 19 32 2 53
Moderately effective 32 47 3 82
AQEQUALE ..ottt 23 23 16 62
INEffECHIVE ... 2 2 3 7
Results not demonstrated ... 17 13 7 37
Total number of investment programs rated ..........cccvevvererneenees 93 117 31 241

"Weighted as follows: Purpose (20 percent), Planning (10 percent), Management (20 percent), Results/Accountability (50 per-

cent).

cent; and ineffective, 49 percent or less.

Assessments of individual programs. The ratings of
ten of the largest physical capital and education and
training investment programs are summarized here. In-
formation on research and development is in Chapter
5, “Research and Development” in this volume.

Capital Assets

Department of Defense (DoD). Air Combat Program
($13.6 billion in 2007). Rating: Moderately Effective. The
purpose of this program is to enable DoD to successfully
wage war in the air by developing and producing a
variety of tactical fighter and strike aircraft.

)
2The rating of effective indicates a score of 85 percent or more; moderately effective, 70-84 percent; adequate, 50-69 per-

DoD’s management of the overall air combat program
is currently based on the extensive system of regula-
tions governing how individual acquisition programs
are managed. Through these regulations DoD tracks
the progress of individual programs and can hold man-
agers accountable for their programs. DoD’s individual
programs within the overall air combat program are
delivering aircraft at targeted rates, but in several
cases, such as the F/A-22, at greater cost than pro-
jected.

Department of Defense. Navy Shipbuilding ($13.2 bil-
lion in 2007). Rating: Adequate. This program buys new
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ships and overhauls existing ships. New ships are built
at six privately-owned shipyards. Overhauls of existing
ships are performed at both privately-owned and pub-
licly-owned shipyards. The Navy currently has 280
ships in the fleet.

The Navy has specific cost, schedule, and perform-
ance goals for each shipbuilding program. The Navy
conducts periodic reviews of programs at major mile-
stones of development and uses a structured reporting
regime to help monitor the status of ship cost, schedule,
and performance. The Navy has experienced cost in-
creases and schedule slips on some ship construction
programs, although overall performance is adequate.

Department of Defense. Future Combat Systems/
Modularity Land Warfare ($10.0 billion in 2007). Rat-
ing: Moderately Effective. The Army’s complementary
transformation initiatives, Modularity and the Future
Combat Systems, are designed to provide regional com-
batant commanders and soldiers with a lighter, faster,
more survivable and rapidly deployable force with
which to fight and win the United States’ current and
future land conflicts.

Although the Future Combat Systems program is cur-
rently on schedule and on cost, the program’s long
schedule, significant cost, and technological complexity
put Future Combat Systems at substantial risk of cost
and schedule overruns as the program moves from re-
search and development to acquisition.

Department of Defense. Missile Defense ($9.4 billion
in 2007). Rating: Adequate. The mission of the Missile
Defense Agency (MDA) is to defend the United States,
deployed forces, and allies from ballistic missile attack.
MDA is researching, developing and fielding a global,
integrated and multi-layered Ballistic Missile Defense
System (BMDS), comprising multiple sensors, intercep-
tors and battle management capabilities.

MDA’s strategic planning, resource allocation and
management oversight activities are properly aligned
to accomplish stated mission objectives. MDA budget
requests and human resource management activities
are explicitly tied to appropriate performance goals.
MDA leaders regularly review and evaluate a wide
array of performance data to inform and guide their
decisionmaking.

Department of Defense. Marine Corps Expeditionary
Warfare. ($9.3 billion in 2007). Rating: Moderately Ef-
fective. Expeditionary warfare is the temporary use of
Marine Corps force in foreign countries. The expedi-
tionary warfare program consists of specific investment
programs for aviation assets, amphibious ships, weap-
ons systems, equipment, vehicles, ammunition, and re-
search and development.

The Department of Defense (DoD) has articulated a
limited number of long-term performance measures for
the expeditionary warfare program in response to an
earlier assessment. DoD has identified goals related to
Joint and Coalition Proficiency, Operational Reach,
Force Projection, Sustainability, and Operational and
Organizational Adaptability for the expeditionary war-
fare capability.

Department of Defense. Rotary Wing Program ($8.8
billion in 2007). Rating: Adequate. The purpose of the
Department of Defense’s (DoD’s) rotary wing aircraft
fleet is to develop and procure an inventory of rotary
wing aircaft that provides the capabilities needed to
satisfy the mission requirements of US forces. Each
type of rotary wing aircraft satisfies specific mission
requirements to enable US forces to respond effectively
to the full spectrum of military operations. Targets and
timeframes for fielding new rotary wing aircraft have
been developed for all programs, and are considered
ambitious in light of the engineering challenges associ-
ated with developing and building rotary wing aircraft.
The heavy use of rotary wing aircraft in the Global
War on Terror has increased the need to field new
and upgraded aircraft as quickly as possible to support
forces in theaters of operations.

Tennessee Valley Authority. Tennessee Valley Author-
ity Power ($8.8 billion in 2007). Rating: Moderately Ef-
fective. The Tennessee Valley Authority (TVA) is the
Nation’s largest public power company. Through 158
locally owned distributors, TVA provides power to near-
ly 8.5 million residents of the Tennessee Valley. Some
of TVA’s former performance measures such as cents/
KWH are no longer tracked. It is unclear how some
of the new efficiency measures tracked by TVA relate
to program performance.

Department of Defense (DoD). Military Construction
Programs ($7.5 billion in 2007). Rating: Moderately Ef-
fective. This program funds buildings, structures, utili-
ties, and land to meet defense requirements on military
installations to improve quality of life and enhance mili-
tary capabilities. The military construction program
spans 2,965 domestic sites and 766 overseas sites. At
any given time over 1,500 projects are underway.
Projects proposed for funding in the President’s Budget
are selected as a result of a rigorous competitive and
selective process. Each project undergoes requirement,
solutions and costs analysis prior to formal program-
ming into the Budget.

The military construction program is executed by
DoD construction agents—United States Army Corps
of Engineers, Naval Facilities Engineering Command,
and Air Force Center for Environmental Excellence.
The program accounts for the full cost of projects, which
include planning and designing a project, project costs,
and supervision, inspection, and overhead of the project.

Department of Defense (DoD). Airlift Program ($6.9
billion in 2007). Rating: Moderately Effective. The pur-
pose of this program is to enable DoD to move large
amounts of personnel and materiel to, and within, re-
mote locations in short periods of time by developing
and producing a variety of airlift aircraft. The program
has a long-term goal of providing a strategic airlift ca-
pacity of 54.5 million ton miles per day. DoD is at-
tempting to achieve that goal through the construction
of airlift aircraft—primarily the Air Force’s C-17.

The airlift investment program is nearing completion
of the first phase of the C-17 program which has in-
creased airlift capabilities. However, the program has



6. FEDERAL INVESTMENT

65

still not met its target capacity. Attainment of the
inter-theater airlift capability is dependent on fielding
new C-17s, retiring the aging C-141 fleet, and eventual
fielding of C-5 Reliability Enhancement & Reengining
Program (RERP) aircraft. Deliveries of the C-130J will
increase intra-theater capabilities.

Education

Department of Education. Federal Pell Grants ($13.7
billion in 2007). Rating: Adequate. This program helps
ensure access to postsecondary education for under-
graduate students by providing need-based grants that,

in combination with other sources of student aid, help
meet education costs. The program also promotes life-
long learning by encouraging low-income adults to re-
turn to school.

The program has meaningful performance measures
and outcome data on these measures such as the degree
to which Pell Grants are targeted to low-income stu-
dents. New measures such as enrollment and gradua-
tion rates among low-income and minority students
have also been added. The program has met its current
long-term performance goals and new measures will
help track other key program goals.

PART III: FEDERALLY FINANCED CAPITAL STOCKS

Federal investment spending creates a “stock” of cap-
ital that is available for future productive use. Each
year, Federal investment outlays add to this stock of
capital. At the same time, however, wear and tear and
obsolescence reduce it. This section presents very rough
measures over time of three different kinds of capital
stocks financed by the Federal Government: public
physical capital, research and development (R&D), and
education.

Federal spending for physical assets adds to the Na-
tion’s capital stock of tangible assets, such as roads,
buildings, and aircraft carriers. These assets deliver
a flow of services over their lifetime. The capital depre-
ciates as the asset ages, wears out, is accidentally dam-
aged, or becomes obsolete.

Federal spending for the conduct of R&D adds to
an “intangible” asset, the Nation’s stock of knowledge.
Spending for education adds to the stock of human
capital by providing skills that help make people more
productive. Although financed by the Federal Govern-
ment, the R&D or education can be carried out by Fed-
eral or State government laboratories, universities and
other nonprofit organizations, local governments, or pri-
vate industry. R&D covers a wide range of activities,
from the investigation of subatomic particles to the ex-
ploration of outer space; it can be “basic” research with-
out particular applications in mind, or it can have a
highly specific practical use. Similarly, education in-
cludes a wide variety of programs, assisting people of
all ages beginning with pre-school education and ex-
tending through graduate studies and adult education.
Like physical assets, the capital stocks of R&D and
education provide services over a number of years and
depreciate as they become outdated.

For this analysis, physical and R&D capital stocks
are estimated using the perpetual inventory method.
Each year’s Federal outlays are treated as gross invest-
ment, adding to the capital stock; depreciation reduces
the capital stock. Gross investment less depreciation
is net investment. The estimates of the capital stock
are equal to the sum of net investment in the current
and prior years. Conversely, the year-to-year change
in the capital stock estimates is annual net investment.
A limitation of the perpetual inventory method is that
the original investment spending may not accurately

measure the current value of the asset created, even
after adjusting for inflation, because the value of exist-
ing capital changes over time due to changing market
conditions. However, alternative methods for measuring
asset value, such as direct surveys of current market
worth or indirect estimation based on an expected rate
of return, are especially difficult to apply to assets that
do not have a private market, such as highways or
weapons systems.

In contrast to physical and R&D stocks, the estimate
of the education stock is based on the replacement cost
method. Data on the total years of education of the
U.S. population are combined with data on the current
cost of education and the Federal share of education
spending to yield the cost of replacing the Federal share
of the Nation’s stock of education.

It should be stressed that these estimates are rough
approximations, and provide a basis only for making
broad generalizations. Errors may arise from uncer-
tainty about the useful lives and depreciation rates of
different types of assets, incomplete data for historical
outlays, and imprecision in the deflators used to ex-
press costs in constant dollars. The methods used to
estimate capital stocks are discussed further in the
technical note at the end of Chapter 13, “Stewardship,”
in this volume. Additional detail about these methods
appeared in a methodological note in Chapter 7, “Fed-
eral Investment Spending and Capital Budgeting,” in
the Analytical Perspectives volume of the 2004 Budget.

The Stock of Physical Capital

This section presents data on stocks of physical cap-
ital assets and estimates of the depreciation of these
assets.

Trends. Table 6—4 shows the value of the net feder-
ally financed physical capital stock since 1960, in con-
stant fiscal year 2000 dollars. The total stock grew at
a 2.2 percent average annual rate from 1960 to 2007,
with periods of faster growth during the late 1960s
and the 1980s. The stock amounted to $2,385 billion
in 2007 and is estimated to increase to $2,483 billion
by 2009. In 2007, the national defense capital stock
accounted for $727 billion, or 30 percent of the total,
and nondefense stocks for $1,658 billion, or 70 percent
of the total.
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Table 6-4. NET STOCK OF FEDERALLY FINANCED PHYSICAL CAPITAL
(In billions of 2000 dollars)

Direct Federal Capital Capital Financed by Federal Grants
' Total
: National Commu-
Fiscal Year Total Non- Water g Natural
Defense | gefense Total and Other Total Trg}ﬁ)pr?r- ang%e- Re- Other
Power h sources
gional
Five year intervals:
1960 849 608 242 95 59 36 146 89 27 21 10
1965 ... 937 589 348 123 74 49 225 158 32 22 13
1970 ... 1,101 630 470 146 88 58 324 230 47 26 21
1975 ... 1,137 545 592 166 102 64 426 282 76 42 25
1980 ... 1,258 494 763 195 123 72 568 342 121 79 27
1985 ... 1,462 572 890 222 136 86 668 397 146 100 26
1990 ... 1,740 722 1,018 256 147 109 762 462 158 113 28
1995 1,882 714 1,168 297 157 141 871 534 168 123 46
Annual data:

2000 ... 1,979 635 1,345 337 160 178 1,007 618 183 131 75
2001 ... 2,023 631 1,391 351 163 188 1,040 640 186 132 81
2002 ... 2,078 636 1,442 366 165 201 1,076 666 189 134 87
2003 ... 2,138 646 1,492 380 166 213 1,112 690 193 135 94
2004 ... 2,198 662 1,536 390 168 223 1,146 714 196 136 100
2005 ... 2,256 680 1,575 400 168 232 1,176 736 198 137 105
2006 ... 2,316 701 1,614 410 169 240 1,205 758 199 138 109
2007 ... 2,385 727 1,658 422 171 252 1,236 779 205 139 113
2008 est . 2,413 753 1,660 422 173 250 1,238 780 206 138 113
2009 €8t ..o 2,483 785 1,698 432 173 259 1,266 802 209 139 117
Real stocks of defense and nondefense capital show cent of the nondefense stock was owned by the Federal

very different trends. Nondefense stocks have grown
consistently since 1970, increasing from $470 billion
in 1970 to $1,658 billion in 2007. With the investments
proposed in the budget, nondefense stocks are esti-
mated to grow to $1,698 billion in 2009. During the
1970s, the nondefense capital stock grew at an average
annual rate of 5.0 percent. In the 1980s, however, the
growth rate slowed to 2.9 percent annually, with growth
continuing at about that rate since then.

Real national defense stocks began in 1970 at a rel-
atively high level, and declined steadily throughout the
decade as depreciation from investment in the Vietnam
era exceeded new investment in military construction
and weapons procurement. Starting in the early 1980s,
a large defense buildup began to increase the stock
of defense capital. By 1987, the defense stock exceeded
its earlier Vietnam-era peak. In the early 1990s, how-
ever, depreciation on the increased stocks and a slower
pace of defense physical capital investment began to
reduce the stock from its previous levels. The increased
defense investment in the last few years has reversed
this decline, increasing the stock from a low of $631
billion in 2001 to $785 billion in 2009.

Another trend in the Federal physical capital stocks
is the shift from direct Federal assets to grant-financed
assets. In 1960, 39 percent of federally financed non-
defense capital was owned by the Federal Government,
and 61 percent was owned by State and local govern-
ments but financed by Federal grants. Expansion in
Federal grants for highways and other State and local
capital, coupled with slower growth in direct Federal
investment for water resources, for example, shifted the
composition of the stock substantially. In 2007, 25 per-

Government and 75 percent by State and local govern-
ments.

The growth in the stock of physical capital financed
by grants has come in several areas. The growth in
the stock for transportation is largely grants for high-
ways, including the Interstate Highway System. The
growth in community and regional development stocks
occurred largely following the enactment of the commu-
nity development block grant in the early 1970s. The
value of this capital stock has grown only slowly in
the past few years. The growth in the natural resources
area occurred primarily because of construction grants
for sewage treatment facilities. The value of this feder-
ally financed stock has increased about 40 percent since
the mid-1980s.

The Stock of Research and Development Capital

This section presents data on the stock of research
and development (R&D) capital, taking into account ad-
justments for its depreciation.

Trends. As shown in Table 6-5, the R&D capital
stock financed by Federal outlays is estimated to be
$1,166 billion in 2007 in constant 2000 dollars. Roughly
half is the stock of basic research knowledge; the re-
mainder is the stock of applied research and develop-
ment.

The nondefense stock accounted for about three-fifths
of the total federally financed R&D stock in 2007. Al-
though investment in defense R&D has exceeded that
of nondefense R&D in nearly every year since 1981,
the nondefense R&D stock is actually the larger of the
two, because of the different emphasis on basic research
and applied research and development. Defense R&D
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spending is heavily concentrated in applied research
and development, which depreciates much more quickly
than basic research. The stock of applied research and
development is assumed to depreciate at a ten percent
geometric rate, while basic research is assumed not
to depreciate at all.

The defense R&D stock rose slowly during the 1970s,
as gross outlays for R&D trended down in constant
dollars and the stock created in the 1960s depreciated.
Increased defense R&D spending from 1980 through
1990 led to a more rapid growth of the R&D stock.
Subsequently, real defense R&D outlays tapered off,
depreciation grew, and, as a result, the real net defense
R&D stock stabilized at around $420 billion. Renewed

spending for defense R&D in recent years has begun
to increase the stock, and it is projected to increase
to $483 billion in 2009.

The growth of the nondefense R&D stock slowed from
the 1970s to the 1980s, from an annual rate of 3.8
percent in the 1970s to a rate of 2.1 percent in the
1980s. Gross investment in real terms fell during much
of the 1980s, and about three-fourths of new outlays
went to replacing depreciated R&D. Since 1988, how-
ever, nondefense R&D outlays have been on an upward
trend while depreciation has edged down. As a result,
the net nondefense R&D capital stock has grown more
rapidly.

Table 6-5. NET STOCK OF FEDERALLY FINANCED RESEARCH AND DEVELOPMENT 1
(In billions of 2000 dollars)

National Defense Nondefense Total Federal

Fiscal Y RAppliedh FlAppIiedh F{Appliedh

iscal Year Basic esearcl Basic esearc Basic esearc

Total Research De?/g?op- Total Research De?/gldop- Total Research De?/r;?op-

ment ment ment
Five year intervals:
1970 261 16 245 215 67 148 475 82 393
1975 .. 276 21 255 262 97 165 538 118 421
1980 .. 279 25 255 31 131 179 590 156 434
1985 .. 321 30 291 339 174 165 659 204 455
1990 .. 403 36 366 383 228 154 785 264 521
1995 423 43 380 461 293 168 883 336 548
Annual data:

2000 423 48 375 542 367 175 965 416 550
2001 .. 421 50 370 563 386 177 984 436 548
2002 .. 420 52 368 587 406 181 1,006 458 549
2003 .. 423 53 370 613 427 186 1,036 480 555
2004 .. 428 54 374 639 449 190 1,067 503 564
2005 .. 442 56 386 660 469 191 1,102 525 577
2006 .. 454 57 397 681 489 192 1,136 546 590
2007 - 464 58 406 702 509 193 1,166 567 599
2008 est 473 59 414 723 530 193 1,196 589 607
2009 est 483 61 422 745 551 194 1,228 612 616

1 Excludes stock of physical capital for research and development, which is included in Table 6-4.

The Stock of Education Capital

This section presents estimates of the stock of edu-
cation capital financed by the Federal Government.

As shown in Table 6-6, the federally financed edu-
cation stock is estimated at $1,473 billion in 2007 in
constant 2000 dollars. The vast majority of the Nation’s
education stock is financed by State and local govern-
ments, and by students and their families themselves.
This federally financed portion of the stock represents

1For estimates of the total education stock, see table 13-5 in Chapter 13, “Stewardship.”

about 3 percent of the Nation’s total education stock.l
Nearly three-quarters is for elementary and secondary
education, while the remainder is for higher education.

The federally financed education stock has grown
steadily in the last few decades, with an average an-
nual growth rate of 5.1 percent from 1970 to 2007.
The expansion of the education stock is projected to
continue under this budget, with the stock rising to
$1,662 billion in 2009.
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Table 6-6. NET STOCK OF FEDERALLY FINANCED EDUCATION

CAPITAL
(In billions of 2000 dollars)
) Total Elementary Higher
Five year intervals:
1960 71 51 20
1965 .. 102 74 28
1970 234 184 50
1975 349 282 67
1980 .. 482 379 103
1985 .. 577 434 143
1990 733 546 188
1995 878 641 237
Annual data:
1,135 827 308
1,189 864 325
1,236 899 337
1,279 932 347
1,327 959 368
1,364 993 371
1,414 1,016 399
1,473 1,063 410
1,565 1,140 425
1,662 1,226 436




7. CREDIT AND INSURANCE

The Federal Government offers direct loans and loan
guarantees to support a wide range of activities includ-
ing housing, education, business and community devel-
opment, and exports. At the end of 2007, there were
$260 billion in Federal direct loans outstanding and
$1,202 billion in loan guarantees. Through its insurance
programs, the Federal Government insures bank, thrift,
and credit union deposits, guarantees private defined-
benefit pensions, and insures against some other risks
such as natural disasters.

The Federal Government also permits certain pri-
vately owned companies, called Government-Sponsored
Enterprises (GSEs), to operate under Federal charters
for the purpose of enhancing credit availability for tar-
geted sectors. GSEs increase liquidity by guaranteeing
and securitizing loans, as well as by providing direct
loans. In return for advancing certain social goals and
possibly improving economic efficiency, GSEs enjoy var-
ious privileges, such as possible borrowing from Treas-
ury at Treasury’s discretion, exemption from State and
local income taxation, and favorable regulatory treat-
ments of their securities. These privileges may leave
observers with the impression that GSE securities are
risk-free. GSEs, however, are not part of the Federal
Government, and GSE securities are not federally guar-
anteed. By law, GSE securities carry a disclaimer of
any U.S. obligation.

This chapter discusses the roles of these diverse pro-
grams and assesses their effectiveness and efficiency.

e The first section emphasizes the roles of Federal
credit and insurance programs in addressing mar-
ket imperfections that may prevent the private
market from efficiently providing credit and insur-
ance. Although the continued evolution and deep-
ening of financial markets may have in part cor-
rected many of the imperfections, Federal pro-
grams can still play a significant role in the areas
where market imperfections remain serious and
at the times when some adverse events disrupt
the smooth functioning of the market.

e The second section interprets the results of the
Program Assessment Rating Tool (PART) for cred-
it and insurance programs in relation to their dis-
tinguishing features.

e The third section presents a special topic—the
structure of financial regulation which can influ-
ence financial institutions’ competitiveness and
ability to innovate.

e The fourth section discusses individual credit pro-
grams and GSEs intended to support four sectors:
housing, education, business and community de-
velopment, and exports. The discussion focuses on
program objectives, recent developments, perform-
ance, and future plans for each program.

e In a similar format, the final section reviews Fed-
eral deposit insurance, pension guarantees, dis-
aster insurance, and insurance against terrorism
and other security-related risks.

I. FEDERAL PROGRAMS IN CHANGING FINANCIAL MARKETS

The Federal Role

In most cases, private lending and insurance compa-
nies efficiently meet economic demands by allocating
resources to their most productive uses. Market imper-
fections, however, can cause inadequate provision of
credit or insurance in some sectors. Federal credit and
insurance programs improve economic efficiency if they
effectively fill the gaps created by market imperfections.
On the other hand, Federal credit and insurance pro-
grams that do not effectively address market imperfec-
tions can be unnecessary, or can even be counter-pro-
ductive—they may simply do what the private sector
would have done in their absence, or interfere with
what the private sector would have done better. Federal
credit and insurance programs also help disadvantaged
groups. This role alone, however, may not be enough
to justify credit and insurance programs; for helping
disadvantaged groups, direct subsidies are generally
more effective and less distortionary.

Relevant market imperfections include insufficient in-
formation, limited ability to secure resources, insuffi-

cient competition, and externalities. Although these im-
perfections can cause inefficiencies, the presence of a
market imperfection does not mean that Government
intervention will always be effective. To be effective,
a credit or insurance program should be carefully de-
signed to reduce inefficiencies in the targeted area with-
out causing inefficiencies elsewhere.

Insufficient Information. Financial intermediaries
may fail to allocate credit to the most deserving bor-
rowers if there is little objective information about some
of the borrowers. Some groups of borrowers, such as
start-up businesses and some families, have limited in-
comes and credit histories. Many creditworthy bor-
rowers belonging to these groups may fail to obtain
credit or be forced to pay excessively high interest. For
very irregular events, such as natural and man-made
disasters, there may not be sufficient information to
estimate the probability and magnitude of the loss. This
pricing difficulty may prevent insurers from covering
those risks at reasonable premiums.
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Limited Ability to Secure Resources. The ability
of private entities to absorb losses is more limited than
that of the Federal Government, which has general tax-
ing authority. For some events potentially involving a
very large loss concentrated in a short time period,
therefore, Government insurance commanding more re-
sources can be more reliable. Such events include mas-
sive bank failures and some natural and man-made
disasters that can threaten the solvency of private in-
surers.

Insufficient Competition. Competition can be insuf-
ficient in some markets because of barriers to entry
or economies of scale. Insufficient competition may re-
sult in unduly high prices of credit and insurance in
those markets.

Externalities. Decisions at the individual level are
not socially optimal when individuals do not capture
the full benefit (positive externalities) or bear the full
cost (negative externalities) of their activities. Edu-
cation, for example, generates positive externalities be-
cause the general public benefits from the high produc-
tivity and good citizenship of a well-educated person.
Without Government intervention, people will engage
less than socially optimal in activities that generate
positive externalities and more in activities that gen-
erate negative externalities.

Financial Market Developments

Financial markets have become much more efficient
through technological advances and financial services
deregulation. By facilitating the gathering and proc-
essing of information and lowering transaction costs,
technological advances have significantly contributed to
improving the screening of credit and insurance appli-
cants, enhancing liquidity, refining risk management,
and spurring competition. Deregulation has increased
competition and prompted efficiency-improving consoli-
dation by removing geographic and industry barriers.

These changes have reduced market imperfections.
The private market now has more information and bet-
ter technology to process it; it has better means to
secure resources; and it is more competitive. As a re-
sult, the private market is more willing and able to
serve a portion of the population traditionally targeted
by Federal programs. The benefits of technological ad-
vances and deregulation, however, have been uneven
across sectors and populations. To remain effective,
therefore, Federal credit and insurance programs
should focus more narrowly on those sectors that have
been less affected by financial evolution and those popu-
lations that still have difficulty in obtaining credit or
insurance from private lenders. The Federal Govern-
ment should also pay more attention to new challenges
introduced by financial evolution and other economic
developments. Even those changes that are beneficial
overall often bring new risks and challenges.

The role for the Federal government in addressing
the information problem has diminished steadily over
the years. Nowadays, lenders and insurers have easy

access to large databases, powerful computing devices,
and sophisticated analytical models. This advancement
in communication and information processing tech-
nology enables lenders to evaluate risk more objectively
and accurately. As a result, most borrowers can easily
obtain credit at a fair interest rate reflecting their risk.
The improvement, however, may be uneven across sec-
tors. Credit scoring (an automated process that converts
relevant borrower characteristics into a numerical score
indicating creditworthiness), for example, is considered
as a breakthrough in borrower screening. While credit
scoring is widely applied to home mortgages and con-
sumer loans, it is applied to a limited extent for small
business loans and agricultural loans due to the dif-
ficulty of standardizing unique characteristics of small
businesses and farmers. It is also possible that banking
consolidation adversely affects those borrowers with
unique characteristics; small, local banks could serve
those borrowers better if they had more borrower-spe-
cific information gained through long-term relations.
With technological advances such as computer simula-
tion, pricing catastrophe risks has become easier, but
it remains much more difficult than pricing more reg-
ular events such as automobile accidents. It is still
difficult for insurers to estimate with confidence the
probability of a major natural disaster occurring. The
difficulty may be greater for man-made disasters that
lack scientific bases.

Financial evolution has also improved private insur-
ers’ ability to deal with catastrophic losses. Using finan-
cial derivatives such as options, swaps, and futures,
private entities can manage and share various types
of risk such as price risk, interest rate risk, credit risk,
and even catastrophe-related risk. An insurer can dis-
tribute the risk of a natural or man-made catastrophe
among a large number of investors through -catas-
trophe-related derivatives. However, the market for ca-
tastrophe-related derivatives is still small, and it has
not eliminated the difficulty of absorbing catastrophic
losses yet.

Insufficient competition is much less likely to justify
Federal involvement than was the case only a few years
ago due to financial deregulation and improved commu-
nication and financing technology. Financial deregula-
tion removed geographic and industry barriers to com-
petition. As a result, major financial holding companies
offer both banking and insurance products nationwide.
Internet-based financial services have further lowered
the cost of financial transactions and reduced the im-
portance of physical location. These developments have
been especially beneficial to small and geographically
isolated customers who could not afford to bear large
transactions costs and otherwise had limited access to
financial services. In addition, there are more financing
alternatives for both commercial and individual bor-
rowers that used to rely heavily on banks. Venture
capital, for example, has become a much more impor-
tant financing source for small businesses. Finance
companies have also become a prominent player both
in business and consumer financing.



7. CREDIT AND INSURANCE

71

Problems related to externalities may persist because
the price mechanisms that drive the private market
by definition ignore the value of externalities.
Externalities, however, are a general market failure,
rather than a financial market failure. Thus, credit and
insurance programs are not necessarily the best means
to address externalities, and their effectiveness should
be compared with other forms of Government interven-
tion, such as tax incentives and grants. In particular,
if a credit program was initially intended to address
multiple problems, including externalities, and those
other problems have been alleviated, there may be a
better way to address any remaining externalities.

Overall, the financial market has become more effi-
cient and stable. Financial evolution and other eco-
nomic developments, however, are often accompanied
by new risks, as evidenced by the current difficulties
resulting from the rapid expansion of subprime mort-
gages. Subprime mortgages are a product of several
innovations, such as consumer credit scoring,
securitization, and credit ratings on securities. Properly
used, subprime mortgages are a beneficial tool helping
disadvantaged families to become homeowners.
Misjudgments and some imperfections in financing
techniques appear to have led to overextension of
subprime mortgages. For example, while securitization
facilitates the funding of mortgages, it also reduces

mortgage originators’ incentives to screen borrowers
carefully because securitized loans are off their balance
sheets. Investors having relied on credit ratings appear
to have been misguided by high ratings on some com-
plex mortgage-backed securities that with the benefit
of hindsight were too optimistic. Few financial models
are perfect. In addition, rating agencies’ incentives to
protect investors may have been attenuated by the fees
they collect from security issuers. These developments
suggest that Federal agencies need to be vigilant to
identify and manage new risks to the economy and
to the Budget, arising from financial evolution.

Recent financial market instability presents both op-
portunities and challenges to Federal programs. Market
disruptions have reduced private liquidity and credit
availability temporarily. In this situation, Federal pro-
grams can produce larger net benefits. GSEs may inject
more liquidity into the financial market, and credit pro-
grams may accommodate more deserving borrowers
who are having difficulties in obtaining credit in the
private market. Challenges include identifying the
areas where the true needs are (e.g., identifying deserv-
ing borrowers), selecting the most effective tools, avoid-
ing distortion of private sector credit markets, and
avoiding excessive burden on taxpayers. To ensure sig-
nificant net benefits, these issues need to be addressed
effectively.

II. PERFORMANCE OF CREDIT AND INSURANCE PROGRAMS

The Program Assessment Rating Tool (PART) has
rated 38 credit programs and nine insurance programs.
The PART evaluates programs in four areas (program
purpose and design, strategic planning, program man-
agement, and program results) and assigns a numerical
score (0 to 100) to each category. The overall rating
(effective, moderately effective, adequate, ineffective, or
results not demonstrated) is determined based on the
numerical scores and the availability of reliable data.

The ratings for credit and insurance programs are
clustered around the middle; 77 percent of credit and
insurance programs (compared with 59 percent for
other programs) are rated “adequate” or “moderately
effective,” while only 11 percent (18 percent for other
programs) are rated “effective.” These results suggest
that most credit and insurance programs meet basic
standards, but need to improve.

Some key features distinguish credit and insurance
programs from other programs. Credit and insurance
programs are intended to address imperfections in fi-
nancial markets. They also face various risks, such as
uncertain default rates and erratic claim rates. Inter-
preting PART results in relation to these features
should help to identify fundamental problems and to
devise effective solutions.

Program Purpose and Design. To be effective,
credit and insurance programs should serve those who
deserve to be served but are left out by the private
market due to market imperfections. Extending credit
to those who are not creditworthy, for example, would
result in economic inefficiencies and large budget costs.
Lending to those who can obtain credit at a reasonable
rate in the private market would be unnecessary and

SUMMARY OF PART SCORES

Purpose ; Program
and | BEEOC | Manege: | FOZRT
Design 9 ment
Credit and Insurance Programs
Average ..o 80.0 76.9 85.8 55.7
Standard Deviation 19.4 234 18.1 19.0
All Others Excluding Credit and Insurance
Programs
AVEIAZE ..o 87.6 75.8 83.0 48.9
Standard Deviation ...........c.cveeeverreerneeecnenn. 18.2 243 17.7 26.4
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might interfere with the market mechanism. To achieve
intended outcomes without causing unintended con-
sequences, therefore, credit and insurance programs
need to be carefully designed; they should target the
intended beneficiaries, and all parties in the transaction
should face the correct incentives.

The PART indicates that most credit and insurance
programs have clear purposes (not necessarily economi-
cally justifiable purposes) and address specific needs.
Many credit and insurance programs, however, fail to
score high in program design. Some are duplicative of
other federal programs or private sources, and some
offer inadequate incentive structures.

Strategic Planning. Financial markets have been
evolving to serve target populations of Federal pro-
grams better and increasingly apply advanced tech-
nologies to risk assessments. Credit and insurance pro-
grams need to adapt to these new developments quick-
ly. Falling behind, Federal programs can be left with
many beneficiaries that do not really need Government
help and with those that may pose greater risk.

In subcategories of strategic planning, while most
credit and insurance programs effectively execute short-
term strategies, they are less effective in pursuing long-
term goals which may be more critical in adapting to
new developments. Other weaknesses are found in con-
ducting stringent performance evaluation and tying
budgets to performance outcomes.

Program Management. Risk management is a crit-
ical element of credit and insurance programs. Cash
flows are uncertain both for credit and insurance pro-
grams. Default rates and claim rates can turn out to

be significantly different than expected. Credit pro-
grams also face prepayment and interest rate risks.
These risks must be carefully managed to ensure the
program cost stays within a reasonable range.

Credit and insurance programs show strengths in
basic financial and accounting practices, such as spend-
ing funds for intended purposes and controlling routine
costs. However, some weaknesses are found in areas
that are more critical for effective risk management,
such as collecting timely information and using sophis-
ticated financial tools.

Program Results. It is generally more difficult to
measure the outcomes of Federal programs pursuing
various social goals than those of private entities seek-
ing profits. Unlike profits, social outcomes are difficult
to quantify and often interrelated. Credit and insurance
programs face an additional difficulty of estimating the
program cost accurately. Since the outcome must be
weighed against the cost, an underestimation or an
overestimation of the cost would make the program
appear unduly effective or ineffective. Thus, results for
credit and insurance programs need to be interpreted
in conjunction with the accuracy of cost estimation.

Program results, the most important category of per-
formance, are generally weak for credit and insurance
programs despite a higher average score than that of
other programs. Many credit and insurance programs
have difficulty in achieving performance goals and lack
objective evidences of program effectiveness. These
problems may partly result from the difficulty of meas-
uring net outcomes. With reliable outcome measures,
it should be easier to set achievable goals and dem-
onstrate effectiveness.

III. STRUCTURE OF FINANCIAL REGULATION

Several groups including government, industry, and
academic institutions have expressed concerns about
the competitiveness of U.S. capital markets in the glob-
al financial system, and that financial regulations and
the regulatory structure in the United States have be-
come overly burdensome and complex. Recommenda-
tions have been made to streamline the U.S. regulatory
structure, while acknowledging that a strong regulatory
regime is critical to maintaining market confidence and
the U.S. financial markets’ preeminence. The analysis
below reviews the regulatory systems used in foreign
countries, in comparison to the system currently in
place in the United States.

U.S. Financial Services Oversight

Financial regulators are responsible for supervising
financial institutions and financial transactions. Their

domain encompasses banks and other depository insti-
tutions, insurance companies, securities firms, pension
funds, finance companies, and other entities. Histori-
cally, regulators specialized in one of three financial
service categories: banking, insurance, or securities.
The United States maintains a functionally separated
regulatory system, with oversight responsibility divided
among: five Federal banking regulators; two Federal
securities/futures regulators; State-level insurance and
other regulators; and self-regulatory organizations (non-
governmental). The table below illustrates the multiple
regulators of each type of financial services provider.
The table shows that some providers can have up to
five different levels of supervision in the United States.
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Chart 7-1. Financial Services Regulatory Systems

Top 15 Non-U.S. Financial Centers

New Trends in Regulation

Outside the United States, countries have made re-
cent changes to move toward a single, consolidated fi-
nancial regulator having regulatory authority across all
areas of financial services. These countries include the
United Kingdom, Japan, Germany, and South Korea.
Other countries have consolidated supervision of two
or more financial sectors such as banking and insurance
under one regulator, including Australia, Canada, and
the Netherlands. Finally, countries that separate regu-
lation of banking, insurance, and securities markets,
including Hong Kong, France, and Italy, typically have
only one regulator for each of those sectors. The United
States has a separated system of regulation, with mul-
tiple regulators for each financial sector.

In an effort to provide more efficient and effective
oversight of evolving markets, countries that have his-
torically used a three- or multiple-pronged regulatory
system are moving to consolidate regulation into one
or two entities having the statutory power to supervise
at least two of the three main types of financial inter-
mediaries. This regulator is known as an “integrated”
regulator; the regulatory system may be referred to
as an integrated system.

The main drivers of this consolidation include:

e The need to better supervise the growing com-
plexity and importance of financial conglomerates

Separated
4

Integrated
4

and the blurring distinctions among banking, se-
curities, and insurance products, as well as the
associated systematic risk;

e The desire to maximize economies of scale and
scope in regulatory efforts; and

¢ The need to address poor communication between
and lack of cooperation among existing regulatory
agencies.

Examples of integrated systems are found in Aus-
tralia, Canada, the Netherlands, and Switzerland. The
systems in Australia and the Netherlands provide ex-
amples of the “Twin Peaks” model, which separates
prudential from market-conduct regulation. In this
model, the prudential regulator oversees systemic risk
and the solvency of major financial institutions.! For
example, a prudential regulator would ensure that de-
posit-taking institutions are able to meet their financial
obligations by regulating and overseeing bank reserve
ratios and inter-bank lending rates. The market-con-
duct regulator oversees institutional conduct with re-
spect to markets and shareholders. A market-conduct
regulator would ensure the accuracy of financial filings
and investigate market manipulation, insider trading,
and customer fraud.

11In the case of the Netherlands, the central bank has this responsibility.



74

ANALYTICAL PERSPECTIVES

REGULATORS OF FINANCIAL INSTITUTIONS

Charter and License Safg)t(glzti):ar}?on:ss Consumer Protection Market Oversight
National BanKS ........cocceeeeeermrerieerseisenesesenieenieessssesens 0ocC 0occC FRB and OCC SEC and CFTC
State Member Banks ...........coreernernerneenerieerineeeeeens States FRB and States FRB and States SEC and CFTC
Insured Federal Savings AsSOCIations .............coveeeeeeernes 0TS OTS FRB and OTS SEC and CFTC
Insured State Savings ASSOCIAtIONS .........cceeeeveeererreerees States OTS and States FRB, OTS and States SEC and CFTC
FDIC-insured State Nonmember Banks ............cccccvvvenneee States FDIC and States FRB, FDIC and States SEC and CFTC
Federal Credit UNiONS ........cccocuveuernceerneneicnineneeineeeees NCUA NCUA FRB and NCUA SEC and CFTC
State Credit UNIONS .......cvcvevveveveveeeeeseeseeseesssvenenes States NCUA and States FRB, FTC and States N/A
Bank Holding COMPANIes ........ccvevreererenmeenercrineierineerenes FRB FRB FRB and FTC SEC, CFTC and FRB
Thrift Holding Companies ... 0TS 0TS OTS and FTC SEC, CFTC and OTS
Consolidated Investment Banks ...........cocvveenerieerenceeneens SEC SEC SEC SEC, CFTC, SROs
Broker-DEalBrS .........ccoeueueucveireineiseieeiesesesese e SEC SEC SEC, FTC and States SEC and SROs
Futures Commission Merchants ...........coccvceeeerneeeerennens CFTC and SROs CFTC CFTC and DOJ CFTC and SROs
Hedge FUuNds ... None None DOJ and States SEC, CFTC and FRB
Credit Rating AGENCIES ..o SEC SEC N/A N/A
Treasury Securities Primary Dealers ........couvevevveenennnee FRB and Treasury FRB N/A FRB and Treasury
Insurance COMPANIES .......c.vweuveeurermeereieeesnereresesensseeseees States States States SEC, CFTC and States
Mortgage COMPANIES .......c.vveueveeurcrmeereiineeinereresesesseeseees States States FRB and States SEC and CFTC
Mortgage BroKers ..........oemeneememnreeneeesiseeseneenns States States FRB and States N/A

0CC—Office of the Comptroller of the Currency OTS—Office of Thrift Supervision

FRB—Federal Reserve Board and Regional Banks FDIC—Federal Deposit Insurance Corporation
NCUA—National Credit Union Administration States—State Financial Regulatory Commissions

FTC—Federal Trade Commission SEC—Securities and Exchange Commission
CFTC—Commodity Futures Trading Commission DOJ—U.S. Department of Justice

SROs—Self-Regulatory Organizations (e.g. Financial Industry Regulatory Authority, National Futures Association)

The most extreme form of an integrated system, the
“unified” regulatory system, is also gaining in popu-
larity. Of the top 15 international financial centers
(non-U.S.), almost half are overseen by a single regu-
lator of all banking, insurance, and securities firms,
nation-wide. 2 These include centers in Denmark, Ger-
many, Japan, Singapore, South Korea, Sweden, and the
United Kingdom. In addition, Switzerland approved leg-
islation on June 22, 2007 to create a unified financial
services regulator from its current integrated system,
taking effect in 2009.

2In some cases, such as Germany, a single, unified regulator has the predominant regu-
latory and supervisory authority over all sectors, and shares some supervisory authority
with state-level regulators and the central bank. The role of the central bank varies among

Conclusion

The U.S. approach to financial regulation is an
outlier in the global financial system. The few countries
that do have a similar, functionally divided system have
significantly fewer regulators. Three-quarters of coun-
tries with the largest financial centers have consoli-
dated their regulatory systems, with almost half main-
taining a unified regulator for all sectors of the finan-
cial services industry. The Administration is conducting
an in-depth review of the Nation’s regulatory system
and looks forward to advancing the dialogue this year.

countries surveyed; in Singapore, for example, regulatory and supervisory responsibilities

pertaining to all sectors have been merged into the central bank.
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IV. CREDIT IN FOUR SECTORS

Housing Credit Programs and GSEs

Through housing credit programs, the Federal Gov-
ernment promotes homeownership and housing among
various target groups, including low-income people, mi-
norities, veterans, and rural residents. A primary func-
tion of the housing GSEs is to increase liquidity in
the mortgage market.

Federal Housing Administration

In June 2002, the President issued America’s Home-
ownership Challenge to increase the number of first-
time minority homeowners by 5.5 million through 2010.
During the five years since the goal was announced,
nearly 3.2 million minority families have become first-
time homeowners. Through 2007, the Department of
Housing and Urban Development’s (HUD’s) Federal
Housing Administration (FHA) helped more than
664,000 of these first-time minority homebuyers
through its loan insurance programs. FHA mortgage
insurance guarantees mortgage loans that provide ac-
cess to homeownership for people who lack the tradi-
tional financial resources or credit history to qualify
for a home mortgage in the conventional marketplace.
In 2007, FHA insured purchase and refinance mort-
gages for more than 532,000 households. Among pur-
chase mortgages, over 79 percent were for first-time
homebuyers and 30 percent were for minority buyers.
FHA also insured over 107,000 home equity conversion
mortgages for elderly homeowners.

While FHA has been a primary facilitator of mort-
gage credit for first-time and minority buyers since the
1930s, its loan volume fell precipitously from 2002
through 2006. This is due in part to lower interest
rates that made uninsured mortgages affordable for
more families. Moreover, private lenders—aided by
automated underwriting tools that allow them to meas-
ure risks more accurately—expanded lending to people
who previously would have had no option but FHA,
those with too few resources to pay for large
downpayments, and/or who had credit histories that
the private sector considered too risky. The develop-
ment of new products and underwriting approaches has
allowed private lenders to offer loans to more home-
buyers. While this is a positive development when the
private sector properly assesses risks and offers fair
terms, some borrowers have ended up paying too much,
receiving unfair terms, or taking on excessive debts.

As private lenders expanded their underwriting to
cover more borrowers, FHA’s business changed. First,
the percentage of FHA-insured mortgages with initial
loan-to-value (LTV) ratios of 95 percent or higher in-
creased substantially, from 62.7 percent in 1995 to 79
percent in 2007. Second, the percentage of FHA loans
with downpayment assistance from seller-financed non-
profit organizations grew rapidly, from 0.3 percent in
1998 to nearly 23 percent in 2007. Recent studies show

that these loans are considerably more risky than those
made to borrowers who receive downpayment assist-
ance from other sources.

The FHA single-family mortgage program was as-
sessed in 2005 using the PART. The assessment found
that the program was meeting its statutory objective
to serve underserved borrowers while maintaining an
adequate capital reserve. However, the program lacked
quantifiable annual and long-term performance goals
that would measure FHA’s ability to achieve its statu-
tory mission. In addition, both the PART and subse-
quent reports by the Government Accountability Office
and the Inspector General noted that the program’s
credit model does not accurately predict losses to the
FHA insurance funds and that, despite FHA efforts
to deter fraud in the program, HUD has not dem-
onstrated that those steps have reduced such fraud.
Due to weak housing market conditions today, FHA
will record an upward re-estimate in the cost of its
Mutual Mortgage Insurance Fund programs of $4.6 bil-
lion in 2008. Cumulatively, FHA has recorded net up-
ward re-estimates of $19.7 billion since 1992.

In response to PART findings, FHA measured its
2007 performance against new goals, such as the per-
centage of FHA Single Family loans for first-time and
minority homeowners, and exceeded its goals. FHA also
improved the accuracy of its annual actuarial review
claim and prepayment estimates. In 2008, it will con-
tinue to develop performance goals for fraud detection
and prevention.

Response to Mortgage Market Challenges

FHA plays a valuable role in providing home financ-
ing options that augment those available in the conven-
tional market. As discussed in the section on deposit
insurance, conventional credit standards have tightened
in recent months. Private mortgage insurers have
raised underwriting standards, reducing the availability
of financing options. In addition, there are a large num-
ber of borrowers who hold adjustable rate mortgages
and face the risk of foreclosure due to large increases
in mortgage payments after an interest-rate reset. An
estimated 1.8 million subprime mortgages for owner-
occupied homes are scheduled to reset in 2008 and
2009.

FHA is addressing both of these challenges. The FHA
guarantee encourages lending to borrowers who may
face increased difficulty in obtaining conventional fi-
nancing. For borrowers who face difficulty making their
mortgages payments, re-financing under an FHA-in-
sured loan can offer a path that keeps them in their
homes and avoids costly foreclosures. To broaden the
use of this re-financing, the Administration announced
the FHASecure program in August 2007. This program
broadens the population eligible to use FHA. Beyond
borrowers who are current, it also allows credit-worthy
borrowers who have fallen behind on their mortgages
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due to interest rate resets to refinance into FHA. Since
the announcement of FHASecure and as of January
2008, approximately 44,000 borrowers have successfully
refinanced their conventional mortgages into FHA.
While these actions help the mortgage market in the
short-term, FHA needs permanent changes to allow
guarantees on a wider variety of financing options and
the flexibility to respond to future changes in the mort-
gage and housing markets.

Proposals for Program Reform

In order to enable FHA to fulfill its mission in today’s
changing marketplace, the Administration has proposed
legislation that will give FHA the ability to respond
to current challenges to homeownership among its tra-
ditional target borrowers: low and moderate-income
first-time homebuyers. FHA has already taken steps,
within its current authority, to streamline its docu-
mentation requirements and remove impediments to its
use by lenders and buyers. However, additional reforms
will enable it to expand homeownership opportunities
to its target borrowers on an actuarially sound basis.

To remove two large barriers to homeownership—
having limited savings for a downpayment or impaired
credit—the Administration again proposes new FHA op-
tions. These options will replace the current flat pre-
mium-rate structure with one that varies with the risk
of default, as indicated by the borrower’s downpayment
percentage and credit history. This will create more
opportunities for potential homeowners who may face
limited mortgage options. For example, first-time buy-
ers with a strong credit record but little savings could
finance a higher percent of the purchase than FHA
currently allows. Alternatively, a borrower with a poor
credit history but who has accumulated savings for a
larger downpayment could qualify for more favorable
terms with FHA than are available in the conventional
market.

Such a flexible premium structure is a way to more
fairly price the FHA guarantee to individual borrowers.
It creates incentives (lower premium payments) for bor-
rowers to take steps to improve their credit or save
more for a downpayment. At the same time it elimi-
nates the current incentive for higher-risk borrowers
to use FHA because they are undercharged relative
to the risk they pose. FHA proposes to base its mort-
gage insurance premiums upon a borrower’s consumer
credit score from the three major credit repositories
(using the Fair-Isaac and Company (FICO) formula),
and on the amount of downpayment. Mortgage insur-
ance premiums will be based on FHA’s historical expe-
rience with similar borrowers. This change will de-
crease premiums for many of FHA’s traditional bor-
rowers, thereby increasing their access to homeowner-
ship.

This price structure has many advantages. First,
FHA will reflect a loan’s risk via the mortgage insur-
ance premium, not through a higher interest rate as
done in the subprime market. With mortgage insurance
through FHA, borrowers will pay a market rate of in-

terest, and, as a result, will incur lower monthly pay-
ments and lower total costs than if they paid a higher
mortgage interest rate throughout the life of the loan.
Second, by using this pricing structure, FHA will pro-
mote price transparency. Each borrower will know why
they are paying the premium that they are being
charged and will know how to lower their borrowing
costs—i.e., by raising their FICO score or their down-
payment. Third, risk-based pricing will allow FHA to
review the performance of its programs annually in
conjunction with the preparation of its credit subsidy
estimates and adjust its premiums as necessary to as-
sure the financial soundness of the Mutual Mortgage
Insurance Fund.

The Administration also proposes to increase the
FHA single-family loan limit in high-cost areas to the
conforming mortgage limit (from $362,790 to $417,000).
This will enable FHA to offer its insurance in some
areas that experienced rapid house price appreciation
between 2001 and 2006, and where FHA is no longer
a viable option because of overly-restrictive loan limits.
There are areas of the country, including many major
cities in California, where FHA used to provide signifi-
cant support to first-time and minority homebuyers, but
where it can do very little to help them now. This
proposed loan-limit increase will also allow FHA to offer
insurance to a more geographically diverse portfolio.

A reformed FHA will adhere to sound management
practices that include a new framework of standards
and incentives tied to principles of good credit program
management. Further, the proposed reforms will better
enable FHA to better meet its objective of serving first-
time and low-income home buyers—about 280,000 first-
time homebuyers in 2009 including about 80,000 minor-
ity families—by managing its risks more effectively.

VA Housing Program

The Department of Veterans Affairs (VA) assists vet-
erans, members of the Selected Reserve, and active
duty personnel to purchase homes as recognition of
their service to the Nation. The program substitutes
the Federal guarantee for the borrower’s down pay-
ment. In 2007, VA provided $24.2 billion in guarantees
to assist 129,261 borrowers.

Since the main purpose of this program is to help
veterans, lending terms are more favorable than loans
without a VA guarantee. In particular, VA guarantees
zero downpayment loans. VA provided 84,858 zero
downpayment loans in 2007.

To help veterans retain their homes and avoid the
expense and damage to their credit resulting from fore-
closure, VA intervenes aggressively to reduce the likeli-
hood of foreclosures when loans are referred to VA after
missing three payments. VA’s successful actions re-
sulted in 57 percent of such delinquent loans avoiding
foreclosure in 2007.

Rural Housing Service

The U.S. Department of Agriculture’s Rural Housing
Service (RHS) offers direct and guaranteed loans and
grants to help very low- to moderate-income rural resi-
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dents buy and maintain adequate, affordable housing.
The single-family guaranteed loan program guarantees
up to 90 percent of a private loan for low to moderate-
income (115 percent of median income or less) rural
residents. In 2007, nearly $4.8 billion in assistance was
provided by RHS for homeownership loans and loan
guarantees; $3.6 billion in guarantees went to more
than 35,000 households, of which 32 percent went to
very low and low-income families (with income 80 per-
cent or less than median area income).

Historically, RHS has offered both direct and guaran-
teed homeownership loans. However, the direction of
Rural Development’s single-family housing mortgage
assistance over the last two decades has been towards
guaranteed loans. The single family housing guaranteed
loan program was newly authorized in 1990 at $100
million and has grown into a $3 billion plus guaranteed
loan program annually, equaling that of the Veterans
Affairs (VA) guaranteed housing loan program. Mean-
while the single-family direct loan program has been
stagnant at approximately a $1-billion loan level. Con-
sequently, the Administration is proposing that Rural
Development focus solely on guaranteed loans for sin-
gle-family housing.

This policy was initially proposed in 2008 because
it was consistent with the other Federal homeownership
programs. In fact, there are no Federal single family
direct loan home ownership programs for urban areas.
While some rural areas remain isolated from broad
credit availability, these areas are shrinking as
broadband internet access and correspondent lending
grow. Therefore, relying on the private banking indus-
try to provide this service, with a guarantee from the
Federal government, is a more efficient way to deliver
that assistance.

The 2009 Budget also re-proposes an increase in the
single family housing guarantee fee on new purchase
loans to 3 percent from 2 percent. This change allows
the loans to be less costly for the Government without
a significant additional burden to the borrowers, given
that they can finance the fee as part of the loan. The
guarantee fee for refinance loans remains 0.5 percent.
The fee proposal on purchase loans will allow funding
in 2009 to be $4.8 billion, an increase of over $600
million above 2008.

The budget also supports $300 million in RHS guar-
anteed loans for multifamily housing construction loans
for 2009. This level of support can be achieved at a
more efficient cost through the removal of the sub-
sidized interest authorization and the fee component
of the program as part of the 2009 request. No funds
are requested for the direct rural rental housing pro-
gram or the farm labor housing program because fixing
the current portfolio is the first priority.

Government-Sponsored Enterprises in the Mort-
gage Market

Homeownership has long been recognized as an im-
portant part of the American economy and part of the
American dream. However, it has not always been with-

in reach for the average American. During the Great
Depression, housing markets were in turmoil. A typical
mortgage required a downpayment of around 50 percent
and a balloon payment of principal within a few years.
Limitations in financial and communication technology
and restrictions on financial institutions made it dif-
ficult for surplus funds in one part of the country to
be shifted to other parts of the country to finance resi-
dential housing. Starting in 1932, the Congress re-
sponded by creating a series of entities and programs
that together promoted the development of long-term,
amortizing mortgages and facilitated the movement of
capital to support housing finance.

A key element of this response was the creation of
the Federal Housing Administration in 1934. Another
element was the establishment of several entities de-
signed to develop secondary mortgage markets and to
facilitate the movement of capital into housing finance.
These entities were chartered by the Congress with
public missions and endowed with certain benefits that
give them competitive advantages when compared with
fully private companies.

The Federal Home Loan Bank System, created in
1932, is comprised of twelve individual banks with
shared liabilities. Together they lend money to financial
institutions—mainly banks and thrifts—that are in-
volved in mortgage financing to varying degrees, and
they also finance some mortgages on their own balance
sheets. The Federal National Mortgage Association, or
Fannie Mae, created in 1938, and the Federal Home
Loan Mortgage Corporation, or Freddie Mac, created
in 1970, were established to support the stability and
liquidity of a secondary market for residential mortgage
loans. Fannie Mae’s and Freddie Mac’s public missions
were later broadened to promote affordable housing.
Together these three GSEs currently are involved, in
one form or another, with nearly one half of the $11-
plus trillion residential mortgages outstanding in the
U.S. today. Their share of outstanding residential mort-
gage debt peaked at 54 percent in 2003, after which
management and internal control problems started to
surface at Fannie Mae and Freddie Mac and origina-
tions of subprime and non-traditional mortgages led to
a surge of private-label MBS.

As with other financial institutions, the Congress has
also established regulatory regimes to ensure the safety
and soundness of the housing GSEs. The Office of Fed-
eral Housing Enterprise Oversight (OFHEO), estab-
lished in 1992 as an independent agency within the
Department of Housing and Urban Development, over-
sees the safety and soundness of Fannie Mae and
Freddie Mac while HUD is responsible for mission over-
sight. The Federal Housing Finance Board (FHFB), es-
tablished in 1989, oversees the Federal Home Loan
Bank System. Numerous government and other reports
have pointed to various shortcomings with the current
regulatory structure and authorities for the housing
GSEs. The Administration is proposing to strengthen
this structure and regulatory authorities and combine
OFHEO, HUD’s regulatory responsibilities for mission
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oversight, and FHFB to create a new regulator to over-
see all these GSEs.

Mission

The mission of the housing GSEs is to support certain
aspects of the U.S. mortgage market. Fannie Mae and
Freddie Mac’s mission is to promote affordable housing,
and provide liquidity and stability to the secondary

mortgage market. Currently, they engage in two major
lines of business.

1. Credit Guarantee Business—Fannie Mae
and Freddie Mac guarantee the timely pay-
ment of principal and interest on mortgage-
backed securities (MBS). They create MBS by
either buying and pooling whole mortgages or
by entering into swap arrangements with mort-
gage originators. Over time these MBS held
by the public have averaged about one-quarter
of the U.S. mortgage market, and they totaled
$3.5 trillion as of November 30, 2007.

2. Mortgage Investment Business—Fannie
Mae and Freddie Mac manage retained mort-
gage portfolios composed of their own MBS,
MBS issued by others, and individual, whole
mortgages. As of November 30, 2007, these re-
tained mortgages totaled $1.4 trillion. Given
Fannie Mae’s and Freddie Mac’s serious ac-
counting, internal control, risk management,
and systems problems, the growth of these
portfolios has been temporarily constrained
through agreements with OFHEO.

The mission of the Federal Home Loan Bank System
is broadly defined as promoting housing finance, and
the System also has specific requirements to support
affordable housing. The Federal Home Loan Banks
have not grown mortgage asset portfolios as large as
Fannie Mae or Freddie Mac. Their principal business
remains secured lending to regulated depository institu-
tions and insurance companies engaged in residential
mortgage finance to varying degrees.

Risks That GSEs Face and Cause

Like other financial institutions, the GSEs face a full
range of risks, including market risk, credit risk, and
operational risk. In recent years several of the Federal
Home Loan Banks and Fannie Mae have faced serious
market risks due to inadequate hedging. Fannie Mae
and Freddie Mac have faced serious operational risk.
As a result of earnings manipulation, poor accounting
systems, lack of proper controls, lack of proper risk
management, and misapplication of accounting prin-
ciples, earnings at Fannie Mae were misstated by $6.3
billion through June of 2004, and at Freddie Mac by
$5.0 billion through December of 2002. The housing

market downturn in the last year has increased signifi-
cantly the credit risk faced by Fannie Mae and Freddie
Mac.

The GSEs also pose risks to the financial system
and overall economy. Systemic risk is the risk that
unanticipated problems at a financial institution or
group of institutions could lead to problems more widely
in the financial system or economy—the risk that a
small problem could multiply to a point where it could
jeopardize the country’s economic well-being. The par-
ticular systemic risk posed by the GSEs is the risk
that a miscalculation, failure of controls, or other unex-
pected event at one company could unsettle not only
the mortgage and mortgage finance markets but also
other vital parts of the financial system and economy.
To understand this risk, one must understand the inter-
dependencies among the GSEs and other market par-
ticipants in the financial system and the lack of market
discipline imposed on the GSEs because investors per-
ceive that the GSEs are implicitly backed by the U.S.
Government.

The GSEs are among the largest borrowers in the
world. As of September 2007 their combined debt and
guaranteed MBS totaled $6.0 trillion, higher than the
total publicly held debt of the United States. The inves-
tors in GSE debt include thousands of banks, institu-
tional investors such as insurance companies, pension
funds, and foreign governments, and millions of individ-
uals through mutual funds and 401k investments.
Based on the prices paid by these investors, they act
as if the Federal Government guarantees GSE debt.
In fact, there is no such guarantee or Federal backing
of GSE debt.

Because investors act as if there is an “implicit guar-
antee” by the Federal Government to back GSE debt,
investors on average lend their money to the GSEs
at interest rates roughly 30 to 40 basis points less
($300-$400 less per year for every $100,000 borrowed)
than to other highly rated privately held companies.
In addition, investors do not demand the same financial
disclosures as for other privately owned companies.
Fannie Mae filed quarterly financial reports for each
of the first three quarters of the year in November
2007, the first quarterly financial statements in more
than three years, and has not filed a timely annual
report (10-K) with the Securities and Exchange Com-
mission (SEC) for nearly four years. Freddie Mac still
has never registered with the SEC as it agreed to in
2002. It has issued quarterly reports during 2007, but
they were all tardy. Yet there has been no significant
impact on the pricing of GSE debt securities. In past
years, the lack of market discipline facilitated the
growth of the GSE asset portfolios, thereby increasing
systemic risk.
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Chart 7-2. Fannie Mae and Freddie Mac
Combined Retained
Mortgage Portfolios Year-End 2006
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Retained Asset Portfolios Achieve Little for the GSESs’
Housing Mission

Fannie Mae and Freddie Mac have used their funding
cost advantage to amass large retained asset portfolios.
Together these GSEs have $1.5 trillion in debt out-
standing, almost entirely for the purpose of funding
these portfolios. From 1990 through 2006, the GSEs’
competitive funding advantage enabled them to in-
crease their portfolios of mortgage assets more than
ten-fold, which far exceeds the growth of the overall
mortgage market. Due to the size of and risks associ-
ated with the portfolios, the Administration is pro-
posing that the new regulatory structure empower the
regulator to address and mitigate these risks.

As chart 7-2 shows, 51 percent of Fannie Mae and
Freddie Mac’s combined retained mortgage portfolios
at the end of 2006 was comprised of holdings of their
own guaranteed MBS, which could easily be sold.

The function of these portfolio holdings is largely to
increase profits, not facilitate affordable housing. In
1992, the Congress broadened Fannie Mae and Freddie
Mac’s mission to include providing liquidity for mort-
gages that served low-and moderate-income borrowers
and those living in underserved areas. To measure this
performance, the Congress mandated that HUD estab-
lish three affordable housing goal targets that Fannie
Mae and Freddie Mac must meet each year. HUD has
also implemented home purchase subgoals to encourage
homeownership opportunities for first-time homeowners
and minority homeowners. Given that Fannie Mae and
Freddie Mac have a mission to help more families
achieve homeownership as well as to expand rental op-

MBS
Enterprises
51.1%

Whole
Mortgages
24.2%

portunities, their retained portfolios should be largely
tied to that mission. However, currently only about 30
percent of Fannie Mae and Freddie Mac’s retained port-
folio holdings would be eligible to qualify for any of
the affordable housing goals. About half of the MBS
issued by others and whole loans held by the GSEs
qualify toward their affordable housing goals but none
of their holdings of their own MBS contribute toward
meeting the goals because loans backing the MBS are
already counted. Their performance under the housing
goals over time indicate that Fannie Mae and Freddie
Mac should be doing more to help mission-targeted fam-
ilies achieve homeownership or acquire affordable rent-
al housing.

Debt Issuance Subject to Treasury Approval

Fannie Mae and Freddie Mac fund their portfolios
by issuing debt, and the U.S. Department of the Treas-
ury has the statutory responsibility to review and ap-
prove these GSEs’ debt-issuances. The Treasury De-
partment also has debt approval over the Federal Home
Loan Banks. Treasury is developing a more formalized
approach to their debt approval authority. As part of
that approach, Treasury is developing new debt ap-
proval procedures to enhance the clarity, transparency,
standardization, and documentation of the debt ap-
proval process for Fannie Mae, Freddie Mac and the
Federal Home Loan Banks.

Recent Mortgage Market Conditions Highlight Needed
Reforms

In early August 2007, there was a precipitous drop
in the liquidity of subprime, nontraditional, and prime
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jumbo mortgages. Faced with sharp increases in the
delinquency and default rates of subprime and non-
traditional loans in 2006 and 2007, as well as flat or
declining home prices in much of the country, secondary
market investors reassessed the risk of non-GSE MBS
backed by those loans, which had previously been
mispriced. The illiquidity of non-GSE MBS reduced the
industry’s capacity to securitize newly-originated
subprime and jumbo loans, although some lenders con-
tinued to originate jumbo mortgages for portfolio.
Freddie Mac and, to a lesser degree, Fannie Mae also
incurred losses on investments in non-GSE MBS.

The three housing GSEs have continued to perform
their missions during the recent market disruption. In

the third quarter of 2007, Fannie Mae and Freddie
Mac supported the liquidity of the secondary market
by engaging in $343 billion of new business. The Fed-
eral Home Loan Banks increased their secured lending
to mortgage lenders by $184 billion in that quarter.
As Chart 7-3, shows, the combined activity of Fannie
Mae and Freddie Mac as a share of single-family mort-
gage originations rose to 60 percent in the third quar-
ter, whereas the Federal Home Loan Bank System’s
share increased to 32 percent. Those increases in mar-
ket share highlight the need for a strong regulator.

Chart 7-3. Mortgage Purchases and Securitization by Fannie Mae and
Freddie Mac and Change in Federal Home Loan Bank Advances as a
Share of Single-Family Mortgage Originations,

First Three Quarters of 2007
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The risks of the GSEs’ large portfolios are exacer-
bated because they are not required to hold cushions
of capital against potential losses comparable to the
capital requirements for other large financial institu-
tions. Where commercial banks that are part of a finan-
cial holding company must hold a 5 percent capital-
to-total assets cushion, Fannie Mae and Freddie Mac’s
requirement (before the 30% surcharge imposed by
OFHEO for operational weakness) is half that, whereas
the Federal Home Loan Banks’ is 4 percent. The risk-
based capital requirements for the GSEs also differ dra-
matically from those applicable to commercial banks.
This highlights an important shortcoming of the statu-
tory framework governing Federal oversight of the
GSEs. The minimum capital and risk-based capital
rules for the GSEs were written into law in 1992. Much
has changed since then with regard to financial risk

analysis, risk modeling, and capital requirements for
comparable financial institutions. The reforms proposed
by the Administration would repeal the statutory risk-
based capital stress test, and would provide the new
GSE regulator with the authority and flexibility to es-
tablish through regulation new risk-based capital re-
quirements for the GSEs to help ensure that they oper-
ate with sufficient capital and reserves to support the
risks that arise in the operations and management of
each enterprise. A world-class regulator needs the flexi-
bility and authority to change both the risk-based and
minimum capital requirements without undue restric-
tion in response to changing conditions.

The substantial increase in mortgage delinquencies
and foreclosures in recent months serves as a reminder
that mortgage lending involves credit risk. Fannie Mae
and Freddie Mac are exposed to significant default risk
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on the mortgages they hold in portfolio or that back
the MBS they guarantee. The GSEs’ asset portfolios
pose other substantial risks as well. Mortgage portfolios
carry considerable interest-rate and pre-payment risk.
This risk can be mitigated—for example, through pur-
chase of interest-rate hedges—but the GSEs protect
themselves against only some of the interest rate risk
of their portfolios. Moreover, hedges are imperfect be-
cause predicting interest-rate movements and mortgage
refinancing activity is difficult. As GSE asset portfolios
have grown in size, the GSEs’ participation in the mar-
ket for hedging instruments has become dominant
enough to cause interest rate spikes in the event that
a GSE needs to make large and sudden adjustments
to its hedging position. Further, Freddie Mac and, to
a lesser extent, Fannie Mae hold large amounts of non-
GSE MBS, which pose significant risks. Many of these
securities are backed by subprime loans, and market
values have declined as concerns about those loans
have risen. Increased defaults and concerns about fu-
ture defaults have led to significant losses at both of
those GSEs in the last half of 2007, and led to new
preferred stock issues raising $16 billion to shore up
capital.

New Activities and Technological Development Require
Oversight

Over the last decade, Fannie Mae and Freddie Mac
have begun engaging in a wide range of new activities
that were not anticipated when their charters were
written. To address these changes, HUD developed a
new activity review initiative under its general regu-
latory authority. HUD has reviewed a number of busi-
ness initiatives at Fannie Mae and Freddie Mac, includ-
ing international activities; partnership offices; senior
housing; skilled nursing facilities; employer assisted
housing plans; third party real-estate-owned programs;
Commercial Mortgage-Backed Securities (CMBS);
Asset-Backed Securities (ABS); multifamily variable-
rate bond certificates; whole loan REMICs; and pat-
enting programs. HUD imposed limitations on some ac-
tivities and concluded that other activities were not
authorized. For example, HUD’s review of the GSEs’
Commercial MBS programs resulted in OFHEO seeking
Freddie Mac’s divestiture of certain CMBS holdings,
and HUD ordered Fannie Mae to end its third party
Real-Estate-Owned program based on its review.

HUD completed a Financial Activities Review in late
2007. The review provided a baseline of information
on Fannie Mae’s and Freddie Mac’s business and pro-
gram activities and examined specific transactions to
determine if these are consistent with the GSEs’ char-
ter authorities. HUD expects to issue its review results
to the GSEs during the second quarter of fiscal year
2008.

Because of their enormous presence in the secondary
market, Fannie Mae and Freddie Mac are able to exert
significant influence in the primary mortgage market.
First, their unparalleled size in the residential mort-
gage market gives the GSEs a unique level of access

to market information. The applicability of that infor-
mation to the management of mortgage risk gives them
a competitive edge in the development of new tech-
nology that can change relationships between primary
market participants as well as the distribution of eco-
nomic returns between the primary and secondary mar-
kets. Second, their funding advantage enables the GSEs
to borrow at reduced rates in order to make invest-
ments in new areas at below-market prices, thus dis-
couraging competition while gaining experience in those
areas.

Through the development and delivery of new tech-
nology to the industry and by leveraging their funding
advantage, there is potential for the GSEs to expand
their business beyond the limitations of their Charter
Acts, which prohibits both Fannie Mae and Freddie
Mac from originating mortgages. Loan origination is
the central function of the primary mortgage market,
and the GSEs’ charter acts clearly restrict them to the
secondary mortgage market. However, technological ad-
vancements have blurred the line that defines where
the primary market ends and the secondary market
begins. A new level of clarity is required to establish
the permissible activities under the Enterprises’ charter
acts, including the development of intellectual property.

New Regulatory Authority

The Administration continues to support broad re-
form of the GSE supervisory system. In particular, the
Administration supports establishing a new regulator
for all three of the housing GSEs that would combine
safety and soundness authority with oversight of their
respective housing missions. The new regulator must
have enhanced powers comparable to those of other
world-class financial regulators, including, among oth-
ers, the ability to put a GSE into receivership should
it fail, authority to establish and adjust appropriate
capital standards, and new product approval authority.
A new regulator must also have clear authority to ad-
dress the size of and mitigate the risks posed by the
GSEs’ retained portfolios. Finally, a new regulatory
structure must ensure that the GSEs are adhering to
their affordable housing mission.

Education Credit Programs

The Federal Government guarantees loans through
intermediary agencies and makes direct loans to stu-
dents to encourage postsecondary education enrollment.
The Student Loan Marketing Association (Sallie Mae),
created in 1972 as a GSE to develop the secondary
market for guaranteed student loans, was privatized
in 2004.

The Department of Education helps finance student
loans through two major programs: the Federal Family
Education Loan (FFEL) program and the William D.
Ford Federal Direct Student Loan (Direct Loan) pro-
gram. Eligible institutions of higher education may par-
ticipate in one or both programs. Loans are available
to students regardless of income. However, borrowers
with low family incomes are eligible for loans with addi-
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tional interest subsidies. For low-income borrowers, the
Federal Government subsidizes loan interest costs
while borrowers are in school, during a six-month grace
period after graduation, and during certain deferment
periods.

The FFEL program provides loans through an admin-
istrative structure involving over 3,600 lenders, 35
State and private guaranty agencies, and over 5,000
participating schools. In the FFEL program, banks and
other eligible lenders loan private capital to students
and parents, guaranty agencies insure the loans, and
the Federal Government reinsures the loans against
borrower default. Lenders bear five percent of the de-
fault risk on all new loans, and the Federal Govern-
ment is responsible for the remainder. The Department
also makes administrative payments to guaranty agen-
cies and, at certain times, pays interest subsidies on
behalf of borrowers to lenders.

The William D. Ford Direct Student Loan program
was authorized by the Student Loan Reform Act of
1993. Under the Direct Loan program, the Federal Gov-
ernment provides loan capital directly to nearly 1,100
schools, which then disburse loan funds to students.
The program offers a variety of flexible repayment
plans including income-contingent repayment, under
which annual repayment amounts vary based on the
income of the borrower and payments can be made
over 25 years with any residual balances forgiven.

In 2007, the President signed the College Cost Reduc-
tion and Access Act (CCRAA) into law. The CCRAA
enacted broad programmatic reforms that will save $22
billion through 2012 by reducing lender and guaranty
agency subsidies that had been higher than necessary
to ensure that loans are available to students in this
profitable and competitive market. Stemming from pro-
posals included in the President’s 2008 Budget, the
CCRAA reduced interest subsidies and default reinsur-
ance paid to FFEL lenders; reduced fees paid to guar-
anty agencies; and required the Department of Edu-
cation to conduct an auction pilot for the PLUS loan
program, which primarily makes loans to parents to
finance their child’s education. As implementation of
these complex provisions continues, the Administration
will closely monitor the student loan marketplace to
ensure it continues to be robust and efficient, and that
students have access to loans from a variety of lenders.
The savings from the CCRAA were used to offset the
costs of providing several student and borrower bene-
fits, including: (1) a historic increase in the Pell Grant
program; (2) a reduction in student loan interest rates
for subsidized loans from 6.8 percent to 3.4 percent
over four years (reverting back to 6.8 percent there-
after), and (3) increased flexibility in how borrowers
repay their loans.

Business and Rural Development Credit
Programs and GSEs

The Federal Government guarantees small business
loans to promote entrepreneurship. The Government
also offers direct loans and loan guarantees to farmers

who may have difficulty obtaining credit elsewhere and
to rural communities that need to develop and maintain
infrastructure. Two GSEs, the Farm Credit System and
the Federal Agricultural Mortgage Corporation, in-
crease liquidity in the agricultural lending market.

Small Business Administration

The Small Business Administration (SBA) helps en-
trepreneurs start, sustain, and grow small businesses.
As a “gap lender“ SBA works to supplement market
lending and provide access to credit where private lend-
ers are reluctant to do so without a Government guar-
antee. Additionally, SBA helps home and business-own-
ers, as well as renters, cover the uninsured costs of
recovery from disasters through its direct loan program.

The 2009 Budget requests $657 million, including ad-
ministrative funds, for SBA to leverage more than $29
billion in financing for small businesses and disaster
victims. The 7(a) General Business Loan program will
support $17.5 billion in guaranteed loans while the 504
Certified Development Company program will support
$7.5 billion in guaranteed loans for fixed-asset financ-
ing. SBA will supplement the capital of Small Business
Investment Companies (SBICs) with $3 billion in long-
term, guaranteed loans for venture capital investments
in small businesses. At the end of 2007, the outstanding
balance of business loans totaled $85 billion.

During the past few years, SBA has implemented
several initiatives to streamline and improve operations
by increasingly delegating responsibilities to lenders
and centralizing operations while managing and miti-
gating risk. In 2003, SBA implemented a state-of-the-
art Lender Loan Monitoring System (LLMS) to evaluate
individual SBA lenders by tracking the expected risk
of SBA guaranteed loans in their portfolios relative to
expected performance of those loans.

In response to the challenges experienced in making
and disbursing loans resulting from the 2005 Gulf
Coast hurricanes, SBA has made a number of improve-
ments, including implementing a case-manager system
for processing loan applications and new metrics to
track performance. By summer 2008, SBA expects to
implement an Internet-based loan application system
that will facilitate the collection of data from disaster
victims and speed processing.

The Budget builds on these efforts by investing in
core technology systems and human capital efforts. In-
creased funding is requested for the Loan Management
and Accounting System (LMAS), a modern system to
replace an aged mainframe system and ensure ade-
quate stewardship over a loan portfolio that has grown
59 percent since 2001. Funds are also requested for
a training initiative focused on core competencies and
other important information technology investments.

The Budget also proposes to build upon the success
of the zero-subsidy 7(a) program by making the
Microloan program self-financing through modest in-
creases in the interest rate paid by program inter-
mediaries. The Administration is also proposing author-
izing legislation to enable the secondary market guar-
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antee (SMG) program to charge nominal fees on lenders
seeking to pool loans; fees are expected to be less than
or comparable to fees in other secondary market pro-
grams and will help stabilize the program from the
need to make frequent administrative changes.

USDA Rural Infrastructure and Business Develop-
ment Programs

USDA provides grants, loans, and loan guarantees
to communities for constructing facilities such as
health-care clinics, day-care centers, and water systems.
Direct loans are available at lower interest rates for
the poorest communities. These programs have very
low default rates. The cost associated with them is due
primarily to subsidized interest rates that are below
the prevailing Treasury rates.

The program level for the Water and Wastewater
(W&W) treatment facility loan and grant program in
the 2009 President’s Budget is $1.6 billion. These funds
are available to communities of 10,000 or fewer resi-
dents. No change is proposed to the poverty rate for
this program in 2009. The Community Facility Program
is targeted to rural communities with fewer than 20,000
residents. It will have a program level of $512 million
in 2009.

USDA also provides grants, direct loans, and loan
guarantees to assist rural businesses, cooperatives, non-
profits, and farmers in creating new community infra-
structures (i.e. educational networks or healthcare
coops), and to diversify the rural economy and employ-
ment opportunities. In 2009, USDA proposes to provide
$730 million in loan guarantees and direct loans to
entities that serve communities of 50,000 or less
through the Business and Industry guaranteed loan
program and Intermediary Relending program. These
loans are structured to save/create jobs and stabilize
fluctuating rural economies. A recently implemented
performance assessment tool will be used to calculate
their impact on income growth in local, state, and na-
tional economies.

The President’s Farm Bill proposal includes $1.5 bil-
lion in support for Rural Development programs over
10 years. Of this, $0.5 billion will go to enhance rural
infrastructures, alleviating program backlogs, and $0.1
billion to support rural critical access hospitals. The
other $0.9 billion will promote renewable energy activi-
ties, providing support to businesses and farmers who
would like to produce renewable energy and increase
their energy efficiencies.

Electric and Telecommunications Loans

USDA’s Rural Utilities Service (RUS) programs pro-
vide loans for rural electrification, telecommunications,
distance learning, telemedicine, and broadband, and
also provide grants for distance learning and telemedi-
cine (DLT).

The Budget includes $4.1 billion in direct electric
loans for distribution, transmission, and improvements
to existing generation facilities, $690 million in direct
telecommunications loans, $298 million in broadband
loans, and $20 million in DLT grants.

Since generation has been deregulated and has be-
come a more commercial operation, the Administration
supports using the commercial market for construction
of new generation facilities. While the Administration
has established a loan rate methodology for new non-
nuclear generation facilities, the Administration has not
proposed a loan level or requested funding needed to
subsidize such loans. A loan level will be considered
once Congress enacts legislation to authorize a fee on
such loans and allows RUS to implement existing au-
thority for recertification of the rural status of areas
served by its borrowers.

The Budget includes a proposal to replace the 100
percent guaranteed electric and telecommunications
loans that are financed through the Federal Financing
Bank (FFB) with loans made directly through the
Treasury. The proposed new direct loan program would
improve the operations of USDA’s rural utility loans
by simplifying the Government’s processes while pro-
viding the same benefits and flexibilities for the bor-
rowers.

Loans to Farmers

The Farm Service Agency (FSA) assists low-income
family farmers in starting and maintaining viable farm-
ing operations. Emphasis is placed on aiding beginning
and socially disadvantaged farmers. FSA offers oper-
ating loans and ownership loans, both of which may
be either direct or guaranteed loans. Operating loans
provide credit to farmers and ranchers for annual pro-
duction expenses and purchases of livestock, machinery,
and equipment. Farm ownership loans assist producers
in acquiring and developing their farming or ranching
operations. As a condition of eligibility for direct loans,
borrowers must be unable to obtain private credit at
reasonable rates and terms. As FSA is the “lender of
last resort,” default rates on FSA direct loans are gen-
erally higher than those on private-sector loans. FSA-
guaranteed farm loans are made to more creditworthy
borrowers who have access to private credit markets.
Because the private loan originators must retain 10
percent of the risk, they exercise care in examining
the repayment ability of borrowers. The Administra-
tion’s recent farm bill proposal includes policies to im-
prove credit assistance for farm borrowers, with par-
ticular emphasis to beginning and socially disadvan-
taged farmers. Specifically, the Administration proposes
to double assistance targeted to beginning and socially
disadvantaged farmers for the direct operating loan pro-
gram and reduce the interest rate for downpayment
assistance to beginning farmers. Finally, because the
cost of production is high for many farmers desiring
to enter into farming, the farm bill includes increased
loan levels for direct loan programs.

In 2007, FSA provided loans and loan guarantees
to approximately 27,000 family farmers totaling $3.1
billion. The number of loans provided by these pro-
grams has fluctuated over the past several years. The
average size for farm ownership loans has been increas-
ing. The majority of assistance provided in the oper-
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ating loan program is to existing FSA farm borrowers.
In the farm ownership program, new customers receive
the bulk of the benefits furnished. The demand for FSA
direct and guaranteed loans continues to be high due
to low crop/livestock prices and some regional produc-
tion problems. In 2009, FSA proposes to make $3.4
billion in direct and guaranteed loans through discre-
tionary programs.

In 2005, to further improve program effectiveness,
FSA conducted an in-depth review of its direct loan
portfolio to assess program performance, including the
effectiveness of targeted assistance and the ability of
borrowers to graduate to private credit. The results
of this review will assist FSA in improving the delivery
of its services and the economic viability of farmers
and ranchers. FSA is currently evaluating the feasi-
bility of obtaining a similar independent review of the
guaranteed loan program. In addition, FSA recently im-
plemented a web-based system to track loan applica-
tions. The Direct Loan System (DLS) replaces the loan
making components of other automated systems. A loan
servicing DLS module is currently under development.
FSA successfully completed a comprehensive review of
all farm loan program regulations, handbooks, and in-
formation collections. This streamlining initiative was
one of the most aggressive efforts to enhance both the
direct and guaranteed programs in the program’s 60-
year history. This initiative will reduce the burden for
both applicants and the Agency, resulting in an im-
provement in loan processing efficiencies.

The Farm Credit System and Farmer Mac

The Farm Credit System (FCS or System) and the
Federal Agricultural Mortgage Corporation
(FarmerMac) are Government-Sponsored Enterprises
(GSEs) that enhance credit availability for the agricul-
tural sector. The FCS provides production, equipment,
and mortgage lending to farmers and ranchers, aquatic
producers, their cooperatives, related businesses, and
rural homeowners, while Farmer Mac provides a sec-
ondary market for agricultural real estate and rural
housing mortgages.

The Farm Credit System

The financial condition of the System’s banks and
associations remains sound. The ratio of capital to as-
sets decreased to 14.8 percent as of September 30, 2007
from 15.7 percent as of September 30, 2006, as asset
growth outpaced capital growth. As of September 30,
2007, capital consisted of $2.5 billion in restricted cap-
ital held by the Farm Credit System Insurance Cor-
poration (FCSIC) and $24.0 billion of unrestricted cap-
ital—a record level. Non-performing loans decreased,
and earnings increased, resulting from growth in the
loan portfolio and higher earnings on assets. Non-per-
forming loans as a percentage of total loans outstanding
fell to .43 percent as of September 30, 2007 compared
to .50 percent a year earlier. Assets have grown at
a 10.8 percent annual rate over the past five years,
while the number of FCS institutions has decreased
due to consolidation. As of September 30, 2007, the

System consisted of five banks and 95 associations com-
pared with seven banks and 104 associations in Sep-
tember 2002. As of September 30, 2007, 98 of the 100
FCS banks and associations had one of the top two
examination ratings (1 or 2 in a 1-5 scale), while two
FCS institutions had a 3 rating.

The FCSIC ensures the timely payment of principal
and interest on FCS obligations on which the System
banks are jointly and severally liable. FCSIC manages
the Insurance Fund, which supplements the System’s
capital and the joint and several liability of the System
banks. At September 30, 2007, the assets in Insurance
Fund totaled $2.519 billion. Of that amount $40 million
was allocated to the Allocated Insurance Reserve Ac-
counts (AIRAs). At September 30, 2007, the Insurance
Fund as a percentage of adjusted insured debt was
1.71 percent in the unallocated Insurance Fund and
1.74 percent including the AIRAs. This was below the
statutory Secure Base amount of 2 percent. During
2007 growth in System debt has outpaced the capital-
ization of the Insurance Fund that occurs through in-
vestment earnings and premiums.

Over the 12-month period ending September 30,
2007, the System’s loans outstanding grew by $19.2
billion, or 16.6 percent, while over the past five years
they grew by $47.2 billion, or 53.6 percent. As required
by law, borrowers are also stockholder owners of Sys-
tem banks and associations. As of September 30, 2007,
the System had 472,925 stockholders. Loans to young,
beginning, and small farmers and ranchers represented
11.7, 19.4, and 27.7 percent, respectively, of the total
dollar volume of farm loans outstanding at the end
of 2006. The percentage of loans to beginning farmers
in 2006 remained the same as the percentage of loans
in 2005, while percentages to young and small farmers
were slightly lower. Young, beginning, and small farm-
ers are not mutually exclusive groups and, thus, cannot
be added across categories. Providing credit and related
services to young, beginning, and small farmers and
ranchers is a legislative mandate for the System.

The System, while continuing to record strong earn-
ings and capital growth, remains exposed to a variety
of risks associated with its portfolio concentration on
agriculture and rural America. While this sector is cur-
rently healthy, it is subject to risk due to rapidly rising
farm real estate prices, volatile commodity prices and
input costs, uncertainty regarding changes in govern-
ment farm policy and trade agreements, weather-re-
lated catastrophes, animal and plant diseases, and off-
farm employment opportunities.

Farmer Mac

Farmer Mac was established in 1988 as a Federally
chartered instrumentality and institution of the System
to facilitate a secondary market for farm real estate
and rural housing loans. The Farm Credit System Re-
form Act of 1996 expanded Farmer Mac’s role from
a guarantor of securities backed by loan pools to a
direct purchaser of mortgages, enabling it to form pools



7. CREDIT AND INSURANCE

85

to securitize. This change increased Farmer Mac’s abil-
ity to provide liquidity to agricultural mortgage lenders.

Farmer Mac continues to meet core capital and regu-
latory risk-based capital requirements. Farmer Mac’s
total program activity (loans purchased and guaran-
teed, AgVantage bond assets, and real estate owned)
as of September 30, 2007, totaled $8.4 billion. That
volume represents an increase of 19 percent from pro-
gram activity at September 30, 2006. Of total program
activity, $2 billion were on-balance sheet loans and ag-
ricultural mortgage-backed securities, and $6.3 billion
were off-balance sheet obligations. Total assets were
$5.4 billion at the close of the third quarter, with non-
program investments accounting for $3.3 billion of those
assets. Farmer Mac’s net loss for first three quarters
of 2007 was $6.3 million, a significant change from
the same period in 2006 during which net income was
$22 million.

The currently reported year-to-date loss amount is
primarily the result of fluctuations in the market value
of financial derivatives and trading assets that are now
recognized in the income statement and is not the re-
sult of negative developments in its operations or cash
flows. This change was instituted in November 2006,
when Farmer Mac opted to change its accounting meth-
ods to remove the impact of accounting for derivatives
as hedges against interest rate movements. Farmer
Mac has stated that it does not expect the accounting
change to impact its ability to carry out its business
plans or have any effect on its business model.

International Credit Programs

Seven Federal agencies—the Department of Agri-
culture (USDA), the Department of Defense, the De-
partment of State, the Department of the Treasury,
the Agency for International Development (USAID), the
Export-Import Bank, and the Overseas Private Invest-
ment Corporation (OPIC)—provide direct loans, loan
guarantees, and insurance to a variety of foreign pri-
vate and sovereign borrowers. These programs are in-
tended to level the playing field for U.S. exporters, de-
liver robust support for U.S. manufactured goods, sta-
bilize international financial markets, and promote sus-
tainable development.

Leveling the Playing Field

Federal export credit programs counter subsidies that
foreign governments, largely in Europe and Japan, pro-
vide their exporters, usually through export credit agen-
cies (ECAs). The U.S. Government has worked since
the 1970’s to constrain official credit support through
a multilateral agreement in the Organization for Eco-
nomic Cooperation and Development (OECD). This
agreement has significantly constrained direct interest
rate subsidies and tied-aid grants. Further negotiations
resulted in a multilateral agreement that standardized
the fees for sovereign lending across all ECAs beginning
in April 1999. Fees for non-sovereign lending, however,
continue to vary widely across ECAs and markets,
thereby providing implicit subsidies.

The Export-Import Bank attempts to “level the play-
ing field” strategically and to fill gaps in the availability
of private export credit. The Export-Import Bank pro-
vides export credits, in the form of direct loans or loan
guarantees, to U.S. exporters who meet basic eligibility
criteria and who request the Bank’s assistance. USDA’s
Export Credit Guarantee Programs (also known as
GSM programs) similarly help to level the playing field.
Like programs of other agricultural exporting nations,
GSM programs guarantee payment from countries and
entities that want to import U.S. agricultural products
but cannot easily obtain credit.

Stabilizing International Financial Markets

In today’s global economy, the health and prosperity
of the American economy depend importantly on the
stability of the global financial system and the economic
health of our major trading partners. The United States
can contribute to orderly exchange arrangements and
a stable system of exchange rates through the Inter-
national Monetary Fund and through financial support
provided by the Exchange Stabilization Fund (ESF).

The ESF may provide “bridge loans” to other coun-
tries in times of short-term liquidity problems and fi-
nancial crises. A loan or credit may not be made for
more than six months in any 12-month period unless
the President gives the Congress a written statement
that unique or emergency circumstances require the
loan or credit be for more than six months.

Using Credit to Promote Sustainable
Development

Credit is an important tool in U.S. bilateral assist-
ance to promote sustainable development. USAID’s De-
velopment Credit Authority (DCA) allows USAID to use
a variety of credit tools to support its development ac-
tivities abroad. DCA provides non-sovereign loan guar-
antees in targeted cases where credit serves more effec-
tively than traditional grant mechanisms to achieve
sustainable development. DCA is intended to mobilize
host country private capital to finance sustainable de-
velopment in line with USAID’s strategic objectives.
Through the use of partial loan guarantees and risk
sharing with the private sector, DCA stimulates pri-
vate-sector lending for financially viable development
projects, thereby leveraging host-country capital and
strengthening sub-national capital markets in the de-
veloping world. While there is clear demand for DCA’s
facilities in some emerging economies, the utilization
rate for these facilities is still very low.

OPIC also supports a mix of development, employ-
ment, and export goals by promoting U.S. direct invest-
ment in developing countries. OPIC pursues these goals
through political risk insurance, direct loans, and guar-
antee products, which provide finance, as well as associ-
ated skills and technology transfers. These programs
are intended to create more efficient financial markets,
eventually encouraging the private sector to supplant
OPIC finance in developing countries. OPIC has also
created a number of investment funds that provide eq-



86

ANALYTICAL PERSPECTIVES

uity to local companies with strong development poten-
tial.

Ongoing Coordination

International credit programs are coordinated
through two groups to ensure consistency in policy de-
sign and credit implementation. The Trade Promotion
Coordinating Committee (TPCC) works within the Ad-
ministration to develop a National Export Strategy to
make the delivery of trade promotion support more ef-
fective and convenient for U.S. exporters.

The Interagency Country Risk Assessment System
(ICRAS) standardizes the way in which most agencies
budget for the cost associated with the risk of inter-
national lending. The cost of lending by the agencies
is governed by proprietary U.S. Government ratings,
which correspond to a set of default estimates over
a given maturity. The methodology establishes assump-
tions about default risks in international lending using
averages of international sovereign bond market data.
The strength of this method is its link to the market
and an annual update that adjusts the default esti-
mates to reflect the most recent risks observed in the
market.

Promoting Economic Growth and Poverty Reduc-
tion through Debt Sustainability

The Enhanced Heavily Indebted Poorest Countries
(HIPC) Initiative reduces the debt of some of the poor-
est countries with unsustainable debt burdens that are
committed to economic reform and poverty reduction.
Under the HIPC process, the debt of most countries
is restructured before being completely forgiven. While
not considered part of HIPC relief, a restructuring is
often a precursor to HIPC relief. The 2009 President’s
Budget uses an improved methodology for estimating
the long term cost to the Federal Government of HIPC
debt restructuring. The revised methodology more accu-
rately reflects a country’s creditworthiness after a re-
structuring given the likelihood of receiving 100 percent
debt reduction in the future.

Self-Sufficient Export-Import Bank

The Budget estimates that the Bank’s export credit
support will total $14 billion, and will be funded en-
tirely by receipts collected from the Bank’s customers.
The Bank estimates it will collect $164 million in 2009
in excess of expected losses on transactions authorized
in 2009 and prior years. These amounts will be used
to: (1) cover the estimated costs for that portion of
new authorizations where fees are insufficient to cover
expected losses; and (2) to cover administrative ex-
penses.

V. INSURANCE PROGRAMS

Deposit Insurance

Federal deposit insurance promotes stability in the
U.S. financial system. Prior to the establishment of
Federal deposit insurance, failures of some depository
institutions often caused depositors to lose confidence
in the banking system and rush to withdraw deposits.
Such sudden withdrawals caused serious disruption to
the economy. In 1933, in the midst of the Depression,
the system of Federal deposit insurance was established
to protect small depositors and prevent bank failures
from causing widespread disruption in financial mar-
kets.

Since its creation, the system has undergone a series
of reforms, most recently in 2006. The Federal Deposit
Insurance Reform Act of 2005 allows the FDIC to better
manage the Deposit Insurance Fund. For example, the
Act authorizes the FDIC to charge premiums for deposit
insurance on a risk-adjusted basis regardless of the
level of the FDIC’s reserves against its insured deposits,
and ensures that all financial institutions pay pre-
miums for Federal insurance on their insured deposits.
The FDIC completed implementation of these reforms
during 2007.

The FDIC insures deposits in banks and savings as-
sociations (thrifts). The National Credit Union Adminis-
tration (NCUA) insures deposits (shares) in most credit
unions (certain credit unions are privately insured).
FDIC and NCUA insure deposits up to $100,000 per

account. Under the Federal Deposit Insurance Reform
Act of 2005, the deposit insurance ceiling for retirement
accounts was increased to $250,000. In addition, begin-
ning in 2010, and every five years thereafter, FDIC
and NCUA will have the authority to increase deposit
insurance coverage limits for retirement and non-retire-
ment accounts based on inflation if the Boards of the
FDIC and NCUA determine such an increase is war-
ranted. As of September 30, 2007, FDIC insured $4.24
trillion of deposits at 8,560 commercial banks and
thrifts, and NCUA insured $556 billion of deposits
(shares) at 8,163 credit unions.

Current Industry Conditions

Significant challenges have confronted the financial
sector throughout the second half of calendar year 2007.
Although to date the challenges have not caused a large
number of failures of insured depository institutions,
the outlook for the industry remains uncertain as of
the beginning of 2008. During the summer of 2007,
a slowdown in the U.S. housing market began to trigger
concerns. Rising defaults on “subprime” loans led to
markdowns on the value of debt securities backed by
these loans. These securities had been packaged by fi-
nancial institutions and sold to investors around the
world. Uncertainty about the value of these complex
financial instruments and lack of transparency about
who held them led to a much lower appetite for risk
and a clear preference for the most liquid and safe
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investments. This reassessment of risk caused wide-
spread volatility in financial markets. 2

Many depository institutions entered this period of
market uncertainty with strong profitability and a sig-
nificant capital cushion. The period from 2004-2006
was one of record growth and profitability for many
banks and thrifts, and this previous strong performance
has to date provided a cushion. As of September 2007,
total risk-based capital ratios in the industry averaged
12.75 percent, versus a minimum required level of 8
percent. Depository institutions are also insulated by
the fact that many had sold their mortgages—and
hence their risk exposure—to the secondary market.
In addition, many of the subprime mortgages losing
value were originated by state-chartered mortgage com-
panies rather than depository institutions. Thus the
risk has been spread beyond the core banking system
subject to Federal deposit insurance.

In the current market environment, institutions with
a significant presence in structuring and trading mort-
gage-backed securities (especially the major investment
banks) have recorded losses on their portfolios of mort-
gage-backed securities, as well as lost the fees earned
in repackaging and reselling these loans. In the 3rd
and 4th quarters of calendar year 2007, major invest-
ment banks recorded nearly $70 billion in writedowns
due to losses on investments linked to subprime mort-
gages and structured credit products. While the Federal
Government has no direct risk exposure from invest-
ment bank losses, many banks and other firms have
also encountered difficulty raising cash through the
short-term corporate debt markets.

Due to the increasing consolidation of the U.S. bank-
ing industry in recent years, the largest institutions
have accounted for a growing share of total assets—
whereas in 1984 depository institutions with over $10
billion in assets accounted for 42 percent of total assets
in the industry, by 2004 the share of those institutions
had risen to 73 percent. This consolidation, combined
with the fact that many of the larger institutions with
significant market and trading presence are those most
affected by the current market conditions, has increased
the potential risks of a major failure that could put
a significant strain on the resources of the Federal de-
posit insurance funds.

Administration and Regulatory Responses

The financial regulators and the Administration have
taken a number of steps to address the underlying
problems in the credit and mortgage markets. The
President’s Working Group on Financial Markets (in-
cluding the Treasury Department, the Federal Reserve
Board, the Securities and Exchange Commission and
the Commodity Futures Trading Commission) has the
responsibility to examine the recent uncertainty in
credit markets and work to ensure that market integ-
rity and efficiency are not compromised. In regard to
mortgage markets, in addition to the Administration

3For a much more detailed discussion of the problems in credit markets during 2007
and their implications, please see Chapter 2 of the 2008 Economic Report of the President.

proposals for modernization of the Federal Housing Ad-
ministration and reform of the oversight of the housing
GSEs (mentioned earlier in this chapter) the Adminis-
tration has partnered with the private sector to assem-
ble a group of lenders, loan servicers, mortgage coun-
selors, and investors (the HOPE NOW Alliance) to iden-
tify troubled borrowers and help them refinance or
modify their mortgages, so more families can stay in
their homes. The HOPE NOW Alliance consists of four
counseling organizations, 21 mortgage servicers and
lenders (comprising 65 percent of the U.S. market for
mortgage servicing and almost 85 percent of the
subprime servicing market), three investor groups (in-
cluding the American Securitization Forum, which rep-
resents over 370 members), and 10 trade associations.
These efforts should reduce foreclosure rates and sup-
port the continued flow of capital to mortgage markets.

To aid this effort, during December 2007 Congress
passed the Mortgage Forgiveness Debt Relief Act of
2007, an Administration proposal that for the next few
years (through 2010) will allow borrowers to obtain re-
lief from taxes on writedowns of loan principal during
a refinancing. The Administration has also proposed
to allow state and local governments to temporarily
broaden their tax-exempt bond programs to include
mortgage refinancings.

The Federal banking regulators (Federal Reserve, Of-
fice of the Comptroller of the Currency (OCC), Office
of Thrift Supervision (OTS), and FDIC) have been close-
ly monitoring banks’ core capital levels as well as their
potential susceptibility to market disruptions. During
2007, the regulators jointly issued final guidance ad-
dressing non-traditional and subprime mortgage prac-
tices, as well as guidance encouraging their institutions
to proactively aid borrowers to refinance subprime
mortgages.

The Federal Reserve and other Federal banking regu-
lators have been developing new regulations to improve
disclosure of mortgage and credit card terms, restrain
certain practices in mortgage lending, and address un-
fair and deceptive lending practices more broadly. Com-
plementing these efforts, this year HUD will also pro-
pose clearer disclosure of mortgage lending and home
purchase closing costs, as mandated by the Real Estate
Settlement Procedures Act. The draft text of the regula-
tions on credit cards and mortgage lending were re-
leased for public comment in 2007, and the regulators
will likely finalize these regulations during 2008.

Recent Performance of the Federal Deposit Insur-
ance Funds

From July 2004 through January 2007, the perform-
ance of the Federal deposit insurance program was
strong. No banks or thrifts failed during this period—
the longest interlude without a failure in the 73-year
history of the FDIC. However, there has been a deterio-
ration of conditions in the industry since summer 2007.
As of September 30, 2007, the FDIC classified 65 insti-
tutions with $18.5 billion in assets as “problem institu-
tions” (institutions with the highest risk ratings), a
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level of problem assets more than four times higher
than the comparable statistics from September 2006.
The largest institution to fail since the early 1990s,
NetBank (a Georgia thrift with $2.5 billion in assets)
was placed in FDIC receivership in September 2007,
and overall three institutions failed during 2007.

At the end of September 2007, the Deposit Insurance
Fund reserve ratio (ratio of insurance reserves to in-
sured deposits) stood at 1.22 percent—$1.2 billion below
the level that would meet the target reserve ratio. Tak-
ing the redemption of credits into consideration, along
with continued growth in insured deposits and a higher
rate of potential failures given current conditions in
the industry, the Budget projects that the FDIC will
collect approximately $4.7 billion in new revenue from
premiums during 2008 and 2009 combined.

The National Credit Union Share Insurance Fund,
the Federal fund for credit unions that is analogous
to the Deposit Insurance Fund for banks and thrifts,
ended September 2007 with assets of $7.4 billion and
an equity ratio of 1.31 percent, topping the NCUA-
set target ratio of 1.30 percent. Over the past five years,
the Share Insurance Fund’s equity ratio has gradually
risen from about 1.27 percent, reflecting few losses due
to failures in the credit union industry. Recent market
volatility, however, may increase observed losses in the
credit union industry. The number of problem institu-
tions reported by the NCUA has steadily risen during
2007, and the Share Insurance Fund has set aside more
than $57 million to cover potential insurance losses
from January through November 2007, versus only $2.5
million in loss expenses for all of calendar year 2006.

Basel II: Transition to a New Bank Capital
Regime

A major regulatory initiative is currently underway
in the banking sector, which is likely to have a signifi-
cant impact on the banking sector as a whole and,
by extension, on the Federal deposit insurance system.
The Federal banking regulators are implementing an
international agreement called the Revised Framework
for the International Convergence of Capital Measure-
ment and Capital Standards (“Basel 1I”).

Since equity capital serves as a cushion against po-
tential losses, banks with riskier asset portfolios should
hold more equity capital. The original Basel Capital
Accord (Basel I) adopted in 1989 is an international
accord among financial regulators establishing a uni-
form capital standard for banks across nations. Under
Basel I, bank assets are grouped into a small number
of broad risk categories. A bank’s regulatory capital
requirement is tied to the amount of its asset holdings
in each risk category.

During 2007, the Federal banking regulators com-
pleted issuance of the rules implementing the Basel
II advanced approach, the first half of the US effort
to implement the Revised Basel Capital Accord. In the
final Basel II advanced rule, U.S. regulators require
the ten or so largest banks (including those that have
major international operations, complex financial struc-

tures and expertise) to use an advanced internal rat-
ings-based approach to calculate their credit risk capital
requirements. The Basel II rulemaking allows for great-
er sensitivity to risk in the portfolios these banks hold.
Rather than grouping assets into broad risk categories,
capital requirements are tied to banks’ internal assess-
ments of the likelihood and severity of default losses
from the assets they hold. The rules are also intended
to allow capital requirements to more accurately ac-
count for the benefits or risk-mitigation activities un-
dertaken by banks. The rulemaking also requires banks
to hold capital to cover operational risk, which is not
covered under the existing (Basel I) requirements.

Implementation of the Basel II standard in Europe
began during 2007. Implementation of the U.S. Basel
IT rulemaking will begin with a “parallel run” on April
1, 2008 and formally go into effect for the first of three
transitional years on January 1, 2009. This delay has
led to concerns about a competitive imbalance between
U.S. and foreign banks. There are also concerns about
competitive imbalance between U.S. banks, and for that
reason, regulators are expected to allow banks other
than the ten largest U.S. banks to be able to choose
between adopting the “Basel II advanced” approach,
the current “Basel I” system, and an alternative “Basel
IT standardized” approach.

The “Basel II standardized” approach is intended to
be more risk-sensitive than Basel I, but easier to imple-
ment than the advanced Basel II approach. The “stand-
ardized” approach is intended to be broadly based upon
a system proposed by the Basel committee that provides
additional risk-sensitivity through use of external credit
ratings, and internal risk measures for some types of
assets (i.e., loan-to-value ratios for mortgages). This al-
ternative approach would allow banks to potentially
lower their capital requirements and provide small- and
mid-sized banks a means to stay competitive with the
larger Basel II banks. The regulators are working to
develop the standardized approach and are expected
to release the draft text for public comment during
2008.

Pension Guarantees

The Pension Benefit Guaranty Corporation (PBGC)
insures pension benefits of workers and retirees in cov-
ered defined-benefit pension plans sponsored by pri-
vate-sector employers. PBGC pays benefits, up to a
guaranteed level, when a company with an underfunded
pension plan meets the legal criteria to transfer its
obligations to the pension insurance program. PBGC’s
claims exposure is the amount by which qualified bene-
fits exceed assets in insured plans. In the near term,
the risk of loss stems from financially distressed firms
with underfunded plans. In the longer term, loss expo-
sure results from the possibility that healthy firms be-
come distressed and well-funded plans become under-
funded due to inadequate contributions, poor invest-
ment results, or increased liabilities.

PBGC monitors companies with underfunded plans
and acts to protect the interests of the pension insur-
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ance program’s stakeholders where possible. Under its
Early Warning Program, PBGC works with companies
to strengthen plan funding or otherwise protect the in-
surance program from avoidable losses. However,
PBGC’s authority to prevent undue risks to the insur-
ance program is limited.

As a result of a flawed pension funding system and
exposure to losses from financially troubled plan spon-
sors, PBGC’s single-employer program incurred sub-
stantial losses from underfunded plan terminations in
2001 through 2006. The table below shows the ten larg-
est plan termination losses in PBGC’s history. Nine
of the ten have come since 2001.

The program’s deficit at 2007 year-end stood at $13.1
billion, compared to a $9.7 billion surplus at 2000 year-
end. This is actually a $5 billion improvement from
2006. PBGC’s operating results are subject to signifi-
cant fluctuation from year to year, depending on the
severity of losses from plan terminations, changes in
the interest factors used to discount future benefit pay-
ments, investment performance, general economic con-
ditions and other factors such as changes in law. While
the improvement may give the impression that PBGC’s
financial condition has improved, in fact its long-term
loss exposure and flawed funding system continue to
threaten its financial sustainability. 4

4In addition, the airline relief provisions in the Pension Protection Act of 2006, which
resulted in large plans previously classified as probable terminations being changed to
the reasonably possible classification in 2006, likely postponed rather than eliminated losses,
as it is likely that the airlines will eventually relapse and present a claim to the PBGC.
If PBGC’s deficit were calculated without regard to PPA airline provisions, PBGC estimates
that its net deficit shown in this report would be approximately $8 billion higher (assuming
2006 underfunding levels for the specific airline plans remained constant).

In February 2005 the Administration proposed com-
prehensive reforms to address structural flaws in the
statutory plan funding requirements and in the design
of the insurance program. The proposal sought to
strengthen funding for workers’ defined-benefit pen-
sions; provide more accurate information about pension
liabilities and plan underfunding; and enable PBGC to
meet its obligations to participants in terminated pen-
sion plans. Many of the President’s reforms were incor-
porated into the Deficit Reduction Act (DRA) of 2005,
enacted in February 2006, and the Pension Protection
Act of 2006 (PPA), enacted in August 2006. This legisla-
tion made significant structural changes to the retire-
ment system, but did not fully address the long-term
challenges facing PBGC. While the PBGC has sufficient
liquidity to meet its obligations for a number of years,
neither the single-employer nor multiemployer program
has the resources to satisfy fully the agency’s long-
term obligations to plan participants.

Further reforms are needed to address the current
$14 Dbillion gap between PBGC’s liabilities and its as-
sets. The Budget proposes to give PBGC’s Board the
authority to raise premiums to produce the revenue
necessary to meet expected future claims and retire
PBGC’s deficit over ten years. The current rate-setting
mechanism is inflexible and does not allow the PBGC
to respond to changing conditions in the defined benefit
plan universe, in the financial markets in which pen-
sion plans invest, or in its own financial condition.

Under this proposal, PBGC’s Board would have the
flexibility to make a broad range of changes to pre-

LARGEST TEN CLAIMS AGAINST THE PBGC’S SINGLE-EMPLOYER
INSURANCE PROGRAM, 1975-2006

. Percent
T . Fiscal Years Claims of Total
op 10 Firms of Plan by fi lai

Terminations (by firm) Claims
(1975-2005)
1. United Airlines .........c........ 2005 $7,484,348,482 22.90%
2. Bethlehem Steel ............... 2003 3,654,380,116 11.20%
3. US Airways .......coeveunnee 2003, 2005 2,690,222,805 8.20%
4. LTV Steel* ..o 2002, 2003, 2004 2,136,698,831 6.50%
5. National Steel ........ccccuene. 2003 1,275,628,286 3.90%
6. Pan American Air ............ 1991, 1992 841,082,434 2.60%
7. Weirton Steel ......ccccocuune. 2004 690,181,783 2.10%
8. Trans World Airlines 2001 668,377,106 2.00%
9. Kaiser Aluminum 2004 600,009,879 1.80%
10. Kemper Insurance 2005 568,417,151 1.70%
TOp 10 Total oo | e 20,609,346,871 63.20%
Al Other Total .....ccccvverviceriiieieies | e 12,017,433,400 36.80%
TOTAL oo | ceveereeseetessesssssssaenens $32,626,780,271 100.00%

Sources: PBGC Fiscal Year Closing File (9/30/07), PBGC Case Administration System,

and PBGC Participant System (PRISM).

Due to rounding, percentages may not add up to 100 percent.
Data in this table have been calculated on a firm basis and include all plans of each

firm.

Values and distributions are subject to change as PBGC completes its reviews and es-

tablishes termination dates.

*Does not include 1986 termination of a Republic Steel plan sponsored by LTV.
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miums in an effort to improve PBGC’s financial condi-
tion and safeguard the future benefits of American
workers. The Administration is committed to restoring
the solvency of the pension insurance system and avoid-
ing a future taxpayer bailout.

Disaster Insurance

Flood Insurance

The Federal Government provides flood insurance
through the National Flood Insurance Program (NFIP),
which is administered by the Federal Emergency Man-
agement Agency of the Department of Homeland Secu-
rity (DHS). Flood insurance is available to homeowners
and businesses in communities that have adopted and
enforced appropriate flood plain management measures.
Coverage is limited to buildings and their contents. By
the end of 2007, the program had over 5.5 million poli-
cies in more than 20,200 communities with over $1
trillion of insurance in force.

Prior to the creation of the program in 1968, many
factors made it cost prohibitive for private insurance
companies alone to make affordable flood insurance
available. In response, the NFIP was established to
make affordable insurance coverage widely available.
The NFIP requires building standards and other miti-
gation efforts to reduce losses, and operates a flood
hazard mapping program to quantify the geographic
risk of flooding. These efforts have made substantial
progress. However, structures built prior to flood map-
ping and NFIP floodplain management requirements,
which make up 26 percent of the total policies in force,
pay less than fully actuarial rates.

DHS is using three strategies to increase the number
of flood insurance policies in force: lender compliance,
program simplification, and expanded marketing. DHS
is educating financial regulators about the mandatory
flood insurance requirement for properties that are lo-
cated in floodplains and have mortgages from federally
regulated lenders. These strategies have resulted in pol-
icy growth of over 3 percent in 2007 with an increase
of more than 180,000 policies.

DHS also has a multi-pronged strategy for reducing
future flood damage. The NFIP offers flood mitigation
assistance grants to assist flood victims to rebuild to
current building codes, including base flood elevations,
thereby reducing future flood damage costs. In addition,
two grant programs targeted toward repetitive and se-
vere repetitive loss properties not only help owners of
high-risk property, but also reduce the disproportionate
drain on the National Flood Insurance Fund these prop-
erties cause through acquisition, relocation, or ele-
vation. DHS is working to ensure that all of the flood
mitigation grant programs are closely integrated, re-
sulting in better coordination and communication with
State and local governments. Further, through the
Community Rating System, DHS adjusts premium
rates to encourage community and State mitigation ac-
tivities beyond those required by the NFIP. These ef-
forts, in addition to the minimum NFIP requirements

for floodplain management, save over $1 billion annu-
ally in avoided flood damages.

The program’s reserve account, which is a cash fund,
has sometimes had expenses greater than its revenue,
forcing the NFIP to borrow funds from the Treasury
in order to meet claims obligations. However, since the
program began in 1968 and until 2005, the program
has continued to repay all borrowed funds with interest.
However, hurricanes Katrina, Rita, and Wilma gen-
erated more flood insurance claims than the cumulative
number of claims from 1968 to 2004. These three
storms resulted in over 234,000 claims with total claims
payments expected to be approximately $20 billion. As
a result, the Administration and the Congress have
increased the borrowing authority to $20.8 billion to
date in order to make certain that all claims could
be paid.

The catastrophic nature of the 2005 hurricane season
has also triggered an examination of the program, and
the Administration is working with the Congress to
improve the program, based on the following principles:
protecting the NFIP’s integrity by covering existing
commitments; phasing out subsidized premiums in
order to charge fair and actuarially sound premiums;
increasing program participation incentives and improv-
ing enforcement of mandatory participation in the pro-
gram; increasing risk awareness by educating property
owners; and reducing future risks by implementing and
enhancing mitigation measures. Although flood insur-
ance reform was not achieved in 2007, the Administra-
tion looks forward to continuing to work with the Con-
gress to enact program reforms that further mitigate
the impact of flood damages and losses.

Crop Insurance

Subsidized Federal crop insurance administered by
USDA’s Risk Management Agency (RMA) assists farm-
ers in managing yield and revenue shortfalls due to
bad weather or other natural disasters. The program
is a cooperative effort between the Federal Government
and the private insurance industry. Private insurance
companies sell and service crop insurance policies.
These companies rely on reinsurance provided by the
Federal Government and also by the commercial rein-
surance market to manage their individual risk port-
folio. The Federal Government reimburses private com-
panies for a portion of the administrative expenses as-
sociated with providing crop insurance and reinsures
the private companies for excess insurance losses on
all policies. The Federal Government also subsidizes
premiums for farmers.

The 2009 Budget reflects the Administration’s Farm
Bill proposals, which include specific proposals for Crop
Insurance. These include allowing farmers to purchase
supplemental insurance that would cover their deduct-
ible in the event of a county-wide loss, reducing the
expected loss ratio to 1.00 from 1.075, allowing the
private insurance companies access to their data mining
information, allow the Standard Reinsurance Agree-
ment to be renegotiated once every 3 years, along with
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a continuation of a series of crop insurance reforms
that have been proposed in the past that will increase
program participation and at the same time control
program costs.

The 2009 Budget also includes language to open up
authorized purposes under the mandatory R&D funds
provided by Agriculture Risk Protection Act of 2000
(ARPA). Expansion of authorized uses will include data
mining activities, the Common Information Manage-
ment System (CIMS), and other IT cost related to re-
ducing fraud waste and abuse and IT modernization.

In addition, the 2009 Budget includes a proposal to
implement a participation fee in the Federal crop insur-
ance program. The participation fee would be charged
to insurance companies participating in the Federal
crop insurance program; based on a rate of about one-
third cent per dollar of premium sold, the fee is ex-
pected to be sufficient to generate about $15 million
annually beginning in 2010. The existing IT system
is nearing the end of its useful life and recent years
have seen increases in “down-time” resulting from sys-
tem failures. New plans of insurance such as revenue
and livestock insurance have greatly increased the size
and complexity of the crop insurance program. These
changes place a greater burden on the aging IT system
resulting in increased IT maintenance costs and limit
RMA’s ability to comply with Congressional mandates
pertaining to data reconciliation with the Farm Service
Agency. The participation fee will help alleviate these
problems.

There are various types of insurance programs. The
most basic type of coverage is catastrophic coverage
(CAT), which compensates the farmer for losses in ex-
cess of 50 percent of the individual’s average yield at
55 percent of the expected market price. The CAT pre-
mium is entirely subsidized, and farmers pay only an
administrative fee. Higher levels of coverage, called
buy-up coverage, are also available. A premium is
charged for buy-up coverage. The premium is deter-
mined by the level of coverage selected and varies from
crop to crop and county to county. For the ten principal
crops, which accounted for about 80 percent of total
liability in 2007, the most recent data show that over
79 percent of eligible acres participated in the crop
insurance program.

RMA offers both yield and revenue-based insurance
products. Revenue insurance programs protect against
loss of revenue stemming from low prices, poor yields,
or a combination of both. These programs extend tradi-
tional multi-peril or yield crop insurance by adding
price variability to production history.

RMA is continuously trying to develop new products
or expand existing products in order to cover more
types of crops. Two new Group Risk Protection risk
management tools for pasture, rangeland and forage
(PRF) protection were approved for the 2007 crop year.
These innovative pilot programs are based on vegeta-
tion greenness and rainfall indices and were developed
to provide livestock producers the ability to purchase
insurance protection for losses of forage produced for

grazing or harvested for hay. The pilots proved to be
more popular than anticipated and both programs are
being expanded to new areas for the 2008 crop year.
Also new for the 2008 crop year is the Biotech Yield
Endorsement (BYE) for non-irrigated corn. The BYE
is being pilot tested in four states and will provide
producers a premium rate reduction if they plant non-
irrigated corn that is intended to be harvested for grain
and has three specific biotech traits. The premium re-
duction is based on data showing that non-irrigated
corn containing these specific traits has a lower risk
of yield loss than non-traited corn. RMA continues to
pursue a number of avenues to increase program par-
ticipation among underserved States and commodities
by working on declining yield issues and looking at
discount programs for good experienced producers who
pose less risk.

For more information and additional crop insurance
program details, please reference RMA’s web site:
(www.rma.usda.gov).

Insurance Against Security-Related Risks

Terrorism Risk Insurance

On November 26, 2002, President Bush signed into
law the Terrorism Risk Insurance Act (TRIA) of 2002
(P.L. 107-297), which was intended to help stabilize
the insurance industry during a time of significant
transition that followed the terrorist attacks of Sep-
tember 11, 2001. The Act established a temporary,
three-year Federal program that provided a system of
shared public and private compensation for insured
commercial property and casualty losses arising from
acts of foreign terrorism (as defined by the Act). In
2005, Congress passed a two-year extension
(P.L.109-144), that narrowed the Government’s role by
increasing private sector retentions, reducing lines of
insurance covered by the program, and adding an event
trigger amount for Federal payments. In December
2007, Congress passed a seven-year extension
(P.L.110-318). The 2007 extension of TRIA added a
requirement for commercial property and casualty in-
surance companies to offer insurance for losses from
domestic as well as foreign acts of terrorism. The 2007
extension maintains for all seven extension years an
insurer deductible of 20 percent of the prior year’s di-
rect earned premiums, an insurer co-payment of 15 per-
cent of insured losses above the deductible, and a $100
million event trigger amount for Federal payments. The
2007 extension changes mandatory recoupment provi-
sions, requiring Treasury to collect 133 percent of the
Federal payments made under the program, and accel-
erates time horizons for recoupment of any payments
made before September 30, 2017.

The President’s Working Group on Financial Markets
(PWG) reported in September 2006 that the Terrorism
Risk Insurance Program had achieved its goals of sup-
porting the insurance industry post September 11,
2001. In terms of insurance availability, the PWG and
successive industry analyses found record take-up rates



92

ANALYTICAL PERSPECTIVES

in 2006 of nearly 60 percent, compared with 27 percent
in 2002. In addition, the PWG found significant im-
provements in affordability demonstrated by median
terrorism insurance premiums falling from $37,700 in
2005 to $16,750 in 2006. These trends are also present
in high risk commercial areas like New York City. Fur-
thermore, the estimated $450 billion in industry-wide
surplus currently held by property and casualty insur-
ers exceeds pre-September 2001 levels.

The Administration believes that TRIA should not
be a permanent program, that private sector retentions
under it should be increased, and that over time, the
private market is the best provider of reinsurance. Over
the coming year the Administration will examine pos-
sible changes to current law that could further develop
the private terrorism reinsurance market.

The Budget, for the first time, includes the estimated
Federal cost of providing terrorism risk insurance, re-
flecting the 2007 TRIA extension. The growth in the
private insurance market for this coverage provides
data in the form of insurance premiums that show how
private insurers estimate the likelihood of attack and
price their projected losses. Using this market driven
data, the Government can project annual outlays and
recoupment under TRIA. These estimates represent the
weighted average of TRIA payments over a full range
of scenarios, most of which include no terrorist attacks
(and therefore no TRIA payments), and some of which
include terrorist attacks of varying magnitudes. The
Budget projections, however, are in no way an official
forecast of future attacks.

On this basis, the Budget projects the 2007 TRIA
extension will have a net deficit impact (spending less
receipts from premium surcharges) of $1.78 billion over
the 2009-2013 period and $3.85 billion over the
2009-2018 period.

Airline War Risk Insurance

After the September 11, 2001 attacks, private insur-
ers cancelled third-party liability war risk coverage for
airlines and dramatically increased the cost of other
war risk insurance. In addition to a number of short
term responses, the Congress also passed the Homeland
Security Act of 2002 (P.L. 107-296). Among other provi-
sions, this Act required the Secretary to provide addi-
tional war risk insurance coverage for hull losses and
passenger liability to air carriers insured for third-party
war risk liability as of June 19, 2002. The Department
of Transportation Appropriations Act for 2008 (P.L.
110-161) further extended the requirement to provide
insurance coverage through August 31, 2008. Acting
on behalf of the Secretary, the FAA has made available
insurance coverage for (i) hull losses at agreed value;
(i1) death, injury, or property loss liability to passengers
or crew, the limit being the same as that of the air

carrier’s commercial coverage before September 11,
2001; and (iii) third party liability, the limit generally
being twice that of such coverage. The Secretary is
also authorized to limit an air carrier’s third party li-
ability to $100 million, when the Secretary certifies that
the loss is from an act of terrorism.

This program provides airlines with financial protec-
tion from war risk occurrences, and thus allows airlines
to meet the basic requirement for adequate hull loss
and liability coverage found in most aircraft mortgage
covenants, leases and in government regulation. With-
out such coverage, many airlines might be grounded.
Currently, aviation war risk insurance coverage is gen-
erally available from private insurers, but premiums
are significantly higher in the private market. Also,
private insurance coverage for occurrences involving
weapons of mass destruction is more limited.

Currently 75 air carriers are insured by Department
of Transportation. Coverage for individual -carriers
ranges from $80 million to $4 billion per carrier, with
the median insurance coverage at approximately $1.8
billion per occurrence. Premiums collected by the Gov-
ernment for these policies are deposited into the Avia-
tion Insurance Revolving Fund. In 2007, the Fund
earned approximately $170 million in premiums for in-
surance provided by DOT, and it is anticipated that
an additional $157 million in premiums will be earned
in 2008. At the end of 2007, the balance in the Aviation
Insurance Revolving Fund available for payment of fu-
ture claims was $951 million. Although no claims have
been paid by the Fund since 2001, the balance in the
Fund would be inadequate to meet either the coverage
limits of the largest policies in force ($4 billion) or to
meet a series of large claims in succession. The Federal
Government would pay any claims by the airlines that
exceed the balance in the Aviation Insurance Revolving
Fund.

Aviation insurance program authority expires on
March 30, 2008. The Administration does not support
a straight extension of this program and instead favors
a return to private sector mechanisms for managing
risk. As part of the Federal Aviation Administration
(FAA) reauthorization, the Administration has proposed
reforms that would gradually transition airlines from
government provided insurance to privately provided
insurance. Current law caps the premium rates that
FAA may charge. Continuation of insurance coverage,
if any, should allow FAA to set deductible levels as
the first step in moving airlines to the private insur-
ance market and reducing the indirect subsidy that
the government currently provides. The Administration
is committed to working with the Congress to reform
this program, and to ensure that air carriers more equi-
tably share in the risks associated with this program.
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Chart 7-4. Face Value of Federal
Credit Outstanding
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Table 7-1. ESTIMATED FUTURE COST OF OUTSTANDING FEDERAL CREDIT PROGRAMS
(In billions of dollars)
Estimated Estimated
Program Outstanding Future Costs Outstanding Future Costs
2006 of 2006 2007 of 2007
Outstanding ! Outstanding !
Direct Loans: 2

Federal Student LOANS .........ccueeeeremieriiseesneniesisessesseesssinns 116 16 124 15
Farm Service Agency (excl. CCC), Rural Development, Rural

HOUSING oottt 43 10 44 10
Rural Utilities Service and Rural Telephone Bank ...........cccocceu.... 38 2 40 1
Housing and Urban Development ...........cccucmminimeincinireiennnns 11 3 10 3
P.L. 480 oot 8 4 8 4
Disaster ASSISIANCE .......cccueimrieiiiinsierneesissse s 7 2 10 2
EXpOrt-Import Bank ..........ccveerereeeceneeeeseeseseeseenenns 7 2 6 2
Agency for International Development .........cccoucvvreinireinericines 7 3 6 2
Commodity Credit COrpOration ........cuceeeeeereeeesreereesneeneeeneneenes 2 1 |
VA MOMGAGE ..ererieereiriireireiseisesses st ssssies T 1 -1
Other Direct Loan Programs ..........ccveeneenemneeneeneesneeseeenensens 12 4 11 5

Total Direct LOANS ........cccvviiirisiiiisicsesssssse s 251 47 260 44

Guaranteed Loans: 2

Federal Student LOANS .........cceeeeererierrieeieniesnisesiessieesesinns 325 52 363 51
FHA-Mutual Mortgage Insurance Fund ... 317 3 322 7
VA MOMGAGE ...erereeieiiiieineiseisesssie e ssies 211 3 232 4
FHA-General and Special Risk Insurance Fund .........c.ccccconvvenee. 98 1 108 | o
SMAll BUSINESS 3 ...t sessssesssenns 67 2 72 2
EXport-Import Bank ..........cccoceininrneeeieen s 36 2 39 1
Farm Service Agency (excl. CCC), Rural Development, Rural

HOUSING ..ot essens 1| s 32 | e
International ASSISIANCE ... 22 2 22 2
Commodity Credit COrporation ...........ccceveeeererernrerneemseerneeeenns 3| s <IN
Maritime AdMINISIrAtIoN ... KT BN 31 e
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ESTIMATED FUTURE COST OF OUTSTANDING FEDERAL CREDIT PROGRAMS—Cont-
inued
(In billions of dollars)

Table 7-1.

Estimated Estimated
Proaram Outstanding Future Costs Outstanding Future Costs

9 2006 of 2006 2007 of 2007
Outstanding ! Outstanding !
Government National Mortgage Association (GNMA)3 ........cccccce. | wovrenriineenninen L *
Other Guaranteed Loan Programs ...........coeveeeneeneeneenneeneeneines 7 1 6 2
Total Guaranteed LOANS ........cccoveuverevererereieee e 1,120 66 1,202 69
Total Federal Credit ............ccccccovverrcrerinrceee s 1,371 113 1,461 113

*Less than $500 million.

Direct loan future costs are the financing account allowance for subsidy cost and the liquidating account allowance for estimated
uncollectible principal and interest. Loan guarantee future costs are estimated liabilities for loan guarantees.
2Excludes loans and guarantees by deposit insurance agencies and programs not included under credit reform, such as CCC com-
modity price supports. Defaulted guaranteed loans which become loans receivable are accounted for as direct loans.
3Certain SBA data are excluded from the totals because they are secondary guarantees on SBA’'s own guaranteed loans. GNMA
data are excluded from the totals because they are secondary guarantees on loans guaranteed by FHA, VA and RHS.
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Table 7-2. REESTIMATES OF CREDIT SUBSIDIES ON LOANS DISBURSED BETWEEN 1992-2007 1

(Budget authority and outlays, in millions of dollars)

Program 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
DIRECT LOANS:
Agriculture:
Agriculture Credit Insurance Fund .........ccccooevveerecennns 921 10 -701 -147 -2 -14 -251
Farm Storage Facility Loans ...... -1 -7 -8 7 L 51
Apple Loans .......c.ooereeniinininns -2 | I T * * * *
Emergency Boll Weevil Loan ..... | e | | e [ e | e | v 1 * * K *
Distance Learning and Telemedicing .........coccveveeneenee 1 -1 -1 1 7 1 3
Rural Electrification and Telecommunications Loans .. 42 101 265 143 -197 -108 -36
Rural Telephone Bank ... | 10 [ v | 9 [ e | =1 ] -3 -7 -6 =17 -48 22
Rural Housing Insurance Fund ...... -29 -435 -64 -200 109 | e 4
Rural Economic Development Loans . -1 =1 | -2 * -3 3
Rural Development Loan Program ..........cocovveereeneen -1 =3 | e -3 -2 -7 *
Rural Community Advancement Program? ................. 3 -1 -84 -34 -73 =77 -8
P.L. 480 oo 65 -348 33 -43 —-239 26 44
P.L. 480 Title | Food for Progress CreditS .........coee | wevervveine | eveevmeneee | cvvvvvenne | vevvereees | v | e -112 B4 | i | e | e | v
Commerce:
Fisheries FINANCE ..o | evverinnine | verernnes | evvennenins | vevereeenes -19 -1 =3 | e 1 -15 -12 11
Defense:
Military Housing Improvement Fund .........ccoovvvinee | vevveneonee | evenenene | evvevenees | v | v | v | e | v * -4 -1 -8
Education:
Federal Direct Student Loan Program: 3
Volume Reestimate ...........ccccovuveinninnininniniicins | v | v 22 | =6 | A3 | i | e | e | e | v
Other Technical Reestimate ........c.ccoccvevrerneerecenens -83 172 -383 | -2,158 560 | ovrereen 3,678 | 1,999 855 | 2,827 | 2,674 408
College Housing and Academic Facilities Loans ........ | wocceene | vevrecvens | v | v =1 e | e | v | e [ * *
Historically Black Colleges and UniVersities ... | v | v | v | e | v | i | e | v | v | v 11 -16
Homeland Security:
Disaster ASSISIANCE .......ccccveererereenerernerneineneneneines | sveenenene | eevenieniens | evvenenens 47 36 -7 -6 * 4 * * *
Interior:
Bureau of Reclamation LOans ..........ccccvremeveecniinnes | woveveionee | vevreneee | v 3 -9 14| e 17 1 1 5
Bureau of Indian Affairs Direct Loans . 1 5 -1 -1 2 * * * 1 -1
Assistance to AMercan SAMOA .........cccovevvervvrineiniens | vrvvernens | cvvrneine | evvenienes | e | v | e | e * L 2 -1
Transportation:
High Priority Corridor LOANS .........cceeveuneereemeeneenennees | woveereins =3 | e | e | e | e | | i | i | e | e | v
Alameda Corfidor LOAN ........ccuveuerneeernmenercrnenenine | vvveenens | ceversnnes | severinnens B8 | e | i | e 12| e | e | e | v
Transportation Infrastructure Finance and Innovation | ..o | wovvvveonee | vevvevees | v 18 | e | e | v 3 -1 7 11
Railroad Rehabilitation and Improvement Program ... | ..o | ovviveies | v | s | v | e | e -5 -14 -1 -1 15
Treasury:
Community Development Financial Institutions Fund | ..o | vevviinees | v T i | v * -1 * -1 1 *
Veterans Affairs:
Veterans Housing Benefit Program Fund .................... -72 465 -1 -52 -107 -697 17 -178 987 -44 -76 -402
Native American Veteran Housing | e | v | e | e | e | v -3 * * * 1 1
Vocational Rehabilitation LOANS .........ccevevnirverncrerons | vrvverinens | evvevnenee | vvvvvrenes | v | evvrienne | v * * * -1 1 -1
Environmental Protection Agency:
Abatement, Control and ComplianCe ......cccouvevvennecne | vvvreenes | eveivveinee | vernenees | v 3 -1 * -3 * * * *
International Assistance Programs:
Foreign Military Financing ..o 13 4 1 152 -166 119 -397 -64 -41 -7 -6 -30
U.S. Agency for International Development:
Micro and Small Enterprise Development ... | covovrvee | cevvevenes | evvvneiine | cvvereine | v L L e | e | e | e
Overseas Private Investment Corporation:
OPIC DIreCt LOANS ......oevmrereerniereinircrineierneesesnnees | vvvineiiens | cvvvrneeine | evveninnes | vveveninee | evvrennee | eveveneinens -4 -21 3 -7 72 31
Debt REAUCHION ......oveuieiviirciiieininiieiseiisiisiinns | evvniinine | v | s 36 4| * -47 -104 54 =3 |
Small Business Administration:
BUSINESS LOANS .....ouvrreiecinrierienisiincnsiresnsnesiseninns | sovereninne | svvvernenee | e | e 1 -2 1 25 | e -16 -4 4
DiSASter LOANS .......ouuverreeerirerseesensseerieesssssseesessenens | eveeeeenns -193 246 -398 282 -14 266 589 196 61 258 -109
Other Independent Agencies:
Export-Import Bank Direct LOANS .........ccocvvvnevnireinn | cevervenine | vvrevines | e =177 157 117 -640 -305 111 -257 227 -120
Federal Communications COMMISSION ........ccovvereerneee | evvererenne 4,592 980 | -1,501 -804 92 346 380 732 -24 L I R
LOAN GUARANTEES:
Agriculture:
Agriculture Credit Insurance Fund .........ccccccovevvniinnne -51 96 | o =31 205 40 -36 -33 -22 -162 20 -36
Agriculture Resource Conservation Demonstration ... | ..o | covvvveinee | vevvevees | v 2| 1 -1 * e | e
Commodity Credit Corporation Export Guarantees ..... 343 | e | s | e 1,410 | e -13 -230 -205 -366 -232 -225
Rural Development Insurance Fund .........c.cocoveveeneenee 31 D D D D D | D i b
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Table 7-2. REESTIMATES OF CREDIT SUBSIDIES ON LOANS DISBURSED BETWEEN 1992-2007 '—Continued
(Budget authority and outlays, in millions of dollars)
Program 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Rural Housing Insurance Fund .........ccoocoveneninieneen =10 | s 109 | o 152 -56 32 50 66 44 | ... -19
Rural Community Advancement Program? ................ =10 | e A 63 17 91 15 29 -64 -16 -10
Renewable ENEIGY ......cccocvereencrneenreneneineinensnsnnnninns | vvveneine | cvervennees | vvveirenies | evvnnninnns | e | e | e | v | e | e * *
Commerce:
Fisheries FINANCE ........ccouucrrcrneiineriniirnsicrseesneiens | oo -2 -3 -1 3 * 1 * 1 ¥
Emergency Steel Guaranteed LOANS .........ccovevevmeenee | wevevvneins | vvevnennns | cvvvnneiins | vevveeinnes | e | e 50 * 3 -75 -13 1
Emergency Oil and Gas Guaranteed Loans ... | wecovonee | wovvvivnees | cevevvine | vevvvreennne * * * * * -1 * *
Defense:
Military Housing Improvement Fund .........c.ccocneuneenee -1 -3 -5 -1
Defense Export Loan Guarantee ....... 3 [T R I
Arms Initiative Guaranteed Loan Program ... | vevcvevnees | v | vevrinens [ v | e | v | e | e | v 20
Education:
Federal Family Education Loan Program: 3
Volume Reestimate ... 99 | s -13 -60 22 277 | e | v | v | v | e
Other Technical ReeStMate ........ccvveereermreermreneennenne | wovmeeiveees | cevrveienns -140 667 | -3,484 | ............ -2,483 | 3278 | 1,348 | 6,837 | -3,399 -189
Health and Human Services:
Heath Center Loan GUarantees .........ccoveommeneeecncins | vevverinenns | vevvevvinee | v TN I * i 1 * * -1
Health Education Assistance LOans .........ccovveines | wovvvneinee | vevvvrnens | vvvneren | vevveverne | v | v -5 =37 -33 -18 -20 *
Housing and Urban Development:
Indian Housing Loan Guarantee ........ccueeeeeneenienens -1 * -3 -1 * -5
Title VI Indian Guarantees ......... -1 1 4 * -4 -3
Community Development Loan GUArantees .......cccoeee | wovvvevnee | wevvevneene | vvvriinees | cveivniene | cevvvenens | v | e 19 -10 -2 4 1
FHA-Mutual Mortgage Insurance ............... . 1,100 | 5947 | 1979 | 2842 636 | 3,923
FHA-General and Special Risk ..........ccccoeeerrenieneiniinens 77 352 507 238 | -1,254 -362
Interior:
Bureau of Indian Affairs Guaranteed Loans ................ 31| e | e | e -14 -1 -2 -2 ¥ 15 5 -30
Transportation:
Maritime Guaranteed Loans (Title XI) .....ccccooeovvvvecvnes | wovrveinee | vevveineens -7 30 -15 187 27 -16 4 -76 -1 -51
Minority Business Resource Center .........unes | covvvverves | vvvvneinee | covveinres | v | v T * L [ * ¥
Treasury:
Air Transportation Stabilization Program .......cccecceeee | ovvvecneee | cvvvvvecnne | vevvneveees | v | v | v 113 -199 292 -109 95 |
Veterans Affairs:
Veterans Housing Benefit Fund Program .................... -706 38 492 229 =770 -163 -184 | -1,515 -462 -842 -525 183
International Assistance Programs:
U.S. Agency for International Development:
Development Credit Authority ..o -1 1 -3 -2 2 11
Micro and Small Enterprise Development ... | covnecree | cevvvevenes | evnvnniine | ceverineins | v | e 2 2| s -3 *
Urban and Environmental Credit .........c.ccooenervinnes -4 48 -2 -5 -1 22
Assistance to the New Independent States of the
Former Soviet UNion .........ccovevenenenneneveninens | o | vvvvevnees | vevnenene | vvvvvineine | v | =34 | s | e | e | v | e | e
Loan Guarantees to Israel -76 -1 188 34 -16
Loan Guarantees t0 EQYPt .......ccooervenernencriniines | cevvvvniine | v | v | vevennens | v | e | v | e | e 7 14 -12
Overseas Private Investment Corporation:
OPIC Guaranteed LOans .........oueeernenerneneiinnns | wvvvinenens | covvvnenne | vvvverienes | v | cevrreieenne 5 77 60 -212 -21 -149 -268
Small Business Administration:
BUSINESS LOANS ...oovvrvercririniceicnieriecieeieissecnens -16 -279 -545 -235 -528 -226 304 | 1,750 | 1,034 -390 —268 -140
Other Independent Agencies:
Export-Import Bank GUArantees .........cocveeevvcvevnineinns | wovevvvens | eeverveniens | evveneennnns -191 | -1,520 -417 | 2,042 | -1,133 -655 | -1,164 -579 -174
TOtal ..o e -832 | 5642 | 4518 | -3357 | 6,427 | 1,854 -142 | 3,468 | 6,008 | 9,003 | -3,441 2,161

*Less than $500,000.

1Excludes interest on reestimates. Additional information on credit reform subsidy rates is contained in the Federal Credit Supplement.
2Includes Rural Water and Waste Disposal, Rural Community Facilities, and Rural Business and Industry programs.
3Volume reestimates in mandatory programs represent a change in volume of loans disbursed in the prior years.
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Table 7-3. DIRECT LOAN SUBSIDY RATES, BUDGET AUTHORITY, AND LOAN LEVELS, 2007-2009

(In millions of dollars)

2007 Actual

2008 Enacted

2009 Proposed

Agency and Program Subsidy | SU0SI9Y | Loan | Subsidy | S0 | Loan | Subsidy | $UOS9Y | oan
rate ! ge levels rate ! ge levels rate ! ge levels
authority authority authority

Agriculture:

Agricultural Credit Insurance Fund Program ACCOUNt ........c.vveeceerermeeeneennerieesiseeienns 9.32 92 985 9.28 88 948 9.37 88 944

Farm Storage Facility Loans Program Account .... 0.38 1 174 1.01 2 153 6.11 9 153

Rural Community Advancement Program 2 . 9.09 132 1,451 | e | e | e | v | e | e

Rural Electrification and Telecommunications Loans Program Account ... -0.67 -29| 4267 -0.57 -41 7,284 -2.05 -98| 4,790

Distance Learning, Telemedicine, and Broadband Program ...........ccccvveneneninnnnens 1.98 5 283 2.15 12 523 3.90 12 298

Rural Water and Waste Disposal Program ACCOUNL ........coceeeeereerernerneeneenmensensnmnnnns | eeneenensens | veeveenennens | ceeereeneenees 6.81 70 1,025 3.77 481 1,269

Rural Community Facilities Program ACCOUNE .........cccuevreeeincrieemineeinenisesinesissnneenne | eevneeennnnns | senerinesnens | oneeenssens 5.55 22 404 5.72 17 302

Rural Housing Assistance Grants 1 2 [ e [ e | e | v | e | e

Farm Labor Program ACCOUNL .........ccuieiuriiniinisieieiseiee ettt sseees 16 33| 4326 13 31| e | e | v

Multifamily Housing Revitalization Program ACCOUNt ..........ccveumeereemeemeenereminersneeinens | eevneeeeinens | coreennenenes | coveereeeneens 46.39 6 T4 e | e | e

Rural Housing Insurance Fund Program Account .... . 181 1,354 11.85 156 1,313 1293 6 38

Rural Development Loan Fund Program ACCOUNt ........cccocverrereerernererneeneenennereeneeneenees X 15 34| 42.89 14 34| 4185 14 34

Rural Economic Development Loans Program ACCOUNt .........cccreeveunceneeneeneeneeneenienenees 21.84 6 26 2259 7 33| e | e | e
Commerce:

Fisheries Finance Program ACCOUNE ..........ccoeeemermmneencenereeeesesessesseeseesessseessses s -8.02 —4 481 -3.72 -4 90| -12.78 -1 8
Defense—Military:

Defense Family Housing Improvement FUNd ... 14.57 59 406 23.86 109 457 43.50 47 107
Education:

College Housing and Academic Facilities Loans Program Account ............cocveiereennen. 65.22 304 ABT7 | oo | e | e 16.31 10 61

TEACH Grant Program ACCOUNL ........c.cueeeriermereunerinemsesinessseeesssessssssessssssesssssessssssessnes | soesssessnsens | eosssnssenss | sevenesenssns 13.03 7 57| 13.05 14 105

Loans for Short-Term Training Program Account ........ . ceee [ eereereenenn | e | e | e | e —0.27] wririni 46

Federal Direct Student Loan Program Program ACCOUNt ..........cveerevemeencrmneureemneereeenenns 1.37 258| 18,850 0.76 169 19,891 1.13 250 21,048
Homeland Security:

Disaster Assistance Direct Loan Program ACCOUNE ... [ ervssivissins | s | v 173 e 25 1.04] i 25
Housing and Urban Development:

FHA-Mutual Mortgage Insurance Program ACCOUNT ..........coceeereereereenieneeneeneinsinsinisnens | seeeseesensens | eeeseeneenees K] [P BO| ceoeererreeene | e 50
State:

Repatriation Loans Program ACCOUNE ..........ceerererrenemerierenereseeseesesseesesesneeees 60.14 1 1 60.22 1 1 59.77 1 1
Transportation:

Federal-aid HIGhWaYS ..ot sssessssssens 3.92 30 766 10.00 2321 2,320 10.00 100 998

Railroad Rehabilitation and Improvement Program ........c..coceevncnernenenneneninisnienes | soeeveerensens | oeereenennens L0 [PSORON R (G010 RTINS ISR 600
Treasury:

Community Development Financial Institutions Fund Program Account ...........ccceeeuue. 3747 | v 1 37.52 3 8| 37.88 1 2
Veterans Affairs:

Housing Program ACCOUNt ...ttt sesenees 5.08 6 122 0.55 2 337 016 ... 328

Native American Veteran Housing Loan Program ACCOUNt .........cccoverererneenieneeneeneencnns -13.46 -1 8| -14.48 -2 12| -10.07 -1 13

General Operating EXPENSES .......cc.ceureririreeemerinissesssessessisessssssssessessssesssesssssssessnns 2.00( oo 3 216 | oo 3 1.93] e 3
International Assistance Programs:

Debt RESIUCIUNNG ..vuericreiriireiieieeesnie et ensenienes | seesesennens <1 [ [PPSO 107 [ o | v 34| e

Overseas Private Investment Corporation Program ACCOUNt ..........c.ccoevevnriiniinciennns 4.42 13 291 3.22 1 342 2.34 11 450
Small Business Administration:

Disaster Loans Program Account 17.73 267 1,506 16.27 156 959 14.92 158 1,061

Business Loans Program Account 10.21 2 191 10.12 2 20 o | e 25
Export-Import Bank of the United States:

Export-Import Bank Loans Program ACCOUNT ........c.ccueeeereineuneeneereeneineineeseississinsssssnnnes | soeseesseesens | veeseeneenees | eeeseensenees 33.01 17 50| 33.01 17 50

TOMAl ..o N/A| 1,386 31,203 N/A| 1,159 36,984 N/A 737 32,809

1 Additional information on credit subsidy rates is contained in the Federal Credit Supplement.
22007 data include Rural Water and Waste Disposal and Rural Community Facilities loan programs.

N/A = Not applicable.
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Table 7-4. LOAN GUARANTEE SUBSIDY RATES, BUDGET AUTHORITY, AND LOAN LEVELS, 2007-2009

(In millions of dollars)

2007 Actual

2008 Enacted

2009 Proposed

Agency and Program Subsidy | SU0SI9Y | Loan | Subsidy | S0 | Loan | Subsidy | $UOS9Y | oan
rate ! ge levels rate ! ge levels rate ! ge levels
authority authority authority

Agriculture:

Agricultural Credit Insurance Fund Program ACCOUNt ........c.vveeceerermeeeneennerieesiseeienns 2.58 56| 2,155 2.58 67| 2,607 2.61 65( 2497

Commodity Credit Corporation Export Loans Program Account . 2.92 39| 1,334 2.33 53| 2274 0.96 26| 2,675

Rural Community Advancement Program?2 .............cccccovvreieeen. . 4.09 451 1,090 [ e | e | v | e | e | e

Rural Water and Waste Disposal Program ACCOUNL ........coceeeeereenernerneensenmensenssnennnns | eenseenenens | veeveenennens | ceeeneeneenees -0.82 -1 75| -0.82 -1 75

Rural Community Facilities Program ACCOUNt .........cceiurririieieneeniineiesineissineiseisennis | eereeesesinees | eovsesnessenes | sveeeeeneens 3.68 8 210 3.08 6 210

Rural Housing Insurance Fund Program Account 1.37 51 3,754 1.37 84| 6,141 0.30 16| 5,149

Rural Busingss Program ACCOUNL ..........cc.vuieminiiriiniiiesineiiesissisesssssissssessssisesssssessenss | svsesseesseens | eovesinnssnnes | soneeesennees 4.33 63 1,463 4.35 30 700

Renewable Energy Program Account ... 6.49 4 57 9.69 18 184 oo | e [ v
Education:

Loans for Short-Term Training Program ACCOUNT .........ccc.ouiumiiniirimnninsiinsiniisiiiens | cevenisienin | v [ e [ oo | s | s 1.02 3 316

Federal Family Education Loan Program ACCOUNt ........ccoceviereererncrnernneneeneeseeneineeneeees 6.29| 6,850| 108,873 1.07 1,077 | 100,559 2.21 2,407 109,117
Energy:

Title 17 Innovative Technology Loan Guarantee Program ... | covvinneninns | vevveseiienns | sevvvnennnees | cevveeninnenns 90 LCIV[0 ) I [P 2,220
Health and Human Services:

Health Resources and SErVICES ... 3.42 1 28 KR I - L1 OO [N IO
Housing and Urban Development:

Indian Housing Loan Guarantee Fund Program ACCOUNt ..........covereemeecrmneeeenneerneeenns 2.35 5 235 2.42 9 367 2.52 11 420

Native Hawaiian Housing Loan Guarantee Fund Program Account . 2.35 1 43 2.42 1 4 2.52 1 41

Native American Housing BIOCK Grant .........c.coocreemiemeeneineneiineeeieeisesssisessseeseeseens 11.99 1 12 12.12 2 171  12.34 2 17

Community Development Loan Guarantees Program ACCOUNt .........ccccoevvvrcrniereiennns 217 4 201 2.25 5 200 .o | e [ e

FHA-Mutual Mortgage Insurance Program Account . -0.37 -209| 56,519| -0.51 -368| 72,172| -0.49 -749] 151,280

FHA-General and Special Risk Program ACCOUNt ........c.ccccuimirniiiriinninciissisisissiiens -2.46 -813| 32,927 -1.76 -693| 39,346 -2.20 -143| 6,530
Interior:

Indian Guaranteed Loan Program ACCOUNE ..........ccoceierermniinmeeneermesneeseseessnsisessseeessseens 6.45 6 87 6.53 6 86 7.73 7 85
Transportation:

Minority Business Resource Center Program .........coveveeenenernensenennecnsinvneineineene | 182 o | 3 203 i 18 1.86] o 18

Federal-aid Highways ..........cccccoocviriennnee 20 200 10.00 20 200

Railroad Rehabilitation and Improvement Program ...........ovnenenenenenseeeeneniens | oveveenennens | cveneennenees | veevervenvens | vevernennens | cevneenenns 100 coovvreree | corerrereen 100

Maritime Guaranteed Loan (Title XI) Program Account 5 115 e | e | v
Veterans Affairs:

Housing Program ACCOUNT ... -0.36 -87| 24,186 -0.34 -120| 35,197 -0.66 -236| 35,817
International Assistance Programs:

Loan Guarantees to Israel Program ACCOUNE ...........cooeuieriimmmnncennemnissessssisninnsesnns | sesssesnenss | sovsnssnenses | ovssssseens | convenesssnees | sresssesnnins 700 e | v 700

Development Credit Authority Program ACCOUNt .........cccuuiereeeneemeeneeneineissineeseeseesseens 1.99 7 350 6.00 21 348 3.05 15 475

Overseas Private Investment Corporation Program ACCOUNt .........ccovreevveniiinninniiennnns -0.59 -8 1333 -1.75 -23| 1,338| -0.84 -1 1,400
Small Business Administration:

Business Loans Program ACCOUNT .........ceeeeeeimerisieeseneeseiseissesesseisssssssesssssssessesssses | sessessesssens | sevssenseneens 20,506 [ ..cvovererns | e 28,000( -0.01 -5| 28,000
Export-Import Bank of the United States:

Export-Import Bank Loans Program ACCOUNE ........cccveercenereeniereenerneeneiseiseeseissescesesnes -0.15 -18| 12,569 -1.74 -238| 13,710| -1.79 -248| 13,807

TOMAL ... N/A| 5,935| 266,262 N/A 86| 306,076 N/A| 1,216| 361,849
ADDENDUM: SECONDARY GUARANTEED LOAN COMMITMENTS

GNMA:

Guarantees of Mortgage-backed Securities Loan Guarantee Program Account .......... -0.21 -193| 85,071 -0.21 -163| 77,400 -0.21 -163| 77,400
SBA:

Secondary Market Guarantee Program ........cocouecnmeierniierneiesnneisssesisssesnesesns | covneennsenses | soreesnsenenes KHC£: ] [ 12,000 [ .ovovevveees | e 12,000

Total, secondary guaranteed loan commitments ............c.ccoooemirniniiininiininnns N/A -193| 88,749 N/A -163| 89,400 N/A -163| 89,400

1 Additional information on credit subsidy rates is contained in the Federal Credit Supplement.
22007 data include Rural Water and Waste Disposal, Rural Community Facilities, and Rural Business and Industry loan guarantee programs.

N/A = Not applicable.
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Table 7-5. SUMMARY OF FEDERAL DIRECT LOANS AND LOAN GUARANTEES

(In billions of dollars)

Actual Estimate
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Direct Loans:

Obligations ....... 37.1 39.1 43.7 45.4 42.0 56.3 57.8 425 447 39.9

Disbursements ............. 355 37.1 39.6 39.7 38.7 50.6 46.6 417 421 40.5

New subsidy budget authority .... -04 0.3 * 0.7 0.4 21 4.7 1.7 5.3 0.7

Reestimated subsidy budget authority ! -4.4 -1.8 0.5 2.9 2.6 3.8 3.1 34 0.6 | oo

Total subsidy budget authority ..........cocvevevrierienee. -4.8 -15 0.5 35 3.0 6.0 7.8 5.1 47 0.7
Loan Guarantees:

Commitments 2 192.6 256.4 303.7 345.9 300.6 248.5 280.7 266.5 306.1 361.9

Lender disbursements?2 ... 180.8 212.9 271.4 331.3 279.9 221.6 256.0 251.2 270.3 340.6

New subsidy budget authority ... 3.6 2.3 2.9 3.8 7.3 10.1 17.2 5.7 2.6 1.1

Reestimated subsidy budget authority ' ................ 0.3 -7.1 2.4 -35 2.0 35 7.0 -6.8 3.6 | e

Total subsidy budget authority ..........ccccocevereveen. 3.9 -4.8 0.5 0.3 9.3 13.6 242 -1.1 1.0 1.1

*Less than $50 million.

" Includes interest on reestimate.

2 To avoid double-counting, totals exclude GNMA secondary guarantees of loans that are guaranteed by FHA, VA, and RHS, and SBA’s guarantee of 7(a) loans sold in the
secondary market.
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Table 7-6. DIRECT LOAN WRITE-OFFS AND GUARANTEED LOAN TERMINATIONS FOR DEFAULTS

Agency and Program

In millions of dollars

As a percentage of out-
standing loans !

2007 2008 2009
; ; 2007 2008 2009
Actual | Estimate | Estimate Actual | Estimate | Estimate
DIRECT LOAN WRITEOFFS
Agriculture:
Agricultural Credit Insurance Fund 98 70 70 1.55 1.13 1.15
Rural COMMUNILY FACIY ......veuveieeiriieiiseieiiei ettt bbb L [T 0.05 | oo | e
Rural Electrification and TelecommuniCations LOANS ..........ccueureeieriinieniiniiniiniineisesie s T s | e 0.00 |t | e
Rural Busingss INVESIMENt Program ...ttt ssssssnes 14 4 4 22.95 8.51 10.26
Rural HOuSING INSUFANCE FUNG .......cuuieiiiieiiieieiee ettt bbb s 168 97 100 0.68 0.40 0.42
Rural Development Loan Fund 1 1 1 0.06 0.06 0.07
Commerce:
Economic Development REVOIVING FUNG ...ttt T s | e 16.67 | o | e
Education:
Student Financial Assistance 14 13 13 4.40 4.21 4.33
PEIKINS LOAN ASSELS .....euiirceriiieiiscireiriesiiseis ittt bennsnsinenns | eoneinsinsinns | soeeeenesees B4 | i | s 1.46
Housing and Urban Development:
Revolving Fund (Liquidating Programs) 1 1 1 16.67 25.00 50.00
Guarantees of Mortgage-backed Securities 1 12 13 12.50 85.71 56.52
Interior:
Revolving Fund for Loans 3 1 1 21.43 10.00 12.50
Treasury:
Community Development Financial Institutions Fund T e | e 154 | s | e
Veterans Affairs:
Veterans Housing Benefit PrOgram ... sssssssssssssssesssssssssssssssssssssaes 40 78 49 4.72 10.68 6.51
International Assistance Programs:
Debt RESHUCIUMNG ..ouuieiieiiiiiiiii bbb ss s nsninsss | sosessssssnns 29 | s | e 1289 | .
Overseas Private Investment Corporation 2 15 15 0.26 1.73 1.48
Small Business Administration:
Disaster Loans 107 136 157 1.34 1.51 1.81
Business Loans 7 5 4 4.05 3.27 2.96
Other Independent Agencies:
Debt Reduction (Export-Import Bank) ... 7 65 | i 2.33 24.62 | v
Export-Import Bank 16 10 10 0.28 0.26 0.32
Spectrum Auction Program 1 172 111 0.25 59.11 74.00
Tennessee Valley Authority Fund 1 1 1 1.89 1.79 1.67
Total, direct 10an WIHEEOFFS ..........c.ccovieiccccc bbb enens 485 710 604 0.21 0.30 0.25
GUARANTEED LOAN TERMINATIONS FOR DEFAULT
Agriculture:
Agricultural Credit Insurance Fund 8 48 48 0.08 0.46 0.42
Commaodity Credit Corporation EXpOrt LOGNS ........c.ueeuueeiremmrriceinemiesesssssnesssesssssessssesssessssssssessssssssessssessnns 16 26 17 0.50 0.67 0.35
Rural Busingss and INAUSETY LOANS ..ottt 95 112 132 2.52 2.98 3.35
Rural Community FaCility LOANS .......ccuuverreeecireiieiciiesiessiseessss i sssetsssss st ssssssensne 4 4 4 0.66 0.54 0.45
Rural Housing Insurance Fund 239 271 312 1.46 1.46 1.49
Defense—Military:
Procurement of Ammunition, Army 15 | s | v | 125,00 | e | e
Family Housing IMprovement FUNG ..ottt sss st bsissinsins | sonessssnsines 7 7 1.43 1.46
Education:
Loans for SHOM-TEM TrAINING ..o sees et sbe st ssb bbbt bs st sssssessesssstesssesins | sesssesesiens | sessessnsesnns 3 JUVURTORONIN (TN 3.85
Federal Family Education Loans .... 7,416 7,004 7,924 2.16 1.83 1.88
Energy:
Title 17 Innovative TeChNOlOgY GUAANTEES .......c.cvueereeriereeeiisieisseiress ettt sesssstsenssesesssesesiens | sesesssesnees 1 (<1 0.67 0.39
Health and Human Services:
Health Education Assistance Loans 18 19 19 1.44 1.78 2.04
Health Center LOaN GUATANTEES ........coviueiiieiieierineiesise ettt sssssessestsssasine | seessssssssins LI [ 1.64 | o
Housing and Urban Development:
Indian Housing Loan Guarantee 1 1 1 0.21 0.13 0.09
Native American Housing BIOCK GIaNt ...ttt sssssss st ssssssssessssssssins | seesssssassens 2 2 | s 2.15 1.98
FHA-Mutual Mortgage Insurance 5,152 8,476 | 10,290 1.61 2.52 2.56
FHA-General and Special Risk Insurance 1,009 1,737 2,176 0.98 1.56 1.89
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Table 7-6. DIRECT LOAN WRITE-OFFS AND GUARANTEED LOAN TERMINATIONS FOR DEFAULTS—Continued

Agency and Program

In millions of dollars

As a percentage of out-
standing loans !

2007 2008 2009
; h 2007 2008 2009
Actual | Estimate | Estimate Actual | Estimate | Estimate
Interior:
INdian GUArANTEEA LOBNS ......cvieieiiciiiecieis ettt sttt 2 2 3 0.60 0.56 0.84
Veterans Affairs:
Veterans Housing BENEfit PrOGram ..ottt 855 1,881 1,806 0.39 0.77 0.66
International Assistance Programs:

Micro and Small Enterprise Development 1 1 1 14.29 25.00 50.00

Urban and Environmental Credit Program 3 5 5 1.53 1.15 1.32

Housing and Other Credit Guaranty Programs 15 7 12 14.29 25.00 50.00

Development Credit Authority .........coccveeeneee 3 2 2 1.31 0.66 0.51

Overseas Private Investment Corporation 172 100 150 4.01 2.08 2.79

Small Business Administration:
BUSINESS LOBNS ....eueriririeicisetsee ittt ss s bbb bbbt es 1,083 1,254 1,620 1.56 1.70 2.04
Other Independent Agencies:

EXPOM-IMPOI BANK ...ttt bbb 237 225 225 0.64 0.57 0.54
Total, guaranteed loan terminations for default ... 16,344 21,186 24,762 1.03 1.25 1.33
Total, direct loan writeoffs and guaranteed loan terminations ..o 16,829 21,896 25,366 0.93 1.14 1.20

ADDENDUM: WRITEOFFS OF DEFAULTED GUARANTEED LOANS THAT RESULT IN LOANS RECEIV-

ABLE
Agriculture:

Agricultural Credit INSUFANCE FUNG ...ttt bbbt st 5 7 7 9.80 11.67 10.94
Education:

Federal Family EQUCAHION LOAN ........vurierireiieiirieieie ettt sttt sttt 1,091 1,228 1,308 5.38 5.71 6.05
Housing and Urban Development:

FHA-Mutual MOrgage INSUIANCE ..ottt bssssinsins | eoneinsissenes 20 4| 0.74 0.16

FHA-General and Special Risk Insurance 299 27 22 8.42 0.66 0.41
Interior:

INAIAN GUATANEEEA LOBNS .....vvurereeesceneisesiecese sttt 6 2| s 60.00 3333 | e
International Assistance Programs:

Overseas Private INVEStMENt COMPOFAtION ..........cuuieeercerririiieseisireeseieetse bbbt 22 13 20 18.97 12.15 11.76
Small Business Administration:

BUSINESS 0BNS ....vuvrireiecisiseise sttt sttt 546 279 279 13.75 6.88 6.66
Total, writeoffs of 10aNS rECEIVADIE ..............ccevviriiiiicce bbb 1,969 1,576 1,640 6.30 4.86 4.83

1 Average of loans outstanding for the year.
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Table 7-7. APPROPRIATIONS ACTS LIMITATIONS ON CREDIT LOAN LEVELS

(In millions of dollars)

2007 2008 2009
Agency and Program Actual Actual Estimate
DIRECT LOAN OBLIGATIONS
Agriculture:
Agricultural Credit Insurance Fund Direct Loan FINANCING ACCOUNE ........curiuieririeseieeiieineisciseessessesssssesise st ssss b ssssssssssin 910 899 944
Commerce:
Fisheries Finance Direct Loan FINANCING ACCOUNT ........c.cuiuiuiuiuieriiriisiseiesseeseese sttt 48 90 8
Education:
Historically Black College and University Capital Financing Direct Loan Financing Account 216 100
Loans for Short-Term Training Direct Loan FIN@NCiNg ACCOUNL .........c..cuuruiieiiiriiiniiisiiesisssssss st sesssssssssssssssssssssssssnnss | sevsssssssssnens 46
Homeland Security:
Disaster Assistance Direct Loan FiNANCING ACCOUNL .......c.cuiueuiuiuiiniisiisissisessess s ssesse e bbbttt bbbt s sttt 25 25 25
Housing and Urban Development:
FHA-General and Special Risk Direct Loan Financing Account . 50 50 50
FHA-Mutual Mortgage Insurance Direct Loan Financing Account 50 50 50
State:
Repatriation L0aNs FINANCING ACCOUNT .......c.vuuiiieiuiesriieesiees st 1 1 1
Transportation:
Railroad Rehabilitation and Improvement Direct Loan Financing ACCOUNT ...........cuiiiiiiiiniiisisssissesssssessssssssssssssessssssssssinns | onesssssssssns 600
Treasury:
Community Development Financial Institutions Fund Direct Loan FINANCING ACCOUNL ........cvuuiuivierniesirneisiinsiesssessiseesssssessss s ssesseees 8 16 6
Veterans Affairs:
Vocational Rehabilitation Direct Loan FINANCING ACCOUNE ......c.eiriiuririeireieieireiset sttt 2 3 3
Small Business Administration:
Business Direct LOan FINANCING ACCOUNT ........uuriueiueiriueiseiseeseiessesseeee bbbt bbb 19 20 25
Total, limitations on direct loan obligations 1,329 1,154 1,858
LOAN GUARANTEE COMMITMENTS
Agriculture:
Agricultural Credit Insurance Fund Guaranteed Loan FIN@nCing ACCOUNT .........cuiuuierirmrineiriineeiniinerieniesie s sessesese st sessssssesesenens 2,153 2,526 2,497
Education:
Loans for Short-Term Training Guaranteed Loan FiNANCING ACCOUNT ......c.ciuririirirniisriiiesinsissisessessessssssessss s ssessssssessssssesssssssssesssnssnsss | soessssssnsssesins | sessssssesssssenns 316
Energy:
Title 17 Innovative Technology Guaranteed Loan FINANCING ACCOUNL ........c.iuriuiuurieiiieneinciseesseisestssssesise bbbt sssssssssin 4,000 | oo 38,500
Housing and Urban Development:
Indian Housing Loan Guarantee Fund Financing Account 251 367 350
Title VI Indian Federal Guarantees Financing Account ............ 18 12 17
Native Hawaiian Housing Loan Guarantee Fund Financing Account . 36 75 N N
Community Development Loan Guarantees Financing Account 131 200 | o
FHA-General and Special Risk Guaranteed Loan Financing Account 45,000 45,000 35,000
FHA-Mutual Mortgage Insurance Guaranteed Loan Financing Account 185,000 185,000 185,000
Interior:
Indian Guaranteed Loan FINANCING ACCOUNE ..........cuuiuriueereieeisesesiesiseessees bbb st bbb bbb bbbttt 87 86 85
Transportation:
Minority Business Resource Center Guaranteed Loan Financing Account 18 18 18
RRIF Guaranteed Loan Financing ACCOUNL ...........ccoocurimrrisinrisinriiissssiss s s ssssssssssss s ssssss s ssssssssssssssssnssssssssssssssssssssnnssss | sssssssssssnnsiss | sosssssnssssnnss 100
International Assistance Programs:
Development Credit Authority Guaranteed Loan FINANCING ACCOUNE .........cuuiuururiumerieiecieiseiessseiessse sttt 700 700 700
Small Business Administration:
Business Guaranteed Loan FiNANCING ACCOUNT ........ccruuiuuereiumiriiesieniestisesiseise i esi s sss s bbb 20,506 28,000 28,000
Total, limitations on loan guarantee COMMITMENLS ...........c..ccouviiiiiiiiii e 257,900 261,950 290,583
ADDENDUM: SECONDARY GUARANTEED LOAN COMMITMENT LIMITATIONS
Housing and Urban Development:
Guarantees of Mortgage-backed Securities FINANCING ACCOUNT ........c.ururiumerieimiireiniieisseiessse ettt 200,000 200,000 200,000
Small Business Administration:
SECONAAIY MATKEE GUAANIEES ......uvvecerieucirieseiseieiseiseet e sss bbbt s8Rt 12,000 12,000 12,000
Total, limitations on secondary guaranteed 10an COMMITMENES ..o 212,000 212,000 212,000

1 Data represent loan level limitations enacted or proposed to be enacted in appropriation acts. For information on actual and estimated loan levels supportable by new subsidy

budget authority requested, see Tables 7-3 and 7-4.
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Table 7-8. FACE VALUE OF GOVERNMENT-SPONSORED LENDING '

(In billions of dollars)

Outstanding
2006 2007
Government Sponsored Enterprises
Fannie Mae?2 .. 2,528 N/A
Freddie Mac? ..... 1,543 N/A
Federal Home Loan Banks 621 824
Farm Credit System 105 111
TORAL ... 4,797 N/A

N/A=Not available.
"Net of purchases of federally guaranteed loans.

22007 financial data for Fannie Mae are not presented here because Fannie Mae audited fi-

nancial results for 2007 have not been released.

82007 financial data for Freddie Mac are not presented here because Freddie Mac audited

financial results for 2007 have not been released.
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Table 7-9. LENDING AND BORROWING BY GOVERNMENT-
SPONSORED ENTERPRISES (GSEs)1

(In millions of dollars)

Enterprise 2007
LENDING
Federal National Mortgage Association: 2
Portfolio programs:
Net change N/A
Outstandings N/A
Mortgage-backed securities:
Net change N/A
Outstandings N/A
Federal Home Loan Mortgage Corporation: 3
Portfolio programs:
Net change N/A
Outstandings N/A
Mortgage-backed securities:
Net change N/A
Outstandings ... N/A
Farm Credit System:
Agricultural credit bank:
Net change 1,712
Outstandings 30,475
Farm credit banks:
NEt ChANGE ..o 4,764
OULSEANDINGS .vvvevervrcieireieete ettt 80,949
Federal Agricultural Mortgage Corporation:
Net change 1,303
Outstandings 8,362
Federal Home Loan Banks: 4
NEE ChANGE .o 173,108
OUESTANAINGS ...coeeeiviriiieriirser s 916,963
Less guaranteed loans purchased by:
Federal National Mortgage Association: 2
Net change N/A
Outstandings N/A
Other:
Net change N/A
Outstandings N/A
BORROWING
Federal National Mortgage Association: 2
Portfolio programs:
Net change N/A
Outstandings N/A
Mortgage-backed securities:
Net change N/A
Outstandings N/A
Federal Home Loan Mortgage Corporation: 3
Portfolio programs:
Net change N/A
Outstandings N/A
Mortgage-backed securities:
Net change N/A
Outstandings N/A
Farm Credit System:
Agricultural credit bank:
NEt ChANGE ..o 1,889
OUSTANGINGS ..vvvvercriireeicieeesie et 34,736
Farm credit banks:
Net change 5,828
Outstandings 100,204
Federal Agricultural Mortgage Corporation:
Net change 490
Outstandings 5,044
Federal Home Loan Banks: 4
Net change 192,621
Outstandings 1,136,660
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Table 7-9. LENDING AND BORROWING BY GOVERNMENT-
SPONSORED ENTERPRISES (GSEs) '—Continued

(In millions of dollars)

Enterprise 2007
DEDUCTIONS 5

Less borrowing from other GSEs:

Net change N/A

Outstandings N/A
Less purchase of Federal debt securities:

NEE ChANGE oot N/A

OUESTANAINGS ..o N/A
Federal National Mortgage Association:

Net change N/A

Outstandings N/A
Other:

Net change N/A

Outstandings N/A

N/A = Not available.

"The estimates of borrowing and lending were developed by the GSEs based on cer-
tain assumptions that are subject to periodic review and revision and do not represent
official GSE forecasts of future activity, nor are they reviewed by the President. The data
for all years include programs of mortgage-backed securities. In cases where a GSE
owns securities issued by the same GSE, including mortgage-backed securities, the bor-
rowing and lending data for that GSE are adjusted to remove double-counting.

2Financial data for Fannie Mae are not presented here because audited financial re-
sults for 2007 have not been released.

3Financial data for Freddie Mac are not presented here because audited financial
statements for 2007 have not been released.

4The net change in borrowings is derived from the difference in borrowings between
2007 and the Federal Home Loan Banks’ audited financial statements of 2006.

5Totals and subtotals have not been calculated because a substantial portion of the
total is unavailable as described above.






8. AID TO STATE AND LOCAL GOVERNMENTS

State and local governments have a vital constitu-
tional responsibility to provide government services.
They have the major role in providing domestic public
services, such as public education, law enforcement,
roads, water supply, and sewage treatment. The Fed-
eral Government contributes to that role by promoting
a healthy economy. It also provides grants, loans, and
tax subsidies to State and local governments.

Federal grants help State and local governments fi-
nance programs covering most areas of domestic public
spending, including income support, infrastructure, edu-
cation, and social services. Federal grant outlays were
$443.8 billion in 2007 and are estimated to be $466.6
billion in 2008 and $476.1 billion in 2009. These
amounts include the value of loan subsidies for loans
to State and local governments.

Grant outlays to State and local governments for pay-
ments to individuals, such as Medicaid payments, are
estimated to be 66 percent of total grants in 2009;
grant outlays for physical capital investment, 16 per-
cent; and grant outlays for all other purposes, largely
education, training, and social services, 18 percent.

Some tax expenditures also constitute Federal aid
to State and local governments. Tax expenditures stem
from special exclusions, exemptions, deductions, credits,
deferrals, or tax rates in the Federal tax laws.

The deductibility of State and local personal income
and property taxes from gross income for Federal in-
come tax purposes and the exclusion of interest on
State and local bonds from Federal taxation comprise
the two largest categories of tax expenditures benefiting
State and local governments. In 2009, these provisions
are estimated to be worth $85.0 billion. Chapter 19,
“Tax Expenditures,” of this volume provides a detailed
discussion of the measurement and definition of tax
expenditures and a complete list of the estimated costs
of specific tax expenditures. Tax expenditures that espe-
cially aid State and local governments are displayed
separately at the end of Tables 19-1 and 19-2.

This chapter also includes information on the per-
formance of selected grant programs based on the Pro-
gram Assessment Rating Tool. An Appendix to this
chapter includes State-by-State estimates of major
grant programs.

Table 8-1. FEDERAL GRANT OUTLAYS BY AGENCY
(In billions of dollars)
2007 Estimate
haeney Actual 2008 2009

Department of AGHCURUIE ........ccvucvreeeeereierineieiseecieens 26.2 28.6 28.6
Department of Commerce ....... 0.4 0.8 0.8
Department of Education ......... 40.2 416 40.6
Department of ENErgy ........ccoovevevrerrerineeenes 0.2 0.1 *
Department of Health and Human Services .. 256.1 268.7 | 2794
Department of Homeland Security .........ccccoeveuneennee 8.8 8.2 7.6
Department of Housing and Urban Development ............ 40.0 414 38.1
Department of the INterior .......ccocveveerrereereireiiennns 4.1 47 5.4
Department of Justice ......... 4.0 3.9 3.9
Department of Labor ................ 7.0 6.9 6.9
Department of Transportation .. 47.9 52.9 56.1
Department of the Treasury ........ 0.5 0.6 0.6
Department of Veterans Affairs ........ 0.6 0.7 0.7
Environmental Protection Agency 4.0 3.2 3.6
Other agenCIEs ... 37 4.1 3.9

TOAl oottt 4438 | 4666 | 4761

*$50 million or less.

Table 8-1 shows the distribution of grants by agency.
Grant outlays by the Department of Health and Human
Services are estimated to be $279.4 billion in 2009,
almost 60 percent of total grant outlays. Most of the
remaining grant spending is in the Departments of Ag-
riculture, Education, Housing and Urban Development,
and Transportation, which account for another 34 per-
cent of grant outlays.

HIGHLIGHTS OF THE FEDERAL AID PROGRAM

Several proposals in the 2009 Budget affect Federal
aid to State and local governments and the important
relationships between the levels of government. In addi-
tion to the proposals relating to specific grant programs
discussed below, the Administration intends to work
with State and local governments to make the Federal
system more efficient and effective and to improve the
design, administration, and financial management of
Federal grant programs through reducing improper
payments and assessing performance of grants with the

Program Assessment Rating Tool (PART), as discussed
in a later section of this chapter.

Highlights of proposals affecting grants to State and
local governments are presented below. For additional
information on these proposals, see discussions in the
main Budget volume.

Homeland Security

The 2009 Budget provides $2.2 billion in support,
primarily in the form of grants to the Federal Govern-
ment’s State and local partners in homeland security
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and continues to emphasize programs which distribute
grant awards on the basis of risk. In addition, the
Budget introduces a new competitive grant program
designed to address national vulnerabilities; this pro-
gram supports REAL ID implementation and infra-
structure protection projects in 2009.

The Budget also strengthens border security and inte-
rior enforcement by partnering with State and local
law enforcement to expand the 287(g) program. This
program improves coordination and provides assistance
and training in immigration law for State and local
law enforcement officials.

Natural Resources and Environment

Grant outlays for natural resources and environment
programs are estimated to be $5.9 billion in 2009.

The 2009 Budget promotes the efficient use of water
by partnering with State and local agencies to fund
Water Conservation and Water Supply Studies through
a competitive grant process. These studies will conserve
water by improving water-use efficiency, increase water
availability by assessing the impact of increased water
demand and changing demographics on water supply,
and prevent the decline of species by proactively ad-
dressing adverse environmental impacts on habitats.

The Budget also helps States and communities fi-
nance wastewater and drinking water infrastructure
needs. The Budget:

e Adds 50 partners to the Water Lab Alliance net-
work while continuing to provide training and
technical assistance to improve the capabilities
and capacity of the water sector.

e Provides $555 million to meet the Administration’s
commitment to provide $6.8 billion total between
2004-2011 for the Clean Water State Revolving
Fund (SRF). Over the long term this will result
in the Clean Water SRF providing an annual aver-
age of $3.4 billion in loans for wastewater infra-
structure.

e Provides $842 million for the Drinking Water SRF
to continue the President’s commitment to cap-
italize the program until 2018. Over the long term
this will result in the Drinking Water SRF pro-
viding an annual average of $1.2 billion in loans
for drinking water infrastructure.

e Removes the State volume cap on private activity
bonds (PABs) issued for public purpose drinking
water and wastewater facilities if the entity using
the PABs implements full-cost pricing within five
years.

Community and Regional Development

Grant outlays for community and regional develop-
ment programs are estimated to be $17.1 billion in
2009.

The 2009 Budget provides $2.8 billion in budget au-
thority for the Community Development Block Grant
program. This program needs reform and has been re-
duced from $3.9 billion in regular funding in 2008 be-
cause it is not well-targeted to the neediest commu-

nities and its results have not been adequately dem-
onstrated.

Education

Grant outlays for elementary, secondary, and career
and technical education are estimated to be $37.3 bil-
lion in 2009.

The 2009 Budget continues to support reauthoriza-
tion of the No Child Left Behind Act (NCLB), building
on the Administration’s 2007 blueprint for reauthor-
izing and strengthening the law. The Budget provides
$14.3 billion for Title I, a 63 percent increase since
2001; $1.0 billion for effective, research-based literacy
instruction through Reading First; and $491 million for
School Improvement Grants. With these grants, along
with over $570 million reserved from Title I, States
can help turn around low-performing schools. Addition-
ally, the Budget supports expanded school choice for
students at risk of being left behind including $236
million in Federal grants to charter schools (a $25 mil-
lion increase), $300 million in Pell Grants for Kids to
enable low-income students enrolled in low-performing
schools to attend a private or out of district school,
and $800 million available in new scholarships for low-
income students to participate in afterschool programs
of their choice. The Budget also provides extra assist-
ance for students most at risk of being left behind,
including migrant students, students in state-run insti-
tutions, and limited English proficient students.

The Budget also ensures the Nation’s future competi-
tiveness by supporting the education components of the
President’s American Competitiveness Initiative includ-
ing providing $70 million to train teachers to teach
Advanced Placement/International Baccalaureate
courses and expand low-income students’ access to
them, $95 million for Math Now to improve instruction
in mathematics, and $10 million for an Adjunct Teacher
Corps to bring math and science professionals into
high-need schools as teachers.

Transportation

Federal grants support State and local highway, tran-
sit, and airport construction programs. For 2009, grant
outlays are estimated to be $56.1 billion for transpor-
tation programs.

Specifically, the Budget provides $39.4 billion in obli-
gation limitation for the Federal Aid Highway program
to support authorized highway programs through 2009,
the end of the current authorization law. This amount
will contribute to satisfying the President’s 2005 agree-
ment to provide $286.4 billion for surface transportation
programs through the authorization period. The $10.1
billion contained in the Budget for transit assistance
is also included in this total. In addition, the Budget
requests $2.75 billion in budget authority for capital
grants to States through the Federal Aviation Adminis-
tration’s Airport Improvement Program.

The 2009 Budget also provides $100 million for State
matching grants for intercity passenger rail capital
projects to empower States to address their transpor-
tation goals and priorities. It further includes $34 mil-
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lion for grants from the Pipeline and Hazardous Mate-
rials Safety Administration to State pipeline agencies.

Training and Employment

Grant outlays for training and employment are esti-
mated to be $4.2 billion in 2009.

The 2009 Budget reforms the Department of Labor’s
job training grant programs to increase significantly
the number of workers trained while saving taxpayer
dollars. The Budget consolidates several similar grant
programs, eliminates unnecessary administrative ex-
penditures, and proposes a State match to leverage
more State resources for workforce investment. The
Budget also creates Career Advancement Accounts,
worker-directed accounts that help workers develop
their skills and compete for 21st Century jobs.

Social Services

Grant outlays for social service programs are esti-
mated to be $14.7 billion in 2009.

The 2009 Budget strengthens programs for children
by providing $7.0 billion in budget authority for Head
Start to provide comprehensive, high-quality edu-
cational, health, nutritional, and social services to ap-
proximately 895,000 disadvantaged children and fami-
lies and $20 million in budget authority for adoption
incentives to build on the substantial increases in the
number of adoptions since the mid-nineties.

Health

Grant outlays for health related programs are esti-
mated to be $232.3 billion in 2009.

In 2009, the Department of Health and Human Serv-
ice’s Federal Medicaid outlays are estimated to be
$215.7 billion. Medicaid is an open-ended means-tested
entitlement program that is financed jointly by the Fed-
eral government and States. Medicaid provides health
coverage and services to low-income children, pregnant
women, elderly persons, and disabled individuals. The
2009 Budget enhances and reforms Medicaid by extend-
ing coverage for welfare recipients transitioning to work
and continuing Medicare Part B premium assistance
for qualified low-income seniors through September 30,
2009. Additionally, the Budget enhances States’ ability
to implement premium assistance programs under Med-
icaid. Lastly, the Budget proposes reforms to improve
program integrity, increase State flexibility, and pro-
mote cost-effective management of Medicaid dollars.

The State Children’s Health Insurance Program
(SCHIP) was established in 1997 to provide health care
coverage for low-income, uninsured children who do not
qualify for Medicaid. The Budget proposes to reauthor-
ize SCHIP through 2013 and increase funding above
current levels by $19.7 billion over the same period
to meet anticipated State needs in covering low-income,
uninsured children. This proposal includes Federal out-
reach grants of $50 million in 2009 and $100 million
in each of the following four years to reach eligible,
uninsured children.

The Access to Recovery program has provided sub-
stance abuse treatment and recovery support services

to more than 199,000 people since 2004. The 2009
Budget supports faith-based community programs by
providing $98 million to enhance this program. Addi-
tionally, the Budget proposes $204 million to prevent
teenage pregnancy, pre-marital sexual activity, and the
incidence of sexually transmitted disease through absti-
nence-only education.

The 2009 Budget will expand care for vulnerable pop-
ulations by strengthening access to drug treatment and
prevention activities. The Budget provides $40 million
for drug court services and $56 million to integrate
screening, brief intervention and referral to treatment
of drug abuse in emergency departments and other
health care settings.

Income Security

Grant outlays for income security programs are esti-
mated to be $94.9 billion in 2009.

The 2009 Budget reauthorizes the Food Stamp Pro-
gram and increases funding for the Special Supple-
mental Nutrition Program for Women, Infants and
Children (WIC). Since 2001, the Department of Agri-
culture has provided food and nutrition benefits to an
additional 9.1 million people participating in the Food
Stamp program, and approximately one million women,
infants and children participating in WIC.

The Budget provides $6.1 billion in budget authority
for WIC services, reaching an estimated 8.6 million
beneficiaries in 2009. In keeping with the Administra-
tion’s promotion of childhood wellness and fitness, the
Department is issuing updated WIC food packages that
reduce maximum allowances of certain foods and pro-
mote the intake of fresh fruits and vegetables.

The 2009 Budget expands affordable housing and mi-
nority homeownership by providing $2 billion for the
HOME Investment Partnerships program (HOME), in-
cluding $50 million for the American Dream Downpay-
ment Initiative, which provides flexible housing assist-
ance and increases affordable housing and minority
homeownership. Since the inception of the HOME pro-
gram sixteen years ago, almost 812,000 units of afford-
able housing have been created. The Budget also:

e Funds Housing Choice Vouchers for over two mil-
lion extremely low- to low-income families, while
removing the cap on the maximum number of
housing units Public Housing Authorities can as-
sist.

e Supports Public Housing Operating Fund by pro-
viding $4.3 billion, a 2V percent increase over
last year and the highest proposed funding level
in history. This funding will provide the necessary
operating expenses for 1.2 million public housing
units.

¢ Expands Homeless Assistance Grants by providing
over $1.6 billion in budget authority for funding
at least 160,000 beds for homeless individuals.
Aided by this Administration initiative, the De-
partment of Housing and Urban Development doc-
umented an unprecedented 11.5 percent decline
in homelessness from 2005 to 2006.
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Administration of Justice

Grant outlays for administration of justice programs
are estimated to be $4.2 billion in 2009.

The 2009 Budget supports State and local law en-
forcement by reforming the Byrne Public Safety and
Protection Program to provide money for State and
local criminal justice needs, including Project Safe
Neighborhoods, the DNA Initiative, Prisoner Re-entry,
and other priorities, to be funded through competitive
grants. The Budget also funds the Violent Crime Reduc-
tion Partnership Initiative which is targeted to support
multi-jurisdictional task forces to help communities
that have experienced an increase in violent crime.

Overall, more than 70 State and local law enforce-
ment assistance programs representing over $2 billion
in spending are proposed for consolidation into four
flexible and competitive grants, which will eliminate
earmarks and formulas, and improve the ability of
States, localities, and Tribes to respond to increases
in violent crime by better targeting funds to key crimi-
nal justice priorities. These four competitive grant pro-
grams include the Violent Crime Reduction Partner-
ship, the Byrne Public Safety and Protection Program,
the Violence Against Women Program, and the Child
Safety and Juvenile Justice Program.

PERFORMANCE OF GRANTS TO STATE AND LOCAL GOVERNMENTS

The Administration is committed to measuring and
improving the performance of Government programs.
The Congress mandated in the Government Perform-
ance and Results Act of 1993 that performance plans
be developed and that the agencies report annual
progress against these plans.

In addition, this Administration began in the 2004
Budget to assess every Federal program over a five-
year period using the Program Assessment Rating Tool,
or PART. With this budget, the sixth year of using
the PART, the Administration has evaluated about 98
percent of the Budget.

The PART assesses each program on four components
(purpose, planning, management, and results/account-
ability) and gives a score for each of the components.
The scores for each component are then weighted—
with results/accountability carrying the greatest
weight—and the program is given an overall score. A
program is rated effective if it receives an overall score
of 85 percent or more, moderately effective if the score
is 70 to 84 percent, adequate if the score is 50 to
69 percent, and inadequate if the score is 49 percent
or lower. The program is given a rating “Results Not
Demonstrated” if the program does not have good per-
formance measures or lacks data for existing measures.
Chapter 2 of this volume discusses the PART in more
detail.

As shown in Table 8-2, 280 of the programs that
have been assessed are primarily grants to State and
local governments. Of these 280, 97 programs, or 35
percent of all grant programs assessed, received a rat-
ing of “Results Not Demonstrated”. This is higher than
for all programs, in which 19 percent were given this
rating. Factors that hinder the ability of some grant
programs to demonstrate results include the wide
breadth of purpose of some grants, lack of agreement
among grantees and Federal parties on the purpose
and performance measures, and therefore lack of fo-
cused planning to achieve common goals.

Table 8-2 also shows that the average rating for the
280 grant programs was “adequate.”

o 22 were rated effective;
® 66 were rated moderately effective;
¢ 79 were rated adequate; and

e 16 were rated ineffective.
e 97 were rated “results not demonstrated”;
If the 97 programs rated “Results Not Demonstrated”
are excluded, the average rating was “adequate”; the

same as the ratin, fg for all 280 grants
The ratings of the largest ﬁve of these 280 grant

programs are summarized here, with funding estimates
from the 2007 spring update of PART programs. More
complete summaries of these and other programs can
be found at www.ExpectMore.gov.

o Department of Health and Human Services: Med-
icaid ($190.6 billion in 2007). Rating: Adequate.
Medicaid is a means-tested, Federal-State funded
entitlement program that provides medical assist-
ance, including acute and long-term care, to fami-
lies with dependent children as well as aged,
blind, or disabled individuals. The Centers for
Medicare and Medicaid Services (CMS) provides
Federal oversight of this program. In 2007, the
number of Medicaid enrollees was 49.1 million.
Nearly one in every four children in America relies
on Medicaid for health coverage. Two-thirds of all
Medicaid enrollees are in low-wage working fami-
lies. Medicaid also pays for six out of every ten
beds in nursing homes. Center for Medicare and
Medicaid Services (CMS) created new performance
measures that assess health quality and focus on
improving program management. More work
needs to be done; CMS is working on a national
strategy to improve the quality of care across
State Medicaid programs and is developing a na-
tional payment error rate for Medicaid. The Fed-
eral government matches all allowable State dol-
lars spent on Medicaid, regardless of the amount
or quality of service. This funding structure leaves
Medicaid vulnerable, and has enabled States to
shift costs to Medicaid that may not be appro-
priate.

e Department of Transportation: Highway Infra-
structure ($38.3 billion in 2007). Rating: Adequate.
The purpose of the FHWA’s Highway Infrastruc-
ture Program is to provide financial grants and
technical assistance to States to construct, main-
tain, and improve the performance of the Nation’s
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Table 8-2. SUMMARY OF PART RATINGS AND SCORES FOR GRANTS TO
STATE AND LOCAL GOVERNMENTS

Component

Average Scores

Programs exclud-
All grant ing grants rated
programs “results not
(280 programs) demonstrated”
(183 programs)

PUIPOSE ..ottt

Planning .......
Management ..............
Results/Accountability

Average rating ! ..o e

85% 87%
65% 79%
78% 84%
36% 49%
Adequate Adequate

Number of grant

ing 1

Rating programs
EFfECHVE oot 22
Moderately effective .. 66
Adequate ... 79
Ineffective ......occovevercenenne 16
Results not demonstrated ... 97
Total number of grant programs rated ..........c.ccoeeververerneirnineinnnn. 280

1 Weighted as follows: Purpose (20%), Planning (10%), Management (20%), Results/Accountability (50%).
The rating of effective indicates a score of 85 percent or more; moderately effective, 70-85 percent; ade-

quate, 50-70 percent; and ineffective, 49 percent or less.

highway system in accordance with federal policy
goals. The majority of funds are allocated to
States, which ultimately use the funds directly
for highway maintenance and construction. How-
ever, projects are chosen by the States themselves
and are not based on need or the value-added
to the Nation’s highway system. In 2004, 42 per-
cent of Federal funds ($13 billion) was spent on
projects off of the National Highway System which
were not determined to have national significance.
The program’s long-term trends do show improve-
ment for all strategic outcome measures. The pro-
gram, with the State departments of transpor-
tation, has recently implemented a financial integ-
rity review and evaluation procedure as a remedy
to longstanding issues. As a result of the new
initiative, the Agency eliminated a grants manage-
ment material weakness in the Highway Trust
Fund 2006 financial statements and is working
next to eliminate additional internal control weak-
nesses.

Department of Health and Human Services: Tem-
porary Assistance for Needy Families (TANF)
($17.1 billion in 2007). Rating: Moderately Effec-
tive. This program provides time-limited cash as-
sistance to needy families with children while
working toward achieving the goals of ending de-
pendence by promoting work and marriage, pre-
venting out-of-wedlock births, and encouraging the
formation and maintenance of two-parent families.
The program has produced modest, but statis-
tically significant increases in employment and
earnings among welfare recipients as well as re-
duced caseloads, poverty, and welfare dependency.

It is inconclusive whether the program has pro-
moted marriage or reduced the incidence of out-
of-wedlock births, but the program has a new per-
formance measure to increase the number of chil-
dren living in married couple households.

e Department of Housing and Urban Development
(HUD): Housing Vouchers ($15.9 billion in 2007).
Rating: Moderately Effective. The Housing Choice
Voucher Program assists two million extremely
low to low-income households across the country
to afford housing. The program purpose is to help
these families afford decent, safe, and sanitary
housing. Tenants, who may otherwise pay over
50 percent of their income to rent an apartment
in the private market, pay 30 percent of their
income under this program. A variety of studies
show housing vouchers to be a cost-effective
means of delivering affordable housing for very
low-income families. Because these housing sub-
sidies are portable, the program allows families
access to often better housing, in better neighbor-
hoods. As a part of the 2009 Budget, the Adminis-
tration proposes reforms that include a rental
funding structure that simplifies the program and
decreases the likelihood of improper payments,
and allocates program funding on a budget, rather
than on a unit basis. The Administration will also
continue to work with Congress to streamline the
program, giving more flexibility to Public Housing
Agencies to administer the program to serve more
families and better address local needs and mar-
ket conditions.

e Department of Education: Title I Grants to Local
Educational Agencies ($12.8 billion for 2007). Rat-
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ing: Moderately Effective. This program provides
supplemental education funding, especially in
high-poverty areas, for local activities that help
improve the performance of low-achieving students
or, in the case of school-wide programs, to help
all students in high-poverty schools to meet chal-
lenging State academic standards. The program
has developed meaningful long-term performance
measures, established baselines, and set annual
targets required to meet ambitious statutory aca-
demic proficiency goals. First-year data show a
rate of progress consistent with meeting annual
performance targets. The Department of Edu-
cation has expanded and strengthened its moni-
toring of State and local program implementation,
including compliance with statutory requirements
and fiscal management practices.

Block Grants. One of the most common tools used
by the Federal Government is the block grant, particu-
larly in the social services area where States and local-
ities are the service providers. Block grants are em-
braced for their flexibility to meet local needs, but are
also criticized because accountability for results can be
difficult when funds are allocated based on formulas
and population counts rather than achievements or

needs. In addition, block grants pose performance meas-
urement challenges precisely because they can be used
for a wide range of activities. The obstacles to meas-
uring and achieving results through block grants are
reflected in PART scores: they receive the lowest aver-
age score of the seven PART types, 5 percent of block
grant programs assessed to date were rated “ineffec-
tive”, and 30 percent were rated “results not dem-
onstrated.”

Nonetheless, the PART shows that some Federal
block grant programs are achieving results better than
others, effectively combining the flexibility that local-
ities need with the results that taxpayers deserve. The
Administration continues its analysis and evaluation
of block grant programs and will apply the lessons
learned from the effective programs to those performing
inadequately. Results of the evaluation will identify the
methods used to manage highly rated block grant pro-
grams and adapt and implement those practices in
large, low-scoring programs. Each of the programs tar-
geted for improvement will develop an action plan and
implementation timeline that will be tracked quarterly.
The targeted programs will be re-analyzed through the
PART over the next several years to assess whether
implementing the block grant “best practices” results
in improved performance.

HISTORICAL PERSPECTIVES

In recent decades, Federal aid to State and local gov-
ernments has become a major factor in the financing
of certain government functions. The rudiments of the
present system date back to the Civil War. The Morrill
Act, passed in 1862, established the land grant colleges
and instituted certain federally-required standards for
States that received the grants, as is characteristic of
the present grant programs. Federal aid was later initi-
ated for agriculture, highways, vocational education and
rehabilitation, forestry, and public health. In the de-
pression years, Federal aid was extended to meet in-

come security and other social welfare needs. However,
Federal grants did not become a significant factor in
Federal Government expenditures until after World
War II.

Table 8-3 displays trends in Federal grants to State
and local governments since 1960. Section A shows Fed-
eral grants by function. Functions with a substantial
amount of grants are shown separately. Grants for the
national defense, energy, social security, and veterans
benefits and services functions are combined in the
“other functions” line in the table.
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Table 8-3. TRENDS IN FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS

(Outlays; in billions of dollars)

Actual Estimate
1960 | 1965 | 1970 | 1975 | 1980 | 1985 1990 1995 2000 2005 2007 2008 2009
A. Distribution of grants by function:
Natural resources and environment 0.1 02 0.4 24 5.4 4.1 37 4.0 4.6 5.9 6.1 5.6 5.9
Agriculture 0.2 0.5 0.6 0.4 0.6 24 1.3 0.8 0.7 0.9 0.8 0.8 0.9
Transportation 3.0 4.1 46 5.9 13.0 17.0 19.2 25.8 322 434 47.9 52.9 56.1
Community and regional development 0.1 0.6 1.8 28 6.5 52 5.0 7.2 87 20.2 20.7 21.3 17.1
Education, training, employment, and social SErvices ..........c.ouverereerneunes 0.5 1.1 6.4 121 21.9 171 21.8 30.9 36.7 57.2 58.1 59.6 57.2
Health 0.2 0.6 38 88| 158 245 43.9 936| 1248 197.8| 208.3| 2204| 2323
Income security 2.6 35 5.8 9.4 185 27.9 36.8 58.4 68.7 90.9 91.0 94.2 94.9
Administration of Justice 0.0 0.7 05 0.1 0.6 1.2 5.3 4.8 4.6 43 42
General government 0.2 0.2 0.5 71 8.6 6.8 2.3 2.3 2.1 44 3.6 41 42
Other 0.0 0.1 0.1 0.2 0.7 0.8 0.8 0.8 241 26 28 33 33
Total 7.0 10.9 24.1 49.8 914 105.9 135.3 225.0 285.9 428.0 4438 466.6 476.1
B. Distribution of grants by BEA category:
Discretionary N/A 29 10.2 21.0 53.3 55.5 63.3 94.0 116.7 181.7 184.8 189.9 185.8
Mandatory N/A 80| 139 288| 381 50.4 720| 131.0| 169.2| 246.3| 259.0| 276.6| 290.3
Total 70| 109] 241 498 914| 1059| 1353| 2250 2859| 428.0| 4438| 466.6| 476.1
C. Composition:
Current dollars:
Payments for individuals 1 25 37 87| 16.8| 326 50.1 773| 1444| 1826| 2739| 2844| 3005| 3135
Physical capital ! 3.3 5.0 74 10.9 22.6 249 27.2 39.6 48.7 60.8 70.8 76.1 75.5
Other grants 1.2 22 83| 222 362 30.9 30.9 41.0 54.6 93.3 88.7 90.0 87.1
Total 70| 109] 241 498 914| 1059| 13563| 225.0| 2859| 428.0| 4438| 466.6| 476.1
Percentage of total grants:
Payments for individuals 1 35.3%| 34.1%| 36.2%| 33.6%| 35.7%| 47.3%| 571%| 642%| 639%| 64.0%| 64.1%| 64.4%| 659%
Physical capital ! 47.3%| 45.7%| 29.3%| 21.9%| 24.7%| 235%| 20.1%| 17.6%| 17.0%| 14.2%| 159%| 16.3%| 159%
Other grants 17.4%| 20.2% | 34.5%| 44.5%| 39.6%| 29.2%| 22.8%| 182%| 191%| 21.8%| 20.0%| 19.3%| 18.3%
Total 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%
Constant (FY 2000) dollars:
Payments for individuals 1 120| 16.9| 335| 480| 639 75.0 96.6| 157.6| 1826| 2458| 2421 2478 2533
Physical capital ! 17.0 24.2 27.2 26.0 38.9 34.2 32.6 433 48.7 52.0 54.2 56.0 53.6
Other grants 10.0| 15.6| 446| 838| 899 53.9 429 47.0 54.6 75.9 65.3 63.6 59.4
Total 39.0| 56.7| 1053 157.7| 1926| 163.1 17241 2479| 2859| 3736| 361.6| 367.4| 366.2
D. Total grants as a percent of:
Federal outlays:
Total 76%| 9.2%| 123%| 15.0%| 155%| 11.2%| 108%| 14.8%| 16.0%| 17.3%| 16.3%| 159%| 15.3%
DOMESHIC Programs 2 .........ccceevereermreereirieesssiessssesessssesssesssessssesessens 18.0%| 18.3% | 232%| 21.7%| 222%| 182%| 17.1%| 21.6%| 22.0%| 235%| 223%| 21.9%| 21.4%
State and local expenditures 14.8%| 155% | 20.1%| 24.0%| 27.4%| 22.0%| 18.9%| 22.8%| 222%| 24.6%| 22.6% N/A N/A
Gross domestic product 14%| 16%| 24%| 32%| 34% 2.6% 2.4% 31% 2.9% 3.5% 3.2% 3.3% 3.2%
E. As a share of total State and local gross investments:
Federal capital grants 246%| 255%| 254%| 26.0%| 354%| 302%| 21.9%| 26.0%| 21.9%| 21.5%| 20.9% N/A N/A
State and local own-source financing 75.4% | 745%| 74.6%| 74.0%| 64.6%| 69.8%| 781%| 74.0%| 781%| 785%| 79.1% N/A N/A
Total 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0% N/A N/A

N/A: Not available.
*50 million or less.

1 Grants that are both payments for individuals and capital investment are shown under capital investment.

2Excludes national defense, international affairs, net interest, and undistributed offsetting receipts

Federal grants for transportation increased to $3.0
billion, or 43 percent of all Federal grants, in 1960
after initiation of aid to States to build the Interstate
Highway System in the late 1950s.

By 1970 there had been significant increases in the
relative amounts for education, training, employment,
social services, and health (largely Medicaid).

In the early and mid-1970s, major new grants were
created for natural resources and environment (con-

struction of sewage treatment plants), community and
regional development (community development block
grants), and general government (general revenue shar-
ing).

Since the late 1970s changes in the relative amounts
among functions reflect steady growth of grants for
health (Medicaid) and income security. The functions
with the largest amount of grants are health; income
security; education, training, employment, and social
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services; and transportation, with combined estimated
grant outlays of $405.3 billion, or more than 90 percent
of total grant outlays in 2007.

The increase in total outlays for grants overall since
1990 has been driven by increases in grants for health,
which have increased more than four-fold from $43.9
billion in 1990 to $208.3 billion in 2007. The income
security; education, training, employment, and social
services; and transportation functions also increased
substantially, but at a slower rate than the increase
for health.

Section B of the Table shows the distribution of
grants divided into mandatory and discretionary spend-
ing.

Funding for grant programs classified as mandatory
is determined in authorizing legislation. Funding levels
for mandatory programs can only be changed by chang-
ing eligibility criteria or benefit formulas established
in law and are usually not limited by the annual appro-
priations process. Outlays for mandatory grant pro-
grams were $259.0 billion in 2007. The three largest
mandatory grant programs are Medicaid, with outlays
of $190.6 billion in 2007, Temporary Assistance for
Needy Families, $16.9 billion, and child nutrition pro-
grams, $12.9 billion.

The funding level for discretionary grant programs
is determined annually through appropriations acts.
Outlays for discretionary grant programs were $184.8
billion in 2007. Table 84 at the end of this chapter
identifies discretionary and mandatory grant programs
separately. For more information on these categories,
see Chapter 26, “The Budget System and Concepts”
in this volume.

Section C of Table 8-3 shows the composition of
grants divided into three major categories: payments
for individuals, grants for physical capital, and other
grants. Grant outlays for payments for individuals,
which are mainly entitlement programs in which the
Federal Government and the States share the costs,

have grown significantly as a percent of total grants.
They increased from about a third of the total in 1960
to slightly less than two-thirds in the mid-1990s, and
have remained about that proportion since then.

These grants are distributed through State or local
governments to provide cash or in-kind benefits that
constitute income transfers to individuals or families.
The major grant in this category is Medicaid. Tem-
porary Assistance for Needy Families, child nutrition
programs, and housing assistance are also large grants
in this category.

Grants for physical capital assist States and localities
with construction and other physical capital activities.
The major capital grants are for highways, but there
are also grants for airports, mass transit, sewage treat-
ment plant construction, community development, and
other facilities. Grants for physical capital were almost
half of total grants in 1960, shortly after grants began
for construction of the Interstate Highway System. The
relative share of these outlays has declined, as pay-
ments for individuals have grown. In 2007, grants for
physical capital were $70.8 billion, 16 percent of total
grants.

The other grants are primarily for education, train-
ing, employment, and social services. These grants were
20 percent of total grants in 2007.

Section D of this table shows grants as a percentage
of Federal outlays, State and local expenditures, and
gross domestic product. Grants have increased as a per-
centage of total Federal outlays from 11 percent in 1990
to 16 percent in 2007. Grants as a percentage of domes-
tic programs were 22 percent in 2007. As a percentage
of total State and local expenditures, grants have in-
creased from 19 percent in 1990 to 23 percent in 2007.

Section E shows the relative contribution of physical
capital grants in assisting States and localities with
gross investment. Federal capital grants are estimated
to be 21 percent of State and local gross investment
in 2007.

OTHER INFORMATION ON FEDERAL AID TO STATE AND LOCAL GOVERNMENTS

Additional information regarding aid to State and
local governments can be found elsewhere in this budg-
et and in other documents.

Major public physical capital investment programs
providing Federal grants to State and local govern-
ments are identified in Chapter 6, “Federal Invest-
ment.”

Data for summary and detailed grants to State and
local governments can be found in many sections of
a separate budget volume entitled Historical Tables.
Section 12 of that document is devoted exclusively to
grants to State and local governments. Additional infor-
mation on grants can be found in Section 6 (Composi-
tion of Federal Government Outlays); Section 9 (Federal
Government Outlays for Investment: Major Physical
Capital, Research and Development, and Education and
Training); Section 11 (Federal Government Payments

for Individuals); and Section 15 (Total (Federal and
State and Local) Government Finances).

Current and updated grant receipt information by
State and local governments can be found on
USAspending.gov. This public website also contains
contract and loan information and is updated monthly.

In addition to these sources, a number of other
sources of information are available that use slightly
different concepts of grants, provide State-by-State in-
formation, provide information on how to apply for Fed-
eral aid, or display information about audits.

The Bureau of the Census in the Department of Com-
merce provides data on public finances, including Fed-
eral aid to State and local governments. The Bureau’s
major reports and databases on grant-making include:

o Federal Aid to States, a report on Federal spend-
ing by State for grants for the most recently com-
pleted fiscal year.
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o The Consolidated Federal Funds Report is an an-
nual document that shows the distribution of Fed-
eral spending by State and county areas and by
local governmental jurisdictions.

e The Federal Assistance Awards Data System
(FAADS) provides computerized information about
current grant funding. Data on all direct assist-
ance awards are provided quarterly to the States
and to the Congress.

e The Federal Audit Clearinghouse maintains an
on-line database (harvester.census.gov/sac) that
provides access to summary information about au-
dits conducted under OMB Circular A-133, “Au-
dits to States, Local Governments, and Non-Profit
Organizations.” Information is available for each
audited entity, including the amount of Federal
money expended by program and whether there
were audit findings.

The Bureau of Economic Analysis, also in the Depart-
ment of Commerce, publishes the monthly Survey of
Current Business, which provides data on the national
income and product accounts (NIPA), a broad statistical
concept encompassing the entire economy. These ac-
counts include data on Federal grants to State and
local governments. Data using the NIPA concepts ap-
pear in this volume in Chapter 14, “National Income
and Product Accounts.”

The Catalog of Federal Domestic Assistance is a pri-
mary reference source for communities wishing to apply
for grants and other domestic assistance. The Catalog
is prepared by the General Services Administration and
contains a detailed listing of grant and other assistance
programs; discussions of eligibility criteria, application
procedures, and estimated obligations; and related in-
formation. The Catalog is available on the Internet at
www.cfda.gov.

DETAILED FEDERAL AID TABLE

Table 8-4, “Federal Grants to State and Local Gov-
ernments-Budget Authority and Outlays,” provides de-
tailed budget authority and outlay data for grants, in-

cluding proposed legislation. This table displays discre-
tionary and mandatory grant programs separately.
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Table 8-4. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND OUTLAYS

(in millions of dollars)

Budget Authority Outlays
Function, Category, Agency and Program 2007 2008 2009 2007 2008 2009
Actual Estimate Estimate Actual Estimate Estimate
ENERGY
Discretionary:
Department of Energy:
Energy Programs:
Energy Supply and Conservation 213 || s 215 | e | s
Energy Efficiency and Renewable ENEIGY .......cocvuerneiiineinienneineissineissineesssiseessesenes | oeseneessesneesneens 227 LIS | S 102 27
Total, diSCrEtioNArY .............ccoiriiiiiriiicec bbb 213 227 59 215 102 27
Mandatory:
Tennessee Valley AULNOMIEY ... 452 448 463 452 448 463
TOtAl, BNEIGY .....ooereeieicerece e 665 675 522 667 550 490
NATURAL RESOURCES AND ENVIRONMENT
Discretionary:
Department of Agriculture:
Farm Service Agency:
Grassroots Source Water Protection Program ...........ceceeenceneinmeneenensesseneeseensesneens 4 L/ I 4 L I
Natural Resources Conservation Service:
Watershed Rehabilitation Program 2 2 7
Resource Conservation and Development ... 1 |
Watershed and Flood Prevention Operations 148 78 31
Forest Service:
State and Private Forestry 269 255 103 316 361 128
Management of National Forest Lands for Subsistence Uses 5 3] [N 5 6 2
Department of Commerce:
National Oceanic and Atmospheric Administration:
Operations, Research, and Facilities 77 166 94 31 85 41
Pacific Coastal Salmon Recovery 67 67 35 79 74 67
Procurement, Acquisition and Construction 42 39 16 17 16 6
Department of the Interior:
Bureau of Land Management:
Miscellaneous Permanent Payment ACCOUNES ..........coovcerernerneenienmeneeneinennssnsesseseeenenenns | eonerneensensenssnns [rerversemsennensensens [ seensensensensenense || cverserseeneeneenees 121 [
Office of Surface Mining Reclamation and Enforcement:
Regulation and Technology 59 64 64 54 61 63
Abandoned Mine Reclamation Fund 165 30 11 178 167 141
United States Geological Survey:
Surveys, Investigations, and RESEAICH ...........cccririnriineininneeess s 5 [ I 5 [
United States Fish and Wildlife Service:
State and Tribal Wildlife Grants 67 74 74 67 107 99
Cooperative Endangered Species Conservation Fund 81 74 75 82 110 98
Landowner Incentive Program 24 | s 16 25 24
National Park Service:
Urban Park and Recreation Fund -1 5 4 2
National Recreation and Preservation .. 45 51 63 52
Land Acquisition and State Assistance ... 6 47 35 40
Historic Preservation Fund 66 73 82 107
Environmental Protection Agency:
State and Tribal Assistance Grants 3,214 2,932 2,612 3,938 3,080 3,463
Hazardous Substance Superfund .........cccccoo..... 33 25 40 25 25 26
Leaking Underground Storage Tank Trust Fund 56 89 54 53 80 64
Total, diSCrEtIONAIY ...........cccviviiiiicic e 4,336 4,010 3,306 5,197 4,593 4,461
Mandatory:
Department of the Interior:
Bureau of Land Management:
Miscellaneous Permanent Payment ACCOUNTS ........ocvvvverereerecememneeerensenerseesesserserseeneens 132 28 37 131 27 36
Minerals Management Service:
National Petroleum Reserve, Alaska 13 16 6 13 16 6
National Forests Fund, Payment to States .. 15 8 7 15 8 8
Leases of Lands Acquired for Flood Control, Navigation, and Allie 4 3 3 4 3 3
States Share from Certain Gulf of MEXICO LEASES .......c..urvueeriuiiriineriiiesriisssiiesiiienins | cesississessiens | sevsesssssssiinenns 19 [ [ 19
Coastal Impact Assistance 250 250 250 1 82 481
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Table 8-4. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND OUTLAYS—Continued

(in millions of dollars)

Budget Authority Outlays
Function, Category, Agency and Program 2007 2008 2009 2007 2008 2009
Actual Estimate Estimate Actual Estimate Estimate
Office of Surface Mining Reclamation and Enforcement:
Payments to States in Lieu of Coal FEE RECEIPLS .....c.urvieeireereeineieiineiseiseississeineienes [ rsieesseesessseens | sesessesssssseeseees P27 | ORI DO 9
Abandoned Mine Reclamation FUNG ...t ssseseesesennes | onsissesssssssssnnes 87 91 [ 25 24
Bureau of Reclamation:
Bureau of Reclamation Loan Program ACCOUNt ... 5 19 s 11 19 |,
United States Fish and Wildlife Service:
Federal Aid in Wildlife Restoration 296 340 348 265 300 301
Cooperative Endangered Species Conservation Fund 46 49 42 46 49 51
Sport Fish Restoration 432 491 467 372 478 478
Department of the Treasury:
Financial Management Service:
Payment to Terrestrial Wildlife Habitat Restoration Trust FUnd .......c.cccocoveuneneincennienenns 5 5 5 5 5 5
Total, MANAAtOrY .........ccoiveieii ettt 1,198 1,296 1,297 863 1,012 1,421
Total, natural resources and enviroNMENt ... 5,534 5,306 4,603 6,060 5,605 5,882
AGRICULTURE
Discretionary:
Department of Agriculture:
Cooperative State Research, Education, and Extension Service:
Extension Activities 455 458 436 430 475 511
Outreach for Socially Disadvantaged Farmers 6 7 7 6 7 7
Research and Education Activities 398 267 197 306 294 302
Integrated Activities 25 25 4 25 23 21
Agricultural Marketing Service:
Payments to States and POSSESSIONS ...........cuueeeuermmrieeierieesieesessesisessssessesssessssenens 8 12 1 9 11 9
Farm Service Agency:
State Mediation Grants ... 4 4 4 4 4 4
Total, dISCrtiONANY .........cccccovvvirrrice st 896 773 649 780 814 854
Mandatory:
Department of Agriculture:
Farm Service Agency:
Commodity Credit COrporation FUNG ..o secseees 23 LS P 23 LS
Total, aQFICURUIE ..ot 919 788 649 803 829 854
COMMERCE AND HOUSING CREDIT
Mandatory:
Department of Commerce:
National Oceanic and Atmospheric Administration:
Promote and Develop Fishery Products and Research Pertaining to American
FISNEIES ..o 4 8 6 6 7 6
National Telecommunications and Information Administration:
Digital Television Transition and Public Safety Fund 1,000 [.oovoveererereeee | e 24 296 396
Federal Communications Commission:
UNIVErsal SEIVICE FUNG ...ttt 1,418 1,689 1,711 1,418 1,689 1,711
Total, commerce and housing credit ... 2,422 1,697 1,717 1,448 1,992 2,113
TRANSPORTATION
Discretionary:
Department of Transportation:
Federal Aviation Administration:
Grants-in-aid for Airports (Airport and Airway Trust FUND) ........cccovereenemnmnincneeins e e | e 3,874 2,970 4,090
Federal Highway Administration:
Emergency Relief Program 1,112 979
State Infrastructure Banks ... 2 1
Appalachian Development Highway System 99 84
Federal-aid Highways ........ccccccoeeuvereneineuns 36,796 38,833
Miscellaneous Appropriations .... 90 69
Miscellaneous Highway Trust Funds 167 133
Federal Motor Carrier Safety Administration:
Motor Carrier Safety Grants ........c.ccoveveeeerierneeineiriessessesssessssssessesssesnssssss |Lnernsssnesssees L e 210 361 302
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Table 8-4. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND OUTLAYS—Continued

(in millions of dollars)

Budget Authority Outlays
Function, Category, Agency and Program 2007 2008 2009 2007 2008 2009
Actual Estimate Estimate Actual Estimate Estimate
National Highway Traffic Safety Administration:
Highway Traffic Safety GrantS .........coerrinrinrinieenssseseieeie s sssesesssesenes | essesssssssssness | sesessessssssssssnees | sessesssssssssessees 402 619 661
Federal Railroad Administration:
Intercity Passenger Rail Grant Program ...........cceiininineisnsinsinsessesssssseses | oosenssssssesnsens 30 (O[O | IS 2 10
Rail Line Relocation and Improvement Program ... || 20 [esieiisenis [ 10 10
Alaska Railroad Rehabilitation 5 2 e
Federal Transit Administration:
Job Access and Reverse Commute Grants 69 62 42
Interstate Transfer Grants-transit ............cccc..... 2 1 1
Washington Metropolitan Area Transit Authority .. 2 | [
Formula Grants ....... 2,043 1,584 959
Capital Investment Grants ... 2,662 2,718 2,606
Discretionary Grants (Highway Trust Fund, Mass Transit ACCOUNt) .......ccocreemeermeneiinnes [errimeenneeneinenns | seveeneiseesseenees [ eeeessieseseiseesees 12 24 24
FOrmuIa and BUS GIANTS .......ccvcveiecviecriictiie e tesstese s s ssssbes s sessssesssssssesssessssesnss | svessssesessessssess | sresessessssesssesns | seesessesessseseses 4,194 6,237 7,225
Pipeline and Hazardous Materials Safety Administration:
PIDEIINE SABLY ....vvecieieeiie bbbt 20 23 34 19 23 28
Total, diSCrtioNArY ..ot 2,513 1,862 1,755 47,944 52,879 56,057
Mandatory:
Department of Transportation:
Federal Aviation Administration:
Grants-in-aid for Airports (Airport and Airway Trust Fund) 3,671 -169 2,750 {[ cvoveerreireeees| e s
Federal Highway Administration:
Federal-aid Highways 36,360 38,447 28,503 [[.eeueeeererrerenree| v [
Miscellaneous Appropriations ... 1 L [ 1 LI
Federal Motor Carrier Safety Administration:
Motor Carrier Safety GIANES .........cvieeeeiuiineiniireieieeseie et 294 289 307 |[.eereereerneereees | eererenerneiresnees [
National Highway Traffic Safety Administration:
Highway Traffic Safety Grants .........ccccoerinineineee s 572 570 (ST0T220 | OO IO DU
Federal Transit Administration:
Formula and BUS GrantS .........ccccieurieuniciiieeie et saes 8,240 7,739 8,361 || evevirerrireeens | cerreeeeirieies [
Total, MANAAIOrY ...........covii s 49,138 46,877 40,523 1 T
Total, transportation ... 51,651 48,739 42,278 47,945 52,880 56,057
COMMUNITY AND REGIONAL DEVELOPMENT
Discretionary:
Department of Agriculture:
Rural Development:
Rural Community Advancement Program ... 72T N PO (10 PO FOORN
Rural Utilities Service:
Distance Learning, Telemedicine, and Broadband Program 11 57 21 13 46 37
Rural Water and Waste Disposal Program ACCOUNL .........ccereereereerrencieeseeeriemeenemseneninins | eeneenesnesnesnneens 539 269 [l v 773 675
Rural Housing Service:
Rural Community Facilities Program ACCOUNE ..........ceuueuriureirniemirneiesinerssiseeseessessssenes | oeseressseeeesneens 81 P2V | PO 106 72
Rural Business—Cooperative Service:
Rural Business Program ACCOUNE ........coccureeecuremerneineineessisessesssssssesseesessensenssmessensenssens | sessensssssnssnssnes 97 2 | I 88 76
Department of Commerce:
Economic Development ASSIStance Programs ... 251 243 100 243 319 296
Department of Homeland Security:
Federal Emergency Management Agency:
State and Local Programs 2,655 3,465 1,900 2,385 1,601 2,410
Firefighter Assistance Grants 662 750 300 499 662 702
MItIGALION GANES ..ot nssnins | srsssesssnssssnes [ nss s | e 32 (S I
Disaster Relief 3,803 2,872 1,330 5,351 5,609 4,242
Department of Housing and Urban Development:
Community Planning and Development:
Community Development Fund 10,867 11,458 8,124
Urban Development Action Grants ..........cccveevereemeeeeeneunenenes 1 1)
Community Development Loan Guarantees Program Account 1 5 6
Brownfields Redevelopment 11 26 27
Empowerment Zones/enterprise Communities/renewal COMMUNILIES .......c.cvevvvervnivenes [errmeinrieiinnn | cereriseesneienes [ 25 27 18
Office of Lead Hazard Control and Healthy Homes:
Lead Hazard REUCHON ..ot 150 145 116 147 155 166
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Table 8-4. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND OUTLAYS—Continued

(in millions of dollars)

Budget Authority Outlays
Function, Category, Agency and Program 2007 2008 2009 2007 2008 2009
Actual Estimate Estimate Actual Estimate Estimate
Department of the Interior:
Bureau of Indian Affairs and Bureau of Indian Education:
Operation of Indian Programs 152 179 157 182 161 148
Indian Guaranteed Loan Program Account 20 16 8 20 16 7
Appalachian Regional Commission ................... 57 65 57 67 73 59
Delta Regional Authority 12 12 6 8 12 6
Denali COMMISSION ....cuuvuuieriiiereiierieieesii ettt s 50 22 2 33 49 74
Total, dISCrtiONANY ..........ccccovvviricicier et 12,330 15,424 7,104 20,645 21,251 17,145
Mandatory:
Department of Housing and Urban Development:
Community Planning and Development:
Community Development Loan Guarantees Program ACCOUNt ........cocveereumeecereeeenenns 8 L I 8 L I
Total, community and regional development .............cccocoeininnnenninenenineens 12,338 15,428 7,104 20,653 21,255 17,145
EDUCATION, TRAINING, EMPLOYMENT, AND SOCIAL SERVICES
Discretionary:
Department of Commerce:
National Telecommunications and Information Administration:
Public Telecommunications Facilities, Planning and Construction ..........c.cccocveeneirniennns 20 L8 P 21 31 23
Information INfrastruCture GIrANS ........c.ocviiciiiieiiiienieisreriesi e ssnsesissienes | eniessnsssessnees | seressnssessnessenes | ereesssesesesessees 7 3 2
Department of Education:
Office of Elementary and Secondary Education:

Indian Education 115 116 116 112 114 114

Impact Aid ....... 1,224 1,236 1,236 1,156 1,377 1,281

EdUCALION REIOM ...ttt sssssssents | nesessessnsseess | sessesssessessnessnees | sessesssesssesessees LI SRR ISR

Education for the Disadvantaged 14,679 14,892 16,571 14,409 14,927 15,251

School Improvement Programs 5,110 5,158 4,502 5,299 5,219 5,099
Office of Innovation and Improvement:

Innovation and IMPrOVEMENL ..ot 549 640 721 501 961 542
Office of Safe and Drug-Free Schools:

Safe Schools and Citizenship EAUCALION ..........cccceveerereieeerineiineeeeisesisesiee s 665 643 261 686 71 649
Office of English Language Acquisition:

English Language ACQUISTON ..........ccccvviiiriniiirisscsesissesssss s 629 658 686 683 743 602
Office of Special Education and Rehabilitative Services:

Special Education 11,600 10,348 11,351 11,585 11,495 11,725

Rehabilitation Services and Disability Research 127 125 -9 129 160 35

American Printing House for the BliNd ........ccccovminsesesesseeseeeeeees 18 22 22 18 22 22
Office of Vocational and Adult Education:

Career, Technical and Adult EJUCALION .......c..cuueeeeeiereeieeineieeineeseeeeisesiseeessesecseees 1,970 1,920 1,345 1,927 2,066 1,851
Office of Postsecondary Education:

HIGher EAUCALION ... ssessssseeens 402 376 302 411 452 408
Office of Federal Student Aid:

Student Financial Assistance 65 B4 | 60 71 51
Institute of Education Sciences 25 48 100 11 24 32
Hurricane Education Recovery 1 (N [STRRTIRPITIN PRV 415 359 [

Department of Health and Human Services:
Administration for Children and Families:

Promoting Safe and Stable FAMIlIES ..o e 82 82 82 82 82 82

Children and Families Services Programs ...........cocveenerneenceneenseeeseensnssssesssesseesneees 8,618 8,637 8,122 8,496 8,524 8,278
Administration on Aging:

AQING SEIVICES PrOGIAMS ......vuuieuiireeieieeieissste ettt 1,365 1,393 1,362 1,339 1,372 1,371

Department of the Interior:
Bureau of Indian Affairs and Bureau of Indian Education:
Operation of INdian Programs ...t ssssees 99 116 116 111 112 111
Department of Labor:
Employment and Training Administration:

Training and Employment Services 3,060 3,219 2,826 3,006 2,975 3,008

Community Service Employment for Older Americans ................... 98 109 77 78 118 96

State Unemployment Insurance and Employment Service Operations 102 89 17 118 73 47

Foreign Labor Certification AAMINISIrAtioN ...........cceeueierriniireineieiinsinsinsinsessssisssiessenes | srsssessssssessness | sessessesssssssseses 18 || e v 11

Unemployment TIUSE FUNG ....c..couevieccrcereseie s 964 951 249 922 968 802

Corporation for National and Community Service:
Domestic Volunteer Service Programs, Operating EXPENSEeS .........coeuveverereereemneeneenenns 106 1o 139 78 7
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Table 8-4. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND OUTLAYS—Continued

(in millions of dollars)

Budget Authority Outlays
Function, Category, Agency and Program 2007 2008 2009 2007 2008 2009
Actual Estimate Estimate Actual Estimate Estimate

National and Community Service Programs, Operating Expenses 265 || s 224 158 89

VISTA Advance Payments Revolving Fund ..o 4 1 K PR

OPErating EXPENSES ....cuceuivuiiiiueiieirise ettt bsssssbsnins | sesessesssssssssans 360 345 [ 110 232

Corporation for Public Broadcasting 465 448 200 465 448 200
District of Columbia:
District of Columbia General and Special Payments:

Federal Payment for Resident Tuition Support 35 35 33 35 35

Federal Payment to Jump Start Public School REfOrM .........c.cociiniiriniiiineinineinies [ | e 20 [[ e e 20

Federal Payment for School Improvement 41 54 40 41 54

National Endowment for the Arts:
National Endowment for the Arts: Grants and AdmIniStration ...........ccccceeeeereereineernceneens 40 48 41 38 43 44
Institute of Museum and Library Services:
Office of Museum and Library Services: Grants and Administration 234 250 254 246 287 248
Total, dISCrtiONANY ...........cccovviiririic st 52,803 52,041 51,022 52,769 54,162 52,422
Mandatory:
Department of Education:
Office of Special Education and Rehabilitative Services:
Rehabilitation Services and Disability RESEAICh ........cccoiurrreniireiineirniineiesineinesese e 2,837 2,874 2,975 2,766 2,916 2,945
Department of Health and Human Services:
Administration for Children and Families:

Promoting Safe and Stable Families 364 339 339 369 358 332

Social Services Block Grant 1,700 1,700 1,200 1,956 1,936 1,302

Children and Families Services Programs  ..........c.cccceeeinmineeneinsineseensessesesssesssinenns | eesnessesessssnssnes 12 L0 | S 5 25

Department of Labor:
Employment and Training Administration:
Federal Unemployment Benefits and Allowances 260 260 260 217 219 214
Total, MANAALOTY .........cccovivrirrece st 5,161 5,185 4,824 5,308 5,434 4,818
Total, education, training, employment, and social services ................cccucuun. 57,964 57,226 55,846 58,077 59,596 57,240
HEALTH
Discretionary:
Department of Agriculture:
Food Safety and Inspection Service:
Salaries and EXPENSES ........ccviuiriiiiiiiesie ettt 47 47 47 44 45 48
Department of Health and Human Services:
Health Resources and Services AdMINISLration ..........ccccccueieeieiveieiciseveee e 2,902 2,847 2,847 3,183 3,110 3,060
Centers for Disease Control and Prevention:

Disease Control, Research, and Training 2,358 2,358 2,358 2,358 2,358 2,358
Substance Abuse and Mental Health Services Administration 3,206 1,158 1,113 3,179 1,187 1,224
Departmental Management:

Public Health and Social Services Emergency Fund 478 408 351 1,405 1,206 595

General Departmental Management 125 122 133 134 104 126

Department of Labor:
Occupational Safety and Health Administration:

Salaries and EXPENSES .........c.vimiiieriiiiesie ettt 96 91 91 101 97 97
Mine Safety and Health Administration:

Salaries and Expenses 8 8 8 8 8 8

Total, dISCrEtIONANY ...........ccoviiiiiece st 9,220 7,039 6,948 10,412 8,115 7,516

Mandatory:
Department of Health and Human Services:
Centers for Medicare and Medicaid Services:

Grants to States for Medicaid ... 168,255 206,921 214,753 190,624 203,788 215,662

State Children’s Health Insurance Fund 5,690 6,640 6,815 6,000 7,600 8,202

State Grants and Demonstrations 698 764 652 1,275 929 934

Total, MANAALOTY ..........cccovieerierce st 174,643 214,325 222,220 197,899 212,317 224,798

Total, health ... 183,863 221,364 229,168 208,311 220,432 232,314
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Table 8-4. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND OUTLAYS—Continued

(in millions of dollars)

Budget Authority Outlays
Function, Category, Agency and Program 2007 2008 2009 2007 2008 2009
Actual Estimate Estimate Actual Estimate Estimate
INCOME SECURITY
Discretionary:
Department of Agriculture:
Food and Nutrition Service:
Commodity ASSIStANCE PrOGram .........c.occeueeecrmiineineeeeiesisssessse st sesseees 178 211 70 184 221 87
Special Supplemental Nutrition Program for Women, Infants, and Children (WIC) ........ 5,204 6,020 6,100 5,309 5,974 5,955
Department of Health and Human Services:
Administration for Children and Families:
Low Income Home Energy Assistance . 2,161 2,570 2,000 2,498 2,522 2,136
Refugee and Entrant ASSIStance ... 370 408 445 389 476 510
Payments to States for the Child Care and Development Block Grant 2,056 2,056 2,056 2,128 1,994 2,055

Department of Homeland Security:
Federal Emergency Management Agency:
Emergency Food and SHEREr ... 151 153 100 150 154 100
Department of Housing and Urban Development:
Public and Indian Housing Programs:

Public Housing Operating Fund 3,706 4,278 4,286
Drug Elimination Grants for Low-income Housing .............cccc...... 1 ) N I
Revitalization of Severely Distressed Public Housing (HOPE VI) 516 450 400
Native Hawaiian Housing Block Grant .........cccoemeneuiniuncinnee 8 7 6
Tenant Based Rental Assistance ...... 15,971 16,051 16,253
Project-based Rental Assistance 187 244 249
Public Housing Capital Fund 3,071 3,021 2,958
Native American Housing Block Grant 580 609 630
Community Planning and Development:
Homeless Assistance Grants ............ . 1,434 1,584 1,633 1,386 1,406 1,440
Home Investment Partnership Program ........ 1,756 1,701 1,963 1,876 2,018 2,022
Housing Opportunities for Persons with AIDS . 286 298 298 278 303 289
Rural Housing and Economic Development 17 17 | 20 23 23
Housing Programs:
Homeownership and Opportunity for People Everywhere Grants (HOPE Grants) ......... 1 e [ [ e
Housing for Persons with Disabilities ............ccccueirrinincriniirernens . 237 236 158 305 301 285
Housing for the Elderly ...... . 735 734 538 978 925 900
Department of Labor:
Employment and Training Administration:
Unemployment TrUSE FUNG ..o 2,508 2,464 2,636 2,529 2,471 2,610
Total, dISCrEtONANY ..........cccoiiumiriiiei bt 40,135 41,748 41,202 42,070 43,449 43,194

Mandatory:
Department of Agriculture:
Agricultural Marketing Service:
Funds for Strengthening Markets, Income, and Supply (section 32) ........cccccoveurerencnen. 1,131 503 1,022 693 502 1,012
Food and Nutrition Service:

Food Stamp Program 4,635 4,847 5,015 4,602 4,808 4,998
Commodity Assistance Program 15 15 15 8 8 8
Child Nutrition Programs 13,195 13,811 14,340 12,871 14,278 14,505
Department of Health and Human Services:
Administration for Children and Families:
Payments to States for Child Support Enforcement and Family Support Programs ...... 4,399 3,998 3,766 4,238 4277 3,960
Contingency Fund . 56 231 271
Payments to States for Foster Care and Adoption Assistance 6,563 6,670 6,886
Child Care Entitlement t0 StateS .......cccovvmrnrvrinereereiereeieenns 2,994 2,979 2,966
Temporary Assistance for Needy Families 17,059 17,059 17,058 16,876 17,030 17,085
Total, MANAALOIY ..ottt 50,206 50,027 51,022 48,901 50,783 51,691
Total, INCOME SECUIILY ..ot 90,341 91,775 92,224 90,971 94,232 94,885

SOCIAL SECURITY
Mandatory:
Social Security Administration:
Federal Disability Insurance Trust FUNG ... 40 39 34 16 44 37




122

ANALYTICAL PERSPECTIVES

Table 8-4. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND OUTLAYS—Continued

(in millions of dollars)

Budget Authority Outlays
Function, Category, Agency and Program 2007 2008 2009 2007 2008 2009
Actual Estimate Estimate Actual Estimate Estimate
VETERANS BENEFITS AND SERVICES
Discretionary:
Department of Veterans Affairs:
Veterans Health Administration:
MEICAl SEIVICES .....uvurerriiireiiieiitiei et 504 554 579 504 554 579
Departmental Administration:
Grants for Construction of State Extended Care Facilities 85 165 85 109 96 97
Grants for the Construction of State Veterans Cemeteries 32 40 32 26 27 23
Total, veterans benefits and services 621 759 696 639 677 699
ADMINISTRATION OF JUSTICE
Discretionary:
Department of Homeland Security:
Federal Emergency Management Agency:
State and LOCAl PrOGramS .......c.ccceeeeiireiiierseineesseiesise st esseees 375 [ [ 340 50 [
Department of Housing and Urban Development:
Fair Housing and Equal Opportunity:
Fair HousiNg ACHVIEIES .......ouiviiiiiiceic s 46 50 51 47 47 50
Department of Justice:
Legal Activities and U.S. Marshals:
ASSELS FOMEItUIE FUND ...t bbb 21 21 21 21 21 21
Office of Justice Programs:
JUSHICE ASSISTANCE ....euvreueieeirietisei sttt 158 131 89 205 164 266
State and Local Law Enforcement Assistance 1,144 1,091 269 1,328 1,257 1,341
Juvenile Justice Programs ........ccccovevvereenes 285 331 126 312 299 384
Community Oriented Policing Services 511 251 -100 758 480 230
Violence against Women Prevention and Prosecution Programs 373 3N 260 367 338 339
Equal Employment Opportunity Commission:
Salaries and EXPENSES .........cuirmiicimiiiiiniiiesie ettt 30 28 26 33 28 26
Federal Drug Control Programs:
High-intensity Drug Trafficking Areas Program ... 201 230 200 193 215 188
State Justice Institute:
State Justice Institute: Salaries and EXPENSES .........ccvveeeririerineeiersnesinesisesiseesenins 3 L 3 L
Total, diSCrEtIONAIY ...........cccviviiiiicic e 3,147 2,508 942 3,607 2,903 2,845
Mandatory:
Department of Justice:
Legal Activities and U.S. Marshals:
Assets FOMEItUNE FUND ..o 457 392 480 406 313 563
Office of Justice Programs:
Crime VICHMS FUNG .ooevecereiicecceeieeeecs sttt et sssssssssan 580 500 554 557 1,000 725
Department of the Treasury:
Departmental Offices:
Treasury FOMEIUIE FUNG ..ot 144 110 110 33 124 113
Total, MANAALONY ..ottt 1,181 1,002 1,144 996 1,437 1,401
Total, administration of JUSHCE ... 4,328 3,510 2,086 4,603 4,340 4,246
GENERAL GOVERNMENT
Discretionary:
Department of Agriculture:
Forest Service:
Forest Service Permanent ApPropriations ............cuceeeeuerensueeneeeensessssssssssssssessssseens 315 [ | e [ e 315 [
Department of Health and Human Services:
Administration for Children and Families:
DiSADIEA VOLEI SEIVICES ....erveeerieeiieieiieireesseieeie sttt ssssssesssssssssssssnnss | sssssessnesssssnsss | sessesssessesssesseses | sessesssesssessessees 3 2 1
Department of the Interior:
United States Fish and Wildlife Service:
National Wildlife Refuge FUNd ... 14 14 1 14 14 11
Insular Affairs:
Assistance to Territories 48 48 47 53 54 53
Trust Territory of the PaCfic ISIANAS ........ccccoereueirinirerererenneneninisessseeiseesesenes Lo L Lol 1 1
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Table 8-4. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND OUTLAYS—Continued

(in millions of dollars)

Budget Authority Outlays
Function, Category, Agency and Program 2007 2008 2009 2007 2008 2009
Actual Estimate Estimate Actual Estimate Estimate
Department-Wide Programs:
Payments in LIBU Of TAXES ....veeeriereriiieiieieeisecseieessie sttt 233 229 195 232 229 195
District of Columbia:
District of Columbia Courts:
Federal Payment to the District of Columbia Courts 217 224 224 191 224 222
Defender Services in District of Columbia Courts 43 48 48 37 48 48
District of Columbia General and Special Payments:
Federal Support for Economic Development and Management Reforms in the District 39 37 33 39 37 33
Election Assistance Commission:
Election REfOrm PrOgrams ..ot ssssisessseissssssssssssssssssesssssssssssssnses | sesiessssssesseens 115 | o[ 58 52
Election Data ColleCtions GrantS ...........cc.eeeeeeeerineirericriisineisneieeesessesesensesssesssseessssseses | cosenessnssnesensens L (O RO | ESOTRR L (01 PO,
Total, diSCrEtIONANY ...........ccooviiiiriiiii e 909 725 558 569 992 616
Mandatory:
Department of Agriculture:
Forest Service:
Forest Service Permanent Appropriations 367 113 88 433 204 88
Department of Energy:
Energy Programs:
Payments to States under Federal POWEr ACt ........cccviciniineinieinieneseecseecieees 3 3 3 3 3 3
Department of Homeland Security:
Customs and Border Protection:
Refunds, Transfers, and Expenses of Operation, Puerto RIiCO ........ccccovurerviireeneernennenns 93 98 97 92 98 97
Department of the Interior:
Minerals Management Service:
Mineral Leasing and Associated Payments 1,883 2,146 2,644 1,883 2,146 2,644
Geothermal Lease Revenues, Payment to Counties 4 [ PN 4 [ O
Office of Surface Mining Reclamation and Enforcement:
Payments to States in Lieu of Coal FEe RECEIPLS .....c.cevurereemeererniierineiseireiscineeineienes | esireesseineesneens 187 187 [[ e 52 89
United States Fish and Wildlife Service:
National Wildlife Refuge FUNG ..o 12 12 12 12 12 12
Insular Affairs:
Assistance to Territories 30 28 28 22 16 17
Payments to the United States Territories, Fiscal Assistance 127 123 113 124 121 113
Department of the Treasury:
Alcohol and Tobacco Tax and Trade Bureau:
Internal Revenue Collections for Puerto Rico 462 479 491 462 479 491
Corps of Engineers-Civil Works:
Permanent APPropriations ........c.cceeecrrcreineneineieese s 4 4 L | R 4 4
Total, mandatory 2,985 3,202 3,667 3,035 3,144 3,558
Total, general gOVErNMENt ..o 3,894 3,927 4,225 3,604 4,136 4,174
Total, Grants . 414,580 451,233 441,152 443,797 466,568 476,136
Discretionary .. 127,123 127,116 114,241 184,847 189,937 185,836
Mandatory 287,457 324,117 326,911 258,950 276,631 290,300
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APPENDIX: SELECTED GRANT DATA BY STATE

This Appendix displays State-by-State spending for
the selected grant programs to State and local
governments shown in the following table, “Summary
of Programs by Agency, Bureau, and Program.” The
programs selected here cover more than 80 percent of
total grant spending.

The first summary table shows the obligations for
each program. The second summary table, “Summary
of Programs by State,” shows the amounts for each
State for these programs. The individual program ta-
bles display obligations for each program on a State-
by-State basis, consistent with the estimates in this
budget. Each table reports the following information:

e The Federal agency that administers the program.
e The program title and number as contained in
the Catalog of Federal Domestic Assistance.

The budget account number from which the pro-
gram is funded.

Actual 2007 obligations by State, Federal terri-
tory, and Indian tribes in thousands of dollars.
Undistributed obligations shown at the bottom of
each page are generally project funds that are not
distributed by formula, or programs for which
State-by-State data are not available.

Estimates of 2008 obligations by State from pre-
vious budget authority, from new budget author-
ity, and total obligations.

Estimates of 2009 obligations by State, which are
based on the 2009 Budget request, unless other-
wise noted.

The percentage share of 2009 estimated program
funds distributed to each State.
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Table 8-5. Summary of Programs by Agency, Bureau, and Program

(obligations in millions of dollars)

Estimated FY 2008 obligations

from:

FY 2007 FY 2009
Agency, Bureau, and Program (actual) : (estimated)
Previous New Total
authority | authority

Department of Agriculture, Food and Nutrition Service

School Breakfast Program (10.553) 2,229 oo 2,367 2,367 2,522

National School Lunch Program (10.555) 7,835 350 7,860 8,210 8,600

Special Supplemental Nutrition Program for Women, Infants, and Children (WIC) (10.557) . 5,548 185 6,020 6,205 6,251

Child and Adult Care Food Program (10.558) 2,305 v 2,287 2,287 2,387

State Administrative Matching Grants for Food Stamp Program (10.561) ........cccccerurinrininmirneineinsiseenesseiseesseeseeens 2,509 .o 2,620 2,620 2,723
Department of Education, Office of Elementary and Secondary Education

Title | Grants to Local Educational Agencies (84.010) 12,838 oo 13,899 13,899 14,305

Improving Teacher Quality State Grants (84.367) 2,887 o 2,935 2,935 2,835
Department of Education, Office of Special Education and Rehabilitative Services

Special Education—Grants to States (84.027) 10,783 .vcvevererinne 10,948 10,948 11,285

Rehabilitation Services—Vocational Rehabilitation Grants to States (84.126) 2,837 s 2,874 2,874 2,874
Department of Health and Human Services, Centers for Medicare and Medicaid Services

State Children’s Health Insurance Program (93.767) 5,690 6,640 6,640 5,315

Grants to States for MediCAId (93.778) ......cverrrrrrrrinrinrnsrsrsssesssesesssesesse s ssss st ssssssssss st essesssssessessessessessessessesns 205,114 207,053 207,053| 220,768
Department of Health and Human Services, Administration for Children and Families

Temporary Assistance for Needy Families (TANF)—Family Assistance Grants (93.558) .........ccccovureimrreririrnnincnis 17,034 oo 17,059 17,059 17,059

Child Support Enforcement—Federal Share of State and Local Administrative Costs and Incentives (93.563) ....... 4,396 4,201 4,201 3,825

Low Income Home Energy Assistance Program (93.568) 1,980 1,980 1,980 1,700

Child Care and Development Block Grant (93.575) 2,051 2,062 2,062 2,062

Child Care and Development Fund—Mandatory (93.596a) 1,240 1,240 1,240 1,240

Child Care and Development Fund—Matching (93.596b) ... 1,677 1,677 1,677 1,677

Head Start (93.600) ......c.coveureeeerermerireerineenens 6,888 6,878 6,878 7,027

Foster Care—Title IV-E (93.658) 4,688 4,581 4,581 4,463

Adoption Assistance (93.659) 1,942 e 2,156 2,156 2,286

Social Services Block Grant (93.667) 1,700 oo 1,700 1,700 1,200
Department of Housing and Urban Development, Public and Indian Housing Programs

Public Housing Operating Fund (14.850) 3,865 .o 4,200 4,200 4,300

Section 8 Housing Choice Vouchers (14.871) 16,303 350 15,696 16,047 16,031

Public Housing Capital Fund (14.872) 2,605 160 2,422 2,582 2,009
Department of Housing and Urban Development, Community Planning and Development

Community Development Block Grants (14.218) .......ccccoeieeineenniinsinnineineiseeseesesessiessseesees 3,772 6,866 6,866 2,794

HOME Investment Partnerships Program (14.239) ... 1,757 1,704 1,704 1,967
Department of Transportation, Federal Aviation Administration

Airport Improvement Program (20.108) .........c.ouueeurereiemuiniierinsiesinsiresesssesse et ssess e 3,691 67 17 84 2,750
Department of Transportation, Federal Highway Administration

Highway Planning and Construction (20.205) ..........c.eueeeiererniueeeneiseesseessesessessessssssssssesesssessessssssssssssssessssessssssnsens RV — 41,216 41,216 39,399
Department of Transportation, Federal Transit Administration

Federal Transit Formula Grants and ReS€arch (20.507) .....cccueuerremesisisreseessissesesssssssssssssssssssssessessessessessessessesssssnes 8,003 1,452 5,148 6,600 8,614
Federal Communications Commission

Universal SErVICe FUNG E—RALE ........cccoceiiveicieiceccectee ettt st bbb bbb 1,418 oo 1,689 1,689 1,712
TORAL ..o 381,160 2,565 387,994 390,558| 401,980
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Table 8-6. Summary of Programs by State
(obligations in millions of dollars)

Programs distributed in all years

FY 2009
All programs . ot . Percentage
State or Teritory Fg( 2%07 Estimated FY 2008 obligations from: s g
(actual) FY 2007 . FY 2009 distributed
(actual) Previous New Total (estimated) total
authority authority
Alabama ... 5,568 5,568 28 5,335 5,363 5,464 1.41
Alaska ....... 1,729 1,729 13 1,476 1,490 1,728 0.45
Arizona ... 7,446 7,446 53 7,962 8,015 8,531 2.20
Arkansas ... 3,944 3,944 19 4,219 4,239 4,592 119
California .. 45,829 45,829 439 45,089 45,528 46,682 12.06
Colorado 3,644 3,644 21 3,627 3,648 3,800 0.98
Connecticut 4,417 4,417 76 4514 4,590 4,664 1.20
Delaware .............. 1,017 1,017 10 1,043 1,053 1,112 0.29
District of Columbia . 1,867 1,867 70 1,958 2,028 2,07 0.53
Florida ......cccoeuevenee 16,568 16,568 112 16,254 16,366 16,802 4.34
Georgia . 9,739 9,739 79 9,507 9,587 9,862 2.55
Hawaii ... 1,528 1,528 12 1,361 1,373 1,404 0.36
ldaho ..... 1,595 1,595 6 1,570 1,576 1,684 0.44
lllingis ... 14,550 14,550 68 13,662 13,729 13,861 3.58
Indiana .. 6,962 6,962 39 6,810 6,849 7,111 1.84
lowa ...... 3,184 3,184 12 3,108 3,120 3,260 0.84
Kansas .. 2,809 2,809 19 2,683 2,702 2,767 0.71
Kentucky ... 5,729 5,729 22 5,800 5,823 6,026 1.56
Louisiana .. 6,915 6,915 30 7,317 7,347 7,833 2.02
Maine ........ 2,225 2,225 5 2,114 2,119 2,277 0.59
Maryland ....... 5,789 5,789 73 5,712 5,785 6,005 1.55
Massachusetts .. 10,010 10,010 88 9,758 9,846 10,162 2.62
Michigan ....... 10,916 10,916 38 10,709 10,748 11,195 2.89
Minnesota . 6,017 6,017 43 6,075 6,118 6,442 1.66
Mississippi 4,616 4,616 19 4,615 4,634 4,892 1.26
Missouri ... 7,412 7,412 32 7,736 7,767 8,359 2.16
Montana ... 1,312 1,312 4 1,201 1,205 1,245 0.32
Nebraska .. 1,904 1,904 11 1,899 1,910 1,993 0.51
Nevada ........... 1,836 1,836 44 1,723 1,767 1,763 0.46
New Hampshire 1,279 1,279 8 1,263 1,271 1,331 0.34
New Jersey ... 10,007 10,007 41 9,402 9,443 9,655 2.49
New Mexico . 3,469 3,469 13 3,541 3,554 3,819 0.99
New York ......... 39,935 39,935 240 40,227 40,467 41,570 10.74
North Carolina .. 10,944 10,944 71 11,012 11,083 11,657 3.01
North Dakota .... 947 947 4 935 939 959 0.25
Ohio ....cvvveae 14,475 14,475 62 14,379 14,440 15,185 3.92
Oklahoma . 4514 4514 15 4,626 4,641 4,646 1.20
Oregon .......... 3,901 3,901 15 3,983 3,999 4,247 1.10
Pennsylvania ... 16,703 16,703 65 16,498 16,562 17,216 4.45
Rhode Island ... 1,781 1,781 8 1,706 1,714 1,780 0.46
South Carolina . 5,110 5,110 28 5,041 5,069 5117 1.32
South Dakota ... 1,020 1,020 3 978 981 1,010 0.26
Tennessee ... 7,930 7,930 36 7,804 7,839 8,173 2.1
Texas ........ 26,564 26,564 152 26,018 26,170 26,978 6.97
2,314 2,314 11 2,149 2,160 2,239 0.58
1,145 1,145 2 1,135 1,137 1,155 0.30
Virginia ...... 6,023 6,023 57 6,103 6,160 6,395 1.65
Washington 6,588 6,588 51 6,319 6,370 6,568 1.70
West Virginia 3,013 3,013 10 2,975 2,985 3,087 0.80
Wisconsin ..... 5,571 5,571 24 5,605 5,629 5,926 1.53
Wyoming ........... 713 713 2 668 670 716 0.18
American Samoa . 55 55 * 58 58 65 0.02
[CTVE: Ty I 136 136 1 126 128 139 0.04
Northern Mariana Islands 110 110 * 35 35 94 0.02
Puerto RiCO ......ccccovvrrinnn. 2,623 2,623 85 2,708 2,793 2,770 0.72
Freely Associated States 7 [ [T 7 7 7 *
Virgin Islands 147 147 2 162 165 166 0.04
Indian Tribes 825 825 2 880 882 906 0.23
Total, programs distributed by State in all years ... 374,926 374,926 2,496 371,178 373,675 387,162 100.00
MEMORANDUM:.
Not distributed by State in all YEArs T ..o 6,234 6,234 69 16,815 16,884 14,818 N/A
Total, including UNdIStBULEA .......cooeveeeeeirie e 381,160 381,160 2,565 387,994 390,558 401,980 N/A

* $500,000 or less or 0.005 percent or less.
T The sum of programs not distributed by State in all years.
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Table 8-7. School Breakfast Program (10.553)
(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 43,015 47,129 47,129 50,217 1.99
Alaska ..... 4,926 5,397 5,397 5,751 0.23
Arizona ... . 44,933 49,231 49,231 52,456 2.08
Arkansas ..... . 31,293 34,286 34,286 36,533 1.45
California . . 264,441 289,734 289,734 308,719 12.24
Colorado ..... 18,503 20,273 20,273 21,601 0.86
Connecticut . 14,149 15,502 15,502 16,518 0.65
Delaware ......... 5,780 5,780 6,158 0.24
District of Columbia 4,467 4,467 4,760 0.19
Florida ........ccevu... 133,781 133,781 142,546 5.65
Georgia ... 120,140 120,140 128,012 5.08
Hawaii . 8,068 8,068 8,597 0.34
|daho ... 13,124 13,124 13,984 0.55
Illinois .. 67,769 67,769 72,209 2.86
Indiana 39,795 39,795 42,402 1.68
lowa ....... 15,631 15,631 16,655 0.66
Kansas ... 18,644 18,644 19,865 0.79
Kentucky . 49,264 49,264 52,491 2.08
Louisiana 54,907 54,907 58,505 2.32
Maine ...... 7,139 7,139 7,607 0.30
Maryland ..... 28,032 28,032 29,869 1.18
Massachusetts 31,644 31,644 33,718 1.34
Michigan ... 55,283 55,283 58,905 2.34
Minnesota ... 26,060 26,060 27,767 1.10
Mississippi .. 48,439 48,439 51,612 2.05
Missouri ...... 47,106 47,106 50,193 1.99
Montana .. 5,025 5,025 5,354 0.21
Nebraska 10,241 10,241 10,912 0.43
Nevada ....... 14,070 14,070 14,992 0.59
New Hampshire .. 3,547 3,547 3,779 0.15
New Jersey . 38,665 38,665 41,199 1.63
New Mexico 27,651 27,651 29,463 1.17
New York ........ 129,834 129,834 138,341 5.48
North Carolina 84,730 84,730 90,281 3.58
North Dakota .. 3,387 3,387 3,609 0.14
Ohio ............ 68,698 68,698 73,199 2.90
Oklahoma 42,548 42,548 45,336 1.80
Oregon ........ 29,519 29,519 31,453 1.25
Pennsylvania .. 61,750 61,750 65,795 2.61
Rhode Island .. 5,953 5,953 6,343 0.25
South Carolina 53,412 53,412 56,911 2.26
South Dakota .. 5,557 5,557 5,921 0.23
Tennessee .. 58,296 58,296 62,116 2.46
Texas ... 308,922 308,922 329,163 13.05
Utah ...... 12,892 12,892 13,737 0.54
Vermont .. 3,675 3,675 3,916 0.16
Virginia ........ 44,679 44,679 47,607 1.89
Washington . 35,881 35,881 38,232 1.52
West Virginia .. 18,496 18,496 19,707 0.78
Wisconsin ... 24,478 24,478 26,082 1.03
Wyoming ........ 2,548 2,548 2,715 0.1
AMENICAN SAMOA ..vuvvurerrererierrersessesessessesesessssssssssssssssssssssssssssessnss | sessssssssessesssssnss | sosssssssssssssssssensns | sesssssssssssssnssnsns | sovesssssssssssnssnns | srssssessssssssnsenins | sesessesnssnssensens
(CTVF: [ R, 0.08
Northern Mariana ISIaNAS ...........cccceueereeieeiieseeeeeeieenieens | crvvervsesseinies | essesssesssiesisiens | cvvsvessssessssessnies | sevessessssesensesonse | svessiesssieinieens | avvesssessnesnns
Puerto RICO ....cccovvvvrenne
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed ....... .
DOD/USAF/USMC/USN ....oveieeieiniininniieisesseseee s
TOMA oottt 2,228,573 | ..o 2,367,186 2,367,186 2,522,286 1100.00

* $500 or less or 0.005 percent or less.
T Excludes undistributed obligations.
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Table 8-8. National School Lunch Program (10.555)
(obligations in thousands of dollars)

12-3539-0-1-605

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 149,726 6,811 153,046 159,857 167,449 1.95
Alaska ..... 22,874 1,041 23,381 24,422 25,582 0.30
Arizona .... 173,653 7,900 177,503 185,403 194,208 2.26
Arkansas ... 93,501 4,254 95,573 99,827 104,568 1.22
California . 1,026,794 46,711 1,049,555 1,096,266 1,148,328 13.35
Colorado ..... 83,037 3,778 84,877 88,655 92,866 1.08
Connecticut . 63,855 2,905 65,271 68,176 71,413 0.83
Delaware ......... 17,693 805 18,085 18,890 19,787 0.23
District of Columbia 14,141 643 14,455 15,098 15,815 0.18
Florida .....cccovvvnne 415,638 18,908 424,853 443,761 464,836 5.41
Georgia ... 327,140 14,882 334,393 349,275 365,863 425
Hawaii . 27,314 1,243 27,919 29,162 30,547 0.36
Idaho ... 35,655 1,622 36,445 38,067 39,875 0.46
[linois .. 298,952 13,600 305,579 319,179 334,338 3.89
Indiana 148,624 6,761 151,919 158,680 166,216 1.93
lowa ... 66,469 3,024 67,942 70,966 74,337 0.86
Kansas ... 66,140 3,009 67,606 70,615 73,969 0.86
Kentucky . 129,949 5,912 132,830 138,742 145,331 1.69
Louisiana 157,038 7,144 160,519 167,663 175,626 2.04
Maine ...... 23,731 1,080 24,257 25,337 26,540 0.31
Maryland ..... 95,550 4,347 97,668 102,015 106,860 1.24
Massachusetts 108,709 4,945 111,119 116,064 121,577 1.41
Michigan ... 199,897 9,094 204,328 213,422 223,558 2.60
Minnesota ... 100,582 4,576 102,812 107,388 112,488 1.31
Mississippi .. 125,889 5,727 128,680 134,407 140,790 1.64
Missouri ...... 138,541 6,303 141,612 147,915 154,940 1.80
Montana .. 17,627 802 18,018 18,820 19,713 0.23
Nebraska 42,943 1,954 43,895 45,849 48,026 0.56
Nevada ....... 52,571 2,392 53,736 56,128 58,794 0.68
New Hampshire .. 16,066 731 16,422 17,153 17,968 0.21
New Jersey . 151,890 6,910 155,257 162,167 169,869 1.98
New Mexico 66,491 3,025 67,965 70,990 74,361 0.86
New York ........ 481,272 21,894 491,942 513,836 538,239 6.26
North Carolina 249,823 11,365 255,361 266,726 279,394 3.25
North Dakota .. 12,771 581 13,054 13,635 14,283 0.17
(O] 3116 230,288 10,476 235,394 245,870 257,547 2.99
Oklahoma 109,824 4,996 112,259 117,255 122,824 1.43
Oregon ........ 75,414 3,431 77,086 80,517 84,341 0.98
Pennsylvania .. 235,909 10,732 241,139 251,871 263,833 3.07
Rhode Island .. 20,965 954 21,430 22,384 23,447 0.27
South Carolina 133,043 6,052 135,993 142,045 148,791 1.73
South Dakota .. 19,968 908 20,411 21,319 22,332 0.26
Tennessee .. 171,327 7,794 175,125 182,919 191,607 2.23
Texas ... 850,870 38,708 869,733 908,441 951,585 11.07
Utah ........ 59,272 2,696 60,586 63,282 66,288 0.77
Vermont .. 10,046 457 10,269 10,726 11,235 0.13
Virginia ........ 145,661 6,626 148,891 155,517 162,903 1.89
Washington . 124,140 5,647 126,892 132,539 138,834 1.61
West Virginia .. 47,037 2,140 48,080 50,220 52,605 0.61
Wisconsin ... 106,152 4,829 108,505 113,334 118,717 1.38
Wyoming ........ 9,765 444 9,982 10,426 10,921 0.13
American Samoa
GUAM oo,
Northern Mariana Islands
Puerto RiCO ......cccccuvunnee
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed .......
DOD/USAF/USMCIUSN ....ooviirireriecinenesieseseresesssseesessessssesenns
TOMAI oot 7,835,226 349,816 7,860,032 8,209,848 8,599,755 1100.00

T Excludes undistributed obligations.
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Table 8-9. Special Supplemental Nutrition Program for Women,
(obligations in thousands of dollars)

12-3510-0-1-605
Infants, and Children (WIC) (10.557)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 95,783 3,199 103,936 107,135 107,929 1.73
Alaska ..... 23,068 770 25,032 25,802 25,993 0.42
Arizona ... 98,619 3,294 107,013 110,307 111,125 1.78
Arkansas ... 57,018 1,904 61,872 63,776 64,248 1.03
California . 899,005 30,025 975,530 1,005,555 1,013,008 16.20
Colorado ..... 54,693 1,827 59,348 61,175 61,628 0.99
Connecticut . 41,111 1,373 44,610 45,983 46,324 0.74
Delaware ......... 12,214 408 13,254 13,662 13,763 0.22
District of Columbia 11,604 388 12,591 12,979 13,075 0.21
Florida .....cccovvvnne 288,556 9,637 313,118 322,755 325,147 5.20
Georgia ... 197,784 6,605 214,620 221,225 222,865 3.57
Hawaii . 30,416 1,016 33,005 34,021 34,273 0.55
Idaho ... 21,943 733 23,811 24,544 24,726 0.40
[linois .. 198,109 6,616 214,972 221,588 223,231 3.57
Indiana 86,927 2,903 94,326 97,229 97,950 1.57
lowa ... 40,804 1,363 44,277 45,640 45,978 0.74
Kansas ... 39,255 1,311 42,596 43,907 44,233 0.71
Kentucky . 89,293 2,982 96,894 99,876 100,616 1.61
Louisiana 95,140 3,177 103,239 106,416 107,204 1.71
Maine ...... 16,705 558 18,127 18,685 18,823 0.30
Maryland ..... 75,419 2,519 81,838 84,357 84,983 1.36
Massachusetts 81,351 2,717 88,275 90,992 91,667 1.47
Michigan ... 159,028 5,311 172,564 177,875 179,194 2.87
Minnesota ... 82,232 2,746 89,232 91,978 92,660 1.48
Mississippi .. 71,163 2,377 77,220 79,597 80,187 1.28
Missouri ...... 81,508 2,722 88,446 91,168 91,844 1.47
Montana .. 13,485 450 14,633 15,083 15,195 0.24
Nebraska 25,996 868 28,209 29,077 29,292 0.47
Nevada ....... 29,995 1,002 32,548 33,550 33,799 0.54
New Hampshire .. 12,586 420 13,658 14,078 14,182 0.23
New Jersey . 99,002 3,306 107,429 110,735 111,556 1.78
New Mexico 40,009 1,336 43,415 44,751 45,082 0.72
New York ........ 362,194 12,096 393,024 405,120 408,123 6.53
North Carolina 152,335 5,088 165,301 170,389 171,652 2.75
North Dakota .. 9,544 319 10,356 10,675 10,754 0.17
Ohio .....co..e. 171,805 5,738 186,429 192,167 193,591 3.10
Oklahoma 57,279 1,913 62,155 64,068 64,542 1.03
Oregon ........ 63,935 2,135 69,377 71,512 72,042 1.15
Pennsylvania .. 149,618 4,997 162,353 167,350 168,591 2.70
Rhode Island .. 18,041 603 19,576 20,179 20,329 0.33
South Carolina 78,092 2,608 84,739 87,347 87,995 1.41
South Dakota .. 12,297 411 13,343 13,754 13,856 0.22
Tennessee .. 116,873 3,903 126,821 130,724 131,693 211
Texas ... 510,492 17,049 553,945 570,994 575,226 9.20
Utah ....... 34,101 1,139 37,004 38,143 38,425 0.61
Vermont .. 12,522 418 13,588 14,006 14,110 0.23
Virginia ........ 91,750 3,064 99,560 102,624 103,385 1.65
Washington . 112,464 3,756 122,037 125,793 126,725 2.03
West Virginia .. 32,403 1,082 35,161 36,243 36,512 0.58
Wisconsin ... 71,893 2,401 78,013 80,414 81,010 1.30
Wyoming ........ 7,436 248 8,069 8,317 8,379 0.13
American Samoa 6,795 227 7,373 7,600 7,657 0.12
GUAM oo, 7,593 254 8,239 8,493 8,556 0.14
Northern Mariana Islands 1,943 65 2,108 2,173 2,189 0.04
Puerto RiCO ... 207,509 6,930 225,172 232,102 233,823 374
Freely ASSOCIAtEA STAES .......cvivurreiieiireeeieneirniienineiissiseisssinsennes | sneiissineeinssnnsins | oestnessssnesnssnnsns | esseessnsssssnssness | eevnssissnssiesineens | snesssesesssesinnnns | seeneessesesinsis
Virgin Islands ...... 5,857 196 6,355 6,551 6,600 0.11
Indian Tribes ... 52,552 1,755 57,025 58,780 59,216 0.95
UNAISDUIEA ..o eieeseiseiseiseinssnssnnes | cneinsininsnsnnins | cntinsnsnsnsnsnns | senernssssnsnsnnes | servesssensnsnsinses | seeneenesnssnsnsonnes | seeneenesnsinsensen
Other 30,632 1,023 33,239 34,262 34,516 0.55
TOMAI oot 5,547,776 185,281 6,020,000 6,205,281 6,251,277 2100.00

TIncludes WIC Infrastructure, Technical Assistance, Breastfeeding Peer Counselors, and State Management Information Systems.

2Excludes undistributed obligations.
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Table 8-10. Child and Adult Care Food Program (10.558)
(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 34,609 36,671 36,671 38,277 1.60
Alaska ..... 7,323 7,759 7,759 8,099 0.34
Arizona ... . 42,699 45,243 45,243 47,225 1.98
Arkansas ... . 30,259 32,062 32,062 33,466 1.40
California . . 246,388 261,068 261,068 272,503 11.42
Colorado ..... 19,151 20,292 20,292 21,181 0.89
Connecticut . 11,372 12,050 12,050 12,577 0.53
Delaware ......... 10,608 11,240 11,240 11,732 0.49
District of Columbia . 3,578 3,791 3,791 3,957 0.17
Florida .....cccovvvnne . 121,075 128,289 128,289 133,908 5.61
Georgia ... . 84,626 89,668 89,668 93,596 3.92
Hawaii . 4,847 5,136 5,136 5,361 0.22
Idaho ... 5,546 5,876 5,876 6,134 0.26
[linois .. 99,376 105,297 105,297 109,909 4.60
Indiana 33,701 35,709 35,709 37,273 1.56
lowa ... 21,788 23,086 23,086 24,097 1.01
Kansas ... 30,718 32,548 32,548 33,974 1.42
Kentucky . 26,055 27,607 27,607 28,817 1.21
Louisiana 52,798 55,944 55,944 58,394 2.45
Maine ...... 9,249 9,800 9,800 10,229 0.43
Maryland ..... 33,195 35,173 35,173 36,713 1.54
Massachusetts 44,910 47,586 47,586 49,670 2.08
Michigan ... 52,211 55,322 55,322 57,745 242
Minnesota ... 54,405 57,647 57,647 60,171 2.52
Mississippi .. . 28,413 30,106 30,106 31,425 1.32
Missouri ...... . 39,240 41,578 41,578 43,399 1.82
Montana .. . 9,111 9,654 9,654 10,077 0.42
Nebraska 23,875 25,298 25,298 26,406 1.1
Nevada ....... 3,758 3,982 3,982 4,156 0.17
New Hampshire .. 3,041 3,222 3,222 3,363 0.14
New Jersey . 53,050 56,211 56,211 58,673 2.46
New Mexico . 33,904 35,924 35,924 37,497 1.57
New York ........ . 156,833 166,177 166,177 173,456 7.27
North Carolina . 72,710 77,042 77,042 80,417 3.37
North Dakota .. . 9,355 9,912 9,912 10,347 0.43
(O] 3116 . 65,078 68,955 68,955 71,976 3.02
Oklahoma . 49,329 52,268 52,268 54,557 2.29
Oregon ........ 23,244 24,629 24,629 25,708 1.08
Pennsylvania .. 60,930 64,560 64,560 67,388 2.82
Rhode Island .. 7,054 7,474 7,474 7,802 0.33
South Carolina 23,700 25,112 25,112 26,212 1.10
South Dakota .. 7,030 7,449 7,449 7,775 0.33
Tennessee .. 40,869 43,304 43,304 45,201 1.89
Texas ... 198,991 210,847 210,847 220,082 9.22
Utah ........ 17,624 18,674 18,674 19,492 0.82
Vermont .. 3,959 4,195 4,195 4,379 0.18
Virginia ........ 28,940 30,664 30,664 32,007 1.34
Washington . 38,189 40,464 40,464 42,237 1.77
West Virginia .. 14,675 15,549 15,549 16,230 0.68
Wisconsin ... 37,522 37,522 39,165 1.64
Wyoming ......... 4,937 5,153 0.22
AMENICAN SAMOA ....vvvverrreireereieeinesenisesessseseessssssssesisesessnesesinne | etssessesnennssneses | conesnesisssessnennnns | sneenessssssssnenins | sessnesssssnnsnsnens | evessnessssnnsinsne | nesessnesesenees
GUAM o 0.01
Northern Mariana ISIandS ... | v | e | evnesssnesnsinses | soesnesnsnesnnns | v | s
Puerto RICO ....ocvvevenenee
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed
TOMAI vt 2,305,129 | ..o 2,286,629 2,286,629 2,386,780 1100.00

T Excludes undistributed obligations.
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Table 8-11. State Administrative Matching Grants for Food Stamp Program (10.561)
(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 31,936 32,171 32,171 33,436 1.23
Alaska ..... 9,759 9,831 9,831 10,218 0.38
Arizona ... . 37,786 38,065 38,065 39,561 1.45
Arkansas ... . 25,778 25,968 25,968 26,989 0.99
California . . 421,010 424,115 424115 440,785 16.19
Colorado ..... . 27,977 28,184 28,184 29,292 1.08
Connecticut . . 24,783 24,966 24,966 25,948 0.95
Delaware ......... 8,597 8,660 8,660 9,001 0.33
District of Columbia » 13,100 13,197 13,197 13,716 0.50
Florida ......c.c..... . 69,088 69,597 69,597 72,334 2.66
Georgia ... . 61,942 62,399 62,399 64,853 2.38
Hawaii . 11,569 11,654 11,654 12,112 0.44
Idaho ... 11,205 11,288 11,288 11,732 0.43
Illinois .. 100,926 101,671 101,671 105,668 3.88
Indiana 34,499 34,754 34,754 36,120 1.33
lowa ........ 17,132 17,258 17,258 17,937 0.66
Kansas .... 17,585 17,714 17,714 18,411 0.68
Kentucky . 39,712 40,005 40,005 41,578 1.53
Louisiana 48,254 48,610 48,610 50,521 1.86
Maine ...... 8,154 8,214 8,214 8,537 0.31
Maryland ..... 39,516 39,808 39,808 41,373 1.52
Massachusetts 41,715 42,023 42,023 43,675 1.60
Michigan ... 94,854 95,554 95,554 99,310 3.65
Minnesota ... 42,353 42,666 42,666 44,343 1.63
Mississippi .. . 26,264 26,458 26,458 27,498 1.01
Missouri ...... . 44,037 44,362 44,362 46,106 1.69
Montana .. . 7,919 7,978 7,978 8,291 0.30
Nebraska 12,155 12,245 12,245 12,726 0.47
Nevada ....... 13,180 13,278 13,278 13,800 0.51
New Hampshire .. 5,729 5,771 5,771 5,998 0.22
New Jersey . 90,363 91,030 91,030 94,609 3.47
New Mexico . 33,773 34,023 34,023 35,360 1.30
New York ........ . 275,086 277,116 277,116 288,010 10.58
North Carolina 69,149 69,660 69,660 72,398 2.66
North Dakota .. . 6,875 6,925 6,925 7,198 0.26
Ohio .....nee. . 99,817 100,553 100,553 104,506 3.84
Oklahoma . 41,506 41,812 41,812 43,456 1.60
Oregon ........ 43,616 43,938 43,938 45,665 1.68
Pennsylvania .. 139,541 140,570 140,570 146,097 5.37
Rhode Island .. 9,138 9,206 9,206 9,568 0.35
South Carolina 18,546 18,683 18,683 19,417 0.71
South Dakota .. 7,274 7,328 7,328 7,616 0.28
Tennessee .. 48,708 49,067 49,067 50,996 1.87
Texas ... 151,308 152,425 152,425 158,417 5.82
Utah ....... 20,970 21,124 21,124 21,955 0.81
Vermont .. 7,475 7,530 7,530 7,826 0.29
Virginia ........ 78,957 79,540 79,540 82,667 3.04
Washington . 49,372 49,737 49,737 51,692 1.90
West Virginia .. 14,473 14,580 14,580 15,153 0.56
Wisconsin ... 35,334 35,595 35,595 36,994 1.36
Wyoming ........ 4377 4,377 4,550 0.17
American Samoa
GUAM o
Northern Mariana Islands
Puerto RICO ....ocvvevenenee
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed
TOAl ottt 2,508,553 | .....cccoorviriinnne 2,620,000 2,620,000 2,723,000 1100.00

T Excludes undistributed obligations.
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Table 8-12. Title | Grants to Local Educational Agencies (84.010)

(obligations in thousands of dollars)

91-0900-0-1-501

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal
Alabama 194,251 214,991 214,991 222,999 1.56
Alaska ..... 34,025 38,782 38,782 40,062 0.28
Arizona ... 263,204 272,913 272,913 274,362 1.92
Arkansas ... 122,031 143,561 143,561 150,207 1.05
California . 1,643,496 1,696,362 1,696,362 1,726,660 12.07
Colorado ..... 123,928 135,822 135,822 141,655 0.99
Connecticut . 111,879 116,530 116,530 115,522 0.81
Delaware ......... 34,110 38,366 38,366 39,628 0.28
District of Columbia 46,026 47,481 47,481 49,393 0.35
Florida .....cccovvvnne 589,157 648,128 648,128 684,447 478
Georgia ... 410,011 446,325 446,325 462,328 3.23
Hawaii . 39,639 44,675 44,675 47,033 0.33
Idaho ... 41,327 46,769 46,769 48,938 0.34
[linois .. 593,136 593,016 593,016 588,643 411
Indiana 230,085 245,548 245,548 249,612 1.74
lowa ... 69,214 73,177 73,177 75,355 0.53
Kansas ... 88,061 95,425 95,425 98,523 0.69
Kentucky . 185,854 210,413 210,413 218,377 1.53
Louisiana 277,650 308,753 308,753 321,929 2.25
Maine ...... 43,870 51,907 51,907 54,304 0.38
Maryland ..... 188,034 188,316 188,316 192,271 1.34
Massachusetts 211,607 234,021 234,021 239,308 1.67
Michigan ... 460,302 523,125 523,125 542,541 3.79
Minnesota ... 114,583 124,791 124,791 127,993 0.89
Mississippi .. 174,679 188,589 188,589 193,970 1.36
Missouri ...... 201,452 224,131 224,131 232,048 1.62
Montana .. 38,635 43,557 43,557 45,260 0.32
Nebraska 50,662 60,376 60,376 63,087 0.44
Nevada ....... 80,299 79,754 79,754 84,303 0.59
New Hampshire .. 34,248 38,255 38,255 39,499 0.28
New Jersey . 252,409 289,822 289,822 297,192 2.08
New Mexico 103,847 113,229 113,229 117,503 0.82
New York ........ 1,210,071 1,224,956 1,224,956 1,238,206 8.66
North Carolina 301,104 358,662 358,662 376,764 2.63
North Dakota .. 29,825 33,838 33,838 34,946 0.24
(O] 3116 449,255 513,621 513,621 530,056 3.7
Oklahoma 128,266 148,369 148,369 154,619 1.08
Oregon ........ 121,425 140,318 140,318 146,316 1.02
Pennsylvania .. 516,459 567,750 567,750 587,544 411
Rhode Island .. 50,390 52,952 52,952 53,284 0.37
South Carolina 187,902 205,430 205,430 214,194 1.50
South Dakota .. 37,274 41,565 41,565 42,969 0.30
Tennessee .. 205,728 240,758 240,758 253,110 1.77
Texas ... 1,169,500 1,301,829 1,301,829 1,343,209 9.39
Utah ....... 58,197 59,538 59,538 61,129 0.43
Vermont .. 27,199 32,640 32,640 33,697 0.24
Virginia ........ 204,733 226,630 226,630 237,163 1.66
Washington . 182,795 188,788 188,788 193,690 1.35
West Virginia .. 89,221 99,947 99,947 103,997 0.73
Wisconsin ... 201,601 198,828 198,828 197,691 1.38
Wyoming ........ 28,094 31,244 31,244 32,282 0.23
American Samoa 8,626 9,610 9,610 9,898 0.07
GUAM oo, 9,261 11,580 11,580 11,927 0.08
Northern Mariana Islands 3,303 3,491 3,491 3,595 0.03
Puerto RiCO ... 455,589 511,419 511,419 538,073 3.76
Freely ASSOCIAtEA STAES .......ccvivreeiierireiniereirniiesinsiesiseisssinsinnes | sneisssinesnsinesins | esinesssssesnssnnsins | esseessssnssnseness | eevesseesnssissinnens | enessesesssssinsnns | seeneessesesinsis
Virgin Islands ...... 11,592 12,913 12,913 13,301 0.09
Indian Tribes ... 91,754 97,546 97,546 100,476 0.70
UNAIStDUIEA ..o eieiseiseiseississsnssnnns | cneinsinsinsnninsins | e | senernsissnsnsnnes | servesssensensnsinnes | seeveeneenssnsnsonses | seeneenesnsinsensen
Census 3,437 3,930 3,930 4,000 0.03
3,811 3,811 3,811 3,811 0.03
TOMAI oottt 12,838,125 | ..o 13,898,875 | 113,898,875 | 114,304,901 2100.00

1 State allocations for 2008 and 2009 are preliminary estimates based on currently available data. Allocations based on new data may result in significant

changes from these preliminary estimates.
2Excludes undistributed obligations.
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Table 8-13. Improving Teacher Quality State Grants (84.367)

(obligations in thousands of dollars)

91-1000-0-1-501

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 45,924 47,006 47,006 45,343 1.60
Alaska ..... 13,752 13,987 13,987 13,495 0.48
Arizona ... 48,406 48,508 48,508 46,417 1.64
Arkansas ... 27,691 28,670 28,670 27,633 0.97
California . 331,226 333,420 333,420 321,120 11.33
Colorado ..... 32,112 32,892 32,892 31,696 112
Connecticut . 26,565 26,703 26,703 25,905 0.91
Delaware ......... 13,752 13,987 13,987 13,495 0.48
District of Columbia 13,752 13,987 13,987 13,495 0.48
Florida .....cccovvvnne 130,979 133,937 133,937 128,952 455
Georgia ... 77,838 79,174 79,174 76,042 2.68
Hawaii . 13,752 13,987 13,987 13,495 0.48
Idaho ... 13,752 13,987 13,987 13,495 0.48
[linois .. 118,046 117,749 117,749 114,011 4.02
Indiana 49,204 50,342 50,342 48,514 1.71
lowa ... 21,891 22,325 22,325 21,618 0.76
Kansas ... 22,433 22,708 22,708 21,993 0.78
Kentucky . 44,085 45,089 45,089 43,656 1.54
Louisiana 63,732 65,253 65,253 63,279 2.23
Maine ...... 13,752 13,987 13,987 13,495 0.48
Maryland ..... 41,424 41,396 41,396 40,121 1.42
Massachusetts 50,884 51,805 51,805 50,280 1.77
Michigan ... 109,550 112,217 112,217 109,003 3.84
Minnesota ... 37,842 38,499 38,499 37,346 1.32
Mississippi .. 42,062 42,778 42,778 41,436 1.46
Missouri ...... 49,803 50,956 50,956 49,172 1.73
Montana .. 13,752 13,987 13,987 13,495 0.48
Nebraska 14,029 14,264 14,264 13,771 0.49
Nevada ....... 15,347 15,447 15,447 14,773 0.52
New Hampshire .. 13,752 13,987 13,987 13,495 0.48
New Jersey . 63,836 65,407 65,407 63,351 2.23
New Mexico 22,499 23,098 23,098 22,315 0.79
New York ........ 228,364 227,826 227,826 221,790 7.82
North Carolina 65,161 67,896 67,896 65,004 2.29
North Dakota .. 13,752 13,987 13,987 13,495 0.48
Ohio .....co..e. 104,982 107,857 107,857 104,427 3.68
Oklahoma 32,691 33,967 33,967 32,758 1.16
Oregon ........ 27,999 28,888 28,888 27,832 0.98
Pennsylvania .. 113,433 115,314 115,314 111,973 3.95
Rhode Island .. 13,752 13,987 13,987 13,495 0.48
South Carolina 37,101 37,932 37,932 36,449 1.29
South Dakota .. 13,752 13,987 13,987 13,495 0.48
Tennessee .. 49,288 51,116 51,116 49,163 1.73
Texas ... 240,403 247,032 247,032 237,584 8.38
Utah ....... 18,799 18,979 18,979 18,297 0.65
Vermont .. 13,752 13,987 13,987 13,495 0.48
Virginia ........ 51,306 52,437 52,437 50,603 1.78
Washington . 47,422 48,010 48,010 46,341 1.63
West Virginia .. 23,079 23,716 23,716 23,107 0.82
Wisconsin ... 46,532 46,354 46,354 44,986 1.59
Wyoming ........ 13,752 13,987 13,987 13,495 0.48
American Samoa 3,416 3,481 3,481 3,345 0.12
GUAM oo, 5,057 5,135 5,135 4,972 0.18
Northern Mariana Islands 1,611 1,639 1,639 1,580 0.06
Puerto RiCO ... 91,535 92,572 92,572 89,371 3.15
Freely ASSOCIAtEA STAES .......cvivrreiieiireeeiereirniieninsisesineisssinnennes | soveiissineinsinnsins | oestnesssssssnsinnsins | esseessssnsssnseness | eevnsssesnssnesnnens | enessesessssninsinns | seeneessesesinsns
Virgin Islands ...... 4,281 4,348 4,348 4,208 0.15
Indian Tribes ... 14,365 14,603 14,603 14,105 0.50
UNAISHDULEA ...t | v | e | s | s | o | s
Evaluation 14,437 14,676 14,676 14,176 0.50
TOMAI oot 2,887,439 | ..o 2,935,248 2,935,248 2,835,248 1100.00

T Excludes undistributed obligations.
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Table 8-14. Special Education—Grants to States (84.027)
(obligations in thousands of dollars)

91-0300-0-1-501

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 170,486 172,827 172,827 177,615 1.57
Alaska ..... 33,552 34,370 34,370 35,493 0.31
Arizona ... 167,830 172,909 172,909 180,825 1.60
Arkansas ..... 105,159 106,603 106,603 109,557 0.97
California . 1,150,176 1,165,973 1,165,973 1,198,276 10.62
Colorado ..... 141,994 144,726 144,726 151,248 1.34
Connecticut . 124,652 126,364 126,364 129,865 1.15
Delaware ......... 30,750 31,680 31,680 33,131 0.29
District of Columbia 15,461 15,929 15,929 16,658 0.15
Florida ........ccevu... 590,329 598,437 598,437 615,017 5.45
Georgia ... 295,043 303,971 303,971 317,888 2.82
Hawaii . 37,427 37,941 37,941 38,992 0.35
|daho ... 50,887 51,586 51,586 53,016 0.47
Illinois .. 474,790 481,311 481,311 494,646 4.38
Indiana 239,750 243,042 243,042 249,776 2.21
lowa ....... 114,456 116,028 116,028 119,242 1.06
Kansas ... 100,185 101,561 101,561 104,375 0.92
Kentucky . 147,980 150,013 150,013 154,169 1.37
Louisiana 177,474 179,912 179,912 184,896 1.64
Maine ...... 51,300 52,005 52,005 53,445 0.47
Maryland ..... 187,713 190,291 190,291 195,563 1.73
Massachusetts 266,132 269,787 269,787 277,261 2.46
Michigan ... 375,542 380,700 380,700 391,247 3.47
Minnesota ... 177,961 180,405 180,405 185,404 1.64
Mississippi .. 111,568 113,101 113,101 116,234 1.03
Missouri ...... 212,961 215,886 215,886 221,867 1.97
Montana .. 34,572 35,120 35,120 36,244 0.32
Nebraska 70,005 70,966 70,966 72,932 0.65
Nevada ....... 63,116 65,026 65,026 68,003 0.60
New Hampshire .. 44,492 45,103 45,103 46,352 0.41
New Jersey . 338,874 343,528 343,528 353,045 3.13
New Mexico 85,445 86,618 86,618 89,018 0.79
New York ........ 711,692 721,466 721,466 741,454 6.57
North Carolina 298,208 304,552 304,552 317,915 2.82
North Dakota .. 24,969 25,724 25,724 26,902 0.24
Ohio .....nee. 410,348 415,983 415,983 427,508 3.79
Oklahoma 138,669 140,574 140,574 144,469 1.28
Oregon ........ 120,909 122,570 122,570 125,966 112
Pennsylvania .. 400,450 405,950 405,950 417,197 3.70
Rhode Island .. 40,998 41,561 41,561 42,712 0.38
South Carolina 164,211 166,466 166,466 171,078 1.52
South Dakota .. 29,744 30,644 30,644 32,047 0.28
Tennessee .. 218,639 221,642 221,642 227,782 2.02
Texas ...... 903,726 916,138 916,138 952,229 8.44
Utah ...... 100,055 101,664 101,664 106,147 0.94
Vermont .. 24,075 24,803 24,803 25,939 0.23
Virginia ........ 264,057 267,684 267,684 275,100 244
Washington . 207,507 210,357 210,357 216,185 1.92
West Virginia .. 71,200 72,178 72,178 74177 0.66
Wisconsin ... 195,173 197,854 197,854 203,335 1.80
Wyoming ........ 25,257 26,021 26,021 27,212 0.24
American Samoa 6,202 6,297 6,297 6,454 0.06
(CTVF: [ R, 13,753 13,962 13,962 14,310 0.13
Northern Mariana Islands 4,713 4,785 4,785 4,904 0.04
Puerto RICO ...vvvrrvrvenenns 102,591 105,695 105,695 110,534 0.98
Freely Associated States 6,579 6,579 6,579 6,579 0.06
Virgin Islands ...... 8,741 8,874 8,874 9,095 0.08
Indian Tribes ... 87,433 88,767 88,767 90,978 0.81
UNGISEHDULEA ..o ssssssssssssnssens | eevsresssesnsesnnies | essesnssesssesnsiens | svnssessssessssessnses | sevessessssessssesnnse | svesssessssesnnienns | svsesesesssnesens
Technical Assistance 15,000 15,000 15,000 15,000 0.13
TOMA oottt 10,782,961 | ..cooovvvviecranee 10,947,512 10,947,512 11,284,511 1100.00

T Excludes undistributed obligations.
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Table 8-15. Rehabilitation Services—Vocational Rehabilitation Grants to States (84.126)

(obligations in thousands of dollars)

91-0301-0-1-506

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 57,890 55,817 55,817 55,750 1.94
Alaska ..... 9,450 9,464 9,464 9,464 0.33
Arizona ... 56,407 57,950 57,950 58,928 2.05
Arkansas ... 36,527 35,809 35,809 35,821 1.25
California . 277,135 275,593 275,593 274,421 9.55
Colorado ..... 34,772 36,014 36,014 36,419 1.27
Connecticut . 20,348 19,947 19,947 19,835 0.69
Delaware ......... 9,479 9,464 9,464 9,464 0.33
District of Columbia 12,633 12,618 12,618 12,644 0.44
Florida .....cccovvvnne 154,109 152,844 152,844 152,953 5.32
Georgia ... 76,685 92,259 92,259 93,055 3.24
Hawaii . 11,255 11,053 11,053 10,969 0.38
Idaho ... 15,725 15,868 15,868 16,047 0.56
[linois .. 106,346 105,254 105,254 104,758 3.64
Indiana 66,226 66,660 66,660 66,518 2.31
lowa ... 32,387 31,156 31,156 31,023 1.08
Kansas ... 27,642 26,929 26,929 26,856 0.93
Kentucky . 51,377 51,743 51,743 51,756 1.80
Louisiana 43,078 56,383 56,383 56,125 1.95
Maine ...... 15,289 15,030 15,030 14,917 0.52
Maryland ..... 39,862 38,114 38,114 37,914 1.32
Massachusetts 46,478 45,530 45,530 45,366 1.58
Michigan ... 96,240 97,347 97,347 96,620 3.36
Minnesota ... 43,805 43,124 43124 43,062 1.50
Mississippi .. 42,113 41,288 41,288 41,144 1.43
Missouri ...... 61,039 62,038 62,038 61,954 2.16
Montana .. 11,147 10,762 10,762 10,809 0.38
Nebraska 17,948 17,356 17,356 17,301 0.60
Nevada ....... 15,547 17,932 17,932 18,247 0.63
New Hampshire .. 10,800 10,736 10,736 10,682 0.37
New Jersey . 54,675 55,185 55,185 54,730 1.90
New Mexico 22,861 22,685 22,685 22,681 0.79
New York ........ 147,134 147,352 147,352 146,515 5.10
North Carolina 88,755 92,813 92,813 93,836 3.26
North Dakota .. 9,342 9,464 9,464 9,464 0.33
(O] 3116 118,397 120,401 120,401 119,651 4.16
Oklahoma 40,565 40,629 40,629 40,704 1.42
Oregon ........ 35,110 35,175 35,175 35,298 1.23
Pennsylvania .. 125,031 121,102 121,102 120,403 419
Rhode Island .. 10,276 10,051 10,051 9,935 0.35
South Carolina 50,595 50,735 50,735 51,173 1.78
South Dakota .. 9,518 9,464 9,464 9,464 0.33
Tennessee .. 66,251 65,576 65,576 66,105 2.30
Texas ... 212,142 217,750 217,750 219,250 7.63
Utah ....... 26,821 28,030 28,030 28,685 1.00
Vermont .. 9,464 9,464 9,464 9,464 0.33
Virginia ........ 63,650 62,084 62,084 62,130 2.16
Washington . 48,881 51,125 51,125 51,258 1.78
West Virginia .. 25,540 25,313 25,313 25,119 0.87
Wisconsin ... 54,832 55,247 55,247 55,250 1.92
Wyoming ........ 8,520 9,464 9,464 9,464 0.33
American Samoa 924 929 929 921 0.03
GUAM oo, 2,052 2,878 2,878 2,891 0.10
Northern Mariana Islands 1,126 1,160 1,160 1,177 0.04
Puerto RiCO ... 68,548 71,021 71,021 70,799 2.46
Freely ASSOCIAtEA STAES .......cvivureeeieiireiniereirniieiineiiesiseisssineenses | sneisssineeneinnsine | oevinesssssssnsinnsins | eeseesnssnssnssnnss | eevnssiesnssissinnens | enesssesesssesinnines | seeneessesesinnis
Virgin Islands ...... 1,965 1,974 1,974 1,962 0.07
Indian Tribes ... 34,444 34,892 34,892 34,892 1.21
UNAISDUIEA ... eieeseiseissississsnsssnns | cveissinsnsnnnnins | cntinsnssnsinsnsnnes | seenernesssnsnsinnes | sersesssensnsinsinss | seeseenesnssnsinsonnes | seeneenesnsensinnen
TOMAI vt 2,837,160 | ..o 2,874,043 2,874,043 2,874,043 1100.00

T Excludes undistributed obligations.
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Table 8-16. State Children’s Health Insurance Program (93.767)
(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal
Alabama 74,295 72,328 72,328 72,328 1.44
Alaska ..... 15,699 11,186 11,186 11,186 0.22
Arizona ... . 127,859 142,957 142,957 142,957 2.84
Arkansas ... . 49,308 47,544 47,544 47,544 0.94
California . 790,789 789,164 789,164 789,164 15.66
Colorado ..... 71,545 71,545 71,545 71,545 1.42
Connecticut . 39,891 38,810 38,810 38,810 0.77
Delaware ......... 11,058 12,760 12,760 12,760 0.25
District of Columbia . 11,709 12,057 12,057 12,057 0.24
Florida ......c.c..... . 296,067 301,724 301,724 301,724 5.99
Georgia ... . 287,179 167,924 167,924 167,924 3.33
Hawaii . 15,314 15,243 15,243 15,243 0.30
Idaho ... 24,316 23,803 23,803 23,803 0.47
Illinois .. 390,740 208,344 208,344 208,344 413
Indiana 93,469 97,385 97,385 97,385 1.93
lowa ........ 50,231 33,177 33,177 33,177 0.66
Kansas .... 36,542 36,635 36,635 36,635 0.73
Kentucky . 70,115 68,237 68,237 68,237 1.35
Louisiana 89,586 84,083 84,083 84,083 1.67
Maine ...... 17,161 15,450 15,450 15,450 0.31
Maryland ..... 111,401 72,403 72,403 72,403 1.44
Massachusetts 153,634 73,335 73,335 73,335 1.46
Michigan ... 149,383 147,082 147,082 147,082 2.92
Minnesota ... 52,819 48,613 48,613 48,613 0.96
Mississippi .. . 84,028 60,989 60,989 60,989 1.21
Missouri ...... . 72,140 77,618 77,618 77,618 1.54
Montana .. . 15,736 15,922 15,922 15,922 0.32
Nebraska 21,892 21,377 21,377 21,377 0.42
Nevada ....... 52,056 51,072 51,072 51,072 1.01
New Hampshire .. 10,779 10,657 10,657 10,657 0.21
New Jersey . 210,050 105,519 105,519 105,519 2.09
New Mexico . 52,045 52,045 52,045 52,045 1.03
New York ........ . 340,807 328,680 328,680 328,680 6.52
North Carolina 136,117 136,117 136,117 2.70
North Dakota .. 7,889 7,889 7,889 0.16
Ohio .....nee. 157,858 157,858 157,858 3.13
Oklahoma 70,828 70,828 70,828 1.41
Oregon ........ 60,116 60,116 60,116 1.19
Pennsylvania .. 168,758 168,758 168,758 3.35
Rhode Island .. 13,958 13,958 13,958 0.28
South Carolina 71,017 71,017 71,017 141
South Dakota .. 10,504 10,504 10,504 0.21
Tennessee .. 99,842 99,842 99,842 1.98
Texas ... 556,191 556,191 556,191 11.04
Utah ....... 41,292 41,292 41,292 0.82
Vermont .. 5,637 5,637 5,637 0.11
Virginia ........ 90,339 90,339 90,339 1.79
Washington . 79,883 79,883 79,883 1.58
West Virginia .. 25,666 25,666 25,666 0.51
Wisconsin ... 69,563 69,563 69,563 1.38
Wyoming ........ 6,373 6,373 6,373 0.13
American Samoa 630 630
GUAM o 1,838 1,838
Northern Mariana Islands 578 578
Puerto RIiCO ......cccvvvnennee 48,090 48,090
Freely ASSOCIAtEA STAES .......ccviueeeciriieirieeeinsierineisssseisssiseenees | sovsisssneesnsinnnins | oesinessssnesinsiiesins | esvsesnsssesnssnnes | sevssinessssiesinnens | eoeenesesnesesinns
Virgin Islands ...... 1,365 1,365
INGIAN THDES ... nsnssenesnennees | serversesnessennennses | oveveenensensensssnennes | evenvenessesnennenies | svesessessenienienins | seeesessesesenens
Undistributed 1,600,000 1275,000
TOAl ottt 5,690,000 | .......cccoovvreirnnne 6,640,000 6,640,000 5,315,000 2100.00

TIncludes additional funding appropriated in P.L. 110-173 for States that have projected expenditures in excess of available funding. This funding will be distrib-
uted to States according to statute.
2Excludes undistributed obligations.
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Table 8-17. Grants to States for Medicaid (93.778)
(obligations in thousands of dollars)

Estimated FY 2008 obligations from: PFY 2009
. FY 2007 FY 2009 ercentage
State or Territory Actual Previous New Total (estimated) distri(guted
authority authority total

AlBDAMA ..ot 2,940,192 | oo 2,854,209 2,854,209 2,902,936 1.31
Alaska 697,380 784,273 784,273 829,820 0.38
Arizona ... 4,624,960 5,163,537 5,163,537 5,697,855 2.58
Arkansas . . 2,440,263 2,714,004 2,714,004 2,986,444 1.35
California ..... . 22,683,720 22,331,784 22,331,784 22,987,211 10.41
Colorado ..... . 1,575,252 1,686,845 1,686,845 1,749,468 0.79
Connecticut . . 2,236,684 2,381,441 2,381,441 2,484,981 1.13
Delaware ......... . 548,117 579,951 579,951 629,680 0.29
District of Columbia . 1,065,559 1,128,518 1,128,518 1,160,444 0.53
Florida .......cc.c..... . 8,531,917 8,636,353 8,636,353 8,923,940 4.04
Georgia ... 4,565,846 4,549,510 4,549,510 4,732,392 2.14
Hawaii . 704,610 645,876 645,876 641,815 0.29
Idaho ... 838,439 868,829 868,829 949,417 0.43
Illinois .. 7,155,690 6,676,912 6,676,912 6,554,010 2.97
Indiana 3,869,405 3,785,158 3,785,158 4,006,475 1.81
lowa ........ 1,707,669 1,716,131 1,716,131 1,837,941 0.83
Kansas ... 1,472,038 1,397,881 1,397,881 1,451,626 0.66
Kentucky . 3,284,546 3,454,644 3,454,644 3,587,128 1.62
Louisiana 3,803,243 4,556,003 4,556,003 4,988,758 2.26
Maine ...... . 1,484,706 1,416,912 1,416,912 1,550,455 0.70
Maryland ..... . 2,935,024 2,956,354 2,956,354 3,149,359 1.43
Massachusetts . 5,820,039 5,827,467 5,827,467 6,087,855 2.76
Michigan ... . 5,568,026 5,529,730 5,529,730 5,755,101 2.61
Minnesota ... 3,436,915 3,661,427 3,661,427 3,899,054 1.77
Mississippi .. . 2,552,166 2,821,625 2,821,625 3,037,716 1.38
Missouri ...... . 4,360,484 4,852,522 4,852,522 5,351,146 242
Montana 543,287 528,498 528,498 530,571 0.24
Nebraska ... 981,488 1,010,665 1,010,665 1,078,282 0.49
Nevada ....... 784,490 765,079 765,079 761,832 0.35
New Hampshire .. 651,312 688,778 688,778 729,834 0.33
New Jersey ... 5,022,922 4,781,329 4,781,329 4,805,928 2.18
New Mexico 2,100,824 2,216,652 2,216,652 2,445,720 1.11
New York 24,142,473 25,488,362 25,488,362 26,241,144 11.89
North Carolina 6,721,726 6,797,374 6,797,374 7,293,491 3.30
North Dakota .. 357,941 405,574 405,574 406,863 0.18
Ohio ... 8,055,587 8,131,860 8,131,860 8,741,262 3.96
Oklahoma 2,426,504 2,642,701 2,642,701 2,597,854 1.18
Oregon 1,988,613 2,145,878 2,145,878 2,350,413 1.06
Pennsylvania 9,197,164 9,420,349 9,420,349 9,980,814 452
Rhode Island .. 993,167 1,003,199 1,003,199 1,060,762 0.48
South Carolina 2,987,929 2,969,534 2,969,534 2,990,390 1.35
South Dakota .. 425,246 427,429 427,429 428,339 0.19
Tennessee .. 4,908,617 4,813,880 4,813,880 5,073,891 2.30
Texas ... 14,379,998 13,968,726 13,968,726 14,431,063 6.54
Utah ... 1,163,571 1,097,868 1,097,868 1,130,124 0.51
Vermont .. 628,688 662,876 662,876 671,280 0.30
Virginia ........ . 2,737,821 2,889,595 2,889,595 3,033,180 1.37
Washington ..... . 3,213,924 3,279,825 3,279,825 3,376,379 1.53
West Virginia .. 1,739,467 1,799,288 1,799,288 1,870,618 0.85
Wisconsin ... 2,891,600 3,017,857 3,017,857 3,264,916 1.48
Wyoming ........ 248,079 251,148 251,148 261,339 0.12
American Samoa 8,290 8,831 8,831 8,831 *
Guam .............. 12,484 13,645 13,645 13,645
Northern Marian 4,574 4,851 4,851 4,851
Puerto RICO ...covevverene 250,400 297,870 297,870 297,870
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed ...
Survey & Certification 223,000 ,000 228,798
Fraud Control Units .... 186,000 186,000 195,300
Vaccines for Children ..... 2,702,206 2,702,206 2,766,230
Vaccines for Children Collection ... | D13 | v | v | e
Medicare Part B Transfer ..... 300,000 300,000 | .. . .
Incurred but Not Reported . 3,000,000 3,000,000 3,231,000 1.46
AQIUSIMENES ..ottt —453,530 —3,879,712 | —3,879,712 520,106 0.24
TOMAI oo 205,114,043 | ......cooovvvirnne 207,052,706 | 207,052,706 | 220,768,328 1100.00

* $500 or less or 0.005 percent or less.
T Excludes undistributed obligations.
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Table 8-18. Temporary Assistance for Needy Families (TANF)—Family Assistance Grants (93.558)

(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 104,408 104,408 104,408 104,408 0.61
Alaska ..... 53,620 53,620 53,620 53,620 0.31
Arizona .... 226,131 226,131 226,131 226,131 1.33
Arkansas ... 62,937 62,951 62,951 62,951 0.37
California . 3,665,236 3,663,779 3,663,779 3,663,779 21.48
Colorado ..... 149,626 149,626 149,626 149,626 0.88
Connecticut . 261,986 266,788 266,788 266,788 1.56
Delaware ......... 31,117 32,291 32,291 32,291 0.19
District of Columbia 92,595 92,610 92,610 92,610 0.54
Florida .....cccovvvnne 622,746 622,746 622,746 622,746 3.65
Georgia ... 368,025 368,025 368,025 368,025 2.16
Hawaii . 98,905 98,905 98,905 98,905 0.58
Idaho ... 33,911 33,911 33,911 33,911 0.20
[linois .. 585,057 585,057 585,057 585,057 3.43
Indiana 206,799 206,799 206,799 206,799 1.21
lowa ... 130,994 130,994 130,994 130,994 0.77
Kansas ... 101,931 101,931 101,931 101,931 0.60
Kentucky . 181,288 181,288 181,288 181,288 1.06
Louisiana 180,999 180,999 180,999 180,999 1.06
Maine ...... 78,121 78,121 78,121 78,121 0.46
Maryland ..... 229,098 229,098 229,098 229,098 1.34
Massachusetts 459,371 459,371 459,371 459,371 2.69
Michigan ... 775,353 775,353 775,353 775,353 455
Minnesota ... 263,434 263,434 263,434 263,434 1.54
Mississippi .. 95,803 95,803 95,803 95,803 0.56
Missouri ...... 217,052 217,052 217,052 217,052 1.27
Montana .. 39,172 39,172 39,172 39,172 0.23
Nebraska 57,769 57,514 57,514 57,514 0.34
Nevada ....... 45,928 47,641 47,641 47,641 0.28
New Hampshire .. 38,521 38,521 38,521 38,521 0.23
New Jersey . 404,035 404,035 404,035 404,035 2.37
New Mexico 117,131 117,131 117,131 117,131 0.69
New York ........ 2,442,931 2,442,931 2,442,931 2,442,931 14.32
North Carolina 338,350 338,350 338,350 338,350 1.98
North Dakota .. 26,400 26,400 26,400 26,400 0.15
(O] 3116 727,968 727,968 727,968 727,968 427
Oklahoma 147,594 145,860 145,860 145,860 0.86
Oregon ........ 166,799 166,799 166,799 166,799 0.98
Pennsylvania .. 719,499 719,499 719,499 719,499 422
Rhode Island .. 95,022 95,022 95,022 95,022 0.56
South Carolina 99,968 99,968 99,968 99,968 0.59
South Dakota .. 21,280 21,280 21,280 21,280 0.12
Tennessee .. 213,089 213,089 213,089 213,089 1.25
Texas ... 538,965 538,965 538,965 538,965 3.16
Utah ........ 83,611 84,314 84,314 84,314 0.49
Vermont .. 47,353 47,353 47,353 47,353 0.28
Virginia ........ 158,285 158,285 158,285 158,285 0.93
Washington . 382,267 382,267 382,267 382,267 2.24
West Virginia .. 110,176 110,176 110,176 110,176 0.65
Wisconsin ... 314,499 314,499 314,499 314,499 1.84
Wyoming ........ 18,360 18,501 18,501 18,501 0.11
AMENICAN SAMOA ....cvvvvvrrrrieereieeinerenisesesssesesisssssssesisesessnesesinne | ettnessesnennssneses | conesnesisssessnennnns | snesesssesiesnenins | sesnesssssnssnsnens | evnesnessssnnsinnne | nenessneseseeees
GUAM oo, 2,819 3,465 3,465 3,465 0.02
Northern Mariana ISIandS ... | vrresisniesnenien | e | evnesesnesnsnses | soesnesnsesnnins | oo | e
Puerto RiCO ... 71,562 71,562 71,562 71,562 0.42
Freely ASSOCIAtEA STAES .......cvivureeiieiireiniereirniiesineiiesiseisssinsennes | soneisssineensinnsies | oestnesssssssnssnnsne | esseesnsssssnseness | eevssssesnssissineens | snesssesesssesinsines | seeneesesesinsis
Virgin Islands ...... 2,847 2,847 2,847 2,847 0.02
Indian Tribes ... 167,748 171,487 171,487 171,487 1.01
UNAISIDUIEA ...t seiseissississinssnnes | e | e | senernsissnsnsnnes | sesnesssensensnsinnes | seeveesesnssnsnsonses | seeneenesnsinsensen
Tribal New Program ... 7,551 7,633 7,633 7,633 0.04
Responsible Fatherhoo 149,962 150,000 150,000 150,000 0.88
Territories Matching FUND ..o | e 15,000 15,000 15,000 0.09
TOMAI vt 17,034,004 | .....oocovrrns 17,058,625 17,058,625 17,058,625 1100.00

T Excludes undistributed obligations.
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Table 8-19. Child Support Enforcement—Federal Share of State and Local Administrative Costs and Incentives (93.563)

(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 44,635 42,394 42,394 38,394 1.00
Alaska ..... 18,254 17,337 17,337 15,701 0.41
Arizona ... 66,615 63,270 63,270 57,301 1.50
Arkansas ... 34,264 32,543 32,543 29,473 0.77
California . 776,584 737,586 737,586 667,999 17.46
Colorado ..... 52,353 49,724 49,724 45,033 118
Connecticut . 51,430 48,847 48,847 44,238 1.16
Delaware ......... 22,070 20,962 20,962 18,984 0.50
District of Columbia 13,509 12,831 12,831 11,620 0.30
Florida .....cccovvvnne 221,436 210,315 210,315 190,474 498
Georgia ... 87,609 83,209 83,209 75,359 1.97
Hawaii . 11,038 10,484 10,484 9,494 0.25
Idaho ... 36,653 34,812 34,812 31,528 0.82
[linois .. 136,680 129,816 129,816 117,569 3.07
Indiana 50,678 48,133 48,133 43,592 114
lowa ... 42,103 39,988 39,988 36,216 0.95
Kansas ... 54,516 51,778 51,778 46,893 1.23
Kentucky . 33,869 32,168 32,168 29,133 0.76
Louisiana 66,320 62,989 62,989 57,046 1.49
Maine ...... 16,058 15,252 15,252 13,813 0.36
Maryland ..... 95,683 90,878 90,878 82,304 2.15
Massachusetts 99,930 94,911 94,911 85,957 2.25
Michigan ... 161,464 153,355 153,355 138,887 3.63
Minnesota ... 102,382 97,240 97,240 88,067 2.30
Mississippi .. 41,666 39,573 39,573 35,840 0.94
Missouri ...... 48,296 45,870 45,870 41,543 1.09
Montana .. 12,869 12,223 12,223 11,070 0.29
Nebraska 32,550 30,916 30,916 27,999 0.73
Nevada ....... 33,777 32,080 32,080 29,054 0.76
New Hampshire .. 38,922 36,967 36,967 33,479 0.88
New Jersey . 181,123 172,027 172,027 155,797 4.07
New Mexico 88,955 84,487 84,487 76,517 2.00
New York ........ 207,139 196,736 196,736 178,175 4.66
North Carolina 84,723 80,468 80,468 72,877 1.91
North Dakota .. 53,336 50,657 50,657 45,878 1.20
(O] 3116 204,888 194,598 194,598 176,239 4.61
Oklahoma 46,670 44,326 44,326 40,144 1.05
Oregon ........ 80,712 76,659 76,659 69,427 1.82
Pennsylvania .. 141,546 134,437 134,437 121,754 3.18
Rhode Island .. 7,725 7,337 7,337 6,645 0.17
South Carolina 43,301 41,126 41,126 37,246 0.97
South Dakota .. 48,192 45,772 45,772 41,454 1.08
Tennessee .. 63,918 60,708 60,708 54,980 1.44
Texas ... 217,289 206,377 206,377 186,907 4.89
Utah ........ 43,782 41,583 41,583 37,660 0.98
Vermont .. 45,914 43,608 43,608 39,494 1.03
Virginia ........ 71,460 67,871 67,871 61,468 1.61
Washington . 78,684 74,733 74,733 67,682 1.77
West Virginia .. 21,738 20,646 20,646 18,699 0.49
Wisconsin ... 68,074 64,655 64,655 58,556 1.53
Wyoming ........ 8,095 7,688 7,688 6,963 0.18
AMENICAN SAMOA ....vvvverrrreeeseieeinesenisesessseeeessssssssesssesessnenesinne | ettnesnesnennenneses | coneenesissssessnennnns | sneesesssssessnenins | sesnessnsenssinsnens | evnesnessssnnsinnne | nenessneseseeens
GUAM oo, 8,719 8,281 8,281 7,500 0.20
Northern Mariana ISIandS ... | v | e | evnenesnesnsinnes | e | oo | e
Puerto RiCO ... 40,322 38,297 38,297 34,684 0.91
Freely ASSOCIAtEA STAES .......ccvivureviieiireiniereirniiesinsissineisssinsinnes | soveiissineissinesins | oestnessssnesnssnnsins | esseesnssnsssnseness | eevnssiesnssnesnnns | snesnesesisesinnnns | seeneessesssinsis
Virgin Islands ...... 15,429 14,654 14,654 13,272 0.35
Indian Tribes ... 19,653 45,000 45,000 61,000 1.59
UNAISDUIEA ... eieeseiseissississsnsssnns | cveissinsnsnnnnins | cntinsnssnsinsnsnnes | seenernesssnsnsinnes | sersesssensnsinsinss | seeseenesnssnsinsonnes | seeneenesnsensinnen
TOMAI vt 4,395,600 | ........cooorvrrinen 4,201,182 4,201,182 3,825,078 1100.00

T Excludes undistributed obligations.
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Department of Health and Human Services, Administration for Children and Families

Table 8-20. Low Income Home Energy Assistance Program (93.568)

(obligations in thousands of dollars)

75-1502-0-1-609

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 16,673 16,673 16,673 14,315 0.84
Alaska ..... 7,418 7,418 7,418 6,369 0.37
Arizona .... 7,451 7,451 7,451 6,397 0.38
Arkansas ... 12,796 12,796 12,796 10,986 0.65
California . 89,236 89,236 89,236 76,617 451
Colorado ..... 31,367 31,367 31,367 26,932 1.58
Connecticut . 40,920 40,920 40,920 35,133 2.07
Delaware ......... 5,431 5,431 5,431 4,663 0.27
District of Columbia 6,355 6,355 6,355 5,456 0.32
Florida .....cccovvvnne 26,527 26,527 26,527 22,776 1.34
Georgia ... 20,979 20,979 20,979 18,013 1.06
Hawaii . 2,113 2,113 2,113 1,814 0.11
Idaho ... 11,642 11,642 11,642 9,995 0.59
[linois .. 113,259 113,259 113,259 97,243 5.72
Indiana 51,274 51,274 51,274 44,023 2.59
lowa ... 36,343 36,343 36,343 31,204 1.84
Kansas ... 16,674 16,649 16,649 14,295 0.84
Kentucky . 26,686 26,686 26,686 22,912 1.35
Louisiana 17,144 17,144 17,144 14,720 0.87
Maine ...... 25,541 25,541 25,541 21,929 1.29
Maryland ..... 31,332 31,332 31,332 26,901 1.58
Massachusetts 81,820 81,820 81,820 70,250 413
Michigan ... 106,706 106,706 106,706 91,617 5.39
Minnesota ... 77,469 77,469 77,469 66,514 3.91
Mississippi .. 14,350 14,350 14,350 12,321 0.72
Missouri ...... 45,240 45,240 45,240 38,842 2.28
Montana .. 11,843 11,843 11,843 10,168 0.60
Nebraska 17,963 17,958 17,958 15,419 0.91
Nevada ....... 3,809 3,809 3,809 3,270 0.19
New Hampshire .. 15,493 15,493 15,493 13,302 0.78
New Jersey . 75,798 75,798 75,798 65,079 3.83
New Mexico 9,358 9,345 9,345 8,023 0.47
New York ........ 247,709 247,708 247,708 212,679 12.51
North Carolina 36,319 36,319 36,319 31,183 1.83
North Dakota .. 12,753 12,753 12,753 10,949 0.64
(O] 3116 100,195 100,195 100,195 86,026 5.06
Oklahoma 14,004 14,000 14,000 12,020 0.71
Oregon ........ 23,744 23,744 23,744 20,386 1.20
Pennsylvania .. 133,273 133,273 133,273 114,426 6.73
Rhode Island .. 13,435 13,435 13,435 11,535 0.68
South Carolina 13,318 13,318 13,318 11,435 0.67
South Dakota .. 10,410 10,410 10,410 8,938 0.53
Tennessee .. 27,033 27,033 27,033 23,210 1.37
Texas ... 44,144 44,144 44,144 37,902 2.23
Utah ........ 14,285 14,285 14,285 12,265 0.72
Vermont .. 11,613 11,613 11,613 9,970 0.59
Virginia ........ 38,166 38,166 38,166 32,768 1.93
Washington . 38,357 38,357 38,357 32,933 1.94
West Virginia .. 17,660 17,660 17,660 15,163 0.89
Wisconsin ... 69,733 69,733 69,733 59,872 3.52
Wyoming ........ 5,626 5,626 5,626 4,830 0.28
American Samoa 44 44 44 38 *
GUAM oo, 96 96 96 82 *
Northern Mariana Islands 33 33 33 29 *
Puerto RiCO ... 2,381 2,381 2,381 2,044 0.12
Freely ASSOCIAtEA STAES .......cvivreerieiireeniereiiniiesineisesiseisneinsiinnes | sveiissineineinesins | oesinesssssssnssnnsins | esseesnssssssnssness | eevssssssnssnssnenns | snesssesesisssinnines | seeneessesesinsns
Virgin Islands ...... 91 91 91 78 i
Indian Tribes ... 21,046 21,103 21,103 18,118 1.07
UNAISHDUIEA ...t | v | e | s | s | o | s
Discretionary Funds ... 27,225 27,225 27,225 23,375 1.38
Technical Assistance 293 288 288 248 0.01
TOMAI oottt 1,979,996 | ..o 1,980,000 1,980,000 1,700,000 1100.00

* $500 or less or 0.005 percent or less.
T Excludes undistributed obligations.
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Table 8-21. Child Care and Development Block Grant (93.575)

(obligations in thousands of dollars)

75-1515-0-1-609

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 40,007 39,938 39,938 39,938 1.94
Alaska ..... 4,057 4,064 4,064 4,064 0.20
Arizona ... 50,535 51,631 51,631 51,631 2.50
Arkansas ..... 25,026 25,551 25,551 25,551 1.24
California . 231,863 229,338 229,338 229,338 11.12
Colorado ..... 23,765 23,919 23,919 23,919 1.16
Connecticut . 14,164 13,742 13,742 13,742 0.67
Delaware ......... 4,452 4,554 4,554 4,554 0.22
District of Columbia 3,168 2,885 2,885 2,885 0.14
Florida ........ccevu... 114,853 112,313 112,313 112,313 5.45
Georgia ... 78,229 80,270 80,270 80,270 3.89
Hawaii . 7,768 7,269 7,269 7,269 0.35
|daho ... 11,655 12,026 12,026 12,026 0.58
Illinois .. 76,570 75,188 75,188 75,188 3.65
Indiana 41,430 42,047 42,047 42,047 2.04
lowa ....... 17,655 18,275 18,275 18,275 0.89
Kansas .... 18,509 18,834 18,834 18,834 0.91
Kentucky . 35,314 35,714 35,714 35,714 1.73
Louisiana 45,664 42,649 42,649 42,649 2.07
Maine ...... 6,667 6,834 6,834 6,834 0.33
Maryland ..... 25,701 25,113 25,113 25,113 1.22
Massachusetts 25,406 24,755 24,755 24,755 1.20
Michigan ... 57,741 57,162 57,162 57,162 2.77
Minnesota ... 25,580 26,031 26,031 26,031 1.26
Mississippi .. 31,951 32,362 32,362 32,362 1.57
Missouri ...... 38,694 38,962 38,962 38,962 1.89
Montana .. 5,677 5,943 5,943 5,943 0.29
Nebraska 11,507 11,733 11,733 11,733 0.57
Nevada ....... 14,230 14,789 14,789 14,789 0.72
New Hampshire .. 4,685 4723 4,723 4,723 0.23
New Jersey . 36,494 35,243 35,243 35,243 1.71
New Mexico 18,281 18,456 18,456 18,456 0.90
New York ........ 107,222 103,991 103,991 103,991 5.04
North Carolina 66,514 67,494 67,494 67,494 3.27
North Dakota .. 3,679 3,784 3,784 3,784 0.18
Ohio ............ 66,959 67,654 67,654 67,654 3.28
Oklahoma 31,005 31,683 31,683 31,683 1.54
Oregon ........ 22,310 22,582 22,582 22,582 1.10
Pennsylvania .. 62,528 62,022 62,022 62,022 3.01
Rhode Island .. 5,595 5,383 5,383 5,383 0.26
South Carolina 36,828 36,809 36,809 36,809 1.79
South Dakota .. 5412 5,514 5514 5,514 0.27
Tennessee .. 44,348 45,692 45,692 45,692 2.22
Texas ... 216,536 221,872 221,872 221,872 10.76
Utah ...... 22,336 22,898 22,898 22,898 1.11
Vermont .. 2,906 2,936 2,936 2,936 0.14
Virginia ........ 39,306 38,813 38,813 38,813 1.88
Washington . 33,180 33,657 33,657 33,657 1.63
West Virginia .. 13,533 13,562 13,562 13,562 0.66
Wisconsin ... 29,529 30,024 30,024 30,024 1.46
Wyoming ........ 2,687 2,765 2,765 2,765 0.13
American Samoa 2,606 2,536 2,536 2,536 0.12
(CTVF: [ R, 4,048 4,023 4,023 4,023 0.20
Northern Mariana Islands 1,799 1,887 1,887 1,887 0.09
Puerto RICO ...vvvrrvrvenenns 34,860 33,311 33,311 33,311 1.62
Freely ASSOCIAtEA STAES .......cvivureeeierireiniereirniienineiesineisseinseeses | soveiissineineinnsins | oestsesssssssnsinnsins | osseessssnssnsennss | eevnssiesnssnssinnens | snesssesesineninsnns | seeneesnesesinnis
Virgin Islands ...... 1,858 1,865 1,865 1,865 0.09
Indian Tribes ... 30,399 41,242 41,242 41,242 2.00
UNGISEHDULEA ... nsssssssssssnssens | eevssessssesnsennnies | ersssesssesssesnsies | svnssessssessssessnses | sevessessssessssesnnse | svesssessssesnninnnns | svsesesnesssesens
Technical Assistance .. 5,122 5,155 5,155 5,155 0.25
Research Set-Aside ... . 9,813 9,649 9,649 9,649 0.47
Child Care AWAIE ........cccveuveeereerisrisiiesiesese e sssssans 982 965 965 965 0.05
TOMA oo 2,051,198 | ..ccocovreere 2,062,081 2,062,081 2,062,081 1100.00

T Excludes undistributed obligations.
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Department of Health and Human Services, Administration for Children and Families 75-1550-0-1-609

Table 8-22. Child Care and Development Fund—Mandatory (93.596a)
(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 16,442 16,442 16,442 16,442 1.33
Alaska ..... 3,545 3,545 3,545 3,545 0.29
Arizona ... . 19,827 19,827 19,827 19,827 1.60
Arkansas ..... . 5,300 5,300 5,300 5,300 0.43
California . . 85,593 85,593 85,593 85,593 6.90
Colorado ..... . 10,174 10,174 10,174 10,174 0.82
Connecticut . . 18,738 18,738 18,738 18,738 1.51
Delaware ......... 5179 5179 5179 5179 0.42
District of Columbia » 4,567 4,567 4,567 4,567 0.37
Florida ........ccevu... . 43,027 43,027 43,027 43,027 3.47
Georgia ... . 36,548 36,548 36,548 36,548 2.95
Hawaii . 4,972 4,972 4,972 4,972 0.40
|daho ... 2,868 2,868 2,868 2,868 0.23
Illinois .. 56,874 56,874 56,874 56,874 4.59
Indiana 26,182 26,182 26,182 26,182 211
lowa ....... 8,508 8,508 8,508 8,508 0.69
Kansas ... 9,812 9,812 9,812 9,812 0.79
Kentucky . 16,702 16,702 16,702 16,702 1.35
Louisiana 13,865 13,865 13,865 13,865 1.12
Maine ...... 3,019 3,019 3,019 3,019 0.24
Maryland ..... 23,301 23,301 23,301 23,301 1.88
Massachusetts 44,973 44,973 44,973 44973 3.63
Michigan ... 32,082 32,082 32,082 32,082 2.59
Minnesota ... 23,368 23,368 23,368 23,368 1.89
Mississippi .. . 6,293 6,293 6,293 6,293 0.51
Missouri ...... . 24,669 24,669 24,669 24,669 1.99
Montana .. . 3,191 3,191 3,191 3,191 0.26
Nebraska 10,595 10,595 10,595 10,595 0.85
Nevada ....... 2,580 2,580 2,580 2,580 0.21
New Hampshire .. 4,582 4,582 4,582 4,582 0.37
New Jersey . 26,374 26,374 26,374 26,374 213
New Mexico . 8,308 8,308 8,308 8,308 0.67
New York ........ . 101,981 101,981 101,981 101,981 8.23
North Carolina . 69,639 69,639 69,639 69,639 5.62
North Dakota .. . 2,506 2,506 2,506 2,506 0.20
Ohio ............ . 70,125 70,125 70,125 70,125 5.66
Oklahoma . 24,910 24,910 24,910 24,910 2.01
Oregon ........ 19,409 19,409 19,409 19,409 1.57
Pennsylvania .. 55,337 55,337 55,337 55,337 4.46
Rhode Island .. 6,634 6,634 6,634 0.54
South Carolina 9,867 9,867 9,867 0.80
South Dakota .. 1,711 1,711 1,711 0.14
Tennessee .. 37,702 37,702 37,702 3.04
Texas ...... 59,844 59,844 59,844
Utah ....... 12,592 12,592 12,592
Vermont .. 3,945 3,945 3,945
Virginia ........ 21,329 21,329 21,329
Washington . 41,883 41,883 41,883
West Virginia .. 8,727 8,727 8,727
Wisconsin ... 24,511 24,511 24,511
Wyoming ......... 2,815 2,815 2,815
American Samoa
(CTVF: [ R,
Northern Mariana Islands
Puerto RICO ....cccovvvvrenne
Freely Associated States
Virgin 1SIANGS ... | e | s | s | s | o | o
Indian Tribes ... 471
UNGISEHDULEA ..o ssssssssssssnssens | eovssessssesnsesnnies | esssessssesssesnsies | svnssessssessssessnses | sevessessssessssesnnse | svesssessssessniennns | svsesesessnesens
Technical Assistance 0.31
TOMA oottt 1,239,566 | ......cocoovreirnnnn. 1,239,657 1,239,657 1,239,657 1100.00

T Excludes undistributed obligations.
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Table 8-23. Child Care and Development Fund—Matching (93.596b)

(obligations in thousands of dollars)

75-1550-0-1-609

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 24,711 25,166 25,166 25,166 1.50
Alaska ..... 4,194 4,048 4,048 4,048 0.24
Arizona ... 36,859 37,884 37,884 37,884 2.26
Arkansas ..... 15,410 15,747 15,747 15,747 0.94
California . 222,167 217,404 217,404 217,404 12.96
Colorado ..... 27,318 26,991 26,991 26,991 1.61
Connecticut . 18,682 18,140 18,140 18,140 1.08
Delaware ......... 4,457 4,616 4,616 4,616 0.28
District of Columbia 2,696 2,647 2,647 2,647 0.16
Florida ........ccevu... 92,324 90,955 90,955 90,955 5.42
Georgia ... 54,753 56,397 56,397 56,397 3.36
Hawaii . 6,921 6,821 6,821 6,821 0.41
|daho ... 8,559 9,025 9,025 9,025 0.54
Illinois .. 74,366 73,387 73,387 73,387 4.38
Indiana 36,577 35,853 35,853 35,853 214
lowa ....... 15,049 15,957 15,957 15,957 0.95
Kansas ... 15,371 15,861 15,861 15,861 0.95
Kentucky . 22,378 22,725 22,725 22,725 1.35
Louisiana 26,141 24,727 24,727 24,727 1.47
Maine ...... 5,971 6,084 6,084 6,084 0.36
Maryland ..... 31,642 32,568 32,568 32,568 1.94
Massachusetts 32,974 30,500 30,500 30,500 1.82
Michigan ... 56,413 55,142 55,142 55,142 3.29
Minnesota ... 27,667 28,338 28,338 28,338 1.69
Mississippi .. 17,108 17,216 17,216 17,216 1.03
Missouri ...... 31,064 31,905 31,905 31,905 1.90
Montana .. 4,818 4,818 4,818 0.29
Nebraska 10,152 10,152 10,152 0.61
Nevada ....... 14,717 14,717 14,717 0.88
New Hampshire .. 6,488 6,488 6,488 0.39
New Jersey . 47,167 47,167 47,167 2.81
New Mexico 11,547 11,547 11,547 0.69
New York ........ 101,483 101,483 101,483 6.05
North Carolina 49,402 49,402 49,402 2.95
North Dakota .. 3,243 3,243 3,243 0.19
Ohio .....nee. 62,217 62,217 62,217 3.7
Oklahoma 20,462 20,462 20,462 1.22
Oregon ........ 19,334 19,334 19,334 1.15
Pennsylvania .. 61,883 61,883 61,883 3.69
Rhode Island .. 5,278 5,278 5,278 0.31
South Carolina 23,374 23,374 23,374 1.39
South Dakota .. 4,398 4,398 4,398 0.26
Tennessee .. 32,765 32,765 32,765 1.95
Texas ...... 151,191 151,191 151,191
Utah ....... 18,835 18,835 18,835
Vermont .. 2,875 2,875 2,875
Virginia ........ 41,123 41,123 41,123
Washington . 34,303 34,303 34,303
West Virginia .. 8,715 8,715 8,715
Wisconsin ... 29,245 29,245 29,245
Wyoming ........ 2,723 2,723 2,723
American Samoa
(CTVF: [ R,
Northern Mariana Islands
Puerto RICO ....cccovvvvrenne
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed .......

Technical Assistance

11,677,145

1,677,343

1,677,343

1,677,343

2100.00

TIncludes reappropriated funds from prior year.
2Excludes undistributed obligations.
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Department of Health and Human Services, Administration for Children and Families

Table 8-24. Head Start (93.600)
(obligations in thousands of dollars)

75-1536-0-1-506

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 107,070 106,911 106,911 108,965 1.55
Alaska ..... 12,524 12,506 12,506 12,746 0.18
Arizona ... 103,928 103,774 103,774 105,768 1.51
Arkansas ... 64,793 64,697 64,697 65,940 0.94
California . 835,096 833,854 833,854 849,871 12.10
Colorado ..... 68,621 68,519 68,519 69,836 0.99
Connecticut . 52,113 52,035 52,035 53,035 0.75
Delaware ......... 13,290 13,271 13,271 13,526 0.19
District of Columbia 25,211 25,174 25,174 25,658 0.37
Florida ......c.c..... 264,221 263,829 263,829 268,898 3.83
Georgia ... 169,204 168,952 168,952 172,199 2.45
Hawaii . 22,981 22,946 22,946 23,387 0.33
Idaho ... 22,908 22,874 22,874 23,314 0.33
Illinois .. 271,880 271,477 271,477 276,693 3.94
Indiana 96,597 96,454 96,454 98,307 1.40
lowa ........ 51,762 51,685 51,685 52,679 0.75
Kansas .... 51,137 51,061 51,061 52,042 0.74
Kentucky . 108,291 108,130 108,130 110,208 1.57
Louisiana 146,504 146,287 146,287 149,098 2.12
Maine ...... 27,725 27,684 27,684 28,216 0.40
Maryland ..... 78,356 78,240 78,240 79,743 1.13
Massachusetts 108,797 108,636 108,636 110,723 1.58
Michigan ... 235,518 235,168 235,168 239,687 341
Minnesota ... 72,300 72,193 72,193 73,580 1.05
Mississippi .. 162,357 162,116 162,116 165,231 2.35
Missouti ...... 119,483 119,305 119,305 121,598 1.73
Montana .. 21,036 21,004 21,004 21,408 0.30
Nebraska 36,207 36,154 36,154 36,848 0.52
Nevada ....... 24,380 24,344 24,344 24,812 0.35
New Hampshire .. 13,441 13,421 13,421 13,679 0.19
New Jersey . 129,545 129,353 129,353 131,839 1.88
New Mexico 52,515 52,437 52,437 53,445 0.76
New York ........ 434,979 434,333 434,333 442,679 6.30
North Carolina 141,858 141,647 141,647 144,369 2.05
North Dakota .. 17,246 17,220 17,220 17,551 0.25
Ohio .....nee. 247,915 247,547 247,547 252,303 3.59
Oklahoma 81,384 81,263 81,263 82,825 118
Oregon ........ 59,715 59,626 59,626 60,772 0.86
Pennsylvania .. 229,113 228,773 228,773 233,169 3.32
Rhode Island .. 22,106 22,073 22,073 22,497 0.32
South Carolina 82,842 82,719 82,719 84,309 1.20
South Dakota .. 18,903 18,875 18,875 19,238 0.27
Tennessee .. 119,832 119,654 119,654 121,954 1.74
Texas ... 480,685 479,971 479,971 489,194 6.96
Utah ...... 37,920 37,864 37,864 38,591 0.55
Vermont .. 13,615 13,595 13,595 13,856 0.20
Virginia ........ 99,507 99,359 99,359 101,268 1.44
Washington . 100,776 100,627 100,627 102,560 1.46
West Virginia .. 50,852 50,776 50,776 51,752 0.74
Wisconsin ... 91,253 91,117 91,117 92,868 1.32
Wyoming ........ 12,422 12,404 12,404 12,642 0.18
American Samoa 2,159 2,156 2,156 2,197 0.03
GUAM o 2,173 2,169 2,169 2,211 0.03
Northern Mariana Islands 1,671 1,669 1,669 1,701 0.02
Puerto RIiCO ......cccvvvnennee 250,345 249,974 249,974 254,777 3.63
Freely ASSOCIAtEA STAES .......cvivreeiierireirniereirniiesineiissiseisssineenses | sneiisssnessisnnsins | oestnesssssssnsinnsins | esveessnssnssnseness | eevsssiesnssissinnens | enessnesesisesinnnns | seeneessesssineis
Virgin Islands ...... 8,030 8,018 8,018 8,172 0.12
Indian Tribes ... 188,210 187,931 187,931 198,442 2.82
UNAISIDUIEA ..ot eieeseiseissississinsssnns | e | et | senensissnsnsnnes | servesssensnsnsinnes | seeveenesnssnsnsonnes | seeneenesnsinsensen
Palau ........c...... 1,339 1,337 1,337 1,363 0.02
Migrant Program 287,675 287,248 287,248 299,668 4.26
Training and Technical Assistance 175,197 174,949 174,949 178,664 2.54
Research and Evaluation .............. . 19,793 20,000 20,000 20,000 0.28
Program SUPPOIT ...t esiseesseiessssse s 38,590 38,590 38,590 42,000 0.60
TOAl o 6,887,896 | .......cccooverirnnn. 6,877,975 6,877,975 7,026,571 1100.00

T Excludes undistributed obligations.
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Department of Health and Human Services, Administration for Children and Families

Table 8-25. Foster Care—Title IV-E (93.658)
(obligations in thousands of dollars)

75-1545-0-1-506

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 32,825 32,090 32,090 31,201 0.70
Alaska ..... 17,010 16,629 16,629 16,168 0.36
Arizona .... 79,411 77,634 77,634 75,482 1.69
Arkansas ... 35,608 34,811 34,811 33,846 0.76
California . 1,302,354 1,273,218 1,273,218 1,237,919 27.74
Colorado ..... 63,983 62,551 62,551 60,817 1.36
Connecticut . 93,106 91,023 91,023 88,500 1.98
Delaware ......... 5,738 5,609 5,609 5,454 0.12
District of Columbia 15,926 15,570 15,570 15,138 0.34
Florida .....cccovvvnne 152,408 148,998 148,998 144,867 3.25
Georgia ... 51,703 50,546 50,546 49,145 1.10
Hawaii . 24,157 23,616 23,616 22,961 0.51
Idaho ... 8,830 8,633 8,633 8,393 0.19
[linois .. 199,759 195,289 195,289 189,875 425
Indiana 92,549 90,478 90,478 87,970 1.97
lowa ... 31,556 30,850 30,850 29,995 0.67
Kansas ... 36,283 35,471 35,471 34,488 0.77
Kentucky . 53,460 52,264 52,264 50,815 114
Louisiana 49,854 48,739 48,739 47,387 1.06
Maine ...... 15,618 15,268 15,268 14,845 0.33
Maryland ..... 137,880 134,795 134,795 131,058 2.94
Massachusetts 64,838 63,387 63,387 61,630 1.38
Michigan ... 78,191 76,442 76,442 74,323 1.67
Minnesota ... 45,016 44,008 44,008 42,788 0.96
Mississippi .. 10,681 10,442 10,442 10,152 0.23
Missouri ...... 61,411 60,037 60,037 58,372 1.31
Montana .. 15,225 14,884 14,884 14,471 0.32
Nebraska 18,582 18,166 18,166 17,663 0.40
Nevada ....... 29,788 29,121 29,121 28,314 0.63
New Hampshire .. 13,003 12,712 12,712 12,360 0.28
New Jersey . 67,755 66,240 66,240 64,403 1.44
New Mexico 22,705 22,197 22,197 21,581 0.48
New York ........ 370,648 362,355 362,355 352,310 7.89
North Carolina 83,618 81,747 81,747 79,481 1.78
North Dakota .. 11,617 11,357 11,357 11,042 0.25
(O] 3116 188,383 184,168 184,168 179,062 4.01
Oklahoma 42,893 41,933 41,933 40,771 0.91
Oregon ........ 55,035 53,804 53,804 52,312 117
Pennsylvania .. 378,226 369,764 369,764 359,513 8.06
Rhode Island .. 11,853 11,587 11,587 11,266 0.25
South Carolina 22,217 21,720 21,720 21,118 0.47
South Dakota .. 5,152 5,037 5,037 4,898 0.11
Tennessee .. 40,863 39,949 39,949 38,841 0.87
Texas ... 216,800 211,949 211,949 206,073 4.62
Utah ........ 19,232 18,802 18,802 18,281 0.41
Vermont .. 10,810 10,568 10,568 10,275 0.23
Virginia ........ 88,499 86,519 86,519 84,120 1.88
Washington . 84,682 82,787 82,787 80,492 1.80
West Virginia .. 40,469 39,564 39,564 38,467 0.86
Wisconsin ... 61,374 60,001 60,001 58,338 1.31
Wyoming ........ 1,628 1,628 1,583 0.04
American Samoa
GUAM o
Northern Mariana Islands
Puerto RICO ....ocvvevenenee
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed .......
Technical Assistance ..
New Program Option ... 10,000
TOMAI oottt 4,687,672 | ..coovvvvens 4,581,000 14,581,000 4,463,000 2100.00

T Assumes a lapse of $61 million.
2Excludes undistributed obligations.
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Department of Health and Human Services, Administration for Children and Families

Table 8-26. Adoption Assistance (93.659)

(obligations in thousands of dollars)

75-1545-0-1-506

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 8,999 9,989 9,989 10,591 0.46
Alaska ..... 7,825 8,686 8,686 9,210 0.40
Arizona ... 48,174 53,475 53,475 56,699 2.48
Arkansas ..... 10,775 11,961 11,961 12,682 0.55
California . 344,878 382,819 382,819 405,904 17.76
Colorado ..... 20,887 23,186 23,186 24,584 1.08
Connecticut . 25,075 27,834 27,834 29,512 1.29
Delaware ......... 1,694 1,880 1,880 1,993 0.09
District of Columbia 10,493 11,648 11,648 12,350 0.54
Florida ........ccevu... 59,428 65,967 65,967 69,944 3.06
Georgia ... 38,162 42,361 42,361 44,915 1.96
Hawaii . 12,449 13,819 13,819 14,652 0.64
|daho ... 3,875 4,301 4,301 4,560 0.20
Illinois .. 87,306 96,913 96,913 102,756 4.50
Indiana 44,593 49,500 49,500 52,485 2.30
lowa ....... 30,594 33,960 33,960 36,007 1.58
Kansas .... 12,867 14,283 14,283 15,144 0.66
Kentucky . 27,173 30,163 30,163 31,982 1.40
Louisiana 15,342 17,031 17,031 18,057 0.79
Maine ...... 12,504 13,880 13,880 14,717 0.64
Maryland ..... 21,515 23,882 23,882 25,322 1.11
Massachusetts 32,518 36,097 36,097 38,273 1.67
Michigan ... 113,213 125,670 125,670 133,248 5.83
Minnesota ... 23,827 26,449 26,449 28,044 1.23
Mississippi .. 5,162 5,730 5,730 6,076 0.27
Missouri ...... 32,221 35,767 35,767 37,923 1.66
Montana .. 8,370 9,291 9,291 9,851 0.43
Nebraska 8,604 9,550 9,550 10,126 0.44
Nevada ....... 9,812 10,891 10,891 11,548 0.51
New Hampshire .. 4,201 4,664 4,664 4,945 0.22
New Jersey . 35,341 39,230 39,230 41,595 1.82
New Mexico 12,627 14,016 14,016 14,861 0.65
New York ........ 201,523 223,697 223,697 237,185 10.38
North Carolina 37,3% 37,39%4 39,648 1.73
North Dakota .. 4,091 4,091 4,338 0.19
Ohio .....nee. 182,967 182,967 193,999 8.49
Oklahoma 26,317 26,317 27,904 1.22
Oregon ........ 34,765 34,765 36,861 1.61
Pennsylvania .. 120,143 120,143 127,388 5.57
Rhode Island .. 8,865 8,865 9,400 0.41
South Carolina 16,922 16,922 17,943 0.78
South Dakota .. 3,162 3,162 3,353 0.15
Tennessee .. 38,075 38,075 40,371 1.77
Texas ...... 66,537 66,537 70,549 3.09
Utah ....... 8,109 8,109 8,598 0.38
Vermont .. 7,877 7,877 8,352 0.37
Virginia ........ 15,707 15,707 16,654 0.73
Washington . 38,282 38,282 40,590 1.78
West Virginia .. 14,540 14,540 15,417 0.67
Wisconsin ... 52,713 52,713 55,892 244
Wyoming ........ 770 770 817 0.04
American Samoa
(CTVF: [ R,
Northern Mariana Islands
Puerto RICO ....cccovvvvrenne
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed
TOMA oo 1,942,289 | ....c.ccoovverernee 2,156,000 2,156,000 2,286,000 1100.00

T Excludes undistributed obligations.
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Department of Health and Human Services, Administration for Children and Families 75-1534-0-1-506

Table 8-27. Social Services Block Grant (93.667)
(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 25,994 25,968 25,968 18,330 1.53
Alaska ..... 3,785 3,783 3,783 2,671 0.22
Arizona .... . 33,873 34,817 34,817 24,577 2.05
Arkansas ... . 15,850 15,871 15,871 11,208 0.93
California . 206,069 205,854 205,854 145,307 12.11
Colorado ..... 26,607 26,839 26,839 18,945 1.58
Connecticut . 20,020 19,789 19,789 13,969 1.16
Delaware ......... 4,811 4,819 4819 3,402 0.28
District of Columbia . 3,140 3,284 3,284 2,318 0.19
Florida .....cccovvvnne . 101,461 102,142 102,142 72,100 6.01
Georgia ... . 51,744 52,872 52,872 37,322 3.11
Hawaii . 7,273 7,258 7,258 5,124 0.43
Idaho ... 8,151 8,280 8,280 5,845 0.49
[linois .. 72,793 72,454 72,454 51,144 4.26
Indiana 35,771 35,648 35,648 25,164 2.10
lowa ... 16,918 16,838 16,838 11,886 0.99
Kansas ... 15,654 15,607 15,607 11,017 0.92
Kentucky . 23,802 23,749 23,749 16,764 1.40
Louisiana 25,800 24,210 24,210 17,090 1.42
Maine ...... 7,537 7,462 7,462 5,267 0.44
Maryland ..... 31,941 31,708 31,708 22,382 1.87
Massachusetts 36,494 36,347 36,347 25,657 214
Michigan ... 57,722 57,004 57,004 40,238 3.35
Minnesota ... 29,274 29,175 29,175 20,594 1.72
Mississippi .. . 16,660 16,434 16,434 11,600 0.97
Missouri ...... . 33,081 32,990 32,990 23,287 1.94
Montana .. . 5,336 5,334 5,334 3,765 0.31
Nebraska 10,031 9,985 9,985 7,048 0.59
Nevada ....... 13,772 14,091 14,091 9,946 0.83
New Hampshire .. 7,47 7,424 7,424 5,241 0.44
New Jersey . 49,721 49,262 49,262 34,773 2.90
New Mexico . 10,998 11,036 11,036 7,790 0.65
New York ........ . 109,815 109,010 109,010 76,948 6.41
North Carolina 49,523 50,007 50,007 35,299 2.94
North Dakota .. . 3,631 3,590 3,590 2,534 0.21
(O] 3116 . 65,383 64,809 64,809 45,748 3.81
Oklahoma . 20,235 20,210 20,210 14,266 1.19
Oregon ........ 20,766 20,896 20,896 14,750 1.23
Pennsylvania .. 70,890 70,244 70,244 49,584 413
Rhode Island .. 6,138 6,028 6,028 4,255 0.35
South Carolina 24,268 24,399 24,399 17,223 1.44
South Dakota .. 4,425 4,415 4,415 3,116 0.26
Tennessee .. 34,008 34,097 34,097 24,069 2.01
Texas ... 130,377 132,734 132,734 93,694 7.81
Utah ........ 14,085 14,399 14,399 10,164 0.85
Vermont .. 3,553 3,523 3,523 2,487 0.21
Virginia ........ 43,159 43,155 43,155 30,462 2.54
Washington . 35,861 36,113 36,113 25,492 2.12
West Virginia .. 10,362 10,268 10,268 7,248 0.60
Wisconsin ... 31,575 31,374 31,374 22,146 1.85
Wyoming ........ 2,905 2,908 2,053 0.17
American Samoa 49 *
GUAM o 293 0.02
Northern Mariana Islands 59 -
Puerto RICO ....ocvvevenenee 8,793
Freely ASSOCIated StAtES ........cocurrereemiereerneeeiineiseineiseiseeneiennens | ceveessesesssesseeens
Virgin Islands ......
Indian Tribes ...
Undistributed
TOMAI vt 1,700,000 | ......cocorvvrrcrinnns 1,700,000 1,700,000 1,200,000 1100.00

* $500 or less or 0.005 percent or less.
" Excludes undistributed obligations.

147



Department of Housing and Urban Development, Public and Indian Housing Programs

Table 8-28. Public Housing Operating Fund (14.850)
(obligations in thousands of dollars)

86-0163-0-1-604

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 115,805 125,658 125,658 128,654 2.99
Alaska ..... 8,261 8,963 8,963 9,177 0.21
Arizona ... 30,074 32,633 32,633 33,411 0.78
Arkansas ... 17,483 18,970 18,970 19,423 0.45
California . 116,571 126,489 126,489 129,505 3.01
Colorado ..... 22,355 24,257 24,257 24,835 0.58
Connecticut . 65,049 70,583 70,583 72,266 1.68
Delaware ......... 9,156 9,935 9,935 10,172 0.24
District of Columbia 46,074 49,994 49,994 51,186 119
Florida .....cccovvvnne 110,518 119,921 119,921 122,780 2.86
Georgia ... 129,754 140,793 140,793 144,150 3.35
Hawaii . 13,928 15,113 15,113 15,474 0.36
Idaho ... 1,221 1,324 1,324 1,356 0.03
[linois .. 243,307 264,007 264,007 270,302 6.29
Indiana 43,238 46,917 46,917 48,035 112
lowa ... 6,427 6,974 6,974 7,140 0.17
Kansas ... 17,341 18,816 18,816 19,265 0.45
Kentucky . 53,380 57,921 57,921 59,302 1.38
Louisiana 69,154 75,037 75,037 76,827 1.79
Maine ...... 11,983 13,003 13,003 13,313 0.31
Maryland ..... 83,425 90,523 90,523 92,682 2.16
Massachusetts 137,199 148,871 148,871 152,421 3.54
Michigan ... 54,173 58,782 58,782 60,184 1.40
Minnesota ... 48,320 52,431 52,431 53,681 1.25
Mississippi .. 32,699 35,481 35,481 36,327 0.84
Missouri ...... 39,738 43,119 43,119 44,147 1.03
Montana .. 4,455 4,834 4,834 4,949 0.12
Nebraska 12,391 13,445 13,445 13,766 0.32
Nevada ....... 14,710 15,961 15,961 16,342 0.38
New Hampshire .. 10,127 10,989 10,989 11,251 0.26
New Jersey . 163,875 177,818 177,818 182,057 423
New Mexico 9,519 10,329 10,329 10,575 0.25
New York ........ 891,422 967,322 967,322 990,384 23.03
North Carolina 110,101 119,468 119,468 122,316 2.84
North Dakota .. 3,235 3,235 3,312 0.08
(O] 3116 196,603 196,603 201,291 4.68
Oklahoma 31,917 31,917 32,678 0.76
Oregon ........ 17,483 17,483 17,900 0.42
Pennsylvania .. 281,432 281,432 288,142 6.70
Rhode Island .. 30,250 30,250 30,971 0.72
South Carolina 40,850 40,850 41,824 0.97
South Dakota .. 3,020 3,020 3,092 0.07
Tennessee .. 105,441 105,441 107,955 2.51
Texas ... 158,948 158,948 162,738 3.78
Utah ........ 4,972 4,972 5,091 0.12
Vermont .. 3911 3,911 4,004 0.09
Virginia ........ 73,682 73,682 75,438 1.75
Washington . 39,513 39,513 40,456 0.94
West Virginia .. 18,699 18,699 19,145 0.45
Wisconsin ... 23,712 23,712 24,277 0.56
Wyoming ........ 1,522 1,522 1,558 0.04
American Samoa
GUAM o
Northern Mariana Islands
Puerto RICO ....ocvvevenenee
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed .......

Asset Management ...

3,865,156

4,200,000

14,200,000

14,300,000

2100.00

12008 and 2009 amounts by State assume the same allocations as 2007, and are subject to change.

2Excludes undistributed obligations.
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Department of Housing and Urban Development, Public and Indian Housing Programs 86-0302-0-1-604

Table 8-29. Section 8 Housing Choice Vouchers (14.871)
(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 145,084 3,167 141,931 145,098 144,605 0.90
Alaska ..... 28,634 625 28,011 28,636 28,539 0.18
Arizona ... 141,108 3,080 138,040 141,120 140,642 0.88
Arkansas ... 94,998 2,074 92,933 95,007 94,684 0.59
California . 2,914,875 63,637 2,851,517 2,915,154 2,905,258 18.12
Colorado ..... 223,270 4,874 218,417 223,291 222,533 1.39
Connecticut . 326,633 7,131 319,533 326,664 325,555 2.03
Delaware ......... 34,461 752 33,712 34,464 34,347 0.21
District of Columbia 153,101 3,342 149,773 153,115 152,596 0.95
Florida .....cccovvvnne 710,715 15,515 695,267 710,782 708,370 4.42
Georgia ... 401,270 8,760 392,548 401,308 399,947 2.49
Hawaii . 94,608 2,065 92,551 94,616 94,296 0.59
Idaho ... 34,979 764 34,219 34,983 34,864 0.22
[linois .. 815,356 17,800 797,633 815,433 812,665 5.07
Indiana 191,925 4,190 187,754 191,944 191,292 119
lowa ... 91,179 1,991 89,198 91,189 90,878 0.57
Kansas ... 57,830 1,262 56,573 57,835 57,639 0.36
Kentucky . 165,912 3,622 162,305 165,927 165,365 1.03
Louisiana 214,817 4,690 210,148 214,838 214,108 1.34
Maine ...... 76,126 1,662 74,471 76,133 75,875 0.47
Maryland ..... 381,222 8,322 372,936 381,258 379,964 2.37
Massachusetts 798,572 17,433 781,214 798,647 795,937 4.96
Michigan ... 321,249 7,013 314,266 321,279 320,189 2.00
Minnesota ... 212,643 4,642 208,021 212,663 211,941 1.32
Mississippi .. 97,620 2,131 95,498 97,629 97,299 0.61
Missouri ...... 228,358 4,985 223,395 228,380 227,605 1.42
Montana .. 27,824 607 27,219 27,826 27,732 0.17
Nebraska 59,019 1,288 57,737 59,025 58,825 0.37
Nevada ....... 95,809 2,092 93,726 95,818 95,493 0.60
New Hampshire .. 74,304 1,622 72,689 74,311 74,059 0.46
New Jersey . 629,346 13,739 615,667 629,406 627,270 3.91
New Mexico 75,034 1,638 73,404 75,042 74,787 0.47
New York ........ 1,909,672 41,689 1,868,163 1,909,852 1,903,371 11.87
North Carolina 330,411 7,213 323,230 330,443 329,321 2.05
North Dakota .. 29,440 643 28,800 29,443 29,342 0.18
(O] 3116 513,353 11,207 502,194 513,401 511,659 3.19
Oklahoma 125,128 2,732 122,408 125,140 124,715 0.78
Oregon ........ 190,111 4,150 185,979 190,129 189,484 1.18
Pennsylvania .. 534,239 11,663 522,627 534,290 532,476 3.32
Rhode Island .. 64,308 1,404 62,911 64,315 64,097 0.40
South Carolina 127,147 2,776 124,383 127,159 126,728 0.79
South Dakota .. 27,455 599 26,858 27,457 27,364 0.17
Tennessee .. 172,480 3,765 168,731 172,496 171,912 1.07
Texas ... 906,681 19,793 886,973 906,766 903,689 5.64
Utah ........ 64,001 1,397 62,610 64,007 63,789 0.40
Vermont .. 38,035 830 37,208 38,038 37,910 0.24
Virginia ........ 320,130 6,989 313,172 320,161 319,074 1.99
Washington . 348,663 7,612 341,084 348,696 347,513 .
West Virginia .. 61,564 1,344 60,226 61,570 61,361
Wisconsin ... 142,087 3,102 138,998 142,100 141,618
Wyoming ........ 10,736 234 10,502 10,736 10,700
AMENICAN SAMOA ....cvvvrerrrcireieiseeerisieesseieessessesse s essssesieenes | sernssnessnesnsnnns | eovessnesssssnesneniens | evnssesssesessnnens
GUAM o 29,145
Northern Mariana Islands 3,262
Puerto RICO ....ocvvevenenee 162,884
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed .......
Disaster Assistance .... 39,000
TOMAI oot 16,303,008 350,274 15,696,249 16,046,523 16,031,071 1100.00

T Excludes undistributed obligations.
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Department of Housing and Urban Development, Public and Indian Housing Programs 86-0304-0-1-604

Table 8-30. Public Housing Capital Fund (14.872)
(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 75,337 4,627 70,538 75,165 58,537 2.91
Alaska ..... 3,059 188 2,864 3,052 2,377 0.12
Arizona .... 11,531 708 10,797 11,505 8,960 0.45
Arkansas ... 23,871 1,466 22,351 23,817 18,548 0.92
California . 105,423 6,474 98,708 105,182 81,914 4.08
Colorado ..... 15,731 966 14,729 15,695 12,223 0.61
Connecticut . 33,375 2,050 31,250 33,300 25,933 1.29
Delaware ......... 6,354 390 5,949 6,339 4,937 0.25
District of Columbia 28,850 1,772 27,013 28,785 22,417 1.12
Florida .....cccovvvnne 72,692 4,464 68,063 72,527 56,483 2.81
Georgia ... 92,884 5,704 86,968 92,672 72,172 3.59
Hawaii . 13,905 854 13,020 13,874 10,804 0.54
Idaho ... 1,478 91 1,384 1,475 1,148 0.06
[linois .. 199,316 12,241 186,621 198,862 154,870 7.7
Indiana 34,735 2,133 32,522 34,655 26,989 1.34
lowa ... 6,250 384 5,852 6,236 4,856 0.24
Kansas ... 14,031 862 13,137 13,999 10,902 0.54
Kentucky . 46,308 2,844 43,358 46,202 35,981 1.79
Louisiana 59,647 3,663 55,848 59,511 46,346 2.31
Maine ...... 6,642 408 6,219 6,627 5,161 0.26
Maryland ..... 48,647 2,988 45,549 48,537 37,799 1.88
Massachusetts 71,026 4,362 66,503 70,865 55,188 2.75
Michigan ... 49,450 3,037 46,301 49,338 38,423 1.91
Minnesota ... 38,936 2,391 36,456 38,847 30,253 1.51
Mississippi .. 25,174 1,546 23,571 25,117 19,561 0.97
Missouri ...... 41,771 2,565 39,110 41,675 32,456 1.62
Montana .. 3,720 228 3,483 3,711 2,890 0.14
Nebraska 10,617 652 9,941 10,593 8,249 0.41
Nevada ....... 8,922 548 8,354 8,902 6,933 0.35
New Hampshire .. 6,481 398 6,068 6,466 5,036 0.25
New Jersey . 90,554 5,561 84,787 90,348 70,362 3.50
New Mexico 7,757 476 7,263 7,739 6,027 0.30
New York ........ 439,508 26,989 394,672 421,661 326,925 16.27
North Carolina 65,521 4,024 61,348 65,372 50,911 2.53
North Dakota .. 2,737 168 2,562 2,730 2,126 0.11
(O] 3116 109,341 6,715 102,377 109,092 84,959 423
Oklahoma 21,088 1,295 19,745 21,040 16,386 0.82
Oregon ........ 12,401 762 11,611 12,373 9,635 0.48
Pennsylvania .. 181,920 11,172 170,334 181,506 141,353 7.03
Rhode Island .. 15,794 970 14,788 15,758 12,272 0.61
South Carolina 28,920 1,776 27,078 28,854 22,471 1.12
South Dakota .. 3,900 240 3,652 3,892 3,031 0.15
Tennessee .. 68,302 4,195 63,952 68,147 53,071 2.64
Texas ... 111,590 6,853 104,483 111,336 86,706 4.31
Utah ........ 3,636 223 3,404 3,627 2,825 0.14
Vermont .. 3,304 203 3,094 3,297 2,567
Virginia ........ 58,726 3,607 54,986 58,593 45,631
Washington . 35,149 2,159 32,910 35,069 27,311
West Virginia .. 12,248 752 11,468 12,220 9,517
Wisconsin ... 21,365 1,312 20,004 21,316 16,601
Wyoming ........ 1,128 69 1,056 1,125 876
American Samoa
GUAM o
Northern Mariana Islands
Puerto RICO ....ocvvevenenee
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed
TOMAI vt 2,604,865 159,972 2,422,117 2,582,089 2,009,423 1100.00

T Excludes undistributed obligations.
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Department of Housing and Urban Development, Community Planning and Development

Table 8-31. Community Development Block Grants (14.218)

(obligations in thousands of dollars)

86-0612-0-1-451

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 49,801 48,336 48,336 36,765 1.42
Alaska ..... 4,760 4,623 4,623 3,516 0.14
Arizona ... 54,591 53,162 53,162 40,436 1.56
Arkansas ... 27,757 26,995 26,995 20,533 0.79
California . 471,738 455,203 455,203 346,233 13.35
Colorado ..... 38,555 37,300 37,300 28,371 1.09
Connecticut . 42,118 40,850 40,850 31,071 1.20
Delaware ......... 7,272 7,034 7,034 5,350 0.21
District of Columbia 18,757 18,042 18,042 13,723 0.53
Florida .....cccovvvnne 162,551 157,192 157,192 119,562 4.61
Georgia ... 83,062 80,957 80,957 61,577 2.37
Hawaii . 15,366 14,884 14,884 11,321 0.44
Idaho ... 12,277 11,970 11,970 9,105 0.35
[linois .. 176,982 170,567 170,567 129,735 5.00
Indiana 70,896 68,354 68,354 51,991 2.00
lowa ... 41,572 40,290 40,290 30,645 1.18
Kansas ... 28,177 27,327 27,327 20,785 0.80
Kentucky . 46,029 44,684 44,684 33,987 1.31
Louisiana 62,745 63,992 63,992 48,673 1.88
Maine ...... 19,961 19,399 19,399 14,755 0.57
Maryland ..... 56,070 53,959 53,959 41,042 1.58
Massachusetts 110,765 107,309 107,309 81,621 3.15
Michigan ... 133,058 127,986 127,986 97,348 3.75
Minnesota ... 58,621 56,698 56,698 43,125 1.66
Mississippi .. 35,517 34,618 34,618 26,331 1.01
Missouri ...... 68,075 65,655 65,655 49,938 1.92
Montana .. 9,285 8,984 8,984 6,833 0.26
Nebraska 19,589 18,954 18,954 14,417 0.56
Nevada ....... 20,425 19,859 19,859 15,105 0.58
New Hampshire .. 13,340 12,951 12,951 9,851 0.38
New Jersey . 101,921 98,543 98,543 74,953 2.89
New Mexico 21,238 20,670 20,670 15,722 0.61
New York ........ 352,789 340,605 340,605 259,066 9.99
North Carolina 71,884 70,004 70,004 53,246 2.05
North Dakota .. 6,414 6,217 6,217 4,729 0.18
Ohio .....co..e. 163,639 158,120 158,120 120,268 4.64
Oklahoma 30,558 29,613 29,613 22,524 0.87
Oregon ........ 36,996 35,892 35,892 27,300 1.05
Pennsylvania .. 224,183 216,692 216,692 164,819 6.35
Rhode Island .. 17,315 16,805 16,805 12,782 0.49
South Carolina 39,231 38,013 38,013 28,913 1.11
South Dakota .. 8,065 7,834 7,834 5,959 0.23
Tennessee .. 50,540 48,859 48,859 37,163 1.43
Texas ... 257,621 250,290 250,290 190,374 7.34
Utah ....... 20,729 20,246 20,246 15,399 0.59
Vermont .. 8,423 8,183 8,183 6,224 0.24
Virginia ........ 61,853 59,739 59,739 45,438 1.75
Washington . 62,051 60,072 60,072 45,691 1.76
West Virginia .. 25,353 24,558 24,558 18,679 0.72
Wisconsin ... 67,446 64,867 64,867 49,339 1.90
Wyoming ........ 4,246 4,138 4,138 3,147 0.12
American Samoa 954 963 963 897 0.03
GUAM oo, 2,823 2,851 2,851 2,657 0.10
Northern Mariana Islands 1,361 1,375 1,375 1,281 0.05
Puerto RiCO ... 111,779 108,336 108,336 82,402 3.18
Freely ASSOCIAtEA STAES .......cvivurreiieiireirniereirniissinsiissiseisssinseieses | soveisssineiinssnesins | oevtnesssssssssinnsins | esseesssssssnssnens | eevnsssesnssnssinnens | snessesesseeninnnes | seeneessesesineis
Virgin Islands ...... 1,811 1,811 1,688 0.07
Indian Tribes ... 62,000 62,000 57,420 2.21
UNAIStDUIEA ..o eisseiseieissinsinnns | cnerneinsnsnsnsins | e | e | eveseseeneenesens 200,000 | ovrvereereineines
Set-asides 1 . 4,570 4,570 8,175 0.32
Earmarks ........ 205,800 205,800 | coererrererrerene | e
Earmarks Rescission .. i | s | s | s | e | e | e
Hurricane Supplemental ... 3,000,000 3,000,000 —205,800 —7.93
TOMAIZ oo 3,771,900 | ..occovie 6,865,800 6,865,800 2,794,200 3100.00

TIncludes transfer to Working Capital Fund (IT). 2008 and 2009 also include set-aside for technical assistance.
2|ncludes Special Purpose Grants/Insular Areas (14.225) and State’s Program (14.228).

3Excludes undistributed obligations.
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Department of Housing and Urban Development, Community Planning and Development 86-0205-0-1-604

Table 8-32. HOME Investment Partnerships Program (14.239)
(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 24,129 23,218 23,218 27,677 1.41
Alaska ..... 4,053 3,971 3,971 4,734 0.24
Arizona .... . 24,605 23,475 23,475 27,983 1.42
Arkansas ... . 15,267 14,870 14,870 17,726 0.90
California . . 247,348 236,777 236,777 282,251 14.35
Colorado ..... 20,875 19,872 19,872 23,689 1.20
Connecticut . 19,983 19,017 19,017 22,669 1.15
Delaware ......... 4,892 4,783 4,783 5,702 0.29
District of Columbia . 8,732 8,459 8,459 10,084 0.51
Florida .....cccovvvnne . 76,989 73,484 73,484 87,597 4.45
Georgia ... . 40,940 39,588 39,588 47,191 2.40
Hawaii . 7,386 7,147 7,147 8,520 0.43
Idaho ... 6,637 6,361 6,361 7,583 0.39
[linois .. 71,862 68,792 68,792 82,004 417
Indiana 28,946 27,647 27,647 32,957 1.68
lowa ... 14,378 13,791 13,791 16,440 0.84
Kansas ... 12,970 12,441 12,441 14,830 0.75
Kentucky . 23,829 22,974 22,974 27,386 1.39
Louisiana 29,748 28,617 28,617 34,113 1.73
Maine ...... 8,119 7,769 7,769 9,261 0.47
Maryland ..... 24,166 23,034 23,034 27,458 1.40
Massachusetts 45,238 43,309 43,309 51,627 2.63
Michigan ... 48,503 46,485 46,485 55,413 2.82
Minnesota ... 21,679 20,661 20,661 24,629 1.25
Mississippi .. . 16,501 15,901 15,901 18,955 0.96
Missouri ...... . 29,463 28,111 28,111 33,510 1.70
Montana .. . 5,922 5,681 5,681 6,772 0.34
Nebraska 8,636 8,269 8,269 9,857 0.50
Nevada ....... 11,467 11,014 11,014 13,129 0.67
New Hampshire .. 6,209 6,009 6,009 7,163 0.36
New Jersey . 46,447 44,498 44,498 53,044 2.70
New Mexico . 10,529 10,083 10,083 12,019 0.61
New York ........ . 191,562 183,577 183,577 218,834 11.13
North Carolina . 38,386 37,895 37,895 45173 2.30
North Dakota .. . 3,593 3,513 3,513 4,188 0.21
(O] 3116 . 63,545 60,661 60,661 72,311 3.68
Oklahoma . 19,405 18,692 18,692 22,282 1.13
Oregon ........ 20,744 19,869 19,869 23,685 1.20
Pennsylvania .. 71,545 69,064 69,064 82,328 4.19
Rhode Island .. 9,086 8,671 8,671 10,336 0.53
South Carolina 18,764 18,445 18,445 21,987 1.12
South Dakota .. 4,086 3,928 3,928 4,682 0.24
Tennessee .. 29,534 28,362 28,362 33,809 1.72
Texas ... 112,075 107,795 107,795 128,497 6.53
Utah ........ 8,874 8,457 8,457 10,081
Vermont .. 4,079 3,936 3,936 4,692
Virginia ........ 32,302 32,151 32,151 38,326
Washington . 32,603 31,251 31,251 37,253
West Virginia .. 12,424 12,020 12,020 14,328
Wisconsin ... 27,003 25,864 25,864 30,831
Wyoming ........ 3,500 3,500 4,172
American Samoa
GUAM o
Northern Mariana Islands
Puerto RICO ....ocvvevenenee
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed ...
Set-asides ! 65,965 14,100
TOMAI oot 1,757,250 | ..o 1,704,000 1,704,000 1,966,640 2100.00

TIncludes set-asides for technical assistance and transfer to Working Capital Fund (IT). 2007 and 2008 also include set-aside for Housing Counseling program.
2Excludes undistributed obligations.
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Department of Transportation, Federal Aviation Administration 69-8106-0-7-402

Table 8-33. Airport Improvement Program (20.106)
(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 159,171 43,465 1.58
Alaska ..... 213,350 156,726 5.70
Arizona ... 68,714 50,477 1.84
Arkansas ..... 40,700 29,898 1.09
California . 285,590 209,793 7.63
Colorado ..... 79,379 58,311 212
Connecticut . 18,346 13,477 0.49
Delaware ......... 11,023 8,098 0.29
District of COIUMDIA ........cccveivirieiieieciee e | crvsesssessseninies | evssesssesssesinies | cvesvesssesinieninies | evessessssesenienenns | sveesesnseinienns | avvesesesssesnns
Florida ........ccevu... 180,530 132,324 4.81
Georgia ... 98,409 72,291 2.63
Hawaii . 36,450 26,776 0.97
|daho ... 29,350 21,560 0.78
Illinois .. 151,591 111,358 4.05
Indiana 53,760 39,492 1.44
lowa ....... 43,294 31,804 1.16
Kansas .... 20,090 14,758 0.54
Kentucky . 74,338 54,609 1.99
Louisiana 61,948 45,507 1.65
Maine ...... 26,299 19,319 0.70
Maryland ..... 46,504 34,162 1.24
Massachusetts 38,554 28,322 1.03
Michigan ... 123,737 90,897 3.31
Minnesota ... 66,083 48,545 1.77
Mississippi .. 140,819 29,985 1.09
Missouri ...... 90,746 66,662 242
Montana .. 38,280 28,120 1.02
Nebraska 20,315 14,924 0.54
Nevada ....... 57,916 42,545 1.55
New Hampshire .. 36,876 27,089 0.99
New Jersey . 64,030 47,036 1.71
New Mexico 24,966 18,340 0.67
New York ........ 131,577 96,656 3.51
North Carolina 73,160 53,743 1.95
North Dakota .. 24,958 18,334 0.67
Ohio .....nee. 84,929 62,388 2.27
Oklahoma 42,441 31,177 1.13
Oregon ........ 29,775 21,872 0.80
Pennsylvania .. 115,682 84,980 3.09
Rhode Island .. 17,450 12,819 0.47
South Carolina 35,035 25,736 0.94
South Dakota .. 27,587 20,265 0.74
Tennessee .. 74,342 54,611 1.99
Texas ...... 264,254 194,120 7.06
Utah ...... 39,884 29,299 1.07
Vermont .. 5,743 4219 0.15
Virginia ........ 90,697 66,626 242
Washington . 97,388 71,541 2.60
West Virginia .. 34,514 25,354 0.92
Wisconsin ... 42,112 30,935 1.12
Wyoming ......... 24,899 18,290 0.67
American Samoa 7,249 5,325 0.19
(CTVF: [ R, 14,879 10,930 0.40
Northern Mariana Islands 78,738 57,841 210
Puerto RICO ...vvvrrvrvenenns 114,936 10,973 0.40
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed
Other2 67,275 16,636 121,802
TOMA oottt 3,691,167 67,275 16,636 83,911 2,750,000 3100.00

Includes amounts provided in the Department of Defense Appropriations Act of 2006 (P.L. 109-148).
2|ncludes Personnel and related expenses, Small Community Air service, Airport Technology Research, Airport Cooperative Research, and Reimbursable obli-

gations.
3 Excludes undistributed obligations.
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Department of Transportation, Federal Highway Administration

Table 8-34. Highway Planning and Construction (20.205)

(obligations in thousands of dollars)

69-8083-0-7-401

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal
Alabama 767,386 652,727 652,727 656,872 2.00
Alaska ..... 411,574 282,067 282,067 300,998 0.91
Arizona ... 625,445 645,075 645,075 610,406 1.85
Arkansas ... 404,518 408,704 408,704 416,556 1.27
California . 2,886,155 3,027,694 3,027,694 3,162,052 9.61
Colorado ..... 490,246 439,113 439,113 446,157 1.36
Connecticut . 425,597 448,399 448,399 431,018 1.31
Delaware ......... 131,491 128,378 128,378 131,930 0.40
District of Columbia 139,394 131,278 131,278 133,053 0.40
Florida .....cccovvvnne 1,885,484 1,646,927 1,646,927 1,578,592 4.80
Georgia ... 1,194,996 1,189,444 1,189,444 1,162,418 3.53
Hawaii . 220,602 138,187 138,187 136,530 0.41
Idaho ... 271,536 240,342 240,342 243,503 0.74
[linois .. 1,109,584 1,116,884 1,116,884 1,142,839 3.47
Indiana 868,506 837,222 837,222 836,098 2.54
lowa ... 402,325 376,024 376,024 360,764 1.10
Kansas ... 377,662 331,623 331,623 333,192 1.01
Kentucky . 628,504 563,101 563,101 566,296 1.72
Louisiana 848,891 525,533 525,533 514,001 1.56
Maine ...... 164,422 145,808 145,808 151,612 0.46
Maryland ..... 528,725 526,802 526,802 515,479 1.57
Massachusetts 587,717 563,444 563,444 541,062 1.64
Michigan ... 1,052,832 949,589 949,589 1,052,965 3.20
Minnesota ... 592,911 516,029 516,029 569,617 1.73
Mississippi .. 619,132 386,730 386,730 391,782 1.19
Missouri ...... 853,843 762,557 762,557 774,723 2.35
Montana .. 366,168 307,594 307,594 314,519 0.96
Nebraska 274,878 241,810 241,810 243,125 0.74
Nevada ....... 291,086 235,089 235,089 213,313 0.65
New Hampshire .. 166,460 148,716 148,716 147,227 0.45
New Jersey . 842,596 869,636 869,636 850,350 2.58
New Mexico 318,732 302,479 302,479 315,597 0.96
New York ........ 1,629,822 1,520,182 1,520,182 1,460,951 4.44
North Carolina 952,078 926,526 926,526 942,342 2.86
North Dakota .. 243,813 202,566 202,566 205,806 0.63
Ohio .....co..e. 1,316,630 1,166,230 1,166,230 1,219,640 3.7
Oklahoma 600,914 503,343 503,343 503,944 1.53
Oregon ........ 421,991 377,426 377,426 377,013 1.15
Pennsylvania .. 1,629,520 1,505,915 1,505,915 1,452,764 4.41
Rhode Island .. 191,374 169,132 169,132 163,290 0.50
South Carolina 592,659 533,175 533,175 525,912 1.60
South Dakota .. 233,282 212,628 212,628 221,063 0.67
Tennessee .. 724,349 705,610 705,610 710,041 2.16
Texas ... 2,698,316 2,676,993 2,676,993 2,679,360 8.14
Utah ....... 303,530 234,082 234,082 235,817 0.72
Vermont .. 170,104 136,260 136,260 144,261 0.44
Virginia ........ 819,017 856,745 856,745 870,616 2.65
Washington . 756,976 572,684 572,684 565,539 1.72
West Virginia .. 433,801 352,622 352,622 356,731 1.08
Wisconsin ... 671,767 625,584 625,584 640,579 1.95
Wyoming ........ 236,583 210,640 210,640 225,145 0.68
American Samoa 6,030 14,180 14,180 14,840 0.05
GUAM oo, 217 511 511 534 *
Northern Mariana Islands 2,583 6,075 6,075 6,358
Puerto RiCO ... 180,474 107,292 107,292 113,399
Freely ASSOCIAtEA STAES .......cviureeeireieinieeirnsierineisssseisssissenees | svsisssseenssinneins | oevssssssnesinsiesins | esseesnsssssnsennss | sensssessssiesnenns | eoessnesesisssnsins
Virgin Islands ...... 25,434 26,618
INIAN TADES ...ooveiciiri i | i | s | s | s |
Undistributed 8,489,214 6,491,516
TOMAI vt 35,576,045 | .......coocvrerrrnnnne 41,216,051 41,216,051 39,398,728 1100.00

* $500 or less or 0.005 percent or less.
" Excludes undistributed obligations.
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Department of Transportation, Federal Transit Administration 69-8350-0-7-401

Table 8-35. Federal Transit Formula Grants and Research (20.507)
(obligations in thousands of dollars)

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 43,455 10,394 29,486 39,880 51,645 0.60
Alaska ..... 38,222 10,701 35,628 46,329 63,521 0.74
Arizona ... . 91,462 38,289 60,802 99,091 102,423 119
Arkansas ... . 10,563 9,585 17,807 27,392 30,818 0.36
California . . 1,105,171 292,123 739,828 1,031,951 1,259,897 14.63
Colorado ..... 78,385 9,796 58,466 68,262 97,095 113
Connecticut . 157,466 62,890 94,399 157,289 152,706 1.77
Delaware ......... 11,418 7,368 10,562 17,929 17,337 0.20
District of Columbia . 82,703 63,763 116,607 180,369 196,139 2.28
Florida .....cccovvvnne . 314,026 63,722 209,666 273,387 355,886 413
Georgia ... . 204,333 43,368 105,763 149,131 187,875 2.18
Hawaii . 22,849 7,278 25,586 32,864 45,330 0.53
Idaho ... 14,529 2,420 11,051 13,471 18,965 0.22
[linois .. 449,868 17,277 338,893 356,170 550,281 6.39
Indiana 77,929 22,839 56,608 79,447 97,133 113
lowa ... 32,911 5,037 22,326 27,363 38,687 0.45
Kansas ... 20,023 12,751 18,457 31,208 31,583 0.37
Kentucky . 31,095 6,915 29,549 36,465 52,252 0.61
Louisiana 68,616 11,760 41,548 53,309 73,439 0.85
Maine ...... 17,336 1,712 9,195 10,908 14,934 0.17
Maryland ..... 132,815 54,795 118,283 173,078 200,785 2.33
Massachusetts 356,277 58,773 216,529 275,302 361,881 4.20
Michigan ... 114,040 13,920 83,373 97,293 146,156 1.70
Minnesota ... 103,715 29,092 61,553 90,645 100,635 117
Mississippi .. . 20,638 7,505 16,201 23,707 28,284 0.33
Missouri ...... . 85,408 15,189 52,672 67,861 92,555 1.07
Montana .. . 17,050 2,165 9,118 11,283 15,491 0.18
Nebraska 8,834 6,592 13,702 20,294 23,290 0.27
Nevada ....... 15,814 38,060 27,502 65,561 44,069 0.51
New Hampshire .. 11,014 5,133 8,615 13,749 14,370 0.17
New Jersey . 609,647 11,552 340,654 352,206 551,467 6.40
New Mexico . 38,539 6,652 16,517 23,169 28,541 0.33
New York ........ . 1,760,823 137,021 880,490 1,017,511 1,446,237 16.79
North Carolina . 74,508 43,156 61,885 105,041 104,978 1.22
North Dakota .. . 5,515 2,621 6,845 9,466 11,402 0.13
(O] 3116 . 164,360 27,520 119,416 146,937 205,133 2.38
Oklahoma . 27,736 4,143 23,834 27,977 42,058 0.49
Oregon ........ 81,680 4,747 50,443 55,190 82,192 0.95
Pennsylvania .. 507,636 26,172 247,703 273,874 406,964 4.72
Rhode Island .. 40,870 3,576 17,137 20,713 28,301 0.33
South Carolina 22,359 14,550 25,917 40,467 46,225 0.54
South Dakota .. 8,583 1,136 6,889 8,025 11,593 0.13
Tennessee .. 51,692 15,971 43,374 59,344 74,330 0.86
Texas ... 347,359 69,400 236,970 306,370 421,278 4.89
Utah ........ 34,647 5414 31,822 37,236 54,501 0.63
Vermont .. 14,897 572 4,095 4,667 6,968 0.08
Virginia ........ 132,389 36,216 83,390 119,606 142,858 1.66
Washington . 201,307 31,757 126,092 157,848 209,618 2.43
West Virginia .. 12,453 4,97 14,508 19,479 22,963 0.27
Wisconsin ... 64,789 12,127 50,461 62,588 89,580 1.04
Wyoming ........ 9,090 1,128 5,519 6,647 9,140 0.11
American Samoa 198 504 546
GUAM oo, 688 1,157
Northern Mariana Islands 786
Puerto RiCO ......cccccuvunnee 112,897
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed
Oversight 57,736 63,248
TOMAI T oo 8,002,662 1,452,335 5,147,555 6,599,890 8,614,396 2100.00

"Includes Fixed Guideway Modernization (CFDA 20.500), Metropolitan Planning and State Planning (CFDA 20.505), Formula Program for Non-Urbanized Areas
(CFDA 20.509), Elderly and Persons with Disabilities (CFDA 20.513), Job Access and Reverse Commute (CFDA 20.516), and New Freedom lInitiative (CFDA
20.521).

2Excludes undistributed obligations.
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Federal Communications Commission

Table 8-36. Universal Service Fund E-Rate (1)

(obligations in thousands of dollars)

27-5183-0-2-376

Estimated FY 2008 obligations from: FY 2009
Percentage
. FY 2007 FY 2009
State or Territory Actual Previous New Total (estimated) distri%futed
authority authority t
otal

Alabama 27,567 32,836 32,836 33,279 1.94
Alaska ..... 12,809 15,256 15,256 15,462 0.90
Arizona .... 38,914 46,351 46,351 8,569 0.50
Arkansas ..... 7,098 8,455 8,455 46,977 2.74
California . 202,738 241,482 241,482 244,744 14.30
Colorado ..... 17,745 21,136 21,136 21,421 1.25
Connecticut . 16,572 19,738 19,738 20,005 1.17
Delaware ......... 1,252 1,252 1,269 0.07
District of Columbia 565 565 573 0.03
Florida .....cccovvvnne 55,578 55,578 56,329 3.29
Georgia ... 50,799 50,799 51,485 3.01
Hawaii . 1,520 1,520 1,541 0.09
Idaho ... 3,469 3,469 3,516 0.21
[linois .. 70,879 70,879 71,837 420
Indiana 25,752 25,752 26,100 1.52
lowa ... 9,961 9,961 10,095 0.59
Kansas ... 12,764 12,764 12,936 0.76
Kentucky . 20,270 20,270 20,543 1.20
Louisiana 63,814 63,814 64,676 378
Maine ...... 5,710 5,710 5,787 0.34
Maryland ..... 10,320 10,320 10,459 0.61
Massachusetts 27,343 27,343 27,713 1.62
Michigan ... 35,008 35,008 35,481 2.07
Minnesota ... 19,848 19,848 20,116 118
Mississippi .. 27,280 27,280 27,649 1.62
Missouri ...... 22,835 22,835 23,144 1.35
Montana .. 3,152 3,152 3,195 0.19
Nebraska 7,066 7,066 7,161 0.42
Nevada ....... 5,245 5,245 5,316 0.31
New Hampshire .. 1,513 1,513 1,534 0.09
New Jersey . 36,165 36,165 36,653 214
New Mexico 28,206 28,206 28,587 1.67
New York ........ 151,007 151,007 153,047 8.94
North Carolina 49,536 49,536 50,205 2.93
North Dakota .. 5,536 5,536 5,611 0.33
(O] 3116 63,258 63,258 64,113 3.75
Oklahoma 37,036 37,036 37,536 2.19
Oregon ........ 9,565 9,565 9,694 0.57
Pennsylvania .. 58,830 58,830 59,625 3.48
Rhode Island .. 5,698 5,698 5,775 0.34
South Carolina 44,084 44,084 44,679 2.61
South Dakota .. 5,090 5,090 5,159 0.30
Tennessee .. 45,166 45,166 45,776 2.67
Texas ... 178,213 178,213 180,620 10.55
Utah ........ 12,038 12,038 12,201 0.71
Vermont .. 1,358 1,358 1,376 0.08
Virginia ........ 27,060 27,060 27,425 1.60
Washington . 19,284 19,284 19,544 114
West Virginia .. .
Wisconsin ...
Wyoming .........
American Samoa
GUAM o
Northern Mariana Islands
Puerto RICO ....ocvvevenenee
Freely Associated States
Virgin Islands ......
Indian Tribes ...
Undistributed .......

Northern Mariana I1SIands ...........cccoceveeereeeeeereeeeee s

1,418,034

1,689,033

1,689,033

1,711,848

2100.00

1 This program is not included in the Catalog of Federal Domestic Assistance. Amounts exclude funding provided to private schools and libraries.

2Excludes undistributed obligations.
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9. INTEGRATING SERVICES WITH INFORMATION TECHNOLOGY

As one of the largest users and acquirers of data,
information and supporting technology systems in the
world, the United States Government continues its ef-
forts to strengthen its capabilities in managing tech-
nology and information in order to be the world’s leader
in information technology. The President proposes to
spend nearly $71 billion for Information Technology (IT)

and the associated support services. Departments and
agencies continue to build upon their successes includ-
ing their efforts with portfolio management by con-
tinuing to focus on results by applying the principles
and methods of Earned Value Management (EVM) to
achieve improved customer service levels and greater
savings.

ACHIEVING RESULTS FOR THE AMERICAN PEOPLE

The Federal government continues to make progress
by maximizing its IT investments to deliver program
results through the adoption of electronic government
management principles and best practices. Departments
and agencies continue to focus on:

e Improving service levels to citizens and govern-
ment decision makers;

¢ Securing our systems and data;

e Making better purchasing decisions; and

¢ Reducing duplication and related costs.

This Budget chapter and Table 9-1, “Effectiveness
of Agency’s IT Management and E-Gov Processes,” ful-
fill the statutory reporting requirement of the Clinger-
Cohen Act of 1996. Table 9-1 and other tables ref-
erenced in the text are available on-line at
www.budget.gov or on the CD-ROM with printed
versions provided by the Government Printing Office.
Other management guidance provided to Federal de-
partments and agencies is included in Table 9-2, “Man-
agement Guidance,” which accompanies this chapter,
and individual guidance memoranda are available at
www.whitehouse.gov /| OMB [ memoranda.

Government Performance.—The Federal government
has shown improvement over the last year in achieving
the goals specifically included in the President’s Man-
agement Agenda (PMA), for the Expanded Electronic
Government (E-Government) initiative. For example,
each IT investment must have specific performance tar-
gets tied to a specific, significant, beneficial impact for
our citizens with performance being defined to deliver
measurable results.

The Federal departments and agencies continue to
improve in their efforts to guarantee success and re-
sults for the taxpayer. There were 585 major invest-
ments representing about $27 billion on the “Manage-
ment Watch List (MWL),” i.e., those IT investment jus-
tifications needing improvement in performance meas-
urement, earned value management or system security.
Before the start of each fiscal year, agencies are di-
rected to remediate the shortfalls identified prior to
expending additional funds. The agencies work to reme-
diate the weaknesses or put measures in place to mon-

itor the progress of an IT investment, which could in-
clude multiple projects. If an investment is still on the
MWL agencies must describe their plans to manage
or mitigate risk before undertaking or continuing devel-
opment activities related to that investment. As of De-
cember 31, 2007, 52 percent of the agencies (14 of 27)
had acceptable 2008 business cases. Remaining on last
year’s MWL, there were 134 business cases valued in
2008 at $8.6 billion from thirteen agencies. Table 9-3,
“Management Watch List for FY 08,” provides a listing
of the 134 business cases by department and agency.
The IT projects associated with these investments have
been moved to the High Risk List. Table 9—4, “High
Risk IT Projects as of September 30, 2007,” is a com-
plete listing to date of all High Risk IT projects being
monitored by the Office of Management and Budget
(OMB) and/or the departments and agencies.

This year, 585 of the 810 2009 major IT investments
are on the MWL as of December 31, 2007. See Table
9-5, “Agencies with IT Investments on the Management
Watch List.” In the evaluation of the departments’ and
agencies’ business cases, the following criteria were
used for placing investments on the MWL [Table 9-6,
“FY 2009 Exhibit 300 Evaluation Criteria,” provides
the explanation for numeric evaluation for the business
cases]:

e Overall Evaluation of 30 or less;

e Security Evaluation of 3 or less;

e If any other evaluation element has a rating of
2 or less;

¢ Project Manager Rating mismatched between Ex-
hibit 53 and Exhibit 300;

e Project Manager identified has not been validated
as qualified for the Investment as identified on
the Exhibit 53;

e Agencies failing to receive a “satisfactory” or bet-
ter evaluation by the agency IG in their annual
Federal Information Security Management Act
(FISMA) reports due to OMB on October 1, 2007
for the quality of their C&A process;

e Agencies failing to receive a “satisfactory” or bet-
ter evaluation by the agency IG in their annual

)

157



158

ANALYTICAL PERSPECTIVES

FISMA reports due to OMB on October 1, 2007
for the quality of their PIA process and the invest-
ment requires a PIA;

¢ The agency is currently red for the Cost/Schedule
Performance element of the PMA E-Gov Score-
card; and/or

e Overall Consistency Issue.

OMB will release investments remaining on the MWL
in the spring of 2008 for the quarter ending March
31, 2008. Departments and agencies have been provided
the specific information regarding the weaknesses for
their investments. Many of the investments still need
to address security, performance measures, implemen-
tation of earned value management and other issues
prior to obligating funding in 2009. Table 9-7, “Com-
parison of the Management Watch List by Fiscal Year,”
illustrates the analysis of total portfolio including the
number of projects on the High Risk List. Table 9-8,
“Number of Recurring Investments on the Management
Watch List,” includes by department and agency the
same investments on the MWL since inception.

The “high risk list” approach is separate and distinct
from the MWL since it presents oversight authorities
with information differing in focus, timing and expected
results. It is not designed to replace pre-existing over-
sight and internal agency processes, but rather to sup-
plement and complement them. The objective of the
analysis is to manage the risk associated with the IT
projects each quarter to achieve the intended outcomes.
Each quarter agencies evaluate and report to OMB on
the performance of the high risk projects. These projects
are considered high-risk, requiring special attention
from the highest level of agency management and over-
sight authorities due to size, complexity, and/or nature
of the risk of the project, but are not necessarily at-
risk.

Unlike the MWL, the high risk list contains a mix
of major and non-major systems, as well as discrete
projects and programmatic activities. The criteria for
inclusion on the high risk list include, but are not lim-
ited to: Major systems the agency or OMB deems to
be high risk due to a variety of factors, such as:

e high cost;

complexity;

high profile political or citizen interest;

cross-organizational or agency impact or inter-

dependencies with other systems efforts;

e major systems on the MWL at the conclusion of
the prior fiscal year and continuing to warrant
heightened attention during project execution;

e major systems formally designated as an E-Gov-
ernment or Line of Business (LoB) Shared Service
Provider;

e planned or underway E-Government initiative mi-
gration projects (which are removed upon comple-
tion);

e existing or legacy agency systems retiring once
their functionality has been migrated to a common
solution (also removed once retired); and

¢ Program or Program Management Office activities
supporting government-wide common solutions.

OMB and agencies monitor the status of projects on
the high risk list, and track their progress in estab-
lishing goals and performance against cost and schedule
baselines.

The Report on Information Technology (IT) Spending
for the Federal Government (Exhibit 53) located at
www.whitehouse.gov/ OMB, provides details of the Ad-
ministration’s proposed 2009 IT investments. Related
documents on IT security and Electronic Government
(E-Government)  will also be available at
www.whitehouse.gov / OMB and will be published in the
spring of 2008.

The 2009 proposed IT investments were analyzed for
trends and potential duplications across government en-
tities. At about $71 billion, the 2009 Federal IT port-
folio represents a 3.8 percent increase over the 2008
President’s Budget. The following represents the high-
lights:

FY 2007 FY 2008 FY 2009 1%?{;%;

Major IT Investments .........cccoveevienes 857 840 810 —4%
Not Well Planned and Managed ........ 263 364 535 47%
Well Planned and Managed ............... 594 494 275 —44%

" Change from 2008 to 2009.

When duplication across Federal agencies has been
identified, the Administration has an ongoing process
to bring together the appropriate agencies and help
them to consider broad-based approaches to promote
inter-agency data sharing and cooperation in building
common solutions, rather than maintaining separate
investments. Upon migration to common, government-
wide solutions, agencies will shut down existing sys-
tems—which will not only save money but also free-
up resources for agencies to better focus on achieving
their missions. These inter-agency taskforces focus on
the agency line of business (LoB) rather than a specific
technology or investment. The following are the current
LoB initiatives underway:

Case Management;

Federal Health Architecture;
Financial Management;

Human Resources Management;
Grants Management;

Information System Security;
Budget Formulation and Execution;
IT Infrastructure; and

Geospatial.

The inter-agency taskforces have driven significant
accomplishments for each LoB initiative. The IT Infra-
structure (ITI) LoB puts in place a government-wide
approach for measuring and optimizing agency infra-
structures to enhance cost efficiency/service levels and
better enable core agency missions and customer-centric
services. The ITI LoB, with the assistance of industry
experts, will provide tools and metrics for agencies to
leverage in order to optimize their commodity infra-
structure cost efficiency/service level metrics. The ITI
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LoB will provide tools and metrics in the following
areas:

e Desktop/Seat Management and Support;
e Data Centers; and
e Data Networks and Telecommunications.

Accomplishments of this LoB and the remaining LoB
initiatives as well as the next steps are included in
Table 9-9, “Lines of Business (LoB) Update.”

The Administration continues to leverage government
buying power while reducing redundant purchases
through the SmartBUY program. Launched in June
2003, the SmartBUY program continues to provide in-
creased cost avoidance savings to Federal agencies
through new and existing agreements with commercial
software providers. The SmartBUY Office located at
the General Services Administration (GSA) continues
to manage a total of twenty-five agreements within nine
programs. In June 2007, SmartBUY awarded the mul-
tiple award agreement in support of OMB policy memo-
randum, M-06-16, “Protection of Sensitive Agency In-
formation,” which would include data at rest and re-
mote access. These agreements included the ability of
the state, local and tribal governments to procure prod-
ucts leveraging the federal government’s buying power
and receiving reduced pricing to meet their needs. In
October 2007, the Administration broadened the scope
of the current SmartBUY agreements to offer cost sav-
ings to all U.S. Federal government agencies (including
DoD) for volume purchases. This ensures optimal pric-
ing and leverages federal purchasing power. To date,
the Federal government has avoided and/or saved more
than $600 million dollars ($133 million in 2007)
through the use of this program.

In August 2006, OMB released Memorandum 06-22
(M-06-22), Cost  Savings  Achieved  Through
E-Government and Line of Business Initiatives.
M-06-22 asked agencies to identify legacy investments
impacted by agency use of an E-Gov or LoB initiative
and develop baseline cost estimates for these invest-
ments. Going forward, it is expected agencies savings
will be realized by the migration of functions from their
legacy systems, which can be terminated, to govern-
ment wide common solutions. Agencies were requested
to measure actual costs for the identified investments
on an ongoing basis to provide the basis for estimating
these savings.

Based on agency-reported estimated costs for 2007
as compared to agency-reported actual costs for the
2007, estimated gross cost savings is approximately
$508 million.

2007 Baseline Cost Estimate—Investments 2007 Actual 2007 Gross
Impacted by E-Gov Costs Cost Savings
$7,331M ... $6,823M $508M

OMB is continuing to work with agencies to identify
additional legacy investments impacted by E-Gov and
LoB initiatives.

Government IT Workforce.—With rapid advances in
IT, improved program performance is first and foremost
driven by the Federal employees who manage the IT
projects and portfolios. Qualified project managers and
an IT workforce with the necessary skills and com-
petencies help ensure agency investments are well
planned and managed.

In 2007, an IT Workforce Assessment Survey was
developed and administered by the Chief Information
Officers (CIO) Council. Using the survey results, agen-
cies prepared a gap analysis report and improvement
plan which identified competencies for improvement,
staffing targets, and milestones with specific dates to
successfully reach targets established. Agencies sub-
mitted plans to Office of Personnel Management (OPM)
in June 2007. Progress against these plans is measured
and included in the President’s Management Agenda
Human Capital Scorecard. As of September 1, 2007,
24 of 25 scorecard agencies have IT professionals on
board have:

¢ met planned skill or competency gap closure mile-
stones; and

e met or are consistently meeting their IT hiring
targets.

The table below provides a summary of agency
progress toward hiring goals.

Current Number ~ Number of Po-

of Positions sitions Filled on

Filled June 30, 2008

Enterprise ArchiteCture ..........cocvvevrervnreerernneeins 1,673 1,670
Solutions ArchiteCtUIE ........cvevveveerercieeiseseierienienns 1,457 1,472
IT Security e 8,407 8,449
IT Project Management ..........cc.cccouevummvivinnniens 6,248 6,061
TOMAl oo 17,785 17,652

Agencies have also made progress in assignment of
project managers to major IT investments. As reported
by agencies on their 2009 Exhibit 53 submissions, 88
percent of major IT investments have qualified project
managers, an increase from approximately 83 percent
in agency 2008 submissions.

Going forward, agencies will continue to carry out
the actions in their IT gap analysis and improvement
plans. In June 2008, agencies will submit a measured
results report to OPM comparing projected goals estab-
lished in 2007 to actual outcomes in 2008.

Securing Government Systems.—The Federal govern-
ment continues to improve information security per-
formance relative to certification and accreditation rates
and testing of security controls and contingency plans.
In 2007, the percentage of certified and accredited sys-
tems rose from 88 percent to 92 percent. Even greater
gains were reported in testing of security controls—
from 88 percent of systems to 95 percent of systems—
and for contingency plan testing—from 77 percent to
86 percent. Several larger agencies reported especially
notable progress regarding these measures, including
the National Aeronautics and Space Administration
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(NASA), the Department of State, Treasury, and the
Department of Defense.

Agencies have also maintained or improved perform-
ance relative to Inspector General qualitative assess-
ments of IT security processes. Overall quality of the
certification and accreditation processes as determined
by agency Inspectors General (IG) increased compared
to 2006, with76 percent of agencies reporting “satisfac-
tory” or better processes, up from 60 percent the prior
year. 76 percent of agencies also demonstrated they
have an effective process in place for identifying and

correcting weaknesses using Plans of Action and Mile-
stone (POA&M) management processes.

Departments and agencies progress against their cor-
rective actions plans is measured in the President’s
Management Agenda Expanded Electronic Government
Scorecard. Agencies report quarterly on their efforts to
address IT security weaknesses against key IT security
performance measures.

The overall security status and progress in percent-
age of systems, from 2002 to 2007, is as follows:

(In Fiscal Years)

2002 2003 2004 2005 2006 2007

Effective Security and Privacy Controls (C&A) .......ccccuwumeeruermerremeriernrennns
Tested Contingency Plans ............ RN
Tested Security COMOIS .........cvereremeririrrerieeieesere e
Total Systems REPOMEA ..........rvveumrveerereireriieeisisessieessssesessseseseseessees

...... 47%
...... 35%
...... 60%
...... 7,957

62%
48%
64%
7,998

7%
57%
76%
8,623

85%
61%
72%
10,289

88%
7%
88%
10,595

93%
86%
95%
10,304

The number of agencies where the IG has verified
the process exists to remediate IT security weaknesses
(POA&M):

FY 2002
FY 2003 ...
FY 2004 ...
FY 2005 ...
FY 2006 ...
FY 2007

N/A (was not required in until FY 2003)
.12

Additional information and detail concerning the Fed-
eral government’s IT security program and agency IT
security performance can be found in OMB’s Annual
Report to Congress on IT Security. The next such report
will be issued by March 1, 2008 and will be made
available on OMB’s website.

Protecting Privacy.—In May 2006, the President
signed an Executive Order creating the Federal Identity
Theft Task Force. The Task Force issued its strategic
plan which was submitted to the President. It is avail-
able at htip:/ /www.idtheft.gov. Several of the Task
Force’s recommendations address the need to improve
data security in the government, improve the agencies’
ability to respond to data breaches, and reduce the
risk to personally identifiable information.

In this context, OMB has continued to issue security
and privacy policy and advisory memoranda. These
memoranda reemphasize agency responsibilities under
law and policy regarding protection and safeguard of
sensitive personally identifiable information, including
information accessed through removable media, and in-
cident reporting. They are included in Table 9-2, “Man-
agement  Guidance,” and are available at:
www.whitehouse.gov | OMB | memoranda.

To help ensure safeguard of personally identifiable
information, agencies are required to report on several
performance metrics related to information privacy. In
2007’s annual FISMA report, agency IGs also provided
a qualitative assessment of the quality of the agency’s

Privacy Impact Assessment process. The 2007 agency
FISMA reports no overall percentage improvement in
meeting several key privacy performance measures:

e Privacy Impact Assessments (PIAs). In 2007, 84
percent of applicable systems government-wide
have publicly posted privacy impact assessments
verses the goal of 90 percent.

o System of Records Notices (SORNs). In 2007, 83
percent of systems government-wide with person-
ally identifiable information contained in a system
of records covered by the Privacy Act have devel-
oped, published, and maintained current systems
of records notices verses the goal of 90 percent.

o IG assessment of Quality of agency PIA process.
In 2007, 76 percent of IG’s rated the agency’s PIA
process as satisfactory or better. (Two agencies
did not complete the assessment due to time con-
straints, as this metric was added to the annual
report requirements only 2 months prior to the
report due date.)

Though the overall percent of systems with PIAs and
SORNSs for those systems require one stayed the same
in 2007’s annual FISMA report compared to the 2006
FISMA annual report, it is important to note agencies
have increased the number of systems identified as re-
quiring PIAs and SORNS significantly, collectively by
more than 500 and 700 systems respectively. Thus to
maintain the overall percentage of completion despite
a sizable increase in the inventory is indicative of con-
tinued progress.

Initiative to Secure Federal Information Systems and
Facilities.—Inconsistent agency approaches to facility
security and computer security are inefficient and cost-
ly, and increase risks to the Federal government. On
August 27, 2004, the President issued Homeland Secu-
rity Presidential Directive 12 (HSPD-12) titled, “Policy
for a Common Identification Standard for Federal Em-
ployees and Contractors,” to address the recommenda-
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tion of the 9-11 Commission to improve the security
of our federal facilities and information systems. In ac-
cordance with HSPD-12, agencies are required to follow
specific technical standards and business processes for
the issuance of federal credentials including a standard-
ized background investigation to verify employees’ and
contractors’ identities. In October 2006, agencies met
the major milestone of their HSPD-12 implementation
plans to begin issuance of compliant identification
cards.

As of September 2007, departments and agencies had
issued HSPD-12 identity credentials to 1 percent of
the total workforce. OMB issued additional instructions
to improve public reporting of the federal government’s
progress towards our milestones. As of December 31,
2007, with more accurate reporting from the depart-
ments and agencies, the required background investiga-
tions for 56 percent of federal employees and 43 percent
for contractors have been completed. In accordance with
their HSPD-12 implementation plans, by October 27,
2008, agencies are expected to complete background in-
vestigations for all existing employees and contractors
and have their infrastructure and capabilities in place
so they are issuing credentials as standard business
practice.

Initiative for Improving Government Networking Ca-
pabilities.—In order for the departments and agencies
to overcome technical limitations arising from this need
to interoperate and support emerging requirements and
technologies, the Administration set June 2008 as the
date by which all agencies’ infrastructure (network
backbones) must be IPv6-capable. Since the publication
of OMB guidance in August 2005, agencies have been
working toward the demonstration of capability to route
IPv6 packets within their respective network back-
bones, to meet the June 2008 mandate. At the same
time, the National Institute of Standards and Tech-
nology (NIST) has been working toward development
of a technical profile and testing infrastructure for
longer term product compliance.

The NIST will release a standards profile in March
2008 which will become effective 24 months following
its publication date. The profile is a forward looking
planning tool for Agencies, IPv6 equipment suppliers,
testing laboratories, test equipment suppliers and Ac-
creditation bodies. Since it is vital to protect critical
US infrastructure, the technical profile includes suffi-
cient security requirements, including a specification
for Network Protection Devices as a first barrier
against unauthorized access, and also effective deploy-
ment of the latest IP Security (IPsec) specifications,
to provide integrity and authentication. In addition, the
Federal Acquisition Regulation Council is finalizing lan-
guage linking identifiable compliant IPv6 products with
acquisition regulations.

Making Government Accessible to All.—Agency public
websites continue to provide citizens timely information
and services. For example, General Services Adminis-
tration’s (GSA’s) Office of Citizen Services and Commu-
nications manages the operations of USA.gov, which
serves as a consolidated gateway to all Federal websites
and the information they publish.

Providing access to government information helps en-
sure a well-informed citizenry, and promotes public par-
ticipation in agency activities. An example is Regula-
tions.gov, a government-wide website for rulemaking
which facilitates public participation in the Federal reg-
ulatory process. Regulations.gov allows citizens, busi-
ness and other government entities to easily find, view,
and comment on Federal regulatory action. The portal
allows the public to communicate with a wide range
of government agencies whose regulations may affect
their daily lives. The site acts as a mechanism for the
public to have a voice in influencing upcoming Federal
regulations.

An E-Rulemaking analysis of Regulations.gov projects
the initiative will save the Federal government more
than $100 million over a five-year period since agencies
will not need to deploy or maintain duplicative elec-
tronic comment management systems.

SUCCESSFULLY USING ELECTRONIC GOVERNMENT

The departments and agencies continue to leverage
information technologies to make government services
available to citizens while ensuring security of those
systems, the privacy of the citizen information and the
prudent use of taxpayer money. E-Government is about
providing direct and measurable results supporting de-
partments’ and agencies’ mission and goals. For depart-
ments and agencies, the benefits will far outweigh the
cost of implementation. Increased agency adoption and
customer utilization continues to be measured. The ex-
panded availability of government information and the
utilization of an increased percentage of transactions
between the Federal government and citizens is being
measure and made available on line at http:/
WWW.egov.gov.

Examples of how the tenets of E-Government are
helping to deliver services to the citizen and make the
government more effective include:

Department of State

Virtual Presence Posts

State’s Virtual Presence Posts (VPPs) are an innova-
tive approach to extend the reach of State Department
diplomatic services and consular information to cities
and populations not served by physical embassies and
consulates. The VPPs use information technology to de-
liver services cost-effectively, without the risks and
challenges of staffing additional overseas posts. Cur-
rently, 41 VPPs are in operation in all regions of the
world. These VPP web sites are designed to serve both
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local country residents and US citizens. VPP sites con-
nect Americans and foreign nationals at the govern-
ment to government, government to foreign national,
and American citizen to foreign national levels. They
provide a variety of services tailored to local require-
ments by the country team. These services usually in-
clude consular information, web-based engagement
(through web chats and online forums) and other lim-
ited services.

State regularly tracks the activities of VPP and
tracks the number of visits to each of these sites. The
VPPs are a highly leveraged and cost-effective mecha-
nism for promoting US interests and engaging local
populations around the world. The Department’s
Human Resources Bureau estimates to maintain a sin-
gle US Foreign Service Officer costs at least $1 million
annually, including $400,000 for employee costs. Estab-
lishing a Virtual Presence Post (VPP), costs approxi-
mately $10,000 for the website, $1,000 for annual
hosting, and approximately $10,000 for Embassy visits
to that city.

The VPPs using web technologies assist those with
visual or mobility disabilities to access USG informa-
tion. VPP websites are section 508 compliant and are
easily accessible from anywhere internet access is avail-
able; homes, public locations such as American Corners,
Binational Centers and internet cafes. This wide avail-
ability can be especially helpful to those who face dif-
ficulties in traveling to the nearest embassy or con-
sulate. While The VPP program has been managed
through State’s capital planning as a minor investment
it is following State department’s processes and proce-
dures to ensure the VPP’s deliver their intended bene-
fits to the communities.

Department of Housing and Urban Development
National Housing Locator Service

When disaster occurs, emergency response agencies
and staff need flexible, innovative tools to quickly ad-
dress basic human needs such as housing, food, and

medical services. The Department of Housing and
Urban Development (HUD), in support of FEMA, State
and Local Housing Authorities, and other First Re-
sponders, launched the intergovernmental National
Housing Locator Service (NHLS) website in January
2007. The NHLS is an accessible, searchable, web-based
clearinghouse of over 200,000 rental housing vacancies
available nationwide for emergency use.

In less than a year, the NHLS has come to represent
a new model for quickly developing information applica-
tions to address HUD’s strategic requirements and al-
lows HUD to interoperate easily with other government
organizations. Prior to this solution, government hous-
ing agencies and first responders would manually, over
the course of weeks, collect, compile, and verify vacancy
information from multiple agency legacy systems and
on-line sources one by one. With NHLS, there is now
one streamlined business process supported by state-
of-the-art technology delivering quality data, day or
night.

The move to the NHLS citizen-centric, one-stop portal
is transforming the housing locator process and is real-
izing cost savings through the efficiencies achieved by
reducing the housing locator process from weeks to sec-
onds. This modern approach to application development
allows HUD to invest incrementally in the program,
in response to real-world requirements that evolve
quickly in step with the nation’s disaster-response capa-
bilities.

The Administration continues the focus of the depart-
ment and agency specific services movement to citizen-
centered services. Overall funding for the President’s
E-Government initiatives has reduced annually since
2004 as the initiatives have met their milestones and
have become incorporated into the daily operations of
Federal departments and agencies. This reduction has
come as result of moving the initiatives to fee-for-serv-
ice models where appropriate, thereby eliminating the
need for agency contributions. Chapter 9, Table 9-10,
“Status of the Presidential E-Government Initiatives,”
provides an update for each project.

CONTINUING TO ACHIEVE RESULTS

In 2009 and beyond, the Federal government will
continue to identify IT opportunities for collaboration
and consolidation while improving services. The Federal
government has huge potential and opportunities for
growth and to ensure program success and results
through the effective use of information technology. In
the coming year, each department and agency will le-
verage existing capabilities to the maximum potential
while ensuring reliability, security, privacy and con-
tinuity of services. Key milestones will be achieved by
the departments and agencies to strengthen their infor-
mation resources programs. The deployment of the Fed-
eral Desktop Core Configuration in conjunction with
IPv6, optimization of infrastructure in particular lim-
iting external access points (Trusted Internet Connec-
tions initiative) with authorized access to physical and

logical systems (HSPD-12 credentials) are all being re-
alized in 2008. The institution of the management prac-
tices along with the strengthened infrastructure within
each department and agency and throughout the gov-
ernment will ensure these results. GSA in conjunction
with OMB will work with the Chief Information Offi-
cers (CIO) Council and individual departments’ and
agencies’ CIOs to put into place a program to assess
the policy uptake. This program will assist the CIO
to ensure clear results are being demonstrated to
achieve the outcome of improved information assurance,
optimization of resources and performance levels. By
completing these initiatives, the departments and agen-
cies will be able to continue to improve their program
and mission delivery and evolve their services into the
next generation, Web 2.0 services.



10. FEDERAL DRUG CONTROL FUNDING
Table 10-1. Federal Drug Control Funding, FY 2007-2009 '

(Budget authority, in millions of dollars)

Enacted
2009
Department/Agency
2007 2008 Request

Department of Defense:2 ... . 1,329.8 1,177.4 1,060.5
Department of EAUCAtioN: ..o s 495.0 431.6 218.1
Department of Health and Human Services:

Centers for Medicare and Medicaid SEIVICES .........cccvuereemiineeneererneiiennennes | ceneeeeineiienenes 45.0 265.0

Indian Health Service 148.2 173.2 162.0

National Institute on Drug Abuse 1,000.0 1,000.7 1,001.7

Substance Abuse and Mental Health Services Administration ............ccccccvuee. 2,443.2 2,445.8 2,370.6

Total HHS ...t 3,591.4 3,664.7 3,799.3
Department of Homeland Security:

Counternarcotics Enforcement 25 2.7 4.0

Customs and Border Protection 1,968.5 2,130.9 2,191.9

Immigration and Customs Enforcement 422.8 412.3 428.9

U.S. €08St GUANT ....oucereenierericireeseieceseessete st 1,080.9 1,004.3 1,071.0

TOtal DHS ...t 3,474.7 3,550.2 3,695.8
Department of Interior:

Bureau of Indian AffairS ..o 2.6 6.3 6.3

TOtal DO ...ttt 2.6 6.3 6.3
Department of Justice:

Bureau of Prisons 65.1 67.2 69.2

Drug Enforcement Administration 1,969.1 2,105.3 2,181.0

Interagency Crime and Drug Enforcement 497.9 497.9 531.6

Office of Justice Programs 2455 222.8 114.2

Total Department of JUSHICE ...........ccccooerininiininiee e 2,777.6 2,893.2 2,896.0
ONDCP:

Counterdrug Technology Assessment Center 20.0 1.0 5.0

Operations 26.8 26.4 26.8

High Intensity Drug Trafficking Area Program 224.7 230.0 200.0

Other Federal Drug Control Programs 193.0 164.3 189.7

Total ONDCP ...t 464.5 421.7 4215
Department of State/International Affairs: 3

Bureau of Intl Narcotics and Law Enforcement Affairs .........ccccoeveveevecvenennne, 1,055.7 646.8 1,173.2

Economic Support and Development ASSIStANCE ..........c.couvevererceireeneerreeneeenen. 239.0 363.6 315.2

Total Department of State/International Affairs ...........ccccocooevevevenininininns 1,294.7 1,010.4 1,488.4
Department of Treasury:

Internal Revenue Service 55.6 57.3 59.2
Department of Veterans Affairs:

Veterans Health ADMINIStration ..........oocrerinininininss e 354.1 4472 465.0
Other PHOFHIES: 4 ...ttt 3.9 37 3.7
Total Federal Drug BUdget ...........ccccoormrirmrinrrnnrinrennsinsissessssssssesssssssssnens $13,843.9 $13,663.7 $14,113.8

1 Detail may not add due to rounding.

2To determine fiscal controls, the Department of Defense rolls over unobligated supplemental funding into the next fiscal
year; therefore, the supplemental amounts listed here will not match DoD budget justification material. Of the $150.5 million
appropriated in the FY 2006 supplemental for Afghanistan efforts, $86.9 million was allocated in FY 2006 and $63.6 million
was allocated in FY 2007. Of the $254.7 million appropriated in the FY 2007 supplemental for Afghanistan efforts, $139.1
million was allocated in FY 2007, and $115.6 was allocated in FY 2008. The FY 2008 Omnibus provided $192.6 million for

Afghanistan efforts.

3The pending FY 2008 GWOT Supplemental includes an additional $385.1M in State Department narcotics funding to
support the Merida Initiative. These funds are not included in the FY 2008 enacted total reported for the State Department.
4Includes (1) the Small Business Administration’s Drug-Free Workplace grants, and (2) the Department of Transportation

National Highway Traffic Safety Administration’s Drug Impaired Driving Program.
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11.

CALIFORNIA-FEDERAL BAY-DELTA PROGRAM

BUDGET CROSSCUT (CALFED)

The California-Federal Bay-Delta program (also
known as CALFED) is a cooperative effort of the Fed-
eral Government, the State of California, local Govern-
ments, and water users, to proactively address the
water management and aquatic ecosystem needs of
California’s Central Valley. This valley, one of the most
productive agricultural regions of the world, is drained
by the Sacramento River in the north and the San
Joaquin River in the south. The two rivers meet south-
west of Sacramento, forming the Sacramento-San Joa-
quin Delta, and drain west into San Francisco Bay.

The extensive development of the area’s water re-
sources has significantly boosted agricultural produc-
tion, but has also adversely affected the region’s eco-
systems. CALFED participants recognized the need to
provide a safe, clean, reliable source of water for mul-
tiple uses, while at the same time restoring or main-
taining the ecosystems of the area and protecting
against floods. This recognition resulted in the 1994
Bay-Delta Accord, which laid the foundation for the
CALFED program. CALFED’s adaptive management
approach to water resources development and manage-
ment seeks to balance achievement among the pro-
gram’s four objectives: Water Supply Reliability, Levee
System Integrity, Water Quality, and Ecosystem Res-
toration. The program integrates science and moni-
toring into program management to track progress to-

ward achieving those goals. The parties signed a Record
of Decision in 2000, spelling out the different program
components and goals.

In 2004, the President signed the Calfed Bay-Delta
Authorization Act (P.L. 108-361) into law. This Act,
authorizing funding and activities for the CALFED pro-
gram through 2010, provides new programmatic author-
ity for participating agencies, authorizes $395 million
to be appropriated for the Federal share of CALFED
activities, and specifies criteria for program cost-shares
and achieving balanced implementation of CALFED
program components. Federal agencies contributing to
CALFED goals include: the Department of the Interior’s
Bureau of Reclamation, Fish and Wildlife Service, and
U.S. Geological Survey; the Department of Agriculture’s
Natural Resources Conservation Service; the U.S. Army
Corps of Engineers; the Department of Commerce’s Na-
tional Oceanic and Atmospheric Administration; and
the Environmental Protection Agency.

The Budget includes a crosscut of estimated Federal
funding by each of the CALFED agencies, fulfilling the
reporting requirements of P.L.. 108-361. The Analytical
Perspectives volume also contains a table with further
detail as part of supplemental material that is available
on the Internet and as a CD-ROM in the printed docu-
ment.

CALFED-RELATED FEDERAL FUNDING BUDGET CROSSCUT

Federal Fiscal Years 1998-2009
(Dollars in millions)

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Bureau of Reclamation ...........cccccovrruniennns 1563.37 | 114.67 | 138.51 79.75 | 103.32 | 74.21 75.74 | 81.10 99.83 | 101.34 | 96.05 76.09
Corps of ENgiNeers .......c.ccovuveevivnceneereceneens 100.69 | 103.34 9379 | 54.19 58.23 5783 | 72.64 | 52.31 9129 | 87.44 | 4282 | 2095
Natural Resources Conservation Service ... | ............ 14.54 12.85 16.95 39.08 39.00 48.75 36.39 34.64 26.86 36.00 26.00
NOAA FiSheries .....cccovvvervrreereereereereereersennes 0.30 0.38 0.45 0.55 0.58 0.78 0.78 0.78 0.78 0.50 0.53 0.53
Geological Survey ......... 3.16 3.16 4.32 5.37 5.09 4.91 4.89 5.42 5.18 4.08 3.73 3.73
Fish & Wildlife Service 0.94 1.14 3.65 18.23 5.61 11.19 13.68 8.91 10.74 7.53 1.45 1.45
Environmental Protection Agency ............... 3.20 305| 5726 | 5338 | 5426| 2069 | 6278 | 97.65| 36.56 | 36.13 0.46 TN/A

Total: .o 261.66 | 240.28 | 310.82 | 228.41 | 266.15 | 208.60 | 279.25 | 282.56 | 279.00 | 263.87 | 181.04 | 128.74

1 Estimate not available.
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12. ECONOMIC ASSUMPTIONS

The U.S. economy completed its sixth consecutive
year of economic expansion as 2007 drew to a close.?l
Although some uncertainty exists about the short-run
outlook, the Administration’s economic forecast projects
sustained growth in the years ahead. Since 2001, the
U.S. economy has repeatedly demonstrated its resil-
ience to shocks and setbacks while benefiting from pro-
growth policies, including tax relief and ongoing efforts
to promote investment in innovative technologies and
to liberalize international trade. Federal Reserve mone-
tary policy actions have also played a constructive role
in prolonging the expansion.

The economy has successfully overcome a series of
shocks, including large declines in the stock market
and business equipment spending; the terrorist attacks
of September 11, 2001 followed by the onset of the
Global War on Terror; sharp increases in prices for
crude oil; and substantial damage and disruptions dur-
ing the 2005 hurricane season. In the last two years
a new set of shocks has troubled the economy. A hous-
ing market slowdown began in 2006 and is continuing
into 2008. In 2007, many high-risk mortgages went into
default, causing losses at financial institutions. The
heightened uncertainty resulting from these losses has
threatened to curtail credit availability for many bor-
rowers.

Despite these unfavorable recent events, the U.S.
economy continued to expand in 2007, with gains in
productivity, incomes, and employment. More than 8
million net new payroll jobs have been added since
August 2003. The Administration’s economic forecast
projects that the current expansion will continue, pro-
viding a solid foundation of sustained non-inflationary
real growth to underlie the Federal budget outlook.
Nonetheless, facing mixed economic signals and the risk
of slower economic growth, in January 2008 the Presi-
dent called for the enactment of an economic growth
package to bolster business investment and consumer
spending thus promoting growth and job creation.

Recent Economic Performance

At the end of 2007, as the 2009 Budget was being
prepared, U.S. real gross domestic product (GDP) had
been increasing for 24 consecutive quarters, at an aver-
age annual rate of 2.8 percent. Over the most recent
four quarters, real GDP also grew 2.8 percent. In-
creases in employment and gains in the productive effi-
ciency of the U.S. workforce have combined to generate
this sustained growth in real output.

e In labor markets, nonfarm payroll employment
has increased by nearly 8.4 million net new jobs
since the post-recession low in August 2003, with

1 Economic performance is discussed in terms of calendar years. Budget figures are
in terms of fiscal years.

about 1.3 million of those job gains occurring dur-
ing the most recent twelve months (through De-
cember).

e Reflecting the expanding job market, the unem-
ployment rate was 5.0 percent at the end of 2007,
which is up from its low point in March—4.4 per-
cent—but noticeably lower than its average during
each of the past three decades.

e Labor productivity gains—the increase in output
per hour of labor—were especially strong earlier
in the expansion, providing a substantial boost
to growth in real GDP. On average, output per
hour in the nonfarm business sector has increased
at a 2.5 percent rate during the current expansion
(since the final quarter of 2001). 2

e These productivity gains have extended the strong
productivity performance of the previous decade.
Since the end of 1995, labor productivity in the
nonfarm business sector has increased at a 2.6
percent average annual rate, more than a percent-
age point higher than the average growth rate
from 1973 to 1995—1.5 percent.

Strong growth in labor productivity is a fundamental
building block for long-term economic performance and
is the basis for rising real wages and an increasing
standard of living for American workers and families.

o Reflecting labor gains from stronger productivity
growth, real hourly earnings of production workers
have risen at an average annual rate of 0.5 per-
cent over the past two years.

¢ Real disposable personal income per capita is up
11.7 percent in the current expansion, compared
with 8.6 percent during the equivalent period of
the 1990s expansion.

Other indicators also point to the sustained solid per-
formance of the U.S. economy in recent years:

¢ Through the third quarter, real consumer spend-
ing had increased at a 2.6 percent annual rate
so far in 2007, following increases of 3.4 percent
during 2006 and 2.8 percent during 2005.

¢ Business investment in nonresidential structures
continued to make strong real gains in 2007, ris-
ing at a 16 percent annual rate through the third
quarter of the year, on track to being the strongest
increase in more than two decades.

e Real business investment in durable equipment
and software increased at a healthy 3.7 percent
annual rate through the third quarter of 2007,
following increases of 2.5 percent during 2006 and
7.1 percent during 2005.

2The nonfarm business sector accounts for about three-fourths of the value of GDP,

with households, nonprofit institutions, and government accounting for the remainder. The
nonfarm business sector serves as the reference standard for productivity.
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¢ Real net exports continued to improve during 2007
as real exports grew 9.0 percent at an annual
rate through the third quarter, while import
growth slowed to just 1.8 percent. For the first
time in over a decade, real net exports contributed
positively to real GDP growth in 2006—2007.

Although the overall performance of the U.S. economy
has been good and the gains have translated into solid
growth of income and wealth, the economy faces impor-
tant challenges that have become more serious as 2008
begins:

o The housing market and residential investment ac-
tivity began to slow in 2006 and continued to fall
throughout 2007, subtracting significantly from
real GDP growth. Housing starts peaked at an
annual rate of nearly 2.3 million units early in
2006, but have since fallen to about 1.0 million
units—the lowest level in over a decade. During
the first three quarters of 2007, real residential
investment spending was on track to subtract
about 0.9 percentage point from overall real GDP
growth. It now appears that the effects of the
housing slump on real GDP growth will persist
into 2008, holding down growth and delaying the
expected rebound in activity.

e Financial uncertainty has increased as the effects
of the housing slump spread to the subprime seg-
ment of the mortgage market, and then to finan-
cial markets more generally. The Federal Reserve
has acted decisively to expand credit and to lower
interest rates, and the Department of Treasury
has also taken steps to restore confidence. These
measures have helped maintain liquidity, but un-
certainty remains high. Higher risk premiums on
all but the most secure loans may exact a growth
penalty in the near term that would be moderated
by the President’s proposals to promote economic
growth.

e Energy prices—notably crude oil and gasoline
prices—have increased sharply. The benchmark
price for West Texas Intermediate crude oil in-
creased from under $30 a barrel in September
2003 to near $100 a barrel in January 2008. Over
the same period, the average retail price of gaso-
line nationwide rose from around $1.50 a gallon
to over $3.00 a gallon. Higher energy prices slow
growth, but the recent increase in prices has had
a much smaller overall effect on growth than pre-
vious oil price shocks in the 1970s and 1980s.

e Large imbalances in U.S. international accounts
persisted into 2007 with the current account def-
icit at 5.1 percent of GDP in the third quarter.
Even so, the international imbalances have begun
to improve for the first time in several years. A
year earlier the current account deficit was 6.6
percent of GDP.

During 2007, the economy continued to grow in the
face of these challenges. Growth appears to have slowed
in the final quarter of 2007 as the combination of weak
housing markets, financial uncertainty, and higher en-

ergy prices have combined to limit demand. There are
positive factors, however, that could help offset these
negative developments and provide a foundation for re-
vived growth by the end of 2008, especially if aug-
mented by passage of the President’s proposals to pro-
mote economic growth.

o Inflation has increased along with the rise in food
and energy prices, but core inflation, excluding
the volatile food and energy components, subsided
from around 2.6 percent in 2006 to 2.4 percent
during 2007. With core inflation under control the
prospects are good for a lower inflation rate in
the long run when energy prices stabilize.

e Faster economic growth abroad has helped U.S.
exports, and contributed to the decline in the cur-
rent account deficit. The improvement in net ex-
ports has been large enough to offset the decline
in growth from housing investment over the last
four quarters.

o Employment growth slowed in 2007, but gains con-
tinued through the end of the year. The unemploy-
ment rate crept up from 4.5 percent to 5.0 percent,
but unemployment remains well below its average
level in earlier periods of slow growth.

Policy Background

The fiscal and monetary policies of the past seven
years contributed to good economic performance. Look-
ing back, timely tax relief and reductions in interest
rates promoted the economy’s recovery from recession
and helped the Nation overcome the adverse effects
from the various shocks it has faced since 2001. Those
policies augmented by short-term proposals to promote
economic growth continue to provide a solid foundation
for future economic performance.

Fiscal Policy: Beginning in 2001, the Administration
proposed, and the Congress enacted, significant tax re-
lief designed to promote recovery in output, income,
and jobs—and to provide a strong basis for continued
economic expansion in the long term. Key tax relief
legislation included:

o The Economic Growth and Tax Relief and Rec-
onciliation Act of 2001 lowered marginal income
tax rates; reduced the marriage tax penalty; and
created a new, lower 10 percent tax bracket,
among other changes.

e The Jobs and Growth Tax Relief Reconciliation
Act of 2003 lowered income tax rates, reduced the
marriage penalty, raised the child tax credit, and
raised the exemption amount for the individual
Alternative Minimum Tax. The Act also reduced
tax rates on dividend income and capital gains
and expanded bonus depreciation and small busi-
ness expensing of equipment purchases.

Additional legislation of recent years extended tax
relief, helping to ensure that key provisions would con-
tinue and not expire. The quick adoption of an effective
growth package of broad-based tax relief would bolster
consumption and investment and help keep instability
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and uncertainty from causing additional harm to the
overall economy.

Monetary Policy and Interest Rates: As 2008 be-
gins, the Federal Reserve has oriented monetary policy
toward sustaining non-inflationary real economic
growth. Beginning in 2004, as the expansion strength-
ened, the Federal Reserve raised the Federal funds rate
in a steady series of increases from 1 percent eventually
reaching 5.25 percent in 2006. The Federal funds rate
remained at 5.25 percent for over a year. In September
2007, the Federal Reserve announced a fifty basis point
reduction in its target rate in response to the threats
to liquidity unfolding in financial markets. This was
a preemptive action intended to maintain the level of
aggregate demand in the economy and sustain the re-
covery. At the time of this action, the Federal Reserve
stated:

Economic growth was moderate during the first
half of the year, but the tightening of credit condi-
tions has the potential to intensify the housing
correction and to restrain economic growth more
generally. Today’s action is intended to help fore-
stall some of the adverse effects on the broader
economy that might otherwise arise from the dis-
ruptions in financial markets and to promote mod-
erate growth over time.

Since then, the Federal Reserve has lowered interest
rates further. The Administration’s forecast for interest
rates, presented below, is consistent with market expec-
tations for the interest rate outlook at the time the
forecast was completed in mid-November. It anticipates
that rates will gradually recover when the current fi-
nancial situation stabilizes. Long-term interest rates,
notably the yield on 10-year Treasury notes, have been
low by historical standards for many years. The 10-
year rate has been less than 5.0 percent, except for
brief intervals, for seven years. The forecast anticipates
that the yield spread between short-term and long-term
rates will eventually widen.

Trade and Regulatory Policies and Competitive-
ness Initiatives: The Administration has sought to ad-
vance a comprehensive set of policies to promote the
short- and long-term performance of the U.S. economy,
including trade and regulatory policies and initiatives
aimed at boosting competitiveness in domestic and
international markets. Expanding opportunities in
international trade and investment has been one of the
Administration’s top priorities. Efforts to negotiate and
implement bilateral, regional, and multilateral agree-
ments to promote international trade and investment
with countries around the world are intended to create
and expand markets for U.S. exports and strengthen
the U.S. economy while also creating new economic op-
portunities for our trading partners. These policies will
also help to alleviate poverty in the developing world
and promote democratic reform. The Administration’s
American Competitiveness Initiative is targeted at ad-
vancing U.S. competitiveness through promoting tech-
nological innovation, opening new markets, increasing

research in the physical sciences and engineering, and
protecting intellectual property. Efforts also continue
to streamline and simplify Federal regulations that can
hinder economic growth and job creation.

Economic Projections

The Administration’s economic projections are sum-
marized in Table 12-1. The assumptions are based on
information available as of mid-November 2007 and are
close to those of the Congressional Budget Office and
the consensus of private-sector forecasters, as shown
in Table 12-2 and discussed in more detail below.

Real GDP, Potential GDP, and Unemployment
Rate: Real GDP, which is estimated to have increased
2.7 percent during 2007 on a fourth quarter-over-fourth
quarter basis, is also projected to increase 2.7 percent
this year. This is somewhat below the economy’s poten-
tial growth rate and reflects the growth penalty exacted
by the housing slowdown and the energy price runup.
As a result, the unemployment rate is projected to aver-
age 4.9 percent in 2008, up from 4.6 percent in 2007.
In 2009, the rate of growth is projected to recover to
3.0 percent, and the unemployment rate to settle in
on its long-run level of 4.8 percent, which is near the
center of the range thought to be consistent with stable
inflation. Beyond 2009, growth slows gradually as slow-
er labor force growth lowers the economy’s potential
growth rate.

The main sources of growth in demand in coming
years are likely to be net exports, business investment,
and, to a lesser extent, consumer spending. The con-
tributions to overall growth from residential investment
and the government sector are expected to be modest,
although beyond 2008, housing should cease to be a
negative influence on growth.

Potential growth of real GDP (including the govern-
ment sector) is projected to be about 3.0 percent over
the next two years, trending down to 2.8 percent by
2013, because of an expected slowing in labor force
growth. The labor force is projected to grow about 0.9
percent per year on average from 2006 through 2009,
slowing to about 0.6 percent per year on average during
2009-2013 as increasing numbers of baby boomers re-
tire.

Trend productivity growth in the nonfarm business
sector is assumed to be 2.5 percent per year. This is
equal to the average pace of productivity growth so
far in the current expansion, which began in the final
quarter of 2001, and equal to the average pace of
growth from 1995 through 2000. It is also not far from
the average growth rate throughout the post-World War
IT period since the end of 1948—2.2 percent.

Inflation: Inflation was volatile in 2007, in large
part because of fluctuations in energy prices. With the
projected easing of these prices, inflation is likely to
be lower. On a year-over-year basis, the CPI is pro-
jected to have increased 2.8 percent in 2007 and to
increase by 2.7 percent this year but to settle down
at a 2.3 percent rate in 2010 through 2013. This infla-
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Table 12-1. ECONOMIC ASSUMPTIONS
(Calendar years; dollar amounts in billions)
Actual Projections
2006 | 5007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
Gross Domestic Product (GDP):
Levels, dollar amounts in billions:
Current dollars ........c.oceeneenienseneineineseeseesiesesienes 13,195 | 13,837 | 14,480 | 15215 | 15,987 | 16,782 | 17,603 | 18,462
Real, chained (2000) dollars 11,319 | 11,573 | 11,886 | 12,245 | 12,615 | 12,982 | 13,351 | 13,727
Chained price index (2000=100), annual average ........ 116.6 119.6 121.8 1242 126.7 129.3 131.8 134.5
Percent change, fourth quarter over fourth quarter:
Current dollars ........c.oceeneenienseneineineseeseesiesesienes 5.4 5.1 48 5.1 5.0 5.0 4.9 4.9
Real, chained (2000) dollars ...... 2.6 2.7 2.7 3.0 3.0 29 2.8 2.8
Chained price index (2000=100) .......c.coevereerreererenrrrenenes 2.7 2.3 2.0 2.0 2.0 2.0 2.0 2.0
Percent change, year over year:
Current dollars ........c.oceeneenienseneineineseeseesiesesienes 6.1 49 4.6 5.1 5.1 5.0 4.9 4.9
Real, chained (2000) dollars ...... 2.9 2.2 2.7 3.0 3.0 29 2.8 2.8
Chained price index (2000=100) 3.2 2.6 1.9 2.0 2.0 2.0 2.0 2.0
Incomes, billions of current dollars:
Corporate profits before tax ... 1,806 1,896 1,920 1,971 1,970 1,947 1,950 1,981
Wages and salaries ............ 6,018 6,405 6,710 7,057 7,434 7,824 8,217 8,623
Other taxable iNCOME 2 ..o 2,858 3,053 3,247 3,450 3,630 3,776 3,917 4,102
Consumer Price Index: 3
Level (1982-84=100), annual average ............cveeenn. 201.6 207.3 212.8 217.3 222.3 2274 2326 238.0
Percent change, fourth quarter over fourth quarter 2.0 3.9 21 2.2 2.3 2.3 2.3 2.3
Percent change, year over year ........c..ouenennen. 3.2 2.8 2.7 2.1 2.3 2.3 2.3 2.3
Unemployment rate, civilian, percent:
Fourth quarter level 45 4.8 4.9 4.8 4.8 4.8 4.8 4.8
Annual average ....... 4.6 4.6 4.9 4.9 4.8 4.8 4.8 4.8
Federal pay raises, January, percent:
MIEIY 4 oot 3.1 2.7 35 34 NA NA NA NA
GIVIIIANS oo 3.1 2.2 35 29 NA NA NA NA
Interest rates, percent:
91-day Treasury billS € .........covvvrvremermneerieererireeeneeins 47 44 37 3.8 4.0 4.1 4.1 4.1
10-year Treasury NOES ........cvvrerervrrerreeeeseriersenseeenne 48 47 4.6 49 5.1 5.2 5.3 5.3

NA = Not Available.
1Based on information available as of November 15, 2007.

2Dividends, rent, interest and proprietors’ income components of personal income.

3 Seasonally adjusted CPI for all urban consumers.

4 Percentages apply to basic pay only; percentages to be proposed for years after 2009 have not yet been determined.
5Qverall average increase, including locality pay adjustments. Percentages to be proposed for years after 2009 have not yet been determined.

6 Average rate, secondary market (bank discount basis).

tion rate projection extends the generally well-contained
inflation experience of the last decade. The GDP price
index is projected to have increased 2.6 percent in 2007,
and to moderate to 2.0 percent by 2009, slightly less
than the projected rate of CPI inflation, which is the
usual pattern.

The low inflation projection reflects the low core rate
of inflation in 2007, well-contained inflation expecta-
tions, and the maintenance of low inflation in the long
run consistent with Federal Reserve monetary policy
objectives.

Interest Rates: Interest rates declined sharply in
the second half of 2007. Short-term rates are projected
to remain below 4 percent for the next two years and
then to rise to 4.1 percent in 2011. The yield on the
10-year Treasury note has also fallen as investors have
sought the security of Treasury debt during the recent
period of heightened financial uncertainty. In the pro-
jection period, long-term rates rise again as financial
concerns are alleviated and a more normal historical

relationship is restored. The 10-year rate is projected
to increase to 5.3 percent by 2012.

These forecast rates are historically low, reflecting
lower inflation in the forecast. After adjusting for infla-
tion, the projected real interest rates are close to their
historical averages.

Income Shares: The share of labor compensation
in GDP was low by historical standards in 2007 and
is expected to increase, while the share of corporate
profits is projected to decline from the unusually high
levels it has reached. So far in the current expansion,
the growth of hourly compensation adjusted for infla-
tion has lagged the growth of productivity. During the
projection period, however, real hourly labor compensa-
tion is expected to exceed productivity growth, which
would raise the labor share in GDP back closer to its
historical average, while constraining profits.

While the overall share of labor compensation is ex-
pected to increase by about 1 percentage point of GDP,
the wage share is expected to rise proportionately less
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than the share of supplements to wages and salaries.
Rising health insurance costs will put upward pressure
on the share of supplements while holding down the
expected rise in the cash wage share.

Corporate profits before tax have risen sharply as
a share of GDP since their recent low point in 2001.
Profits have benefited from lower interest rates and
moderate wage growth. The sharp increase in produc-
tivity growth in 2001-2003 also gave a boost to profits.
More recently, corporate earnings overseas have helped
raise the profits of American corporations. Some of
these factors are not likely to continue at the same
pace in future years, and profits relative to GDP are
expected to moderate over the forecast period, ending
much closer to their historical average in 2013.

Comparison with CBO and Private-Sector
Forecasts

In addition to the Administration, the Congressional
Budget Office (CBO) and many private-sector fore-
casters also make economic projections. CBO develops
its projections to aid Congress in formulating budget
policy. In the executive branch, this function is per-
formed jointly by the “Troika” consisting of the Depart-

ment of Treasury, the Council of Economic Advisers,
and the Office of Management and Budget. Private-
sector forecasts are often used by businesses for current
decision-making and in long-term planning, and the
“consensus” or average serves as a useful benchmark
for comparison. Table 12-2 compares the 2009 Budget
assumptions with projections as of January 2008 by
CBO and by the Blue Chip Consensus, an average of
about 50 private-sector forecasts.

The three sets of economic assumptions are based
on different underlying assumptions concerning eco-
nomic policies. The Administration forecast generally
assumes that the President’s Budget proposals will be
enacted. In contrast, the CBO baseline projection as-
sumes that current law as of the time the estimates
are made remains unchanged. The 50 or so private
forecasters in the Blue Chip Consensus make differing
policy assumptions. Despite these differences, the three
sets of economic projections, shown in Table 12-2, are
fairly close. The similarity of the Budget’s economic
projections to both the CBO baseline projections and
the Consensus forecast underscores the conservative na-
ture of the Administration forecast.

Table 12-2. COMPARISON OF ECONOMIC ASSUMPTIONS

(Calendar years)

Projections Average
2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 200813
GDP (billions of current dollars):
2009 BUAGEL ...ocveiiiiiiicis s 14,480 | 15215 | 15987 | 16,782 | 17,603 | 18,462
CBO January ........cccoveerrveeeennne 14,330 | 14,997 | 15812 | 16,651 17,453 | 18,243
Blue Chip Consensus January 2 14,448 15,150 15,906 16,705 17,551 18,428
Real GDP (chain-weighted): !
2009 BUAGEL .oovvvevircrieiereeieesse sttt 27 3.0 3.0 29 2.8 2.8 29
CBO JANUAIY ..ottt bbb st bbbt 1.7 2.8 3.5 3.4 29 2.6 2.8
Blue Chip CONSENSUS JANUAIY 2 ........coueieiereieiieieiseise s eeie sttt 2.2 2.7 2.8 29 29 2.8 2.7
Chain-weighted GDP Price Index: !
2009 Budget 1.9 2.0 2.0 2.0 2.0 2.0 2.0
CBO January 9 1.8 1.8 1.8 1.9 1.9 1.8
Blue Chip CONSENSUS JANUATY 2 ........ovveiiiiiicii i sssssssssssssssses 2.1 2.1 2.1 2.1 2.1 2.1 2.1
Consumer Price Index (all-urban): !
2009 BUAGEL ...ttt bbb 2.7 2.1 23 2.3 2.3 2.3 2.3
CBO JANUAIY ..oovvereeeciceceieesseesses sttt st 2.9 2.3 22 22 22 22 23
Blug Chip CONSENSUS JANUAIY 2 ........cuuriiiirieeiseee e esse sttt 29 2.3 2.3 2.3 2.3 2.3 24
Unemployment rate: 3
2009 BUAGEL .oovvvevircrieisereeiecsse sttt 49 49 48 48 4.8 4.8 4.8
CBO January ......ccccovvrevniunnnne 5.1 54 5.1 4.8 4.8 4.8 5.0
Blue Chip Consensus January 2 5.0 5.0 48 48 48 4.8 49
Interest rates: 3
91-day Treasury bills:
2009 BUAGEL ..vvvvevercercriserseeseeseesisessssss st esss st 37 38 4.0 4.1 4.1 4.1 4.0
CBO JANUAIY ..ottt 3.2 42 4.6 47 47 47 4.3
Blue Chip CONSENSUS JANUAIY 2 .......corueiuuieeieieiseiseesste ittt 34 39 45 45 45 45 42
10-year Treasury notes: 3
2009 BUAGEL ...vvoeerceraeiserseesees s seess st sttt 4.6 49 5.1 5.2 5.3 5.3 5.1
CBO JANUAIY .ottt bbb 42 4.9 52 52 52 52 5.0
Blue Chip Consensus January 2 43 48 5.2 5.2 5.2 5.2 5.0

Sources: Congressional Budget Office; Blue Chip Economic Indicators, Aspen Publishers, Inc.

1 Year-over-year percent change.

2 January 2008 Blue Chip Consensus forecast for 2008 and 2009; Blue Chip October 2007 long-run extension for 2010-2013.

3 Annual averages, percent.
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The biggest differences in the forecasts are for real
GDP growth in 2008. The Administration, CBO, and
the Blue Chip Consensus all anticipate slow to mod-
erate growth this year, but the Administration projects
2.7 percent growth on a year-over-year basis, while the
Consensus projects 2.2 percent growth, and CBO fore-
casts a 1.7 percent growth rate. For calendar year 2009,
the forecasts are closer. The Administration forecasts
3.0 percent real growth, while the Consensus forecast
is for 2.7 percent and CBO expects 2.8 percent. In
2010-2011, the Administration expects growth to aver-
age 3.0 percent, while the Consensus projects an aver-
age of 2.9 percent. For this period, CBO is the outlier,
expecting a relatively sharp bounce-back that pushes
up the growth rate to an average of 3.5 percent. In
the final two years of the forecast period, the Adminis-
tration expects growth to slow with the decline in the
potential growth rate as the baby-boom cohort begins
to retire in large numbers. CBO also expects the growth
rate to decline for this reason (and because they assume
a negative effect from the current-law expiration of the
2001-2003 tax cuts), but so far the Consensus has not
incorporated the likely demographic slowdown in its
long-range projections. Over the six-year span as a
whole, the Administration, CBO, and the Consensus
all project average annual growth rates in a narrow
range of 2.7 to 2.9 percent, with the Administration
forecast being the highest.

The three inflation forecasts are much closer. All
three forecasts anticipate a slowdown in inflation in
2008-2009 followed by continued low inflation in the
range of 1.8 to 2.1 percent as measured by the GDP
price index and between 2.2 and 2.3 percent as meas-
ured by the CPI. CBO has a lower forecast than the
Administration and the Consensus. The three unem-
ployment rate projections are also similar with pro-
jected rates converging on 4.8 percent following some-
what higher unemployment over the next 2 to 3 years.
All three forecasts recognize the sharp decline in Treas-
ury interest rates at the end of 2007. All three forecasts
anticipate that long-term rates will rise between 2008
and 2009 and converge on a higher level in 2011 and
beyond. That long-term stable value is 5.2 percent for
CBO and the Consensus and 5.3 percent for the Admin-
istration. There are more differences in the forecasts
of short-term interest rates. The Administration expects
lower short-term rates to persist for some time before
rising to 4.1 percent. CBO and the Consensus expect
short-term rates to rise to 4.7 percent and 4.5 percent,
respectively, within three years. This would elevate real
short-term interest rates above their historical average
and in combination with the long-term interest rate
forecasts would generate a tightly compressed yield
curve. The Administration forecast anticipates a grad-
ual restoration of a more normal yield curve spread.

Changes in Economic Assumptions

The economic assumptions underlying this Budget for
2009 are similar to those of the 2008 Budget, as shown
in Table 12-3.

Real GDP growth is now expected to be 2.2 percent
in 2007, 2.7 percent in 2008, and 3.0 percent in 2009
on a year-over-year basis, moderating gradually to 2.8
percent by 2012 and 2013. In comparison, last year’s
Budget projections implied 2.6 percent real growth for
2007, 3.0 percent growth in 2008, 3.1 percent in 2009,
and moderating to 2.9 percent by 2012. The lower real
growth forecast in this year’s budget combined with
a slightly lower inflation forecast lowers the projected
level of nominal GDP compared with the 2008 Budget
projection.

The long-run unemployment rate projection is un-
changed from the 2008 Budget at 4.8 percent. The 3-
month Treasury bill rate is expected to remain well
below last year’s forecast for most of the projection
period but to end at the same place, 4.1 percent. The
10-year Treasury note rate is again projected to rise
to 5.3 percent.

Structural and Cyclical Balances

An alternative budget measure called the structural
balance provides a useful perspective on the stance of
fiscal policy compared with the unadjusted budget bal-
ance. The unadjusted balance is affected by the cyclical
performance of the economy. When the economy oper-
ates below potential, the unemployment rate exceeds
the long-run sustainable average consistent with price
stability. As a result, receipts are lower and outlays
for unemployment-sensitive programs (such as unem-
ployment compensation and food stamps) are higher
than they would be if all the resources were employed
at their normal levels; and the deficit is larger (or the
surplus smaller) than if the unemployment rate were
at its sustainable long-run average. The portion of the
deficit (or surplus) that can be traced to this factor
is called the cyclical component. The remaining portion
of the deficit is then called the structural deficit (or
structural surplus). It represents the deficit that would
prevail if all resources were employed at their normal
long-run levels. The structural balance provides a gauge
of the surplus or deficit that would persist if the econ-
omy were operating at the sustainable level of unem-
ployment.

Estimates of the structural balance are based on the
historical relationship between changes in the unem-
ployment rate and real GDP growth, known as “Okun’s
Law,” as well as relationships of unemployment and
real GDP growth with receipts and outlays. These esti-
mated relationships take account of the major cyclical
changes in the economy and their effects on the budget,
but they do not reflect all possible cyclical relationships.
For example, the sharply rising stock market during
the second half of the 1990s boosted capital gains-re-
lated receipts and pulled down the deficit. The subse-
quent fall in the stock market reduced receipts and
added to the deficit. Some of this rise and fall was
cyclical in nature, but economists have not been able
to pin down the cyclical component of the stock market
exactly, and for that reason, all of the stock market’s
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Table 12-3. COMPARISON OF ECONOMIC ASSUMPTIONS IN THE 2008 AND 2009 BUDGETS

(Calendar years; dollar amounts in billions)

2007 2008 2009 2010 2011 2012 2013

Nominal GDP:

2008 Budget @SSUMPHONS T .......cvuuiireriecierieseesse et ess sttt 13,903 | 14,665 | 15458 | 16,265 | 17,094 | 17,946 | 18,840

2009 BUAGEt SSUMPHONS .....ceuueeurereiseciseiseesessse st bbbttt 13,837 | 14,480 | 15215 | 15,987 | 16,782 | 17,603 | 18,462
Real GDP (2000 dollars):

2008 Budget @SSUMPHONS T .......couiirerieierirereesss s eesssees s ss st sttt essses 11,623 | 11,975 | 12,346 | 12,718 | 13,100 | 13,484 | 13,878

2009 Budget @SSUMPHIONS ........cccuuiiiiiiiiinisisi bbb 11,573 | 11,886 | 12,245 | 12,615 | 12,982 | 13,351 | 13,727
Real GDP (percent change): 2

2008 Budget @SSUMPHONS ........cuuuiiiiriiiiiisiesi sttt 2.6 3.0 3.1 3.0 3.0 2.9 2.9

2009 BUAGE! ASSUMPIONS ....ouveieiiieeiieieie ettt bbbt 2.2 2.7 3.0 3.0 29 2.8 2.8
GDP price index (percent change): 2

2008 Budget assumptions 25 23 2.2 2.1 2.0 2.0 2.0

2009 Budget assumptions 2.3 2.0 2.0 2.0 2.0 2.0 2.0
Consumer Price Index (percent change): 2

2008 Budget assumptions 21 2.6 25 2.4 2.3 2.3 2.3

2009 Budget assumptions 2.8 2.7 2.1 2.3 2.3 2.3 2.3
Civilian unemployment rate (percent): 3

2008 BUAGE! ASSUMPLIONS ....ouceieieieeiieieie ettt bbbt 4.6 4.8 4.8 48 4.8 4.8 48

2009 Budget @SSUMPHIONS ........vueuiiiriiiniiriesi st 4.6 4.9 4.9 4.8 4.8 4.8 4.8
91-day Treasury bill rate (percent): 3

2008 Budget assumptions 47 4.6 4.4 42 44 41 41

2009 Budget assumptions 44 37 3.8 4.0 4.1 4.1 4.1
10-year Treasury note rate (percent): 3

2008 BUAGE! @SSUMPLIONS ....coveuieeiririeeeeerereece ettt 5.0 5.1 5.2 5.3 5.3 5.3 5.3

2009 Budget aSSUMPHONS ......c.cvuiiiiiiiiriistieise it 47 46 49 5.1 5.2 5.3 5.3

1 Adjusted for July 2007 NIPA revisions.
2Year-over-year.
3 Calendar year average.

contribution to receipts is counted in the structural bal-
ance.

No two business cycles are alike and some factors
unique to the current economic cycle also appear to
affect the deficit in ways not reflected in the usual
cyclical adjustments. The fall-off in labor force partici-
pation, from 67.1 percent of the U.S. population in
1997-2000 to 66.1 percent in 2004—2007, may be at
least partly cyclical in nature. Since the official unem-
ployment rate does not include workers who have left
the labor force, the conventional measures of potential
GDP, incomes, and Government receipts understate the
extent to which potential work hours have been under-
utilized in the current expansion because of the decline
in labor force participation.

Another factor in the current cycle is the fall-off in
the wage and salary share of GDP, from 49.2 percent
in 2000 to 46.0 percent in 2007 (through the third

quarter). This change may also be at least partly cycli-
cal. Since Federal tax collections depend heavily on
wage and salary income, the decline in the wage share
of GDP suggests that the true cyclical component of
the deficit could be understated for this reason as well.

There are also lags in the collection of tax revenue
that can delay the impact of cyclical effects beyond
the year in which they occur. The result is that even
after the unemployment rate has fallen, receipts may
remain cyclically depressed for some time until these
lagged effects have dissipated.

For all these reasons, the current estimates of the
level of the cyclical deficit are probably understated.
The current unemployment gap is near zero, and the
Administration forecasts that it will rise only slightly
and temporarily, but in the broader sense discussed
above, the cyclical gap is likely to be larger.

Table 12-4. ADJUSTED STRUCTURAL BALANCE

(Fiscal years; in billions of dollars)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Unadjusted surplus or deficit (=) .....ooeeervveenns 1282 | -157.8 | -377.6 | —412.7 | -3183 | 2482 | -162.0 | -410.0 | -407.4 | —-160.0 | -94.8 48.0 29.3
Cyclical component .........c.coveueverevrerereeenenne 394 | -851| -1272 | -821| -320 15.0 154 | -126| -124 -2.6 =01 | e | e
Structural surplus or deficit (=) ....ccocvvrririenenee 888 | -72.7| -250.3 | -330.7 | —286.4 | —2632 | 1774 | -397.4 | -395.0 | -157.4 | -94.7 48.0 29.3
Deposit insurance outlays .............ccoeeeenne. 1.6 1.0 1.4 2.0 1.4 1.1 1.5 1.9 35 5.2 5.4 5.6 5.3
Adjusted structural surplus or deficit (-) ......... 872 | -71.7| -2489 | -328.7 | -285.0 | —262.1 | -175.9 | -395.5 | -391.6 | -1523 | -89.3 53.7 34.7

NOTE: The NAIRU is assumed to be 4.8%.
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During fiscal year 2001 the unemployment rate ap-
pears to have been lower than could be sustained in
the long run. Therefore, as shown in Table 124, in
that year the structural surplus was smaller than the
actual surplus, which was enlarged by the boost to re-
ceipts and the reduction in outlays associated with the
low level of unemployment. Similarly, in 2006 and 2007
the unemployment rate appeared to be slightly lower
than the “natural rate,” rendering the structural deficit
for those years slightly higher than the actual deficit.
For 2008-2009, the unemployment rate is slightly high-
er than the “natural rate,” and the structural deficit
falls slightly below the actual deficit.

Sensitivity of the Budget to Economic
Assumptions

Both receipts and outlays are affected by changes
in economic conditions. This sensitivity complicates
budget planning because errors in economic assump-
tions lead to errors in the budget projections. It is
therefore useful to examine the implications of possible
changes in economic assumptions. Many of the budg-
etary effects of such changes are fairly predictable, and
a set of rules of thumb embodying these relationships
can aid in estimating how changes in the economic
assumptions would alter outlays, receipts, and the sur-
plus or deficit. These rules of thumb should be under-
stood as suggesting orders of magnitude; they ignore
a long list of secondary effects that are not captured
in the estimates.

Economic variables that affect the budget do not usu-
ally change independently of one another. Output and
employment tend to move together in the short run:
a high rate of real GDP growth is generally associated
with a declining rate of unemployment, while slow or
negative growth is usually accompanied by rising unem-
ployment. In the long run, however, changes in the
average rate of growth of real GDP are mainly due
to changes in the rates of growth of productivity and
the labor force, and are not necessarily associated with
changes in the average rate of unemployment. Inflation
and interest rates are also closely interrelated: a higher
expected rate of inflation increases interest rates, while
lower expected inflation reduces interest rates.

Changes in real GDP growth or inflation have a much
greater cumulative effect on the budget over time if
they are sustained for several years than if they last
for only one year. Highlights of the budgetary effects
of the above rules of thumb are shown in Table 12-5.

For real growth and employment:

e As shown in the first block, if in 2008 for one
year only, real GDP growth is lower by one per-
centage point and the unemployment rate perma-
nently rises by one-half percentage point relative
to the Budget assumptions, the fiscal year 2008
deficit is estimated to increase by $16.4 billion;
receipts in 2008 would be lower by $13.8 billion,
and outlays would be higher by $2.6 billion, pri-
marily for unemployment-sensitive programs. In
fiscal year 2009, the estimated receipts shortfall

would grow further to $28.9 billion, and outlays
would increase by $8.2 billion relative to the base,
even though the growth rate in calendar year 2009
equaled the rate originally assumed. This is be-
cause the level of real (and nominal) GDP and
taxable incomes would be permanently lower, and
unemployment permanently higher. The budget
effects (including growing interest costs associated
with larger deficits) would continue to grow slight-
ly in each successive year. During 2008—-2013, the
cumulative increase in the budget deficit is esti-
mated to be $251 billion.

e The budgetary effects are much larger if the real
growth rate is permanently reduced by one per-
centage point and the unemployment rate is un-
changed, as shown in the second block. This sce-
nario might occur if trend productivity were per-
manently lowered. In this example, during
2008-2013, the cumulative increase in the budget
deficit is estimated to be $706 billion.

For inflation and interest rates:

e The third block shows the effect of a one percent-
age point higher rate of inflation and one percent-
age point higher interest rates during calendar
year 2008 only. In subsequent years, the price
level and nominal GDP would be one percent high-
er than in the base case, but interest rates and
future inflation rates are assumed to return to
their base levels. In 2008 and 2009, outlays would
be above the base by $12.5 billion and $20.7 bil-
lion, respectively, due in part to lagged cost-of-
living adjustments. Receipts would rise by $21.2
billion in 2008, but then would rise by $40.9 bil-
lion above the base in 2009 due to the sustained
effects of the elevated price level on the tax base,
and to the temporary effect of higher 2008 interest
rates on individuals’ incomes and taxes and finan-
cial corporations’ profits and taxes, resulting in
a $20.2 billion improvement in the 2009 budget
balance. In subsequent years, the amounts added
to receipts would continue to be larger than the
additions to outlays. During 2008-2013, cumu-
lative budget deficits would be $114 billion smaller
than in the base case.

e In the fourth block, the rate of inflation and the
level of interest rates are higher by one percentage
point in all years. As a result, the price level
and nominal GDP rise by a cumulatively growing
percentage above their base levels. In this case,
the effects on receipts and outlays mount steadily
in successive years, adding $390 billion to outlays
over 2008-2013 and $793 billion to receipts, for
a net decrease in 2008-2013 deficits of $402 bil-
lion.

e The outlay effects of a one percentage point in-
crease in interest rates alone are shown in the
fifth block. The receipts portion of this rule-of-
thumb is due to the Federal Reserve’s deposit of
earnings on its securities portfolio and the effect
of interest rate changes on both individuals’ in-
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come (and taxes) and financial corporations’ prof-
its (and taxes).

e The sixth block shows that a sustained one per-
centage point increase in the GDP price index and
in CPI inflation decreases cumulative deficits by
a substantial $444 billion during 2008-2013. This
large effect is because the additional receipts from
a higher tax base exceed the combination of higher
outlays from mandatory cost-of-living adjustments
and lower receipts from CPI indexation of tax
brackets. Outlays for discretionary programs are
assumed to be unchanged in spite of the higher
inflation rate. The separate effects of higher infla-
tion and higher interest rates in the fifth and
sixth blocks do not sum to the effects for simulta-
neous changes in both in the fourth block. This

occurs largely because the gains in budget receipts
due to higher inflation result in higher debt serv-
ice savings when interest rates are assumed to
be higher as well (the combined case) than when
interest rates are assumed to be unchanged (the
separate case).

The last entry in the table shows rules of thumb
for the added interest cost associated with changes in
the budget deficit, holding interest rates and other eco-
nomic assumptions constant.

The effects of changes in economic assumptions in
the opposite direction are approximately symmetric to
those shown in the table. The impact of a one percent-
age point lower rate of inflation or higher real growth
would have about the same magnitude as the effects
shown in the table, but with the opposite sign.

Table 12-5. SENSITIVITY OF THE BUDGET TO ECONOMIC ASSUMPTIONS

(Fiscal years; in billions of dollars)

Total of
Budget effect 2008 2009 2010 2011 2012 2013 Effects,
2008-2013
Real Growth and Employment
Budgetary effects of 1 percent lower real GDP growth:
(1) For calendar year 2008 only: 1
RECEIPLS ..ovvieeiii -13.8 -28.9 -32.6 -35.2 -36.2 -38.1 -184.8
OUHAYS oottt 2.6 8.2 10.5 12.7 15.0 17.1 66.0
INCrease in AefiCit (=) .ot -16.4 =371 -43.1 -47.9 -51.2 -55.2 -250.9
(2) Sustained during 2008-2018, with no change in unemployment:
Receipts -14.0 —45.3 -83.8 -128.3 -170.5 -219.2 -661.1
Outlays .. 0.1 1.0 33 75 134 19.2 44.4
INCrease in AefiCit (=) .o -14.1 -46.3 -87.1 -135.8 -183.8 -238.4 -705.5
Inflation and Interest Rates
Budgetary effects of 1 percentage point higher rate of:
(3) Inflation and interest rates during calendar year 2008 only:
RECEIPLS .vvviieiiii 21.2 40.9 38.0 36.0 36.9 38.8 211.9
OUHAYS oottt 125 20.7 17.4 16.3 15.3 15.2 97.4
Decrease i defiCit (+) .vveereeerreereieieerseiseie e 8.7 20.2 20.6 19.7 216 237 114.5
(4) Inflation and interest rates, sustained during 2008-2018:
RECBIPES .vvveverererirercer ettt 21.2 64.5 108.3 153.8 197.3 2476 792.7
OUHYS vorveeeernreeeririeensees st 12.9 38.2 60.3 77.9 92.1 108.9 390.2
Decrease i defiCit (+) ... 8.4 26.3 48.0 75.9 105.2 138.7 402.5
(5) Interest rates only, sustained during 2008-2018:
RECEIDES .vvvrveerereeeeetei ettt 74 19.9 27.0 30.1 33.1 35.7 153.2
OUHAYS cvvrverrermrereeseesseesseese ettt sttt 8.9 24.8 36.4 42.2 45.9 485 206.7
Increase in AefiCit (=) .ot -15 -5.0 -94 -12.1 -12.8 -12.8 -53.5
(6) Inflation only, sustained during 2008-2018:
Receipts . 13.8 445 81.1 123.4 163.7 211.3 637.9
Outlays 4.1 137 24.7 374 49.0 64.8 193.7
Decrease in AEfICit (+) vvverrerrerererreieiereieeseesesse s sssensesssssnes 9.8 30.9 56.4 86.0 1147 146.5 4442
Interest Cost of Higher Federal Borrowing
(7) Outlay effect of $100 billion increase in borrowing in 2008 .........ccoccrvvermreernrernns 2.0 441 45 49 5.1 5.3 25.9

* $50 million or less.

1The unemployment rate is assumed to be 0.5 percentage point higher per 1.0 percent shortfall in the level of real GDP.
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Introduction

The budget is an essential tool for allocating re-
sources within the Federal Government and between
the public and private sectors, but current outlays, re-
ceipts, and the deficit give at best a partial picture
of the Government’s financial condition. Indeed,
changes in the annual budget deficit or surplus can
be misleading. For example, the temporary shift from
annual deficits to surpluses in the late 1990s did noth-
ing to correct the long-term fiscal deficiencies in the
major entitlement programs, which are the major
source of the long-run shortfall in Federal finances.
This would have been more apparent at the time if
greater attention had been focused on long-term meas-
ures such as those presented in this chapter. As impor-
tant as the current budget surplus or deficit is, other
indicators are also needed to judge the Government’s
fiscal condition.

For the Federal Government, there is no single num-
ber that corresponds to a business’s bottom line. The
Government is judged by how its actions affect the
country’s security and well-being over time, and that
cannot easily be summed up with a single statistic.
Also, even though its financial condition is important,
the Government is not expected to earn a profit. One
measure of the Government’s performance is the extent
to which it collects the taxes that are owed to it, and
another is whether it delivers value in spending the
taxes that it collects. Both of those questions are ad-
dressed below. In general, the Government’s financial
status is best evaluated using a broad range of data
and several complementary perspectives. This chapter
presents a framework for such analysis. Because there
are serious limitations on the available data and the
future is uncertain, this chapter’s findings and conclu-
sions should be interpreted as tentative and subject
to future revision.

The chapter consists of four parts:

e Part I explains how the separate pieces of analysis
link together. Chart 13-1 is a schematic diagram
showing the linkages.

e Part II presents estimates of the Government’s
assets and liabilities, which are shown in Table
13-1. This table is similar to a business balance
sheet, but for that reason it cannot reveal some
of the Government’s unique financial features and
needs to be supplemented by the information in
Parts IIT and IV.

o Part III shows possible long-run paths for the Fed-
eral budget. These projections vary depending on
alternative economic and demographic assump-
tions. The projections are summarized in Table
13-2 and in a related set of charts. Table 13-3
shows present value estimates of the funding
shortfall in Social Security and Medicare. To-
gether, these data indicate the scope of the Gov-
ernment’s future responsibilities and the resources
it will have available to discharge them under
current law and policy. In particular, they show
the looming long-run fiscal challenge posed by the
Federal entitlement programs.

e Part IV returns the focus to the present. This
part presents information on national economic
and social conditions. It begins with an analysis
of tax compliance, including what can be done to
improve it, and what resources might be made
available with new efforts to assure compliance.
The private economy is the ultimate source of the
Government’s resources. Table 13-5 gives a sum-
mary of total national wealth, while highlighting
the Federal investments that have contributed to
that wealth. Table 13-6 shows trends in wealth
and Table 13-7 presents a small sample of statis-
tical indicators, which are intended to show how
the Government’s efforts to improve social and
economic outcomes might be measured.

PART I—A FRAMEWORK TO EVALUATE FEDERAL FINANCES

No single framework can encompass all of the factors
that affect the financial condition of the Federal Gov-
ernment, but the framework presented here is com-
prehensive and offers many insights into the financial
implications of Federal policies. This framework in-
cludes information about Government assets and liabil-
ities, but it also includes long-run projections of the
entire budget showing where future fiscal strains are
most likely to appear. It includes an analysis of the
Government’s potential revenue for a given tax struc-
ture and what can be done realistically through better
education and more rigorous enforcement of the tax

law to reach that potential. Measures of national
wealth, which support future income and tax receipts,
are presented along with an array of economic and
social indicators showing potential pressure points that
may require future policy responses.

The Government’s binding obligations—its liabil-
ities—consist in the first place of Treasury debt. Other
liabilities include the pensions and medical benefits
owed to retired Federal employees and veterans. These
employee obligations are a form of deferred compensa-
tion; they have counterparts in the business world, and
would appear as liabilities on a business balance sheet.

179



180

ANALYTICAL PERSPECTIVES

Accrued obligations for Government insurance policies
and the estimated present value of failed loan guaran-
tees and deposit insurance claims are also analogous
to private liabilities. These Government liabilities are
discussed further in Part II along with the Govern-
ment’s assets. The liabilities and assets are collected
in Table 13-1. The liabilities shown in Table 13-1 are
only a subset of the Government’s overall financial re-
sponsibilities. Indeed, the full extent of the Govern-
ment’s fiscal exposure through programmatic commit-
ments dwarfs the outstanding total of all acknowledged
Federal liabilities. The commitments to Social Security
and Medicare alone amount to many times the value
of Federal debt held by the public.

In addition to Social Security and Medicare, the Gov-
ernment has a broad range of programs that dispense
cash and other benefits to individual recipients. A few
examples of such programs are Medicaid, food stamps,
veterans’ pensions, and veterans’ health care. The Gov-
ernment also provides a wide range of public services
that must be financed through the tax system. It is
true that specific programs may be modified or even
ended at any time by the Congress and the President,
and changes in the laws governing these programs are
a regular part of the legislative cycle. For this reason,
these programmatic commitments do not constitute “li-
abilities.” They are Federal responsibilities, however,
and will have a claim on budgetary resources for the
foreseeable future unless the law is changed. All of
the Government’s existing programs are reflected in the
long-run budget projections in Part III. It would be
misleading to leave out any of these programmatic com-
mitments in projecting future claims on the Govern-
ment or in calculating the Government’s long-run fiscal
balance.

The Federal Government has many assets. These in-
clude financial assets, such as loans and mortgages
which have been acquired through various credit pro-
grams. They also include the plant and equipment used
to produce Government services. The Government also
owns a substantial amount of land. Such assets would
normally be shown on a balance sheet. The Government
has other resources in addition to these. These addi-
tional resources include most importantly the Govern-
ment’s sovereign power to tax.

Because of its unique responsibilities and resources,
the most revealing way to analyze the future strains
on the Government’s fiscal position is to make a long-
run projection of the entire Federal budget. Part III
of this chapter presents a set of such projections under
different assumptions about policy and future economic
and demographic conditions. Over long periods of time,
the spending of the Government must be financed by
the taxes and other receipts it collects. Although the
Government can borrow for temporary periods, it must
pay interest on any such borrowing, which adds to fu-
ture spending. In the long run, a solvent Government
must pay for its programmatic spending out of its re-
ceipts. The projections in Part III show that under an
extension of the estimates in this Budget, long-run bal-

ance in this sense is not achieved, mostly because pro-
jected spending for Social Security, Medicare, and Med-
icaid grows faster than the revenue available to pay
for it.

The long-run budget projections and the table of as-
sets and liabilities are silent on the questions of wheth-
er the Government is collecting the full amount of taxes
owed, whether the public is receiving value for its taxes
paid, and whether Federal resources are being used
effectively. Information on those points requires per-
formance measures for Government programs supple-
mented by appropriate information about conditions in
the economy and society. Recent changes in budgeting
practices have contributed to the goal of providing more
information about Government programs and will per-
mit a closer alignment of the cost of programs with
performance measures. These changes have been de-
scribed in detail in previous Budgets. They are re-
viewed in Chapter 2 of this volume, and in the accom-
panying material that describes results obtained with
the Program Assessment Rating Tool (PART). This
Stewardship chapter complements the detailed explo-
ration of Government performance with an assessment
of the overall impact of Federal policy as reflected in
general measures of economic and social well-being
such as those shown in Table 13-7.

Relationship with FASAB Objectives

The framework presented here meets the stewardship
objective for Federal financial reporting recommended
by the Federal Accounting Standards Advisory Board
(FASAB) and adopted for use by the Federal Govern-
ment in September 1993.1

Federal financial reporting should assist report users in
assessing the impact on the country of the government’s oper-
ations and investments for the period and how, as a result,
the government’s and the Nation’s financial conditions have
changed and may change in the future. Federal financial
reporting should provide information that helps the reader
to determine:

3a. Whether the government’s financial position improved
or deteriorated over the period.

3b. Whether future budgetary resources will likely be suffi-
cient to sustain public services and to meet obligations as
they come due.

3c. Whether government operations have contributed to the
nation’s current and future well-being.

The current presentation is an experimental approach
for fulfilling this objective at the Federal Government-
wide level. It is intended to meet the broad interests
of economists and others in evaluating trends over time,
including both past and future trends. The annual Fi-
nancial Report of the United States Government pre-
sents related information, but from a different perspec-
tive. The Financial Report includes a balance sheet.
The assets and liabilities on that balance sheet are
all based on transactions and other events that have
already occurred. In some cases, the assets and liabil-
ities are evaluated differently than those reported in
Part II of this chapter. The Financial Report also in-

1Statement of Federal Financial Accounting Concepts, Number 1, Objectives of Federal
Financial Reporting, September 2, 1993. Other objectives are budgetary integrity, operating
performance, and systems and controls.
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cludes a statement of social insurance that reviews a
substantial body of information on the condition and
sustainability of the Government’s social insurance pro-
grams. This year, the Report included for the first time
a brief discussion of the long-run budget outlook for
the Government as a whole, which is similar to the
long-run projections discussed in this chapter. This is
a useful development and will help to inform readers
of the Government’s fiscal sustainability in a way not
possible with more limited analysis.

Connecting the Dots: The presentation that follows
is constructed around a series of tables and charts.
The schematic diagram, Chart 13-1, shows how the
different pieces fit together. The tables and charts
should be viewed as an ensemble, the main elements
of which are grouped in two broad categories—assets/
resources and liabilities/responsibilities.

e The left-hand side of Chart 13—1 shows the full

range of Federal resources, including assets the
Government owns, tax receipts it can expect to
collect based on current and proposed laws, the
tax gap, and national wealth, including the
trained skills of the national work force, that pro-
vide the base for Government revenues.

The right-hand side reveals the full range of Fed-
eral obligations and responsibilities, beginning
with the Government’s acknowledged liabilities
from past actions, such as the debt held by the
public, and including future budget outlays needed
to maintain present policies and trends. This col-
umn ends with a set of indicators highlighting
areas where Government activity affects society
or the economy.

Chart 13-1. The Financial Condition of the Federal
Government and the Nation
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QUESTIONS AND ANSWERS ABOUT THE GOVERNMENT’S STEWARDSHIP

1. According to Table 13-1, the Government’s liabilities exceed its assets. No business could
operate in such a fashion. Why does the Government not manage its finances more like a
business?

The Federal Government has different objectives from a business firm. The goal of every busi-
ness is to earn a profit, and as a general rule the Federal Government properly leaves activities
at which a profit could be earned to the private sector. For the vast bulk of the Federal Govern-
ment’s operations, it would be difficult or impossible to charge prices that would cover expenses.
The Government undertakes these activities not to improve its balance sheet, but to benefit the
Nation.

For example, the Government invests in education and research, but it earns no direct return
from these investments. People are enriched by these investments, but the returns do not show
up as an increase in Government assets but rather as an increase in the general state of knowl-
edge and in the capacity of the country’s citizens to earn a living and lead a fuller life. Business
investment motives are quite different; business invests to earn a profit for itself, not others,
and if its investments are successful, their value will be reflected in its balance sheet. Because
the Federal Government’s objectives are different, its balance sheet behaves differently, and
should be interpreted differently.

2. Table 13-1 seems to imply that the Government is insolvent. Is it?

No. Just as the Federal Government’s responsibilities are different from those of private busi-
ness, so are its resources. Government solvency must be evaluated in different terms.

What Table 13-1 shows is that those Federal obligations that are most comparable to the liabil-
ities of a business corporation exceed the estimated value of the assets actually owned by the
Federal Government. The Government, however, has access to other resources through its sov-
ereign powers. These powers, which include taxation, will allow the Government to meet its
present obligations and those that are anticipated from future operations even though the Gov-
ernment’s current assets are less than its current liabilities.

Private financial markets clearly recognize this reality. The Federal Government’s implicit credit
rating is among the best in the world; lenders are willing to lend it money at interest rates sub-
stantially below those charged to private borrowers. This would not be true if the Government
were really insolvent or likely to become so in the near future. Where governments totter on the
brink of insolvency, lenders are either unwilling to lend them money, or do so only in return for
a substantial interest premium.
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QUESTIONS AND ANSWERS ABOUT THE GOVERNMENT’S STEWARDSHIP

3. Why are Social Security and Medicare not shown as Government liabilities in Table 13-1?

Future Social Security and Medicare benefits may be considered as promises or responsibilities
of the Federal Government, but these benefits are not a liability in a legal or accounting sense.
The Government has unilaterally decreased as well as increased these benefits in the past, and
future reforms could alter them again. These benefits are reflected in this presentation of the
Government’s finances in two ways: as part of the overall budget projections in Table 13-2, and
in the actuarial deficiency estimates in Table 13-3.

Other Federal programs make similar promises to those of Social Security and Medicare—Med-
icaid, for example. Few have suggested counting future benefits expected under these programs
as Federal liabilities, yet it would be difficult to justify a different accounting treatment for
them if Social Security or Medicare were to be classified as a liability. There is no bright line di-
viding Social Security and Medicare from other programs that promise benefits to people, and
all the Government programs that do so should be accounted for similarly.

Also, if future Social Security and Medicare benefits were treated as liabilities, then payroll tax
receipts earmarked to finance those benefits ought to be treated as assets. This treatment would
be essential to gauge the size of the future claim. Tax receipts, however, are not generally con-
sidered to be Government assets, and for good reason: the Government does not own the wealth
on which future taxes depend. Including taxes on the balance sheet would be wrong for this rea-
son, but excluding taxes from the balance sheet would overstate the drain on net assets from So-
cial Security and Medicare benefits. Furthermore, treating taxes for Social Security or Medicare
differently from other taxes would be highly questionable.

Finally, under Generally Accepted Accounting Principles (GAAP), Social Security is not consid-
ered to be a liability, so not counting it as such in this chapter is consistent with accounting
standards.

4. Why doesn’t the Federal Government follow normal business practice in its bookkeeping?

The Government is not a business, and accounting standards designed to illuminate how much a
business earns and how much equity it has could provide misleading information if applied na-
ively to the Government. The Government does not have a “bottom line” comparable to that of a
business corporation, but the Federal Accounting Standards Advisory Board (FASAB) has devel-
oped, and the Government has adopted, a conceptual accounting framework that reflects the
Government’s distinct functions and answers many of the questions for which Government
should be accountable. This framework addresses budgetary integrity, operating performance,
stewardship, and systems and controls. FASAB has also developed, and the Government has
adopted, a full set of accounting standards. Federal agencies now issue audited financial reports
that follow these standards, and an audited Government-wide financial report is issued as well.
In short, the Federal Government does follow generally accepted accounting principles (GAAP)
just as businesses and State and local governments do, although the relevant principles differ
depending on the circumstances. This chapter is intended to address the “stewardship objec-
tive”—assessing the interrelated condition of the Federal Government and the Nation.
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PART II—-THE FEDERAL GOVERNMENT’S ASSETS AND LIABILITIES

Table 13-1 looks at the Government’s assets and li-
abilities retrospectively, summarizing what the Govern-
ment owes as a result of its past operations netted
against the value of what it owns. The table gives some
perspective by showing these net asset figures for a
number of years beginning in 1960. To ensure com-
parability across time, the assets and liabilities are
measured in terms of constant FY 2007 dollars and
the balance is also shown as a ratio to GDP. Govern-

ment liabilities have exceeded the value of assets (see
chart 13-2) over this entire period, but in the late
1970s a speculative run-up in the prices of oil and
other real assets temporarily boosted the value of Fed-
eral holdings. When those prices subsequently declined,
real Federal asset values declined and only recently
have they regained the level they had reached in the
mid-1980s.

Chart 13-2. Net Federal Liabilities

Percent of GDP

60

551

50

45

40

351

b ) e o o o o o o o o

1960 1965 1970 1975 1980 1985 1990 1995 2000 2005

Currently, the total real value of Federal assets is
estimated to be 78 percent greater than it was in 1960.
Meanwhile, Federal liabilities have increased by 257
percent in real terms. The decline in the Federal net
asset position has been partly due to persistent Federal
budget deficits that have boosted debt held by the pub-
lic in most years since 1960. Other factors have also
been important such as large increases in health bene-
fits promised for Federal retirees and the sharp rise
in veterans’ disability compensation. The relatively slow
growth in Federal asset values has also reduced the
Government’s net asset position.

The shift from budget deficits to budget surpluses
in the late 1990s temporarily checked the decline in
Federal net assets. Currently, the net excess of liabil-
ities over assets is about $7.2 trillion or about $23,800
per capita. As a ratio to GDP, the excess of liabilities
over assets reached a peak of 57 percent in 1995; it
declined to 45 percent in 2000; it rose to 54 percent
in 2005; and it has declined slightly since then to
around 52 percent of GDP at the end of 2007. The
average since 1960 has been 44 percent (see Table
13-1).

Assets

Table 13-1 offers a comprehensive list of the financial
and physical resources owned by the Federal Govern-
ment.

Financial Assets: According to the Federal Reserve
Board’s Flow-of-Funds accounts, the Federal Govern-
ment’s holdings of financial assets amounted to $613
billion at the end of 2007. Government-held mortgages
(measured in constant dollars) reached a peak in the
early 1990s as the Government acquired mortgages
from savings and loan institutions that had failed. The
Government subsequently liquidated most of the mort-
gages it acquired from these bankrupt savings and
loans. Meanwhile, Government holdings of other loans
have been declining in real terms since the mid-1980s.
The face value of mortgages and other loans overstates
their economic worth. OMB estimates that the dis-
counted present value of future losses and interest sub-
sidies on these loans was around $44 billion as of year-
end 2007. These estimated losses are subtracted from
the face value of outstanding loans to obtain a better
estimate of their economic worth.
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Table 13-1. GOVERNMENT ASSETS AND LIABILITIES*
(As of the end of the fiscal year, in billions of 2007 dollars)
1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2006 2007
ASSETS
Financial Assets:

Cash and Checking DEpOSItS ..........ccccrrvveerrreerrreerereernenes 49 71 44 36 55 36 49 50 67 37 52 77

Other Monetary Assets 2 1 1 2 2 2 2 1 7 2 5 1

Mortgages 32 31 46 48 89 90 115 80 91 81 83 83

Other Loans 118 162 203 205 263 341 242 194 225 211 202 205
less Expected Loan Losses -1 -3 -5 -1 -20 -20 -23 -29 —44 -43 -48 -44

Other Treasury Financial Assets 7 89 78 70 99 146 233 280 255 326 309 290

Subtotal 271 351 367 350 488 596 618 577 602 614 603 613
Nonfinancial Assets:

Fixed Reproducible Capital: 1,185 1,176 1,223 1,186 1,124 1,271 1,318 1,325 1,162 1,162 1,178 1,222
Defense ... 1,022 960 970 886 795 925 949 927 759 733 745 775
Nondefense 164 216 253 300 328 346 369 398 403 429 433 447

Inventories 310 268 250 224 276 316 280 216 221 287 288 277

Nonreproducible Capital: 159 210 251 411 607 685 581 430 717 1,117 1,211 1,311
Land ........ 109 151 190 301 385 399 41 306 475 743 824 919
Mineral Rights ......... 51 59 61 110 223 286 170 124 242 374 387 392

Subtotal 1,655 | 1,654 | 1,724 1,821 2,007 2,272 2,179 1,970 2,101 2,566 2,677 2,809

Total Assets ... 1925 | 2,006 | 2,090 | 2171 2,495 2,868 2,798 2,547 2,703 3,180 3,280 3,423
LIABILITIES

Debt held by the Public 1,352 | 1,390 | 1,237 1,257 1,563 2,585 3,522 4,681 4,076 4,852 4,945 5,035
Insurance and Guarantee Liabilities:

Deposit INSUFANCE .......cvrvvurirreeerererireeseiesiseesesssesensennnes | oveviveinees | eveeinenee | evveennine | seenesenes 2 11 85 6 1 1 1 2

Pension Benefit GUArantee ............ccoveeveernivreeneenneneniennens | eveverenees 51 37 51 51 24 48 87 76 83

L0AN GUATANEEES ...ovvveerercrieceieriesieei s * 8 15 13 18 35 44 51 49 69

Other Insurance 37 24 32 20 24 21 19 43 20 17

Subtotal 37 82 86 94 178 86 113 181 146 171
Pension and Post-Employment Health Liabilities:

Civilian and Military Pensions 1,021 1,283 | 1,534 1,739 2,138 2,121 2,073 2,010 2,107 2,292 2,372 2,415

Retiree Health Insurance Benefits ..........c.cccoovnerrneenneenneens 209 263 314 356 438 434 424 420 467 1,188 1,160 1,145

Veterans Disability Compensation .........ccoceveevreenrennenns 224 282 337 374 383 316 285 346 661 1,186 1,181 1,128

Subtotal 1,454 | 1,828 | 2,186 | 2,468 2,959 2,872 2,783 2,777 3,234 4,666 4,713 4,688
Environmental and Disposal Liabilities .........c.c.coreermeeneeenes 80 99 119 134 161 191 226 295 360 274 313 342
Other Liabilities:

Trade Payables and Miscellaneous ............cccveeveereeereernennes 32 40 50 62 97 127 174 144 125 238 248 255

Benefits Due and Payable 24 29 39 4 53 58 70 81 93 124 132 134

Subtotal 57 68 89 103 149 185 244 226 218 361 381 389
Total Liabilities 2,980 | 3420 | 3,660 | 4,045 4919 5,928 6,953 8,064 8,002 10,335 10,497 | 10,625
Net Assets (Assets Minus Liabilities) ... -1,054 | -1,414 | -1,569 | -1,874 | -2,424 | -3,060 | -4,155| -5517| -5299 | -7,155| -7,216| -7,202
Addenda:

Net Assets Per Capita (in 2007 dollars) ...........cccccoueene. 5,847 | -7,289 | -7,665 | -8,691 | -10,630 | -12,814 | 16,582 | —20,663 | —18,734 | -24,064 | 24,039 | -23,768
Ratio to GDP (in percent) -35.1 -375| -348| -36.6 -39.6 -41.9 —48.6 -57.2 —44.9 -53.9 -53.1 -51.6

*This table shows assets and liabilities for the Government as a whole excluding the Federal Reserve System. Data for 2007 are extrapolated in some cases.

Reproducible Capital: The Federal Government is a
major investor in physical capital and computer soft-
ware. Government-owned stocks of such capital have
remained fairly stable measured in constant (year 2000)
dollars for most of the last 45 years (OMB estimate)
at around $1.2 trillion. This capital consists of defense
equipment and structures, including weapons systems,
as well as nondefense capital goods. Currently, less
than two-thirds of the capital is defense equipment or
structures. In 1960, defense capital was over 80 percent
of the total. In the 1970s, there was a substantial de-
cline in the real value of U.S. defense capital and there
was another large decline in the 1990s after the end
of the Cold War. Meanwhile, nondefense Federal capital
has increased at an average annual rate of around 2.2
percent. The Government also holds inventories of de-
fense goods and other items that in 2007 amounted
to about 23 percent of the value of its fixed reproducible
capital.

Nonreproducible Capital: The Government owns sig-
nificant amounts of land and mineral deposits. There
are no official estimates of the market value of these
holdings (and of course, in a realistic sense, many of
these resources would never be sold). Private land val-
ues fell sharply in the early 1990s, but they have gen-
erally risen since. It is assumed here that Federal land
shared in the decline and the subsequent recovery. Oil
prices have been on a roller coaster since the mid-
1990s. They declined sharply in 1997-1998, rebounded
in 1999-2000, fell again in 2001, and rose substantially
in 2002-2007. These fluctuations have caused the esti-
mated market value of Federally owned proved reserves
of oil and natural gas to fluctuate as well. In 2007,
as estimated here, the combined real value of Federal
land and mineral rights was $1.3 trillion compared with
$1.5 trillion in Federal fixed capital and inventories.
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These estimates omit some valuable assets owned by
the Federal Government—such as works of art and his-
torical artifacts—partly because such unique assets are
unlikely ever to be sold and partly because there is
no comprehensive inventory or realistic basis for val-
uing them.

Total Assets: The total value of Government assets
measured in constant dollars has risen sharply in the
past four years, and was at an all-time high in 2007.
The Government’s asset holdings are vast. As of the
end of 2007, Government assets were estimated to be
worth about $3.4 trillion or 24 percent of GDP.

Liabilities

Table 13-1 includes all Federal liabilities that would
normally be listed on a balance sheet. All the various
forms of publicly held Federal debt are counted, as
are Federal pension and health insurance obligations
to civilian and military retirees including the disability
compensation that is owed the Nation’s veterans, which
can be thought of as a form of deferred compensation.
The estimated liabilities stemming from Federal insur-
ance programs and loan guarantees are shown. The
benefits that are due and payable under various Fed-
eral programs are also included, but these liabilities
reflect only binding short-term obligations, not the Gov-
ernment’s full commitment under these programs. The
Government also has a responsibility to repair environ-
mental damage that resulted from nuclear weapons pro-
duction, and that cost has been included in the Table
as well.

Future benefit payments that are promised through
Social Security and other Federal income transfer pro-
grams are not Federal liabilities in a legal or account-
ing sense. They are Federal responsibilities, and it is
important to gauge their size, but they are not binding
in the same way as a legally enforceable claim would
be. The budget projections and other data in Part III
are designed to provide a sense of these broader respon-
sibilities and their claim on future budgets.

Debt Held by the Public: The Federal Government’s
largest single financial liability is the debt owed to
the public. It amounted to about $5.0 trillion at the
end of 2007. Publicly held debt declined for several
years in the late 1990s because of the unified budget
surpluses at that time, but as deficits returned, publicly
held debt began to increase again.

Insurance and Guarantee Liabilities: The Federal
Government has contingent liabilities arising from the
loan guarantees it has made and from its insurance
programs. When the Government guarantees a loan or
offers insurance, cash disbursements are often small
initially, and if a fee is charged the Government may
even collect money; but the risk of future cash pay-
ments associated with such commitments can be large.
The figures reported in Table 13-1 are estimates of
the current discounted value of prospective future
losses on outstanding guarantees and insurance con-

tracts. The present value of all such losses taken to-
gether is about $170 billion. As is true elsewhere in
this chapter, this estimate does not incorporate the
market value of the risk associated with these contin-
gent liabilities; it merely reflects the present value of
expected losses. Although individually many of these
programs are large and potential losses can be a serious
concern, these insurance and guarantee liabilities are
fairly small relative to total Federal liabilities or even
the total debt held by the public. They were less than
2 percent of total liabilities in 2007.

Pension and Post-Employment Health Liabilities: The
Federal Government owes pension benefits as a form
of deferred compensation to retired workers and to cur-
rent employees who will eventually retire. It also pro-
vides civilian retirees with subsidized health insurance
through the Federal Employees Health Benefits pro-
gram and military retirees receive similar benefits. Vet-
erans are owed compensation for their service-related
disabilities. While the Government’s employee pension
obligations have risen slowly, there has been a sharp
increase in the liability for future health benefits and
veterans compensation. The discounted present value
of all these benefits was estimated to be around $4.7
trillion at the end of 2007 up from $3.2 trillion in
2000.2 A large expansion in Federal military retiree
health benefits was legislated in 2001.

Environmental and Disposal Liabilities: During
World War II and the Cold War, the Federal Govern-
ment constructed a vast industrial complex to study,
produce and test nuclear weapons. Environmental con-
tamination occurred at these sites. The estimated liabil-
ity shown here is based on the cleanup costs required
by Federal, State and local laws and regulations. The
Department of Energy is responsible for managing this
cleanup. The Department of Defense is also charged
with cleaning up contamination from its waste disposal
practices, leaks, spills and other risky activities. To-
gether the cleanup costs are estimated to amount to
around 340 billion dollars in present value.3

The Balance of Net Liabilities

The Government need not maintain a positive bal-
ance of net assets to assure its fiscal solvency, and
the buildup in net liabilities since 1960 has not signifi-
cantly affected Federal creditworthiness. Long-term
Government interest rates in 2003 reached their lowest
levels in 45 years, and in 2004-2007 they remained
lower than at any time from 1965 through 2002. De-
spite the historically low interest rates, there are limits
to how much debt the Government can assume without
putting its finances in jeopardy. Over an extended time
horizon, the Federal Government must take in enough

2Estimates of these liabilities were derived from the Financial Report of the United
States Government for 2007 and earlier years. Values for years prior to 1997 were extrapo-
lated.

3Estimates of these liabilities were also derived from the Financial Report of the United
States Government for 2007 and earlier years. Values for years prior to 1997 were extrapo-
lated.
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revenue to cover all of its spending including debt serv-
ice. The Government’s ability to service its debt in the
long run cannot be gauged from a balance sheet alone.

It is necessary to project the budget into the future
to judge the prospects for long-run solvency. That is
the subject of the next section.

PART III-THE LONG-RUN BUDGET OUTLOOK

A balance sheet, with its focus on obligations arising
from past transactions, can only show so much informa-
tion. For the Government, it is also important to antici-
pate what future budgetary requirements might flow
from current laws and policies. Despite the uncertainty
surrounding the assumptions needed for such esti-
mates, very long-run budget projections can be useful
in drawing attention to potential problems. Federal re-
sponsibilities extend well beyond the next five or ten
years, and problems that may be small in that time
frame can become much larger if allowed to grow.

To assess the overall financial condition of the Gov-
ernment, it is necessary to examine the future prospects
for all Government programs including the revenue
sources that support Government spending. Such an
assessment reveals that the key drivers of the long-
range deficit are, not surprisingly, Social Security,
Medicare, and Medicaid. Social Security and Medicare
are expected to continue indefinitely and long-range
projections for Social Security and Medicare have been
prepared for decades. Budget projections for individual
programs, however, even important ones such as Social
Security and Medicare, cannot reveal the Government’s
overall budgetary position. Like Medicare and Social
Security, Medicaid—the entitlement program that pro-
vides medical assistance, including acute and long-term
care to low-income persons including families with de-
pendent children, as well as aged, blind or disabled
individuals—is projected to grow more rapidly than the
economy over the next several decades and to add sub-
stantially to the overall budget deficit. Under current
law, there is no offset anywhere in the budget large
enough to cover all the demands that will eventually
be imposed by Social Security, Medicare, and Medicaid.

Future budget outcomes depend on a host of un-
knowns—constantly changing economic conditions, un-
foreseen international developments, unexpected demo-
graphic shifts, the unpredictable forces of technological
advance, and evolving political preferences to name a
few. These uncertainties make even short-run budget
forecasting quite difficult, and the uncertainties in-
crease the further into the future projections are ex-
tended. While uncertainty makes forecast accuracy dif-
ficult to achieve, it enhances the importance of long-
run budget projections because future problems are
often best addressed in the present. A full treatment
of all the relevant risks is beyond the scope of this
chapter, but the chapter does show how long-run budg-
et projections respond to changes in some of the key
economic and demographic parameters.

The Impending Demographic Transition

This year—2008—is a watershed year as the first
members of the huge generation born after World War

II, the so-called baby boomers, reach age 62 and become
eligible for early retirement under Social Security.
Three years from now, they turn 65 and become eligible
for Medicare. In the years that follow, the elderly popu-
lation will steadily increase, putting serious strains on
the budget.

The pressures are expected to persist even after the
baby boomers have passed through the system. The
Social Security actuaries project that the ratio of work-
ers to Social Security beneficiaries will fall from around
3.3 currently to a little over 2 by the time most of
the baby boomers have retired. From that point for-
ward, because of lower fertility and improved mortality,
the ratio is expected to continue to decline slowly. With
fewer workers to pay the taxes needed to support the
retired population, budgetary pressures will continue
to grow. The problem posed by the demographic transi-
tion is a permanent one.

Currently, the three major entitlement programs—
Social Security, Medicare, and Medicaid—account for
45 percent of non-interest Federal spending, up from
30 percent in 1980. By 2035, when the remaining baby
boomers will be in their 70s and 80s, these three pro-
grams could account for two-thirds of non-interest Fed-
eral spending even with the reforms proposed in this
Budget. At the end of the projection period, in 2080,
the figure rises to almost three-quarters of non-interest
spending. In other words, most of the budget, aside
from interest, would go to these three programs alone.
That would severely reduce the flexibility of the budget,
and the Government’s ability to respond to new chal-
lenges.

An Unsustainable Path

These long-run budget projections shown in Table
13-2 illustrate that the budget is on an unsustainable
path, although the expansion of the entitlement pro-
grams and the rise in the deficit unfold gradually. The
budget is projected to reach balance in 2012, while most
of the baby boomers are still in the work force and
to remain in surplus for some years after 2012, but
the deficit eventually returns and then begins a steady
increase. Without further reforms, by the end of this
chapter’s projection period in 2080, rising deficits would
have driven publicly held Federal debt to levels well
above the previous peak level relative to GDP reached
at the end of World War II. There likely would be
a crisis that would force budgetary changes before that
point could be reached, but the timing of such a crisis
and its resolution are impossible to predict. Timely,
comprehensive entitlement reforms could avoid such a
crisis.

The revenue projections start with the budget’s esti-
mate of receipts under the Administration’s proposals
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for the next five years. In the long run, for this anal-
ysis, receipts are assumed to return gradually to their
average as a share of GDP over the last 40 years—
18.3 percent. Maintaining that sustained historical tax
level relative to GDP effectively assumes ongoing ef-
forts—as has occurred historically—to offset the inher-
ent biases in the tax code that tend to raise the tax
burden over time.

The projection of discretionary spending is essentially
arbitrary, because discretionary spending is determined
annually through the legislative process, and no for-
mula can dictate future spending in the absence of leg-
islation. Alternative assumptions have been made for
long-run discretionary spending in past budgets. Hold-
ing discretionary spending unchanged in real terms is
the “current services” assumption used for baseline
budget projections when there is no legislative guidance
on future spending levels. Extending this assumption
over many decades, however, is not realistic. When the
population and economy grow, as assumed in these pro-
jections, the demand for public services is very likely
to expand as well. The current base projection assumes
that discretionary spending keeps pace with the growth
in GDP in the long run, so that spending increases
in real terms whenever there is real economic growth.

In past budgets, these long-run budget projections
have typically jumped off from the end point for the
current budget. This year’s Budget, however, continues
to include the effects of adding personal retirement ac-
counts to Social Security. Personal accounts are one
element within a possible set of larger reforms that
would restore solvency to Social Security. Because

showing the personal account proposal in isolation
would give a distorted picture of the Administration’s
intentions for comprehensive Social Security reform, it
is not included in the base projections.

The long-run budget outlook is highly uncertain. With
pessimistic assumptions, the fiscal picture deteriorates
even sooner than in the base projection. More optimistic
assumptions imply a longer period before the pressures
of rising entitlement spending overwhelm the budget.
But despite the uncertainty, these projections show that
under a wide range of forecasting assumptions, the re-
sources generated by the programs themselves will be
insufficient to cover the long-run costs of Social Security
and Medicare and that overall budgetary resources will
not be sufficient to support all future projected needs.
(For a further discussion of the forecasting assumptions
used to make these budget projections, see the technical
note at the end of this chapter.)

Alternative Policy, Economic, and Technical
Assumptions

The quantitative results discussed above are sensitive
to changes in underlying policy, economic, and technical
assumptions. Some of the most important of these as-
sumptions and their effects on the budget outlook are
discussed below. Mounting deficits result for most plau-
sible projections of the budget.

1. Health Spending: The projections for Medicare over
the next 75 years are based on an extension of the
Administration’s policy proposals to control costs in the
Medicare program. These reforms are expected to re-
duce Medicare expenditures relative to the actuarial

Table 13-2. LONG-RUN BUDGET PROJECTIONS

(Receipts, outlays, surplus or deficit, and debt as a percent of GDP)

1980 1990 2000 2010 2020 2030 2040 2060 2080
RECBIPES ..o 19.0 18.0 20.9 18.6 18.3 18.3 18.3 18.3 18.3
Outlays:
DISCIEHONAIY ....veveeeeerereie it 10.1 8.7 6.3 7.0 4.7 4.7 4.7 47 4.7
Mandatory:
S0Cial SECUMLY ....ouuvverrieereriiesriisesie s 4.3 4.3 42 4.3 5.1 5.9 6.0 6.1 6.3
Medicare 1.1 1.7 2.0 2.7 3.1 41 4.8 5.3 5.3
Medicaid 0.5 0.7 1.2 1.5 1.9 2.3 2.7 32 39
L] TSRS 37 32 24 24 20 1.7 1.5 1.3 1.2
Subtotal, mandatory 9.6 9.9 9.8 10.8 12.1 14.0 15.0 15.8 16.7
NEE INEETESE ... 1.9 32 2.3 1.8 1.2 1.0 1.7 4.1 7.8
Total QUHIAYS vouvvererecereererieeieieetsee s 21.7 21.8 18.4 19.6 18.0 19.8 214 24.6 29.2
SUrplus OF DEfICit (=) .euveeueereeeerieireeieeeeiseierse e =27 -39 24 -1.0 0.3 -15 -3.1 -6.3 -10.9
Primary Surplus or DefiCit (=) ....covevrererrniiriniereesreieene -0.8 -0.6 4.7 0.8 15 -04 -14 -2.3 -3.1
Federal Debt Held by the PUbIIC ........c.cccoevrrreernernrirecereris 26.1 42.0 35.1 38.2 222 20.5 33.9 80.4 154.4
Projections without Proposed Entitlement Savings:
Mandatory OUAYS ........c..ewrmreerrererieerieeieeneeresesesee s 9.6 9.9 9.8 10.9 124 14.8 16.2 18.1 20.0
SUIPIUS OF DEFICH (=) eveuvvererrreeereereeeeeerseeeeerseeeesesesseessseeseees =27 -39 24 -1 -0.1 -25 -5.2 -11.5 -20.6
Primary Surplus or DEfiCit (=) ...overrereernereineeeineieiseseciseeneens -0.8 -0.6 47 0.6 1.2 -12 -26 -45 -6.4
Federal Debt Held by the PUbIC ........ccccoovvemerneeerneerirrirnceinerines 26.1 42.0 35.1 384 24.3 28.1 52.4 140.0 283.4

Note: The figures shown in this table for 2020 and beyond are the product of a long-range forecasting model maintained by the Office of Management and Budget. This model
is separate from the models and capabilities that produce detailed programmatic estimates in the Budget. It was designed to produce long-range forecasts based on additional
assumptions regarding growth of the economy, the long-range evolution of specific programs, and the demographic and economic forces affecting those programs. The model, its

assumptions, and sensitivity testing of those assumptions are presented in this chapter.
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projections in the 2007 Medicare Trustees’ Report. Fol-
lowing the recommendations of its Technical Review
Panel, the Medicare trustees assume that over the long
run “age-and gender-adjusted, per-beneficiary spending
growth exceeds the growth of per-capita GDP by 1 per-
centage point per year.” This implies that total Medi-
care spending rises faster than GDP. Medicare faces
a substantial shortfall in earmarked income compared
with projected outgo. Although rising faster than GDP,
under these assumptions, Medicare grows less rapidly
than it has historically, so that even without explicit
reforms the program’s growth is assumed to be reduced.
The effect of the Administration’s proposals is to reduce
future growth even more, and that would reduce the
imbalance in Medicare by more than $10 trillion over
the 75-year forecasting horizon according to actuarial
estimates. Instead of facing a $34 trillion shortfall the

program would face about a $24 trillion shortfall, if
the Administration’s proposals were adopted. The pro-
posals would not eliminate the shortfall but they would
reduce it substantially.

Eventually, the rising trend in health care costs will
have to end, but it is hard to know when and how
that will happen. Improved health and increased lon-
gevity are highly valued, and society has shown that
it is willing to spend a larger share of income on them
than it did in the past. Whether society will be willing
to devote the large share of resources to health care
implied by these projections, even with the Administra-
tion’s proposals, is an open question. The alternatives
highlight the effect of raising or lowering the projected
growth rate in per capita health care costs by Y4 per-
centage point.

Chart 13-3. Health Care Cost Alternatives

Surplus(+)/Deficit(-) as a percent of GDP
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2. Entitlement Savings: The Administration has pro-

above. These proposals, if adopted, would have ongoing

posed a number of savings measures in entitlement budgetary effects. The chart below shows the long-run

programs in addition to the Medicare savings discussed

deficit with and without these reforms.

Chart 13-4. Effect of Entitlement Savings
Surplus(+)/Deficit(-) as a percent of GDP
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Chart 13-5. Alternative Receipts Projections
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3. Alternative Revenue Shares: In the base projection,
tax receipts are held constant relative to GDP at their
average over the last 40 years—18.3 percent of GDP.
Tax receipts have risen above this ratio from time to
time, most recently in 2006-2007 of the 1990s, but
periods of high taxes have always been followed by
tax changes that have restored the long-term average
tax ratio. The chart below shows the effects of alter-
native receipts assumptions. Allowing receipts to rise
to 18.6 percent of GDP would reduce the long-run budg-
et deficit, while holding receipts to 18.0 percent of GDP
would have the opposite effect.

4. Productivity: The rate of future productivity growth
has a major effect on the long-run budget outlook. It
is also highly uncertain. Over the next few decades
an increase in productivity growth would reduce pro-
jected budget deficits appreciably. Higher productivity
growth adds directly to the growth of the major tax
bases, while it has a smaller immediate effect on outlay

growth even assuming that in the long-run discre-
tionary spending rises with GDP. In the latter half
of the 1990s, after two decades of much slower growth,
the rate of productivity growth increased markedly, and
that increase is projected to persist in these long-run
projections. This increase in productivity growth is one
of the most welcome developments of the last several
decade. Although the long-run growth rate of produc-
tivity is inherently uncertain, growth in nonfarm output
per hour has averaged 2.2 percent per year since 1948,
and it has grown 2.6 percent per year since 1995. The
projections here assume that productivity, as measured
by real GDP per hour, will grow in the long run at
a 2.2 percent annual rate. This is consistent with a
continuing increase in nonfarm productivity of around
2.5 percent per year. The alternatives highlight the ef-
fect of raising the projected productivity growth rate
by V4 percentage point and the effect of lowering it
by the same amount.

Chart 13-6. Alternative Productivity
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5. Population: The key assumptions for projecting
long-run demographic developments are fertility, immi-
gration, and mortality.

e The demographic projections assume that fertility
will average between 1.9 and 2.0 total lifetime

births per woman in the future, just slightly below
the replacement rate needed to maintain a con-
stant population—2.1 births per woman.

Chart 13-7. Alternative Fertility Assumptions
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e The rate of immigration is assumed to average
around 900,000 immigrants per year in these pro-
jections. Higher immigration relieves some of the
downward pressure on population growth from low
fertility and allows total population to expand
throughout the projection period, although at a
much slower rate than has prevailed historically.

e Mortality is projected to decline, i.e., people are
expected to live longer. The average female life-

2050 2060 2070 2080

span is projected to rise from 79.7 years in 2006
to 85.1 years by 2080, and the average male life-
span is projected to increase from 75.0 years in
2006 to 81.9 years by 2080. A technical panel to
the Social Security Trustees recently reported that
the improvement in longevity might even be great-
er.

Chart 13-8. Alternative Immigration
Assumptions

Surplus(+)/Deficit(-) as a percent of GDP
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Chart 13-9. Alternative Mortality Assumptions
Surplus(+)/Deficit(-) as a percent of GDP
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Actuarial Projections for Social Security and
Medicare

Social Security and Medicare are the Government’s
two largest entitlement programs. Both rely on payroll
tax receipts from current workers and employers for
at least part of their financing, while the programs’
benefits largely go to those who are retired. The impor-
tance of these programs for the retirement security of
current and future generations makes it essential to
understand their long-range financial prospects. Both
programs’ actuaries have calculated that they face per-

sistent long-run deficits. How best to measure the long-
run imbalance in Social Security is a challenging ana-
lytical question; the imbalance may be even more dif-
ficult to measure in Medicare, which includes Hospital
Insurance (HI), funded through the payroll tax, and
Supplementary Medical Insurance (SMI), financed
through premiums and general revenues. Under plau-
sible assumptions, however, each program embodies a
huge financial deficiency, and it will be very difficult
for the Government as a whole to maintain control
of the budget without addressing these programs’ finan-
cial problems.
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Social Security: The Long-Range Challenge

Social Security provides financial security for the elderly, the disabled, and survivors. The Social Security system
is intended to be self-financing over time. The principle of self-financing is important, because it compels correc-
tions in the event that projected benefits consistently exceed dedicated receipts.

While Social Security is running surpluses today, the program’s actuaries estimate that it will begin running cash
deficits 9 years from now. Social Security’s spending path is unsustainable under current law. The retirement of
the baby-boom generation, born following World War II, will begin to increase greatly the number of Social Secu-
rity beneficiaries within five years. Demographic trends toward lower fertility rates and longer life spans mean
that the ratio of retirees to the working population will remain permanently higher following the baby boomers’
passage through the system. The number of workers available to support each beneficiary is projected to decline
from 3.3 today to 2.2 in 2030, and to continue to decline slowly from there. This decline in the workforce available
to support retiree benefits means that the Government will not be able to meet current-law benefit obligations at
current payroll tax rates.

The size of Social Security’s future shortfall cannot be known with precision, but a gap between Social Security re-
ceipts and outlays emerges under a wide range of reasonable forecasting assumptions. Long-range uncertainty un-
derscores the importance of creating a system that is financially stable and self-contained. Otherwise, the de-
mands created by Social Security could compromise the rest of the budget and the Nation’s economic health. The
actuarial shortfall between future benefits and income is estimated to be $6.8 trillion over the next 75 years. Ex-
tending the horizon to perpetuity increases the imbalance to $15.7 trillion, excluding trust fund assets as these do
not represent a source of funds from a unified budget perspective.

The current structure of Social Security leads to substantial generational differences in the average rate of return
people can expect from the program. While previous generations have fared extremely well, people born today can
expect to receive less than a two percent annual real rate of return on their total payroll taxes (including the em-
ployer’s portion, which most economists believe is ultimately borne by labor). Moreover, such estimates in a sense
overstate the expected rate of return for future retirees, because they assume no changes in current-law taxes or
benefits, even though such changes are needed to meet Social Security’s financing shortfall.

One way to address the issues of uncertainty and declining rates of return, while protecting national savings,
would be to allow individuals to invest some of their payroll taxes in personal retirement accounts. The Budget in-
cludes the estimated impact from the creation of personal accounts, funded through the Social Security payroll
tax. The Administration has also embraced the concept of progressive indexing, which would significantly con-
tribute to the solvency of the system by partially indexing the growth of benefits for higher-wage workers to infla-
tion rather than wage growth.
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Medicare: The Long-Range Challenge

Medicare finances health insurance for tens of millions of Americans, including most of the nation’s seniors and
many individuals with disabilities. It is composed of two programs: Hospital Insurance (HI) or Part A, which cov-
ers medical expenses relating to hospitalization and other institutional care, and Supplementary Medical Insur-
ance (SMI) or Part B, which pays for physicians’ services and other related expenditures. Starting in 2006, Medi-
care began to offer a voluntary prescription drug benefit, Medicare Part D, which is funded out of the SMI Trust
Fund.

Like Social Security, HI is intended to be self-financing through dedicated taxes. According to the Medicare trust-
ees’ most recent report, the Trust Fund is projected to be depleted in 2019. Looking at the long run, the Medicare
actuaries project a 75-year unfunded obligation of Medicare’s HI trust fund of around $11.9 trillion (net present
value). However, this measure tells less than half the story, because it does not include the deficiency in Medi-
care’s Part B and Part D programs. The main source of dedicated revenues to the SMI Trust Fund is beneficiary
premiums, which generally cover about one-quarter of its expenses. SMI’s funding structure creates an enormous
financing gap for the program and is the largest contributor to the total Medicare program shortfall over the next
75 years of $34.1 trillion. Extending the horizon to perpetuity increases the total shortfall to $74.4 trillion. SMI’s
financing gap is covered by an unlimited tap on general revenues. According to the Medicare Trustees’ 2007 re-
port, “Within the next ten years, general revenue transfers are expected to constitute the largest single source of
income to the Medicare program as a whole—and would add significantly to the Federal Budget pressures.”

This bifurcated trust fund structure finances Medicare as if the program offers two separate, unrelated benefits,
instead of recognizing that Medicare provides related and complementary health care services to its beneficiaries.
The Medicare Prescription Drug, Improvement, and Modernization Act (MMA), which established Part D, also
took an important first step toward improving Medicare sustainability by requiring the Medicare Trustees’ Report
to include a new, comprehensive fiscal analysis of the program’s financing that highlights the amount of general
revenue transfers used to fund Medicare. If the percent of Medicare funding that is from general fund transfers
reaches 45 percent within the current or next six years of the projection (2007—-2013), the Trustees issue a finding
of “excess general revenue Medicare funding”. In their 2007 report, the Trustees found that general revenue fund-
ing would first reach the 45 percent level in fiscal year 2013, within the seven-year window. Because this finding
has been present in two consecutive Trustees’ reports, a “Medicare funding warning” has been triggered. With this
trigger, the MMA calls for the President to submit legislation to restore Medicare spending to sustainable levels,
but it does not mandate Congressional action.

The Budget proposes to strengthen the MMA provision by modestly slowing the rate of Medicare growth if the
MMA threshold is exceeded. The lower growth would be achieved through a four-tenths of a percent reduction to
all payments beginning the year the threshold is exceeded. The change would only take effect if the President and
Congress fail to agree on legislation to bring Medicare spending back into line with the threshold established by
the MMA. The reduction would grow by four-tenths of a percent every year the shortfall continues to occur. This
proposal would improve Medicare’s sustainability by slowing the rate of growth in spending.

The Social Security and Medicare Trustees’ Projec-
tions: In their annual reports and related documents,
the Social Security and Medicare trustees typically
present calculations of the 75-year actuarial imbalance
or deficiency for Social Security and Medicare under
current-law. The calculation covers current workers and
retirees, as well as those projected to join the program
within the next 75 years (this is the so-called “open-
group”; the “closed-group” covers only current workers
and retirees). These estimates measure the present
value of each program’s future benefits net of future
income. They are complementary to the flow projections
described in the preceding section, but unlike those pro-
jections they do not reflect the Administration’s pro-
posals to reform the Medicare program and the effects
those proposals would have. More recently, the trustees’

reports have included a projection of the deficiency in
perpetuity. This is the clearest way to see the total
imbalance in both programs.

The present value of the Social Security imbalance
over the next 75 years was estimated to be $6.8 trillion
as of January 1, 2007. The comparable estimate for
Medicare was $34.1 trillion. These estimates exclude
the trust fund balances because the balances do not
represent a source of funds for the Government from
a unified budget perspective. (The estimates in Table
13-3 were prepared by the Social Security and Medi-
care actuaries, and they are based on the intermediate
economic and demographic assumptions used for the
2007 trustees’ reports. These differ in some respects
from the assumptions used for the long-run budget pro-
jections described in the preceding section. Table 13-3
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would show a smaller imbalance if the economic as-
sumptions used for the budget had been used for the
calculations. In addition, because the estimates are on
the basis of current law, they do not reflect the Admin-
istration’s proposals to reform Medicare. Under the Ad-
ministration’s proposals, the Medicare actuaries esti-
mate that the imbalance would be reduced to about
$24 trillion.

Doing the calculations for a 75-year horizon under-
states the deficiencies, because the 75-year actuarial
calculations omit the large deficits that continue to
occur beyond the 75th year. The understatement is sig-
nificant, even though values in the distant future are
discounted by a large amount. Since 2004, the Social
Security and Medicare actuaries have also presented
the actuarial imbalances calculated in perpetuity with-
out assuming a fixed horizon. Table 13-3 shows how
much these distant benefits add to the programs’ imbal-
ances. For Social Security, the future imbalance in per-
petuity is $15.7 trillion and for Medicare it is $74.4
trillion as of January 1, 2007. (Again, the Medicare
estimate would be smaller if the effects of the Adminis-
tration’s policy proposals had been included in the cal-
culation.)

The imbalance estimated on a perpetuity basis is the
amount that the Government would have to raise in
the private capital markets to resolve the program’s
imbalance permanently (given current assumptions). If
nothing else changes, the estimated imbalance will
grow every year at approximately the rate of interest,
just as an unpaid debt grows with interest each year
it remains outstanding. For Social Security this implies
an increase of approximately $700 billion in 2007 and
growing amounts with every year that the imbalance
remains unaddressed.

Social Security: The current deficiency in Social Secu-
rity is essentially due to the fact that past and current
participants will receive more benefits than they have
paid for with taxes (calculated in terms of present val-
ues). By contrast, future participants—those who are
now under age 15 or not yet born—are projected to
pay in present value about $0.8 trillion more than they
will collect in benefits. In other words, the taxes that
future participants are expected to pay will be large
enough to cover the benefits due them under current
law, but not large enough to cover those benefits plus
the benefits promised to current program participants
in excess of the taxes paid by current program partici-
pants.

Medicare: Extending the horizon to perpetuity shows
that the benefits due future participants will eventually
exceed projected payroll tax receipts and premiums by
a huge margin. The projections into perpetuity shown
at the top of Table 13-3 reveal that total Medicare
benefits exceed future taxes and premiums by $74.4
trillion in present value. This is due to an expected
excess of benefits over taxes for both current partici-
pants and for future generations. Unlike Social Secu-
rity, the imbalance is not simply the inherited result
of a pay-as-you-go program that was never fully funded,

and which faces a demographic crunch. That is part
of the problem, but even more fundamental is the as-
sumption that medical costs continue to rise in excess
of general inflation so that medical spending increases
relative to total output in the economy.

General revenues have covered about 75 percent of
SMI program costs for many years, with the rest being
covered by premiums paid by the beneficiaries. In Table
13-3, only the receipts explicitly earmarked for financ-
ing these programs have been included. The
intragovernmental transfer is not financed by dedicated
tax revenues, and the share of general revenues that
would have to be devoted to SMI to close the gap in-
creases substantially under current law. Other Govern-
ment programs also have a claim on these general reve-
nues. From the standpoint of the Government as a
whole, only receipts from the public can finance expend-
itures.

A significant portion of Medicare’s actuarial defi-
ciency is caused by the rapid expected increase in fu-
ture benefits due to rising health care costs. Some,
perhaps most, of the projected increase in relative
health care costs reflects improvements in the quality
of care, although there is also evidence that medical
errors, waste, and excessive medical liability claims add
needlessly to costs. But even though the projected in-
creases in Medicare spending are likely to contribute
to longer life-spans and safer treatments, the financial
implications remain the same. As long as medical costs
continue to outpace the growth of GDP and other ex-
penditures, as assumed in these projections, the finan-
cial pressure on the budget will mount, and that is
reflected in the estimates shown in Tables 13-2 and
13-3.

The Trust Funds and the Actuarial Deficiency: The
fact that a special account or trust fund exists does
not necessarily mean that the Government saved the
money recorded there. The trust fund surpluses could
have added to national saving if overall government
borrowing from the public had actually been reduced
because of the trust fund accumulations. But it is im-
possible to know for sure whether this happened or
not.

At the time Social Security or Medicare redeems the
debt instruments in the trust funds to pay benefits
not covered by income, the Treasury will have to turn
to the public capital markets to raise the funds to fi-
nance the benefits, just as if the trust funds had never
existed. From the standpoint of overall Government fi-
nances, the trust funds do not reduce the future burden
of financing Social Security or Medicare benefits, and
for that reason, the trust funds are not netted against
future benefits in Table 13-3. The eventual claim on
the Treasury is better revealed by the difference be-
tween future benefits and future taxes or premiums.

In any case, trust fund assets remain small in size
compared with the programs’ future obligations and
well short of what would be needed to pre-fund future
benefits as indicated by the programs’ actuarial defi-
ciencies. Historically, Social Security and Medicare’s HI
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Table 13-3. SCHEDULED BENEFITS IN EXCESS OF FUTURE TAXES AND PREMIUMS—ACTUARIAL PRESENT VALUES
In Perpetuity as of January 1, in Trillions of Dollars

2004 2005 2006 2007
Social Security 11.9 12.8 15.3 15.7
MEBAICAIE ...ttt 1.9 68.4 70.8 74.4
Social Security aNd MEAICAIE ...ttt 73.8 81.2 86.0 90.3
Over a 75-Year Projection Period as of January 1, in Trillions of Dollars
2002 2003 2004 2005 2006 2007
Social Security:
Future benefits less future taxes for those age 62 and OVEr ..........ccccvercrineineincneinsineeeseeseeieeeeeene 41 4.3 45 4.9 5.3 5.9
Future benefits less future taxes for those age 15 10 B1 ... 72 74 8.0 8.7 9.6 10.4
Future benefits less taxes for those age 14 and under and those not yet born ..........ccocoviviivincninee -6.7 -6.8 -7.3 -7.9 -85 -9.5
Net present value for present and future PartiCiPantS .........cocvveeeerereerernsnrenrssssssesesesessessessesessees 46 49 5.2 5.7 6.4 6.8
Medicare:
Future benefits less future taxes for those age 65 and OVET .........cccvireniinreineieeineenneseeseeesisesenes 25 28 3.8 4.0 4.2 44
Future benefits less future taxes for those age 15 to 64 10.4 12.2 20.9 224 249 243
Future benefits less taxes for those age 14 and under and those not yet bormn .........ccocvveverniincnnnee 0.4 0.8 34 3.6 3.3 5.4
Net present value for present and future participants ... 13.3 15.8 28.1 29.9 32.3 341
Social Security and Medicare:
Future benefits less future taxes for those who have attained eligibility ..., 6.6 7.1 8.3 8.9 9.5 10.3
Future benefits less future taxes for those over age 15 who have not yet attained eligibility .............. 17.6 19.7 28.9 31.0 34.5 34.7
Future benefits less taxes for those age 14 and under and those not yet borm ..., -6.3 -6.0 -3.9 4.3 -5.3 4.1
Net present value for present and future partiCipants ..o 17.8 20.7 33.3 35.6 38.8 40.8

program were financed mostly on a pay-as-you-go basis,
whereby workers’ payroll taxes were immediately used
to pay retiree benefits. For the most part, workers’
taxes have not been used to pre-fund their own future
benefits, and taxes were not set at a level sufficient
to pre-fund future benefits had they been saved.

The Importance of Long-Run Measures in Evaluating
Policy Changes: Consider a proposed policy change in
which payroll taxes paid by younger workers were re-
duced by $100 this year while the expected present
value of these workers’ future retirement benefits were
also reduced by $100. The present value of future ben-
efit payments would decrease by the same amount as
the reduction in revenue. On a cash flow basis, how-
ever, the lost revenue occurs now, while the decrease

in future outlays is in the distant future beyond the
normal budget window, and the Federal Government
must increase its borrowing to make up for the lost
revenue in the meantime. If policymakers only focus
on the Government’s near-term borrowing needs, a re-
form such as this would appear to worsen the Govern-
ment’s finances, whereas the policy actually has a neu-
tral impact in the long run. Focusing on the Govern-
ment’s near-term borrowing alone, therefore, can lead
to a bias against policies that could improve the Federal
Government’s overall long-run fiscal condition. Taking
a longer view of policy changes and considering meas-
ures such as those in this chapter can correct for such
mistakes.

PART IV—TAX COMPLIANCE, NATIONAL WEALTH, AND SOCIAL INDICATORS

To obtain a full picture of the Government’s financial
condition it is necessary to examine a broad range of
additional information beyond the narrow list of Gov-
ernment-owned assets and liabilities. It is even nec-
essary to consider more information than is contained
in the long-term projections of the budget. This final
section presents a sample of such additional informa-
tion. It is intended to provide insight into the full range
of resources the Government can draw upon to meet
its long-term obligations and also to indicate in a sum-
mary way what the Nation obtains in exchange for
the resources it provides the Government.

The first piece of additional information is analysis
of compliance with the nation’s tax laws, the so-called
“tax gap.” The Government does not collect in a timely
manner all of the taxes it is legally owed, as explained
in detail below (along with some proposals to narrow
the gap). That discussion is followed by an investigation
of national wealth and the contributions the Federal
Government has made to the wealth of private persons
and other levels of government. The final section dis-
cusses a range of economic and social indicators.



13. STEWARDSHIP

197

Improving Tax Fairness and Federal Finances
through Better Tax Compliance

The Internal Revenue Service (IRS) collects over 95
percent of total Federal receipts, including $2.7 trillion
in 2007. However, not every dollar of tax legally owed
is actually paid. The great majority of taxpayers comply
with the law by filing returns and paying their taxes
on time, but some do not comply either because they
do not understand their obligations due to the com-
plexity of the tax law or because they seek to avoid
those obligations.

Tax Compliance: In 2006, the IRS released updated
results of its first large study in two decades of the
difference between taxes owed and taxes actually
paid—the “tax gap.” The IRS estimated that taxpayers
initially underpaid by $345 billion in 2001. This equates
to a voluntary compliance rate of 84 percent. Late pay-
ments and IRS enforcement action reduced this to a
net tax gap of $290 billion, raising the net compliance
rate to 86 percent. The Department of the Treasury
does not have estimates of the tax gap for the years
after 2001. It is possible, however, that lower tax rates
and more aggressive enforcement by the IRS have tend-
ed to decrease the gap

Due to changes in methodologies, comparisons be-
tween the 2001 estimates and those from earlier studies
should be made cautiously. However, it does appear
that the voluntary compliance rate has not changed
much since the 1980s. The IRS previously reported vol-

untary compliance rates of 87 percent in 1988, 86 per-
cent in 1985, and 84 percent in 1983. While the overall
compliance rate seems to have moved relatively little
over time, each one percentage point change signifi-
cantly impacts revenue. A one percentage point im-
provement would increase revenue by $21 billion per
year based on 2001 numbers.

The IRS compliance estimates, primarily based on
random audits of individuals and businesses, are not
precise, but give a good general sense of the size of
the tax gap and patterns in compliance. This sort of
information is critical for effectively targeting IRS en-
forcement programs to yield the greatest improvement
with the smallest cost and burden on taxpayers. The
IRS’ estimates are most accurate for underpayments
of known taxes as recorded in IRS financial systems,
and for individual income tax compliance studied
through the recent random National Research Program
(NRP) study. Non-filing estimates come from studies
of census data and are somewhat less precise. The
weakest portions of the IRS’ estimates are in areas
where no recent studies have been completed and the
IRS is relying on older data (e.g., for partnerships and
corporations).

Of the total tax gap, 83 percent comes from under-
reporting of tax liability (see chart). A significant por-
tion of the gap also comes from underpayment of known
tax debts and people who fail to file returns. Individual
income taxes, the largest source of Federal receipts,
account for 71 percent of the tax gap.

Chart 13-10. Sources of the Gross Tax Gap

Dollars in billions

Nonfiling $27

8%
Underpayment $33
10%

Underreporting of Liability $285
83%

The highest compliance rates come in areas where
the IRS has good information about income, because
it is reported by third parties (e.g., Form W-2 that
reports wage income from employers, and Form 1099
that reports various third party payments, including

interest from banks). The IRS estimates that 95 percent
of income with third-party reporting but no tax with-
holding (e.g., interest income, dividends) is declared on
taxpayer returns. Where there is tax withholding, as
in the case of most wages, nearly 99 percent of the
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amounts reported by payers is declared on taxpayer
returns.

Conversely, the rate of underpaid taxes is high for
income with little or no third-party reporting. For ex-
ample, an estimated 43 percent of the tax gap comes
from business income that should be reported on indi-
vidual returns (Forms 1040) but goes unreported to
the IRS (see Table 13-4).

Improving Tax Compliance: While the tax gap can
likely never be entirely eliminated, reducing the gap
by improving compliance is important because non-com-
pliant taxpayers impose unacceptable burdens on other
taxpayers and on Federal finances.

Table 13-4. SOURCES OF THE TAX GAP FROM INCOME

UNDERREPORTING
Contribu- | Percent
tion Share
to the of the
Tax Gap | Overall
in Dollars | Tax Gap
Business income underreported by individuals including small
DUSINESS OWNEIS .....ovviriciiise i 148 43
Non-business income underreporting and improper deductions
aNd CreditS ..o 88 26
Corporate income underreporting ... 30 9
Other UNderrepOrtiNg .........ceeeeerereierineireeiseeeeise e ssseeeees 19 6
Total Underreporting ... 285 84

The challenge is to find ways to improve compliance
without unduly burdening compliant taxpayers or the
economy. For example, as noted above, income that is
reported to the IRS by third parties is claimed on tax
returns at a far higher rate than other income. While
requiring third-party reporting of all income would like-
ly raise compliance levels, it would necessitate burden-
some new reporting requirements for individuals and
businesses. However, targeted income reporting re-
quirements in areas where the IRS is aware of abuse,
such as requiring the reporting of automated payments
to support business income claims, could increase com-
pliance and help reduce the tax gap.

Another approach to improving compliance would be
to change the tax code to remove tax benefits wherever
there is the potential for abuse. For example, generally
a taxpayer making payments to a trade or business
totaling $600 or more for services or determinable gains
in the course of a year is required to send an informa-
tion return to the IRS. However, there are certain ex-
ceptions for payments to corporations that have created
compliance loopholes. Elimination of these exceptions
by changing the tax code could increase compliance and
help reduce the tax gap. Finally, much higher audit
rates might improve compliance, but would be ex-
tremely expensive and unless properly targeted could
be unduly burdensome to honest taxpayers.

In 2006, the Department of the Treasury released
a comprehensive strategy to improve tax compliance.4
The strategy builds upon the demonstrated experience

4Treasury Department, A Comprehensive Strategy for Reducing the Tax Gap (September
26, 2006). See: http:/ |www.treas.gov / press [ releases [ reports | otptaxgapstrategy%20final.pdf

and current efforts of the Treasury Department and
IRS to improve compliance. The IRS has developed a
carefully targeted plan for reducing the tax gap, which
is aligned with the strategy and is detailed in a recent
report on improving voluntary compliance.> The Budget
provides a $358 million initiative in the IRS to more
vigorously implement this key strategy. Components of
the strategy include:

Reduce Opportunities for Evasion: The Administra-
tion will pursue carefully targeted tax law changes to
promote compliance while causing minimal taxpayer
burden and IRS cost increases. The Budget includes
16 legislative proposals, such as expanding third party
information reporting where it can be done with accept-
able levels of taxpayer burden (e.g., requiring brokers
to report the cost basis for certain securities’ sales).
(See chapter 17, “Federal Receipts” for a full description
of these legislative proposals.)

Multi-Year Commitment to Research: Improved re-
search on tax gap causes and potential remedies, and
compliance rates for different segments of taxpayers,
will help the IRS target its enforcement and service
programs to achieve the greatest possible impact at
the lowest cost

Investments in Information Technology: Modernized
computer systems will give IRS staff the tools they
need to improve efficiency, service and compliance. The
IRS now receives more than half of all individual tax
returns electronically, and aims to continue increasing
this rate.

Improve  Compliance  Activities: Through re-
engineering and selected funding increases the IRS will
improve the effectiveness of its enforcement efforts. En-
forcement efforts yielded a record $59.2 billion in 2007,
an increase of 20 percent over 2006.

Taxpayer Service: Improved service will help tax-
payers avoid unintentional errors and will make filing
easier. Improved telephone service, new internet tools,
and increases in electronic filing have already helped
taxpayers file more accurate returns with less effort.
The IRS answers more than 80 percent of all phone
calls with answer accuracy rates greater than 90 per-
cent. This is a significant improvement from the 1990s,
when approximately 60-65 percent of calls were an-
swered with accuracy rates around 80 percent.

Reform and Simplify the Tax Law: Simplifying the
tax law will reduce unintentional errors caused by a
lack of understanding. Simplification will also reduce
the opportunities for intentional evasion and make it
easier for the IRS to administer the tax laws.

Coordinate with Partners and Stakeholders: Closer
coordination is needed between the IRS and State and
foreign governments to share information and compli-
ance strategies. Closer coordination is also needed with
practitioner organizations, including bar and accounting
associations, to maintain and improve mechanisms to
ensure that advisors provide appropriate tax advice.

5IRS, Reducing the Federal Tax Gap: A Report on Improving Voluntary Compliance
(August 2, 2007). See: http://www.irs.gov/pub/irs-news/tax_gap_report_final 080207 _
linked.pdf
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The IRS also relies on volunteer groups to serve tax-
payer needs, and in 2007 the IRS added 16 new Low
Income Taxpayer Clinics where volunteers help tax-
payers who cannot afford representation obtain access
to competent assistance in meeting their obligations.

Collectively these efforts will reduce the tax gap and
improve the fiscal situation of the Government. Equally
important, better compliance will improve the fairness
of the tax system by ensuring all taxpayers pay their
fair share. Implementation depends on effective IRS
leadership, to improve factors such as technology in-
vestments and reengineering processes, as well as the
active support of the Congress to implement tax law
changes and provide needed funding for these improve-
ments.

National Wealth

The Government relies on private wealth to support
its activities. It also contributes to that wealth. Unlike
a private corporation, the Federal Government rou-
tinely invests in ways that do not add directly to its
assets. For example, Federal grants are frequently used
to fund capital projects by State or local governments
for highways and other purposes. Such investments are
valuable, but they are not owned by the Federal Gov-
ernment and would not show up on a balance sheet
for the Federal Government. It is true, of course, that
to the extent these investments encourage economic
growth, they augment future tax receipts. The return
on investment that comes back to the Government in
the form of higher taxes, however, is far less than what
a private investor would require before undertaking a
similar investment.

The Federal Government also supports education and
research and development (R&D). These outlays con-
tribute to future productivity and are analogous to in-
vestments in physical capital. Indeed, economists have
computed stocks of human and knowledge capital to
reflect the accumulation of such investments. Nonethe-
less, such hypothetical capital stocks are obviously not
owned by the Federal Government, nor would they ap-
pear on a balance sheet.

To show the importance of these kinds of issues,
Table 13-5 presents a national balance sheet. It in-
cludes estimates of national wealth classified into three
categories: physical assets, education capital, and R&D
capital. The Federal Government has made contribu-
tions to each of these types of capital, and these con-
tributions are shown separately in the table. At the
same time, the private wealth shown in Table 13-5
generates future income and tax receipts, which finance
future public activities. The Nation’s wealth sets the
ultimate limit on the resources available to the Govern-
ment.

The table shows that Federal investments are respon-
sible for about 7 percent of total national wealth includ-
ing education and research and development. This may
seem like a small fraction, but it represents a large
volume of capital: $7.5 trillion. The Federal contribution
is down from 10 percent in 1960. Much of this decline

reflects the relative shrinkage in the stock of defense
capital, which has fallen from around 34 percent of
GDP in 1960 to under 6 percent in 2007.

Physical Assets: The physical assets in the table in-
clude private stocks of plant and equipment, office
buildings, residential structures, land, and the Govern-
ment’s physical assets such as military hardware and
highways. Automobiles and consumer appliances are
also included in this category. The total amount of such
capital is vast, $64.8 trillion in 2007, consisting of $55.1
trillion in private physical capital and $9.7 trillion in
public physical capital (including capital funded by
State and local governments); by comparison, GDP was
around $14 trillion in 2007. The Federal Government’s
contribution to this stock of capital includes its own
physical assets of $2.8 trillion plus $1.5 trillion in accu-
mulated grants to State and local governments for cap-
ital projects. The Federal Government has financed
over 20 percent of all the physical capital held by other
levels of government.

Education Capital: Economists have developed the
concept of human capital to reflect the notion that indi-
viduals and society invest in people as well as in phys-
ical assets. Investment in education is a good example
of how human capital is accumulated. Table 13-5 in-
cludes an estimate of the stock of capital represented
by the Nation’s investment in formal education and
training. The estimate is based on the cost of replacing
the years of schooling embodied in the U.S. population
aged 15 and over; in other words, the goal is to measure
how much it would cost to reeducate the U.S. workforce
at today’s prices (rather than at the original cost). This
is more meaningful economically than the historical
cost of schooling, and is comparable to the methods
used to estimate the physical capital stocks presented
earlier.

Although this is a relatively crude measure, it does
provide a rough order of magnitude for the current
value of the investment in education. According to this
measure, the stock of education capital amounted to
$52 trillion in 2007, of which about 3 percent was fi-
nanced by the Federal Government. The total stock
of education capital was roughly the same in value
as the Nation’s private stock of physical capital. The
main investors in education capital have been State
and local governments, parents, and students them-
selves.

Even broader concepts of human capital have been
proposed. Not all useful training occurs in a schoolroom
or in formal training programs at work. Much informal
learning occurs within families or on the job, but meas-
uring its value is very difficult. Labor compensation,
however, amounts to about two-thirds of national in-
come with the other third attributed to capital and
thinking of total labor income as the product of human
capital suggests that the total value of human capital
would be two times the estimated value of physical
capital if human capital earned a similar rate of return.
Thus, the estimates offered here are in a sense conserv-
ative, because they reflect only the costs of acquiring
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formal education and training, which is why they are
referred to as education capital rather than human cap-
ital. They constitute that part of total human capital
that can be attributed to formal education and training.

Research and Development Capital: Research and de-
velopment can also be thought of as an investment,
because R&D represents a current expenditure that is
made in the expectation of earning a future return.
After adjusting for depreciation, the flow of R&D invest-
ment can be added up to provide an estimate of the
current R&D stock.® That stock is estimated to have
been $3.7 trillion in 2007. Although this represents a
large amount of research, it is a relatively small portion
of total National wealth. Of this stock, 38 percent was
funded by the Federal Government.

Liabilities: When considering how much the United
States owes as a Nation, the debts that Americans owe
to one another cancel out. Table 13-5 only shows net
totals for the Nation. Gross debt is important even
though it does not appear in Table 13-5. The amount
of debt owed by Americans to other Americans can
exert both positive and negative effects on the economy.
Americans’ willingness and ability to borrow have
helped fuel the current expansion by supporting con-
sumption and housing purchases. On the other hand,
unsound lending practices could be a risk to future
growth, if they undermine confidence in borrowers’ abil-
ity to repay their debts.

Table 13-5. NATIONAL WEALTH
(As of the end of the fiscal year, in trillions of 2007 dollars)
1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2006 2007
ASSETS
Publicly Owned Physical Assets:

Structures and Equipment 2.3 2.6 3.3 4.0 43 45 5.0 5.4 6.2 7.6 8.1 8.1

Federally Owned or FiNANCEA ........c.ovuureerrrireiriireesisreiesseseesssssesseseesensens 1.3 14 16 1.8 1.8 2.1 2.2 2.4 24 2.6 2.7 2.7
Federally OWNEA ... sssssssessesesses s ssessesseans 1.2 1.2 1.2 1.2 1.1 1.3 1.3 1.3 1.2 1.2 1.2 1.2
Grants to State & Local Governmnts 0.2 0.2 0.4 0.6 0.7 0.8 0.9 1.0 1.2 1.4 1.5 1.5
Funded by State & Local GOVEMMNLS ........cccccocvmmmivnnreirinnsiiienisnsiissiienns 1.0 1.2 17 23 25 2.4 2.7 3.1 3.8 5.0 5.4 5.3
Other Federal Assets 05 05 0.5 0.6 0.9 1.0 0.9 0.6 0.9 1.4 1.5 1.6
SUDIOTAL oottt 2.8 3.1 3.8 47 5.2 55 5.8 6.1 74 9.0 9.6 9.7

Privately Owned Physical Assets:

Reproducible Assets 79 9.1 111 14.3 18.6 19.7 225 24.9 30.3 36.8 38.0 38.2
Residential Structures 3.1 36 43 55 75 77 8.8 10.1 12.6 16.8 17.3 17.4
Nonresidential Plant & Equipment 3.1 35 45 5.9 7.6 8.4 9.4 10.2 12.4 14.2 14.8 14.8
INVENTOMIES ...vuveeircrcieiieises ettt 0.8 0.9 1.0 13 1.6 15 1.6 1.6 1.8 1.9 2.0 2.0
CONSUMET DUFADIES ....oocvvveereeenreiereiie it ssiesseens 1.0 1.1 14 1.6 2.0 22 27 3.0 36 39 39 4.0

Land ....... 24 28 32 4.2 6.4 73 76 56 87 13.7 15.1 16.9

Subtotal ........... 10.3 11.9 14.4 185 25.0 271 30.1 30.6 39.0 50.4 53.2 55.1
Education Capital:

Federally FINANCE ..........ovvuerriereriireriiiecesisessiessisssssssssssssssssssessssseesessessssnes 0.1 0.1 0.3 0.4 0.6 0.7 0.9 1.1 1.4 1.6 1.7 1.8
Financed from Other Sources 6.5 8.8 11.9 15.0 19.2 22.5 278 327 418 476 485 50.2
SUBOTAL .oeoveereriereeieeeieii sttt 6.6 8.9 12.2 155 19.8 232 28.6 337 432 49.2 50.2 51.9

Research and Development Capital:
Federally Financed R&D 0.2 0.4 0.6 0.6 0.7 0.8 0.9 1.1 1.2 1.3 14 14
R&D Financed from Other Sources 0.2 0.2 0.3 0.4 05 0.7 1.0 1.3 1.7 2.1 22 2.3
SUBOTAL .oeoveereriereiieii it 0.3 0.6 0.9 1.1 1.2 15 1.9 23 29 34 36 37
Total Assets 20.0 24.6 31.2 39.7 51.3 57.3 66.4 727 92.2 1121 116.5 120.4
Net Claims of Foreigners on U.S. (+) -0.1 -0.2 -0.2 -0.1 -0.4 0.1 0.9 1.7 34 5.9 76 8.3
Net Wealth 20.2 24.8 314 39.8 51.7 57.2 65.5 71.0 88.9 | 106.1 1089 | 11241

ADDENDA:

Per Capita Wealth (thousands of 2007 dollars) 112 128 153 185 227 240 261 266 314 357 363 370

Ratio of Wealth to GDP (in percent) 672 657 695 779 844 783 767 735 754 800 802 802

Total Federally Funded Capital (trils 2007 dollars) 21 24 29 3.4 4.0 4.6 49 5.1 5.8 7.0 7.3 7.6

Percent of National Wealth 10.4 9.7 9.3 8.6 7.7 8.0 75 72 6.5 6.6 6.7 6.8

6R&D depreciates in the sense that the economic value of applied research and develop-
ment tends to decline with the passage of time, as still newer ideas move the technological
frontier.
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Table 13-6. TRENDS IN NATIONAL WEALTH

(Average Annual Rates in Percent)

1960-07 1960-1973 | 1973-1995 | 1995-2007
Real GDP ............. 33 43 2.8 3.1
Net National Wealth ..... 3.7 4.6 3.1 3.9
Private Physical Wealth ... 3.6 3.9 2.7 5.0
Nonresidential Plant and EQUIDMENt ........c.ccoviiininiirinicseseeeses 3.4 41 3.1 3.2
Residential SIUCIUIES ..ot 3.7 4.0 3.1 4.6
CONSUMET DUFBDIES ....vvviverrireerceserieesseeserieesieesess st 3.1 3.6 3.2 2.3
Public Physical WEEIN ... 2.7 3.3 1.6 3.9
NEE EAUCALION ...ttt 45 5.9 41 3.7
NBE RED ..ottt 5.2 8.6 39 39

The only debts that show up in Table 13-5 are the
debts Americans owe to foreigners for the investments
that foreigners have made in the United States. Amer-
ica’s net foreign debt has been increasing rapidly in
recent years because of the imbalance in the U.S. cur-
rent account. Last year, the current account deficit de-
clined for the first time in several years, but it remains
very high compared with historical experience. Even
so, the size of the net foreign debt is relatively small
compared with the total stock of U.S. assets. In 2007,
it amounted to 7 percent of total assets including edu-
cation and R&D capital.

Federal debt does not appear explicitly in Table 13-5
because much of it consists of claims held by Ameri-
cans; only that portion of the Federal debt which is
held by foreigners is included along with the other
debts to foreigners. Comparing the Federal Govern-
ment’s net liabilities with total national wealth how-
ever, does provide another indication of the relative
magnitude of the imbalance in the Government’s ac-
counts. Federal net liabilities, as reported in Table
13-1, amounted to 6 percent of net U.S. wealth as
shown in Table 13-5. Prospectively, however, Federal
liabilities are a much larger share of national wealth,
as indicated by the long-run projections described in
Part III.

Trends in National Wealth

The net stock of wealth in the United States at the
end of 2007 was $112 trillion, about eight times the
size of GDP. Since 1960, it has increased in real terms
at an average annual rate of 3.7 percent per year. It
grew very rapidly from 1960 to 1973, at an average
annual rate of 4.6 percent per year, slightly faster than
real GDP grew over the same period. Between 1973
and 1995 growth slowed, as real net wealth grew at
an average rate of just 3.1 percent per year, which
paralleled the slowdown in real GDP growth over this
period. Since 1995 the rate of growth in U.S. real
wealth has picked up. Net wealth has been growing

at an average rate of 3.9 percent since 1995. Produc-
tivity growth has also accelerated since 1995, following
a slowdown from 1973 to 1995.

The net stock of privately owned nonresidential plant
and equipment accounts for about 27 percent of all
privately owned physical assets. In real terms, it grew
3.4 percent per year on average from 1960 to 2007.
It grew especially rapidly from 1960 to 1973, at an
average rate of 4.1 percent per year. Since 1973 it
has grown more slowly, averaging around 3.1 percent
per year. Plant and equipment has grown at roughly
the same rate over the last ten years compared with
1973-1995. The real value of privately owned residen-
tial structures and the land they occupy have grown
much more rapidly in real value since 1995 than from
1973 to 1995, while the stock of consumer durables
has grown less rapidly.

The accumulation of education capital has averaged
4.5 percent per year since 1960. Its growth also slowed
down between 1973 and 1995. It grew at an average
rate of 5.9 percent per year in the 1960s, 2.0 percentage
points faster than the average rate of growth in private
physical capital during the same period. Since 1995,
education capital has grown at a 3.7 percent annual
rate. This reflects both the extra resources devoted to
schooling in this period, and the fact that such re-
sources have been increasing in economic value. R&D
stocks have grown at an average rate of 3.8 percent
per year since 1995.

Other Federal Influences on Economic Growth

Federal investment decisions, as reflected in Table
13-5, obviously are important, but the Federal Govern-
ment also affects wealth in ways that cannot be easily
captured in a formal presentation. The Federal Re-
serve’s monetary policy affects the rate and direction
of capital formation, and Federal regulatory and tax
policies also affect how capital is invested, as do the
Federal Government’s credit and insurance policies.
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TABLE 13-7. ECONOMIC AND SOCIAL INDICATORS

Calendar Years 1960 1970 1980 1990 1995 2000 2005 2006 2007
Economic:
Living Standards:
Real GDP per person (2000 dollars) ' ..........ccveeeveermerrneeererers 13,840 18,392 22,666 28,429 30,128 34,755 37,052 37,752 38,238
average annual percent change (5-year trend) ..., 0.6 2.3 2.6 2.3 1.2 2.9 1.3 1.7 1.9
Real Disposable Personal Income Per Capita (2000 dollars) ... 9,735 13,563 16,940 21,281 22,153 25,469 27,436 28,005 28,664
average annual percent change (5-year trend) ..........ccc...... 1.2 3.2 2.1 1.8 0.8 2.8 1.5 1.7 1.8
Median Income: All Households (2006 dollars) ... N/A 39,604 41,258 44,778 44,764 49,163 47,845 48,201 N/A
average annual percent change (5-year trend) ..., N/A N/A 1.0 1.2 0.0 1.9 -0.5 0.0 N/A
Income Share of Lower 60 percent of All Households ............. 31.8 32.3 31.2 29.3 28.0 27.3 26.6 26.5 N/A
Poverty Rate (%) 2 ..o tseissesseseisseessneens 22.2 12.6 13.0 13.5 13.8 1.3 12.6 12.3 N/A
Economic Security:
Civilian Unemployment (%) 5.5 49 7.1 55 5.6 4.0 5.1 4.6 4.6
CPI-U (percent Change) 1.7 5.7 135 5.4 2.8 34 34 3.2 2.8
Payroll Employment Increase (Millions) ........cccovvevnevrerereiennnn. -04 -04 0.3 0.3 2.2 1.9 25 2.3 1.3
Managerial or Professional Jobs (percent of civilian employ-
MENE) N/A N/A N/A 29.2 32.0 33.8 34.7 34.9 35.5
Wealth Creation:
Net National Saving Rate (percent of GDP)3 .......ccccovvvruninnee 10.6 8.3 74 4.4 41 5.9 1.0 1.9 1.5
Innovation:
Patents Issued to U.S. Residents (thousands) ...........cccveeenen. 42.3 50.6 40.8 52.8 64.4 96.9 82.6 102.2 N/A
Multifactor Productivity (average 5 year percent change) ......... 1.0 0.8 0.8 0.6 0.6 1.1 1.8 1.9 N/A
Nonfarm Output per Hour (average 5 year percent change) 3 1.8 2.1 1.1 1.6 1.5 25 3.0 2.7 2.2
Environment:
Air Quality:
Nitrogen Oxide Emissions (millions of tons) ..........ccccccecunuence 18 27 27 26 25 23 19 N/A N/A
Sulfur Dioxide Emissions (millions of tonS) ........ccccecvvevrevenee 22 31 26 23 19 16 15 N/A N/A
Carbon Monoxide (millions of tONS) .......ccvverreererrercrireireinens N/A 197 178 144 120 102 89 N/A N/A
Lead Emissions (thousands of toNS) .........ccccouererneiniencinienns N/A 221 74 5 4 3 N/A N/A N/A
Greenhouse Gas Emissions (mil metric tons cabron equiva-
lent) N/A N/A N/A 6,147 6,471 6,978 7,181 7,076 N/A
Water Quality:
Population Served by Secondary Treatment or Better (mil-
lIONS) ottt N/A 85 N/A 162 174 179 N/A N/A N/A
Social:
Families:
Children Living with Mother Only (percent of all children) .... 9.2 11.6 18.6 216 24.0 223 234 24.0 N/A
Safe Communities:
Violent Crime Rate (per 100,000 population) 4 160.0 364.0 597.0 729.6 684.5 506.5 469.0 4735 N/A
Murder Rate (per 100,000 population)4 ........... 5.1 7.8 10.2 9.4 8.2 5.5 5.6 5.7 N/A
Murders (per 100,000 Persons Age 14 to 17)4 N/A N/A 5.9 9.8 11.0 4.8 48 N/A N/A
Health:
Infant Mortality (per 1000 Live Births) .........ccoccvevrmrervvenenns 26.0 20.0 12.6 9.2 76 6.9 6.8 6.6 N/A
Low Birthweight [<2,500 gms] Babies (%) ....c.cccovervreerrrvernenes 7.7 7.9 6.8 7.0 7.3 7.6 8.2 8.3 N/A
Life Expectancy at birth (Years) .......c.cceveneneinneencrnnnn 69.7 70.8 737 754 75.8 77.0 779 N/A N/A
Cigarette Smokers (percent population 18 and older) .......... N/A 39.2 33.0 25.3 246 23.1 20.9 20.8 N/A
Overweight (percent population 20-74 with Body-Mass
Index) greater than 2.5) ... 445 475 472 54.6 60.7 65.0 66.3 66.3 N/A
Learning:
High School Graduates (percent of population 25 and
older) 44.6 55.2 68.6 77.6 81.7 84.1 85.2 85.5 N/A
College Graduates (percent of population 25 and older) ..... 8.4 11.0 17.0 21.3 23.0 25.6 276 28.0 N/A
National Assessment of Educational Progress 5
Reading 17-year 0lds ..........ccouvenveenermnmernceneeirecrenecseneens N/A N/A 285.0 290.0 288.0 2874 N/A N/A N/A
Mathematics 17-year 0ldS ........cccovermmrrneernerirnerireeenennns N/A N/A 299.0 305.0 306.5 307.8 N/A N/A N/A
Participation:
Individual Charitable Giving per Capita (2000 dollars) .......... 281 381 373 465 449 692 652 N/A N/A
(Y €lECHON YA ..ot (1960) (1972) (1980) (1984) (1988) (1992) (2000) (2004) | ...ooovernnnne
Voting for President (percent eligible population) .................. 62.8 55.1 52.8 53.3 50.3 55.2 50.3 555 | e

1 Forecast data are used for the fourth quarter of 2007.

2The poverty rate does not reflect noncash government transfers such as Medicaid or food stamps.

32007 through Q3 only.

4Not all crimes are reported, and the fraction that go unreported may have varied over time.

5Data for some years are interpoated.
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Social Indicators

There are certain broad responsibilities that are
unique to the Federal Government. Especially impor-
tant are preserving national security, fostering healthy
economic conditions including sound economic growth,
promoting health and social welfare, and protecting the
environment. Table 13-7 offers a rough cut of informa-
tion that can be useful in assessing how well the Fed-
eral Government has been doing in promoting the do-
mestic portion of these general objectives.

The indicators shown in Table 13—-7 are only a subset
drawn from the vast array of available data on condi-
tions in the United States. In choosing indicators for
this table, priority was given to measures that were
consistently available over an extended period. Such
indicators make it easier to draw comparisons and es-
tablish trends. In some cases, however, this meant
choosing indicators with significant limitations.

The individual measures in this table are influenced
to varying degrees by many Government policies and
programs, as well as by external factors beyond the
Government’s control. They do not measure the out-
comes of Government policies, because they generally
do not show the direct results of Government activities,
but they do provide a quantitative measure of the
progress or lack of progress toward some of the ultimate
values that Government policy is intended to promote.

Such a table can serve two functions. First, it high-
lights areas where the Federal Government might need
to modify its current practices or consider new ap-
proaches. Where there are clear signs of deteriorating
conditions, corrective action might be appropriate. Sec-
ond, the table provides a context for evaluating other
data on Government activities. For example, Govern-
ment actions that weaken its own financial position
may be appropriate when they promote a broader social
objective. The Government cannot avoid making such
trade-offs because of its size and the broad ranging
effects of its actions. Monitoring these effects and incor-
porating them in the Government’s policy making is
a major challenge.

Some of the trends in these indicators turned around
in the 1990s. Perhaps, most notable has been the turn-
around in the crime rate. After reaching a peak in
the early 1990s, violent crime fell by a third. The turn-
around was especially dramatic in the murder rate,
which has been lower since 1998 than at any time
since the 1960s, although the last three years have
seen an uptick. The 2001 recession had a negative effect
on some of these indicators: unemployment rose and
real GDP growth declined, but as the economy recov-
ered income growth revived. Indeed, productivity
growth, the best indicator of future changes in the
standard of living, has continued to grow at the higher
rate reached in the late 1990s.

TECHNICAL NOTE: SOURCES OF DATA AND
METHODS OF ESTIMATING

Long-Range Budget Projections

The long-range budget projections are based on demo-
graphic and economic assumptions. A simplified model
of the Federal budget, developed at OMB, is used to
compute the budgetary implications of these assump-
tions.

Demographic and Economic Assumptions: For the
years 2008-2018, the assumptions are drawn from the
Administration’s economic projections used for the 2009
Budget. These budget assumptions reflect the Presi-
dent’s policy proposals. The economic assumptions are
extended beyond this interval by holding inflation, in-
terest rates, and the unemployment rate constant at
the levels assumed in the final year of the budget fore-
cast. Population growth and labor force growth are ex-
tended using the intermediate assumptions from the
2007 Social Security trustees’ report. The projected rate
of growth for real GDP is built up from the labor force
assumptions and an assumed rate of productivity
growth. Productivity growth is assumed to equal the
average rate of growth in the Budget’s economic as-
sumptions.

¢ CPI inflation holds stable at 2.3 percent per year;
the unemployment rate is constant at 4.8 percent;
and the yield on 10-year Treasury notes is steady
at 5.3 percent.

e Real GDP per hour, a measure of productivity,
grows at the same average rate as in the Adminis-
tration’s medium-term projections—2.2 percent
per year.

e Consistent with the demographic assumptions in
the trustees’ reports, U.S. population growth slows
from around 1 percent per year to about half that
rate by 2030, and slower rates of growth beyond
that point. Annual population growth is only 0.3
percent at the end of the projection period in 2080.

e Real GDP growth declines because of the slow-
down in population growth and the increase in
the population over age 65, who supply less work
effort than younger people do. Historically, real
GDP has grown at an average yearly rate of 3.4
percent. In these projections, average real GDP
growth declines to around 2.5 percent per year.

The economic and demographic projections described
above are set by assumption and do not automatically
change in response to changes in the budget outlook.
This is unrealistic, but it simplifies comparisons of al-
ternative policies.

Budget Projections: For the period through 2013, re-
ceipts follow the budget’s policy projections. After 2013,
receipts are assumed to return gradually to their share
of GDP over the last 40 years, 18.3 percent, and to
remain at that lower share over the long run. Discre-
tionary spending follows the policies in the Budget over
the next ten years and grows at the rate of growth
in nominal GDP afterwards. Other spending also aligns
with the Budget through the budget horizon, except
for the proposal to incorporate personal accounts in So-
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cial Security. Long-run Social Security spending is pro-
jected by the Social Security actuaries using this Chap-
ter’s long-range assumptions. Medicare benefits are pro-
jected based on the estimates in the 2007 Medicare
trustees’ report, adjusted for differences in the assumed
inflation rate and the growth rate in real GDP per
capita, and further adjusted for the estimated long-
run effects of the Administration’s policy proposals.
Federal pensions are derived from the most recent actu-
arial forecasts available at the time the budget was
prepared, repriced using Administration inflation as-
sumptions. Medicaid outlays are based on the economic
and demographic projections in the model. Other enti-
tlement programs are projected based on rules of thumb
linking program spending to elements of the economic
and demographic projections such as the poverty rate.

Federally Owned Assets and Liabilities

Financial Assets: The principal source of data is the
Federal Reserve Board’s Flow-of-Funds Accounts.

Fixed Reproducible Capital: Estimates were devel-
oped from the OMB historical data base for physical
capital outlays and software purchases. The data base
extends back to 1940 and was supplemented by data
from other selected sources for 1915-1939. The source
data are in current dollars. To estimate investment
flows in constant dollars, it was necessary to deflate
the nominal investment series. This was done using
chained price indexes for Federal investment from the
National Income and Product Accounts. The resulting
capital stocks were aggregated into nine categories and
depreciated using geometric rates roughly following
those used by the Bureau of Economic Analysis in its
estimates of physical capital stocks.

Fixed Nonreproducible Capital: Historical estimates
for the value of Federal land holdings in the period
1960-1985 were drawn from estimates in Michael J.
Boskin, Marc S. Robinson, and Alan M. Huber, “Gov-
ernment Saving, Capital Formation and Wealth in the
United States, 1947-1985,” published in The Measure-
ment of Saving, Investment, and Wealth, edited by Rob-
ert E. Lipsey and Helen Stone Tice (The University
of Chicago Press, 1989). Estimates were updated using
changes in the value of private land from the Flow-
of-Funds Balance Sheets and from the Agriculture De-
partment for farm land. The value of Federal oil and
natural gas deposits were based on data for proved
reserves from the Department of Energy valued at con-
temporary market prices for oil and gas.

Inventories: Recent years data are from the Financial
Report of the United States Government . For the period
prior to 1995, data are from the Bureau of Economic
Analysis.

Debt Held by the Public: Treasury data.

Insurance and Guarantee Liabilities: Sources of data
are the OMB Pension Guarantee Model and OMB esti-
mates based on program data. Historical data on liabil-
ities for deposit insurance were also drawn from CBO’s
study, The Economic Effects of the Savings and Loan
Crisis, issued January 1992.

Pension and Post-Employment Health Liabilities: The
accrued liabilities for Federal retiree pensions and re-
tiree health insurance along with the liability for Vet-
erans disability compensation were derived from the
Financial Report of the United States Government (and
the Consolidated Financial Statement for some earlier
years). Prior to 1976, the values were extrapolated.

Other Liabilities: The source of data for trade
payables and miscellaneous liabilities is the Federal
Reserve’s Flow-of-Funds Accounts. The Financial Re-
port of the United States Government was the source
for benefits due and payable.

Environmental Liabilities: The source of data for en-
vironmental liabilities was the Financial Report of the
United States Government for 2007 and previous years.
Prior to 1994, the estimates were extrapolated assum-
ing a constant ratio to GDP.

National Balance Sheet

Publicly Owned Physical Assets: Basic sources of data
for the federally owned or financed stocks of capital
are the Federal investment flows described in Chapter
6. Federal grants for State and local government capital
are added, together with adjustments for inflation and
depreciation in the same way as described above for
direct Federal investment. Data for total State and local
government capital come from the revised capital stock
data prepared by the Bureau of Economic Analysis ex-
trapolated for 2007.

Privately Owned Physical Assets: Data are from the
Flow-of-Funds national balance sheets and from the pri-
vate net capital stock estimates prepared by the Bureau
of Economic Analysis extrapolated for 2007 using in-
vestment data from the National Income and Product
Accounts.

Education Capital: The stock of education capital is
computed by valuing the cost of replacing the total
years of education embodied in the U.S. population 15
years of age and older at the current cost of providing
schooling. The estimated cost includes both direct ex-
penditures in the private and public sectors and an
estimate of students’ forgone earnings, i.e., it reflects
the opportunity cost of education. Estimates of students’
forgone earnings are based on the minimum wage for
high-school students and year-round, full-time earnings
of 18-24 year olds for college students. These year-
round earnings are reduced by 25 percent because stu-
dents are usually out of school three months of the
year. Yearly earnings by age and educational attain-
ment are from the Bureau of the Census.

For this presentation, Federal investment in edu-
cation capital is a portion of the Federal outlays in-
cluded in the conduct of education and training. This
portion includes direct Federal outlays and grants for
elementary, secondary, and vocational education and
for higher education. The data exclude Federal outlays
for physical capital at educational institutions because
these outlays are classified elsewhere as investment
in physical capital. The data also exclude outlays under
the GI Bill; outlays for graduate and post-graduate edu-
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cation spending in HHS, Defense and Agriculture; and
most outlays for vocational training. The Federal share
of the total education stock in each year is estimated
by averaging the prior years’ shares of Federal edu-
cation outlays in total education costs.

Data on investment in education financed from other
sources come from educational institution reports on
the sources of their funds, published in U.S. Depart-
ment of Education, Digest of Education Statistics.
Nominal expenditures were deflated by the implicit
price deflator for GDP to convert them to constant dol-
lar values. Education capital is assumed not to depre-
ciate, but to be retired when a person dies. An edu-
cation capital stock computed using this method with
different source data can be found in Walter McMahon,
“Relative Returns to Human and Physical Capital in
the U.S. and Efficient Investment Strategies,” Econom-
ics of Education Review, Vol. 10, No. 4, 1991. The meth-
od is described in detail in Walter McMahon, Invesi-
ment in Higher Education, Lexington Books, 1974.

Research and Development Capital: The stock of R&D
capital financed by the Federal Government was devel-
oped from a data base that measures the conduct of
R&D. The data exclude Federal outlays for physical
capital used in R&D because such outlays are classified
elsewhere as investment in federally financed physical
capital. Nominal outlays were deflated using the GDP
deflator to convert them to constant dollar values.

Federally funded capital stock estimates were pre-
pared using the perpetual inventory method in which
annual investment flows are cumulated to arrive at
a capital stock. This stock was adjusted for depreciation
by assuming an annual rate of depreciation of 10 per-
cent on the estimated stock of applied research and
development. Basic research is assumed not to depre-
ciate. These are the same assumptions used in a study
published by the Bureau of Labor Statistics estimating
the R&D stocks financed by private industry (U.S. De-

partment of Labor, Bureau of Labor Statistics, “The
Impact of Research and Development on Productivity
Growth,” Bulletin 2331, September 1989). Chapter 6
of this volume contains additional details on the esti-
mates of the total federally financed R&D stock, as
well as its national defense and nondefense compo-
nents.

A similar method was used to estimate the stock
of R&D capital financed from sources other than the
Federal Government. The component financed by uni-
versities, colleges, and other nonprofit organizations is
estimated based on data from the National Science
Foundation, Surveys of Science Resources. The indus-
try-financed R&D stock component is estimated from
that source and from the U.S. Department of Labor,
“The Impact of Research and Development on Produc-
tivity Growth,” Bulletin 2331, September 1989.

Experimental estimates of R&D capital stocks have
been prepared by BEA. The results are described in
“A Satellite Account for Research and Development,”
Survey of Current Business , November 1994. These
BEA estimates are lower than those presented here
primarily because BEA assumes that the stock of basic
research depreciates, while the estimates in Table 13-4
assume that basic research does not depreciate. BEA
also assumed a slightly higher rate of depreciation for
applied research and development, 11 percent, com-
pared with the 10 percent rate used here.

Sources of Data and Assumptions for
Estimating Social Indicators

The main sources for the data in this table are the
Government statistical agencies. The data are all pub-
licly available, and can be found in such general sources
as the annual Economic Report of the President and
the Statistical Abstract of the United States, or from
the respective agencies’ web sites.
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The National Income and Product Accounts (NIPAs)
are an integrated set of statistics prepared by the De-
partment of Commerce that measure aggregate U.S.
economic activity. Because the NIPAs include Federal
transactions and are widely used in economic analysis,
it is important to understand the differences between
the NIPAs’ distinctive presentation of Federal trans-
actions and that of the budget.

The main purpose of the NIPAs is to measure the
Nation’s total production of goods and services, known
as gross domestic product (GDP), and the incomes gen-
erated in its production. GDP excludes intermediate
product to avoid double counting. Government con-
sumption expenditures along with government gross in-
vestment—State and local as well as Federal—are in-
cluded in GDP as part of final output, together with
personal consumption expenditures, gross private do-
mestic investment, and net exports of goods and serv-
ices (exports minus imports).

Not all government expenditures are counted in GDP.
Social benefits, grants to State and local governments,
subsidies, and interest payments—are not purchases of
final output and are therefore not included in GDP;
however, these transactions are recorded in the NIPA
government account that records current receipts and
expenditures (including depreciation on government
gross investment) because all of these affect the govern-
ment’s claim on economic resources.

Federal transactions are included in the NIPAs as
part of the government sector.! The Federal subsector
is designed to measure certain important economic ef-
fects of Federal transactions in a way that is consistent
with the conceptual framework of the entire set of inte-
grated accounts. The NIPA Federal subsector is not
itself a budget, because it is not a financial plan for
proposing, determining, and controlling the fiscal activi-
ties of the Government. For example, it omits from
its current receipts and current expenditures certain
“capital transfers” that are recorded in the budget.
NIPA concepts also differ in many other ways from
budget concepts, and therefore the NIPA presentation
of Federal finances is significantly different from that
of the budget.

Differences between the NIPAs and the Budget

Federal transactions in the NIPAs are measured ac-
cording to NIPA accounting concepts and as a result
they differ from the budget in netting and grossing,
timing, and coverage. These differences cause current
receipts and expenditures in the NIPAs to differ from
total receipts and outlays in the budget, albeit by rel-

1The other subsector of the NIPA government sector is a single set of transactions for
all U.S. State and local units of government, treated as a consolidated entity.

atively small amounts.2 Differences in timing and cov-
erage also cause the NIPA measure of net Federal Gov-
ernment saving to differ from the budget surplus or
deficit. Unlike timing and coverage differences, netting
and grossing differences have equal effects on receipts
and expenditures and thus have no effect on net Gov-
ernment saving. The NIPAs also combine transactions
into different categories from those used in the budget.

Netting and grossing differences arise because the
budget records certain transactions as offsets to outlays
that are recorded as current receipts in the NIPAs (or
vice versa). The budget treats as governmental receipts
all income that comes to the Government due to its
sovereign powers—mainly, but not exclusively, taxes.
The budget offsets against outlays any income that
arises from voluntary business-type transactions with
the public. The NIPAs generally follow this concept as
well, and income to Government revolving accounts
(such as the Government Printing Office) is offset
against their expenditures. However, the NIPAs have
a narrower definition of “business-type transactions”
than does the budget. Rents and royalties, and some
regulatory or inspection fees, which are classified as
offsets to outlays in the budget, are recorded in the
NIPAs as Government receipts (income receipts on as-
sets and current transfer receipts, respectively). The
NIPAs include Medicare premiums as Government re-
ceipts, while the budget classifies them as business-
type transactions (offsetting receipts). In addition, the
NIPAs treat the net surplus of Government enterprises
as a component of current receipts.

In the budget, any intragovernmental income paid
from one account to another is offset against outlays
rather than being recorded as a receipt so that total
outlays and receipts measure only transactions with
the public. For example, Government contributions for
Federal employee social insurance (such as Social Secu-
rity) are offset against outlays. In contrast, the NIPAs
treat the Federal Government like any other employer
and show contributions for Federal employee social in-
surance as expenditures by the employing agencies and
as governmental (rather than offsetting) receipts. The
NIPAs also impute certain transactions that are not
recorded explicitly in the budget. For example, unem-
ployment benefits for Federal employees are financed
by direct appropriations rather than social insurance
contributions. The NIPAs impute the social insurance
contributions to the expenditures of employing agen-
cies—again, treating the Federal Government like any
other employer.

20ver the period 1994-2007, NIPA current expenditures averaged 3.6 percent higher
than budget outlays, while NIPA current receipts averaged 2.5 percent higher than budget
receipts.
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Timing differences for receipts occur because the
NIPAs generally record business taxes when they ac-
crue, while the budget generally records all receipts
when they are received. Thus the NIPAs attribute cor-
porations’ final settlement payments back to the quar-
ter(s) in which the profits that gave rise to the tax
liability occurred. The delay between accrual of liability
and Treasury receipt of payment can result in signifi-
cant timing differences between NIPA and budget
measures of receipts for any given accounting period.

Timing differences also occur for expenditures. When
the first day of a month falls on a weekend or holiday,
monthly benefit checks normally mailed on the first
day of the month may be mailed out a day or two
earlier; the budget then reflects two payments in one
month and none the next. As a result, the budget totals
occasionally reflect 13 monthly payments in one year
and only 11 the next. NIPA expenditure figures always
reflect 12 benefit payments per year, giving rise to a
timing difference compared to the budget.

Coverage differences arise on the expenditure side be-
cause of the NIPA treatment of Government invest-
ment. The budget includes outlays for Federal invest-
ments as they are paid, while the NIPA Federal current
account excludes current investments but includes a
depreciation charge on past investments (“consumption
of general government fixed capital”) as part of “current
expenditures.” The inclusion of depreciation on fixed
capital (structures, equipment and software) in current
expenditures can be thought of as a proxy for the serv-
ices that capital renders; i.e., for its contribution to
Government output of public services. The depreciation
charge is not a full reflection of capital services, how-
ever, since it does not include the net return to capital
that in a private corporation would appear as interest
income or profit. The NIPAs would need to include an
imputed interest charge for government capital to as-
sure a fully parallel treatment.

Certain items in the budget are excluded from the
NIPA Federal current account because they are related
to the acquisition or sale of assets, and not linked to
current consumption or income. Examples include Fed-
eral investment grants to State and local governments,
investment subsidies to business, lump sum payments
to amortize the unfunded liability of the Uniformed
Services Retiree Health Care Fund and the new Postal
Service Retiree Health Benefits Fund, and forgiveness
of debt owed by foreign governments. Likewise, estate
and gift taxes, included in budget receipts, are excluded
from NIPA current receipts as being capital transfers.
They also exclude the proceeds from the sales of non-
produced assets such as land. Bonuses paid on Outer
Continental Shelf oil leases and proceeds from broad-
cast spectrum auctions are shown as offsetting receipts
in the budget and are deducted from budget outlays.
In the NIPAs these transactions are excluded from the
Federal current account as an exchange of assets with
no current production involved. The NIPAs are not
strictly consistent in this interpretation, however, since
they do include in total revenues the taxation of capital

gains. Also unlike the budget, the NIPAs exclude trans-
actions with U.S. territories.

The treatment of Government pension plan income
and outgo creates a coverage difference. Whereas the
budget treats employee payments to these pension
plans as governmental receipts, and employer contribu-
tions by agencies as offsets to outlays because they
are intragovernmental, the NIPAs treat employer con-
tributions as personal income and employee payments
as a transfer of income within the household sector,
in the same way as it treats contributions to pension
plans in the private (household) sector. Likewise, the
budget records a Government check to a retired Govern-
ment employee as an outlay, but under NIPA concepts,
no Government expenditure occurs at that time; the
payment is treated (like private pension payments) as
a transfer of income within the household sector.

Financial transactions such as loan disbursements,
loan repayments, loan asset sales, and loan guarantees
are excluded from the NIPAs on the grounds that such
transactions simply involve an exchange of assets rath-
er than current production, income, or consumption.
In contrast, under the Federal Credit Reform Act of
1990, the budget records the estimated subsidy cost
of the direct loan or loan guarantee as an outlay at
the time when the loan is disbursed. The cash flows
with the public are recorded in nonbudgetary accounts
as a means of financing the budget rather than as
budgetary transactions. This treatment recognizes that
a Federal direct loan is an exchange of assets with
equal value after allowing for the subsidy to the bor-
rower implied by the terms of the loan. It also recog-
nizes the subsidy element in loan guarantees. In the
NIPAs, these subsidies are not recognized. The NIPAs,
like the budget, include all interest transactions with
the public, including interest received by and paid to
the loan financing accounts; and both the NIPAs and
the budget include administrative costs of credit pro-
gram operations.

Deposit insurance outlays for resolving failed banks
and thrift institutions are similarly excluded from the
NIPAs on the grounds that there are no offsetting cur-
rent income flows from these transactions. In 1991, this
exclusion was the largest difference between the NIPAs
and the budget and made NIPA net Government saving
a significantly smaller negative number than the budg-
et deficit that year. In subsequent years, as assets ac-
quired from failed financial institutions were sold, these
collections tended to make the budget deficit a smaller
negative figure than NIPA net Federal Government
saving.

Federal Sector Current Receipts

Table 14-1 shows the NIPA classification of Federal
current receipts in five major categories and four of
the subcategories used to measure taxes, which are
similar to the budget categories but with some signifi-
cant differences.

Current tax receipts is the largest category of current
receipts, and its personal current taxes subcategory—
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Table 14-1. FEDERAL TRANSACTIONS IN THE NATIONAL INCOME AND PRODUCT ACCOUNTS, 1998-2009
(In billions of dollars)
Estimate
Description 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
2008 2009
CURRENT RECEIPTS
Current tax receipts 9| 1,1652| 1,305.6 | 1,266.9 | 1,089.7 | 1,065.9| 1,113.8| 1,3289| 15155 1,644.0| 1,555.0| 1,701.6
Personal current taxes ... 814.1 868.5 987.4 993.8 851.1 781.7 778.7 914.1| 1,037.8| 1,149.3| 1,079.3 | 12344
Taxes on production and imports ...........c.cceeene. 80.7 825 87.8 86.4 86.4 89.1 93.2 98.1 99.0 100.5 102.2 103.0
Taxes on corporate income ........ 205.9 207.9 2235 179.5 144.7 186.8 232.7 305.0 367.6 380.5 360.9 351.7
Taxes from the rest of the world 5.2 6.2 6.8 71 7.4 8.3 9.3 11.7 111 13.7 12.6 12.6
Contributions for government social insurance ..... 604.4 642.2 687.8 713.8 729.6 749.9 795.1 843.4 887.6 937.2 981.0 | 1,032.8
Income receipts on assets 22.3 20.9 24.3 26.4 213 214 237 249 243 25.9 26.0 28.3
Current transfer receipts .......... 21.0 21.8 24.9 26.5 255 247 27.7 11.0 35.0 35.7 37.7 42.4
Current surplus of government enterprises ........... =+ 0.3 -1.3 -6.5 -1.1 25 0.2 -5.2 -3.7 -1.9 -04 -0.2
Total current receipts ...........cccoevrruun. 1,753.5| 1,850.3 | 2,0412 | 2,027.1 | 1,865.0 | 1,864.4| 1,960.6 | 2,203.0 | 2,458.7 | 2,641.0| 2,599.2 | 2,805.0
CURRENT EXPENDITURES
Consumption expenditures 452.9 469.5 496.0 519.7 575.5 648.0 706.6 757.9 800.3 841.6 912.1| 1005.6
Defense 301.3 307.2 321.2 335.7 368.4 4245 470.4 507.8 532.1 568.0 604.7 679.0
Nondefense 151.6 162.3 174.8 184.0 207.1 2235 236.2 250.2 268.2 273.6 307.4 326.6
Current transfer payments ... 940.3 976.3| 1,023.2| 1,108.0| 1,216.6| 13089 | 1,3775| 1,462.8| 15484 | 1,644.1| 1,738.2| 1,808.8
Government social benefits 716.4 733.0 762.7 823.6 900.9 956.3 | 1,005.1| 1,071.6| 1,1545| 1241.0| 1,311.5] 1,377.3
Grants-in-aid to State and local governments .. 209.9 227.7 2441 268.2 296.7 329.3 347.6 359.5 360.8 370.8 390.9 398.2
Other transfers to the rest of the world ............ 14.0 15.7 16.4 16.3 19.0 232 247 31.7 33.1 322 35.9 33.4
Interest payments 299.7 285.9 283.3 267.9 2349 214.6 216.8 243.1 284.1 302.8 319.2 338.0
SubsSidies ... 33.6 36.1 49.6 53.7 37.9 46.1 435 55.0 52.7 45.6 52.5 45.9
Wage disbursements €SS aCCIUalS ..........oouvereinee [errvenrnerens [renerrenenns | v v [eeeenenes [ | s s [ [ | s [
Total current expenditures ..................... 1,726.5 | 1,767.8 | 1,852.0| 1,949.3| 2,064.9| 22176 | 2,344.4| 25189 | 2,685.6 | 2,834.0| 3,022.0| 3,198.3
Net Federal Government saving ............ 27.0 82.4 189.2 778 | -199.9| -353.2| -3838| -3158| -226.9| -193.0| -422.7| -393.3
ADDENDUM: TOTAL RECEIPTS AND
EXPENDITURES
Current receipts ........coceeen. 1,753.5| 1,850.3 | 2,0412 | 2,027.1 | 1,865.0 | 1,864.4| 1,960.6 | 2,203.0 | 2,458.7 | 2,641.0| 2,599.2 | 2,805.0
Capital transfer receipts 23.9 27.6 28.8 28.2 26.4 21.7 247 24.6 27.7 25.8 26.5 26.1
Total receipts 1,7774 | 18779 | 2,070.1| 2,055.3| 1,891.3| 1,886.1 | 1,985.3 | 2,227.6 | 2,486.4 | 2,666.8| 2,625.8 | 2,831.1
Current expenditures 1,726.5| 1,767.9 | 1,8520 | 1,949.3 | 2,0649| 22176 | 2,3444| 25189 | 2,685.6| 2,834.0| 3,022.0 | 3,198.3
Net investment:
Gross government investment:
Defense ......ccocovevennnee 45.4 46.5 48.5 49.9 54.5 59.0 65.1 72.3 77.2 81.9 94.0 95.5
Nondefense 29.7 31.9 32.2 30.3 32.6 33.3 33.6 35.9 40.5 38.4 39.2 39.2
Less: Consumption of fixed capital:
Defense 59.8 59.7 60.2 60.3 60.4 61.4 63.4 67.0 7.2 74.9 78.1 81.3
Nondefense ......... 22.9 245 26.5 21.7 28.2 28.7 29.3 30.8 32.6 334 36.8 39.9
Capital transfer payments ....... 28.2 31.3 39.3 39.8 443 62.0 62.9 66.0 69.2 76.7 91.4 95.2
Net purchases of nonproduced assets .................. -5.3 -17 -0.3 -0.9 0.3 * 0.1 -0.7 -0.3 -13.6 -15.5 -25
Total expenditures ..o, 1,741.8| 1,791.8 | 1,885.1 | 1,980.3 | 2,108.0 | 2,281.9| 2,4135| 25945 | 2,768.4 | 2,909.0 | 3,116.2 | 3,304.5
Net lending or net borrowing (<) .......... 35.7 86.1 185.0 750 -216.7| -3958| -4281| -366.9| -281.9| -2422| -4904| -4735

*$50 million or less.

composed primarily of the individual income tax—is the
largest single subcategory. The NIPAs’ taxes on cor-
porate income subcategory differs in classification from
the corresponding budget category primarily because
the NIPAs include the deposit of earnings of the Fed-
eral Reserve System as corporate income taxes, while
the budget treats these collections as miscellaneous re-

ceipts. (The timing difference between the NIPAs and
the budget is especially large for corporate receipts.)
The taxes on production and imports subcategory is
composed of excise taxes and customs duties.
Contributions for Government social insurance is the
second largest category of current receipts. It differs
from the corresponding budget category primarily be-
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cause: (1) the NIPAs include Federal employer contribu-
tions for social insurance as a governmental receipt,
while the budget offsets these contributions against out-
lays as undistributed offsetting receipts; (2) the NIPAs
include premiums for Parts B and D of Medicare as
governmental receipts, while the budget nets them
against outlays; (3) the NIPAs treat Government em-
ployee contributions to their pension plans as a transfer
of personal income within the household sector (as if
the pension system were private), while the budget in-
cludes them in governmental receipts; and (4) the
NIPAs impute employer contributions for Federal em-
ployees’ unemployment insurance and workers’ com-
pensation.

The income receipts on assets category consists main-
ly of interest payments received on Government direct
loans (such as student loans) and rents and royalties
on Outer Continental Shelf oil leases. The current
transfer receipts category consists primarily of deposit
insurance premiums, fees, fines and other receipts from
both individuals and businesses, less insurance settle-
ments from the National Flood Insurance Program—
virtually all of which are netted against outlays in the
budget. The current surplus (or deficit) of Government
enterprises category is the profit or loss of “Government
enterprises,” such as the Postal Service, which are busi-
ness-type operations of Government that usually appear
in the budget as public enterprise revolving funds. De-
preciation (consumption of enterprise fixed capital) is
netted in calculating the current surplus of Government
enterprises.

Federal Sector Current Expenditures

Table 14-1 shows the five major NIPA categories for
current expenditures and five subcategories, which dif-
fer greatly from the corresponding budget categories.

Government consumption expenditures consist of
goods and services purchased by the Federal Govern-
ment, including compensation of employees and depre-
ciation on fixed capital. Gross investment (shown
among the addendum items in Table 14-1) is thus ex-
cluded from current expenditures and does not figure
in computing net Government saving on a NIPA basis,
whereas depreciation—charges on federally-owned fixed
capital—(“consumption of general government fixed
capital”) is included. The NIPAs treat State and local
investment and capital consumption in the same way—
regardless of the extent to which it is financed with
Federal aid (capital transfer payments) or from State
and local own-source receipts.

Although gross investment is not included in Govern-
ment current expenditures, Government gross invest-
ment is included in total GDP along with current con-
sumption expenditures (including depreciation), which
makes the treatment of the government sector in the
NIPAs similar to that of the private sector. Investment
includes structures, equipment, and computer software.

The largest expenditure category consists mainly of
current transfer payments for Government income secu-
rity and health benefits, such as Social Security and

Medicare. Payment of pension benefits to former Gov-
ernment employees is not included, as explained pre-
viously. Grants-in-aid to State and local governments
help finance a range of programs, including income se-
curity, Medicaid, and education (but capital transfer
payments for construction of highways, airports, waste-
water treatment plants, and mass transit are excluded).
“Current transfer payments to the rest of the world
(net)” consists mainly of grants to foreign governments.

Interest payments consist of the interest paid by the
Government on its debt (excluding debt held by trust
funds, other than Federal employee pension plans; and
other Government accounts). Where the budget nets
interest received on loans against outlays, the NIPAs
treat it as current receipts.

Subsidies consist of subsidy payments for resident
businesses (excluding subsidies for investment). NIPA
subsidies do not include the imputed credit subsidies
estimated as budget outlays under credit reform. Rath-
er, as explained previously loans and guarantees are
excluded from the NIPAs except for associated interest
and fees.

Wage disbursements less accruals is an adjustment
that is necessary to the extent that the wages paid
in a period differ from the amount earned in the period.

Differences in the Estimates

Since the introduction of the unified budget in Janu-
ary 1968, NIPA current receipts have been greater than
budget receipts in most years. This is due principally
to grossing differences and the fact that estate and
gift taxes, which the NIPAs exclude as capital transfers,
have been roughly matched by Medicare premiums,
which the NIPAs include as a governmental receipt
but the budget treats as an offsetting receipt. (In the
budget, offsetting receipts are not included in the gov-
ernmental receipts total but instead are netted against
the outlay total.) Since 1986, NIPA current expendi-
tures have usually been higher than budget outlays
(from which the Medicare premiums and employer re-
tirement contributions are netted out as offsetting re-
ceipts); despite the omission from NIPA expenditures
of capital transfer grants and pension benefit payments
to former Government employees.

Two components of budget outlays, however, are
sometimes sufficiently large in combination to exceed
the usual netting and grossing adjustments. These are
financial transactions and net investment (the dif-
ference between gross investment and depreciation).
Large outlays associated with resolving the failed sav-
ings and loan associations and banks in 1990 and 1991
caused those year’s budget outlays to exceed NIPA cur-
rent expenditures. With the change in budgetary treat-
ment of direct loans in 1992 under credit reform, the
cost of direct loans to the public recorded in the budget
has been reduced bringing it closer to the NIPA treat-
ment. Disbursement and repayment of loans made since
that time are recorded outside the budget; only credit
subsidies are recorded as budget outlays, unlike the
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Table 14-2. RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR, NIPA’s
Estimate
Description 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
2008 2009
RECEIPTS
Budget receipts ......c.overreeereerieerneeeneriseeienns 1,722.0 | 1,827.6| 2,0255| 1,991.4 | 18534 | 17825| 1,880.3| 2,153.9 | 2,407.3| 2,568.2 | 2,521.2 | 2,699.9
Contributions to government employee retire-

ment plans -4.3 -4.5 -4.8 -4.7 -4.6 -4.6 -4.6 -4.5 4.4 -4.3 -4.7 -4.8
Capital transfers received ..........ccocoevererrereennn. -23.9 -27.6 -28.8 -28.2 -26.3 -21.7 —24.7 —24.6 -27.7 —25.8 -26.5 -26.1
Other coverage differences .........cocevevveneeces -5.8 -7.0 -8.0 -7.9 -89 -9.0 -10.4 -11.3 -11.7 -12.3 -132 -143
Netting and grossing 64.5 65.7 70.6 69.9 77.0 85.1 89.7 75.0 108.3 1175 127.9 140.0
Timing differenCes .......ccvceeevvmeeeerernerireesneeiens 1.1 -39 -132 67| -256 32.1 30.3 144| -13.0 2.4 5.4 10.1

NIPA current receipts ...........ccccomerrcenenenn. 1,75635 | 1,850.3 | 2,041.2| 2,027.1| 1,865.0 | 1,864.4| 1,960.6 | 2,203.0| 2,458.7 | 2,641.0 | 2,599.2 | 2,805.0

EXPENDITURES
Budget outlays ... 1,652.7 | 1,702.0 | 1,789.2| 18632 | 2,011.2| 2,160.1 | 2,293.0 | 2,472.2| 2,655.4| 2,730.2 | 2,931.2| 3,107.4
Government employee retirement plan trans-

ACHONS .ot 31.3 32.1 31.7 315 33.7 33.1 335 39.4 421 411 51.2 55.7
Deposit insurance and other financial trans-

ACHONS .ot -741 -6.1 -9.0 -6.2 -6.7 2.1 0.4 74 -34 127 21.7 13.3
Capital transfer payments ................ -28.2 -31.3 -35.1 -39.8 -44.1 -45.4 -46.4 —47.7 -51.2 -76.7 -91.4 -95.2
Net purchases of nonproduced assets . 5.3 1.7 0.3 0.9 -0.3 = -0.1 0.7 0.3 13.6 15.5 25
Net investment ........cccocervrrenininnnns 7.6 5.7 6.0 7.9 14 -2.3 6.1 -10.3 -13.9 -11.8 -18.4 -135
Other coverage differences ........... 1.0 2.7 4.0 7.9 -0.6 -135 -21.3 -26.5 -38.4 -6.3 -125 7.2
Netting and grossing differences .. 64.5 65.7 70.6 69.9 77.0 85.1 89.7 75.0 108.3 117.5 127.9 140.0
Timing differences .........coccveveeens -0.7 -4.7 -5.6 14.3 -6.7 -16 1.6 89| -136 137 -3.3 -4.6

NIPA current expenditures ... 1,7265| 1,767.8| 1,852.0 | 1,949.3| 2,064.9 | 22176 | 2,344.4| 25189 | 2,685.6 | 2,834.0 | 3,022.0| 3,198.3

ADDENDUM
Budget surplus or deficit (=) .....ocoveeererirenirrcnnnes 69.3 125.6 236.2 1282 -157.8| -3776| -4127| -3183| -2482| -162.0| -410.0| -4074
NIPA net Federal Government saving .............. 27.0 82.4 189.2 778 | -1999| -3532| -383.8| -3158| -2269| -193.0| -422.7| -393.3

*$50 million or less.

NIPAs which do not include this element of government
expenditure.

Every year during the period 1975-1992, the budget
deficit exceeded in absolute value net Federal Govern-
ment saving as measured in the NIPAs. The largest
difference, $78.8 billion, occurred in 1991 as a result
of resolving failed financial institutions as discussed
above; the budget deficit was then —$269.2 billion, while
the NIPA net Government saving was —$190.5 billion.
In 1993-2002, NIPA net Federal Government saving
exceeded the budget deficit in absolute value when the
budget was in deficit and fell short of the budget sur-
plus during the years the budget was in surplus. For
2003-2006, and again for 2009, the NIPA net Federal
Government saving was, or is estimated to be, smaller

than the budget deficit in absolute value, while for 2007
and 2008 the reverse is the case.

Table 14—1 displays Federal transactions using NIPA
concepts with actual data for 1998-2007 and estimates
for 2008 and 2009 consistent with the Administration’s
budget proposals. Table 14-2 summarizes the reasons
for differences between the data. Annual NIPA data
for 1948-2009 are published in Section 14 of a separate
budget volume, Historical Tables, Budget of the U.S.
Government, Fiscal Year 2009.

Detailed estimates of NIPA current receipts and ex-
penditures consistent with the budget and including
quarterly estimates will be published in a forthcoming
issue of the Department of Commerce publication, Sur-
vey of Current Business and on the Bureau of Economic
Analysis website at www.bea.doc.gov / bea [ pubs.htm.






BUDGET REFORM PROPOSALS

213






15. BUDGET REFORM PROPOSALS

The budget process should be transparent, account-
able, and orderly. The current budget process needs
reforms to achieve these goals. No one change can fix
the budget process, and process alone cannot address
important fiscal issues. Nevertheless, process changes
can be a key factor in the effort to control spending.
Starting with A Blueprint for New Beginnings and con-
tinuing with subsequent budgets, this Administration
has consistently proposed changes to the budget proc-
ess, as well as an extension with changes to key provi-
sions of the Budget Enforcement Act (BEA) of 1990,
as amended, that are designed to improve budget deci-
sions and outcomes. This chapter updates the Adminis-
tration’s previous proposals and describes additional re-
forms proposed by the Administration.

Controlling Entitlements and Other Mandatory
Spending

Mandatory Spending Control.—The Administration
proposes to require that all legislation that changes
mandatory spending, in total, does not increase the def-
icit. The five-year impact of any proposals affecting
mandatory spending would continue to be scored. Legis-
lation that increases the current year and the budget
year deficit would trigger a sequester of direct spending
programs. The proposal does not apply to changes in
taxes and does not permit mandatory spending in-
creases to be offset by tax increases. This proposal effec-
tively applies a pay-as-you-go requirement to manda-
tory spending. Table 15-1 displays the President’s man-
datory spending proposals that would be subject to this
requirement.

Long-term Unfunded Obligations.—The Administra-
tion proposes new measures to address the long-term
unfunded obligations of Federal entitlement programs.

As discussed in Chapter 13 of this volume, “Steward-
ship,” spending by the Government’s major entitlement
programs, particularly Social Security and Medicare,
is projected to rise in the next few decades to levels
that cannot be sustained, either by those program’s
own dedicated financing or by general revenues. The
Administration’s proposed measures are designed to
begin addressing these challenges.

In the Medicare Modernization Act (MMA) of 2003,
Congress provided for a more comprehensive review of
the Medicare program’s finances and required the Medi-
care trustees to issue a warning when general revenue
Medicare funding is projected to exceed 45 percent of
Medicare’s total expenditures. The President’s Budget
proposes to build on this reform by requiring an auto-
matic reduction in the rate of Medicare growth if the
MMA threshold is exceeded. The Medicare funding
warning was triggered in the 2007 Medicare Trustees’
Report because, for the second year in a row, general
revenue expenditures are projected to exceed the
threshold within the next six years. If action is not
taken to keep this threshold from being exceeded, the
reduction would begin as a four-tenths of a percent
reduction to all payments to providers in the year the
threshold is exceeded, and would grow by four-tenths
of a percent every year the shortfall continued to occur.
This provision is designed to encourage the President
and the Congress to reach agreement on reforms to
slow Medicare spending and bring it back into line
with the threshold established by the MMA.

Social Security’s Disability Insurance (DI) program
provides disability insurance coverage and benefits to
America’s workers. DI outlays have grown as a percent-
age of all Federal budget outlays from about 2.0 percent
in 1990 to an estimated 3.7 percent in 2008. The Budg-
et projects DI outlays will continue to increase as a

Table 15-1. MANDATORY PROPOSALS SUBJECT TO PAYGO
(Cost/Savings () in millions of dollars)

Proposals 2008 2009 2010 2011 2012 2013 2008-13
MEGICAIE ..vovcereeeerceierie ittt seninsnins | seeesssessenes -12,437 | -26,875 | -39,798 | -45,741 -53,384 | 178,235
State Children’s Health Insurance Program ..........ccvnenennenennns 2,260 3,005 4,010 4,680 5,315 19,270
MEGICAIT ...vevveeereicee ettt -1,767 -2,924 -3,758 -4,305 -4,671 -17,285
Pension Benefit Guaranty Corporation premiums .........c.ccccveeneennes -380 2,217 -2,093 2,127 -2,056 -8,873
Outlay effects of tax proposals ! .......cccccevereereneneineineireneseseiseens -37 3,082 2,570 1,973 1,249 8,837
Social Services BIOCK Grant ...........cocreneeerinemneineeseinssnesssnenins | sevveersenenes | evevenesssinees -1,445 -1,683 -1,700 -1,700 -6,528
Federal student aid programs ..........cccceerneeeinenimeseneneseneeeseeees 2,763 775 -801 -885 -859 6,083
Arctic National Wildlife Refuge 18aSing .......cocvereeneeneenernineinenes | ceveiverneies | e -3,502 -2 -503 -3 -4,010
Other PropoSalS ........cceiieiuernirnireireireeeeeese ettt bssbsis -1,140 -1,807 -920 -660 -1,809 6,484
TOAl oo -8 | -16263 | -33,458 | -42475| -49,268 | -57,918 | -199,391
Total, 2008 and 2009 .........coceurerrmreeeeererireeesereessesisesieenneees | eerneesesies 16,271 | v | e | v | e | e

1 Affects both receipts and outlays. Only the outlay effect is shown here. For receipt effects, see Table S-7 in the Budget volume.
Note: A more detailed list of the Administration’s mandatory proposals can be found in Table S-6 of the Budget volume.
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percentage of the Federal budget, along with escalating
annual cash deficits. The President’s Budget proposes
a Funding Warning to highlight the escalating and per-
sistent fiscal problems facing DI. If SSA’s actuaries
project a negative DI cash flow that is more than 10
percent of program cost for four consecutive years in
the upcoming 10 years, the Board of Trustees will issue
the warning in the annual Trustees Report.

In addition to this Medicare-specific control mecha-
nism and DI Funding Warning, the President’s Budget
proposes to establish a broader enforcement measure
to analyze the long-term impact of legislation on the
unfunded obligations of major entitlement programs
and to make it more difficult to enact legislation that
would expand the unfunded obligations of these pro-
grams over the long-run. These measures would high-
light proposed legislative changes that appear to cost
little in the short run but result in large increases
in the spending burdens passed on to future genera-
tions.

First, the Administration proposes a point of order
against legislation that worsens the long-term unfunded
obligation of major entitlements. The specific programs
covered would be those programs with long term actu-
arial projections, including Social Security, Medicare,
Federal civilian and military retirement, veterans dis-
ability compensation, and Supplemental Security In-
come. Additional programs would be added once it be-
comes feasible to make long-term actuarial estimates
for those programs.

Second, the Administration proposes new reporting
requirements to highlight legislative actions worsening
unfunded obligations. Under these requirements, the
Administration would report on any enacted legislation
in the past year that worsens the unfunded obligations
of the specified programs

Budget Discipline for Agency Administrative Ac-
tions.—A significant amount of Federal policy is made
via administrative action, which can increase Federal
spending, often on the order of tens of billions of dollars
in entitlement programs such as Medicare or Medicaid.
Although known costs are incorporated into the budget
baselines of various programs, agencies frequently ini-
tiate unplanned for and costly proposals. Often, these
costs are not reflected in the baseline, or are not accom-
panied by other actions that would pay for the proposed
change. This results in increased spending and deficits.

Controlling these costs is integral to the Administra-
tion’s commitment to reducing the deficit and enforcing
fiscal discipline. Toward that end, the Director of the
Office of Management and Budget issued on May 23,
2005 a memorandum to all Executive Branch agencies
implementing a budget-neutrality requirement on agen-
cy administrative actions affecting mandatory spending.
Discretionary administrative actions in entitlement pro-
grams, including regulations, program memoranda,
demonstrations, guidance to States or contractors, and
other similar changes to entitlement programs are gen-
erally required to be fully offset. This effectively estab-
lishes a pay-as-you-go requirement for discretionary ad-

ministrative actions involving mandatory spending pro-
grams. Exceptions to this requirement are only pro-
vided in extraordinary or compelling circumstances.

Controlling Discretionary Spending

Discretionary Caps.—The Administration proposes to
set limits for 2008 through 2013 on net discretionary
budget authority and outlays equal to the levels pro-
posed in the 2009 Budget. Legislation that exceeds the
discretionary caps would trigger a sequester of non-
exempt discretionary programs. Table 15-2 displays the
total levels of discretionary budget authority and out-
lays proposed for 2008 through 2013. This approach
would put in place a budget framework for the next
five years that ensures constrained, but reasonable
growth in discretionary programs. For 2008 through
2010, separate defense (Function 050) and nondefense
categories would be enforced. For 2011-2013, there
would be a single cap for all discretionary spending.

These discretionary levels do not reflect the Adminis-
tration’s proposal to replace aviation taxes that are cur-
rently recorded as governmental receipts with FAA user
fees that would be recorded as offsetting collections.
If this proposal is enacted, the Administration would
adjust discretionary spending levels downward for
2010-2013 by the amount of the proposal. In addition,
a separate category for transportation outlays financed
by dedicated revenues would be established for 2009.
The Administration would support expanding the de-
fense category to include all security programs and a
corresponding change to create a non-security category
to ensure resources are devoted to security programs
and are not diverted for other purposes.

Program Integrity Cap Adjustments.—An improper
payment occurs when Federal funds go to the wrong
recipient, the recipient receives an incorrect amount
of funds, or the recipient uses the funds in an improper
manner. Approximately 85 percent of improper pay-
ments are overpayments. The Administration has made
the elimination of improper payments a major focus.
Federal agencies have aggressively reviewed Federal
programs to evaluate the risk of improper payments
and have developed measures to assess the extent of
improper payments. Processes and internal control im-
provements have been initiated to enhance the accuracy
and integrity of payments and to report the results
of these efforts, pursuant to the Improper Payments
Information Act of 2002 (Pub. L. No. 107-300).

The results of the agencies’ assessments have been
aggregated into a Government-wide report entitled Im-
proving the Accuracy and Integrity of Federal Payments.
(The report can be found at www.whitehouse.gov/omb/
financial | fia—improper.html.) In 2007, the agencies re-
ported a total of $55 billion in improper payments. This
represents a 3.5 percent improper payment rate. Over
51 percent of those improper payments are in four pro-
grams: Medicare, Earned Income Tax Credit, Old-Age,
Survivors, and Disability Insurance, and Unemploy-
ment Insurance. This program integrity cap adjustment
initiative also captures IRS efforts to improve tax com-
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Table 15-2. DISCRETIONARY CAPS AND ADJUSTMENTS

(Amounts in billions of dollars)

20081 2009 2010 2011 2012 2013
Proposed Discretionary Spending Categories:
Defense Category (Function 050):
Budget authority .........ccoeviniriececceeseeeas 500.2 536.8 545.4 NA NA NA
OUAYS ovvvvreeercereireeseese it ses st ssssessnees 57741 576.0 545.4 NA NA NA
Nondefense Category:
Budget authority ..o 4412 449.8 451.3 NA NA NA
OUYS .ot esnsesseens 4845 487.3 518.2 NA NA NA
Discretionary Category:
Budget @UhOMtY .........ocveeereeeiceeirec s NA NA NA | 1,0045| 10175 | 1,029.5
OULYS .ovvvoevercerrierseeie et esnsesseens NA NA NA | 1,056.3 | 1,060.8 | 1,068.8
Proposed Cap Adjustments:
SSA Continuing Disability Reviews:
Budget authority .... NA 0.2 0.5 0.5 NA NA
OUHAYS .rvvrveerrererieceneese ettt sessssenns NA 0.2 0.5 0.5 NA NA
IRS Tax Enforcement:
Budget authority ..o NA 0.5 0.7 1.0 NA NA
Outlays NA 0.5 0.7 1.0 NA NA
Health Care Fraud and Abuse Control:
Budget authority NA 0.2 0.2 0.2 NA NA
Outlays NA 0.2 0.2 0.2 NA NA
Unemployment Insurance Improper Payments:
Budget authority ..o NA 0.04 0.04 0.04 NA NA
OUHAYS .vvvveverreerieeeseesesi s NA 0.04 0.04 0.04 NA NA
Subtotal, Nondefense Category with Adjustments:
Budget authority ... 4412 450.8 452.8 NA NA NA
OUYS ..ottt 4845 488.2 519.7 NA NA NA
Highway Category:
OULYS .evvvveeercerrieeseeie et esnsesseens 38.5 40.0 NA NA NA NA
Mass Transit Category: 2
OUAYS ovovvreeercereireeeseese it sss st ssssessnees 8.7 9.4 NA NA NA NA
Total, All Discretionary Categories:
Budget authority ... 941.4 987.6 9982 | 1,0062 | 1,017.5| 1,029.5
OUHAYS vt eensssseees 1,1088 | 1,1136 | 1,065.1 | 1,058.0 | 1,060.8 | 1,068.8
Project BioShield Category:
Budget authority ... | i 2.2 | e | e | e | e
Memorandum: 2008 Enacted Emergencies
BUAGet QUEROMLY ..o 104.4

1The combined amounts of discretionary emergency budget authority provided in 2008 Appropriations Acts and Continuing Resolu-
tions are displayed separately to display the proposed year-to-year growth in base discretionary budget authority.

2|ncludes outlays from discretionary budget authority.

pliance. While not technically improper payments, the
challenges of tax compliance are similar to those of
the improper payments programs.

In the context of the Administration’s efforts to elimi-
nate improper payments, the Administration is pro-
posing adjustments for spending above a base level of
funding within the discretionary levels for several pro-
gram integrity initiatives, specifically for continuing
disability reviews (CDRs), redeterminations of eligi-
bility, and potentially two additional activities if they
are as cost-effective as redeterminations in the Social
Security Administration (SSA), Internal Revenue Serv-
ice (IRS) tax enforcement, the Health Care Fraud and
Abuse Control Program (HCFAC) in the Centers for
Medicare and Medicaid Services and Unemployment In-
surance improper payments in the Department of
Labor. These cap adjustments provide an effective way

to ensure that limited resources are applied to activities
that reduce errors and generate program savings.

In the past decade, there have been a variety of suc-
cessful statutory efforts to ensure dedicated resources
for program integrity efforts. These efforts include cap
adjustment funding for Social Security continuing dis-
ability reviews and integrity efforts associated with the
Earned Income Tax Credit (EITC). These initiatives
have led to increased savings for the Social Security
and Supplemental Security Income programs and an
increase in enforcement efforts in EITC. The Adminis-
tration’s proposed adjustments for program integrity ac-
tivities will total $968 million in budget authority in
2009, $1,466 million in budget authority in 2010 and
$1,777 million in budget authority in 2011.

The Administration continues to support a cap ad-
justment mechanism to promote spending on program
integrity efforts. However, statutory cap adjustments
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do not work well when the President and the Congress
do not have a cap or binding agreement on the top-
line for discretionary budget authority. Therefore, the
Administration is also asking that the Budget Commit-
tees consider one of several alternative approaches to
protecting program integrity funding in the Congres-
sional budget resolution.

One approach would be to adopt a scoring rule in
the budget resolution for specific program integrity ac-
tivities. Such a rule would demonstrate an agreement
between the Budget Committees, would expressly delin-
eate the programs and activities encompassed by the
rule and would be applied only for activities which have
accurate and independently validated savings esti-
mates. For example, the rule could prescribe a score
of “zero” for the costs of specific program integrity ac-
tivities where the savings are documented. This ap-
proach would avoid the issue raised by scorekeeping
rule 3, which prohibits scoring of changes in mandatory
outlays unless the authorizing language is modified or
appropriations language substantively changes the pro-
gram statute, and that is a particular barrier in the
context of IRS enforcement.

Another option would be for the Congressional budget
resolution to include a reserve fund (or funds) for spe-
cific program integrity activities with documented sav-
ings. Such a fund would hold the Appropriations Com-

mittee harmless from the cost of the program integrity
funds requested by providing savings only to offset the
discretionary cost of such program integrity efforts. If
the Appropriations Committees did not provide funding
for these program integrity activities, the discretionary
offset would disappear, leaving the top-line unchanged.

For the Social Security Administration, the $240 mil-
lion cap adjustment would allow SSA to conduct at
least an additional 140,000 Continuing Disability Re-
views (CDRs) and at least an additional 635,000 SSI
redeterminations of eligibility in 2009. In addition, up
to $74 million of the cap adjustment funding may be
available for initiatives to improve the disability process
and initiatives to improve the asset verification process.
The funding could only be used for these initiatives
if they are as cost-effective as redeterminations of eligi-
bility. If this criterion is not met, the funding would
be used for additional Continuing Disability Reviews
and SSI redeterminations. One promising activity is
an asset verification initiative, currently in place in
two states, which automatically verifies bank assets for
SSI applicants through an electronic system. If this
initiative is assessed and found to be as cost-effective
as redeterminations of eligibility, some of the cap ad-
justment funding could be used for a national roll-out
of the initiative. As a result of the cap adjustment
funding, SSA would recoup over $2.6 billion in savings

Table 15-3. PROGRAM INTEGRITY BASE AND CAP ADJUSTMENTS

(Budget authority in millions of dollars)

2006 2007 2008 Proposed
Actual Actual Enacted 2009 2010 2011
SSA Program Integrity:
ENfOrCEMENE BASE T ..ottt 224 141 264 264 264 264
Cap Adjustments:
B A RSt NA NA NA 240 485 518
OULIRYS .voocerieie ettt bbb NA NA NA 240 485 518
IRS Tax Enforcement:
ENOrCEMENE BASE ..ottt ettt ns 6,378 6,822 6,997 6,997 6,997 6,997
Cap Adjustments:
B A bR bbb 446 NA NA 490 730 992
OUHAYS vvvuvereeseeeseesiseesse st 415 NA NA 462 688 963
Health Care Fraud and Abuse Control Program:
Enforcement Base (Mandatory) ...ttt 1,187 1,112 1,132 1,156 1,176 1,176
Cap Adjustments:
B A bR Rt NA NA NA 198 211 227
OUIRYS ettt bbb NA NA NA 198 211 227
Unemployment Insurance Improper Payments:
ENfOrCEMENE BASE ......ouevviieiiiciie ettt bbb bbbttt bbb 10 10 10 10 10 10
Cap Adjustments:
B A bR bbbt NA NA NA 40 40 40
Outlays NA NA NA 40 40 40
TOTAL:
ENfOrCEMENE BASE .....vuevvieiieciie ettt bbb bbb bbb bbb n et 7,799 8,085 8,403 8,427 8,447 8,447
Cap Adjustments:
BA RSt 446 NA NA 968 1,466 1,777
OULIRYS .veoereenie ettt bbb 415 NA NA 940 1,424 1,748

1The numbers for 2006 and 2007 for SSA reflect spending on Continuing Disability Reviews (CDRs). For 2008 and 2009-2011, numbers reflect spending on CDRs and SSI re-
determinations. Limited funding in the 2009-2011 cap adjustments may also be available for asset verification or disability improvement processes, provided the activities are as

cost-effective as SSI redeterminations.
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over a ten-year period, with additional savings after
the ten-year period, as estimated by SSA’s Office of
the Actuary. The savings from one year of program
integrity activities are realized over multiple years be-
cause some CDRs identify that the beneficiary has
medically improved and is capable of working, which
may mean that they are no longer eligible to receive
Disability Insurance (DI) or Supplemental Security In-
come (SSI) benefits. This may also result in savings
in Medicare and Medicaid, since eligibility for these
programs is linked to DI and SSI. Overpayments of
SSI benefits identified by a redetermination are not
always recovered in the same year that the redeter-
mination is conducted.

SSA is required by law to conduct CDRs for all bene-
ficiaries who are receiving Disability Insurance benefits,
as well as all children under 18 who are receiving Sup-
plemental Security Income. SSI redeterminations are
also required by law, but the frequency is not specified
in statute. The baseline assumes a more likely scenario
for program integrity funding, and the President’s
Budget shows the savings which will result from the
program integrity cap adjustment proposal.

The return on investment (ROI) for CDRs is approxi-
mately 10 to 1 in lifetime program savings. The ROI
for redeterminations is approximately 7 to 1. Redeter-
minations focus on an individual’s eligibility for the
means-tested SSI program and generally result in a

revision to the individual’s benefit level. However, the
schedule of savings resulting from redeterminations will
be different for the base and the cap adjustment. This
is due to the fact that redeterminations of eligibility
can uncover underpayment errors as well as overpay-
ment errors. SSI recipients are more likely to initiate
a redetermination of eligibility if they believe there is
an underpayment error, and these recipient-initiated
redeterminations are included in the base. In addition,
corrections for underpayment errors are realized more
quickly than corrections for overpayment errors.

For the IRS, the $490 million cap adjustment covers
cost increases (+$132 million) for the $7.0 billion base
IRS enforcement program plus new investments in ex-
panding staff and improving the efficiency of the IRS’
enforcement programs (+$358 million). As a result of
these efforts, the IRS will collect an estimated $55 bil-
lion in 2009 in direct enforcement revenue. The IRS
succeeded in increasing this figure by 75 percent be-
tween 2002 and 2007. The IRS estimates that work
completed by the proposed new staff in 2009 will even-
tually yield another $769 million (including $3 million
collected after 2018). Once these new staff are trained
and become more experienced, the enforcement revenue
impact of the work they complete each year will rise
to $2,001 million. However, this ROI estimate is under-
stated because much of the new investment is directed
towards efforts to improve the performance of the exist-

Table 15-4. DIRECT SAVINGS ESTIMATED FROM 2009 PROGRAM INTEGRITY FUNDING

(Budget authority in millions of dollars)

2009 Direct Savings Estimates
Program
Integrity | o009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | Total
Funding
SSA Program Integrity !
Enforcement Base .........ccccoeveevniveiseiresseinnn. 264 508 474 -357 -193 -193 -177 -163 -155 -135 -119| -1,458
Cap Adjustment 240 -123 -795 -469 -209 -214 -195 -179 -172 -146 -125| -2,627
IRS Tax Enforcement 2
Enforcement Base . 6,997 | -55,200 .| -55,200
Cap Adjustment?3 490 -154 -766
Health Care Fraud and Abuse Control Pro-
gram
Cap AdJUSIMENTS 4 ... 198 =350 [ | e e [ [ e e s [, -350
Unemployment Insurance Improper Payments &
Enforcement Base ........ccooeeveeveerneesiennienns 10 -40 -40
Cap AJUSIMENES ......ccoeveeeerieireereeeeeiieeienie 40 -78 -155

1This is based on SSA’s Office of the Actuary estimates of savings. In the first year, the enforcement base shows a positive outlay. This is due to the fact that redeterminations
of eligibility can uncover underpayment errors as well as overpayment errors. SSI recipients are more likely to initiate a redetermination if they believe there is an underpayment,
and SSA completes these beneficiary-initiated redeterminations in the enforcement base. In addition, corrections for underpayments are realized more quickly than corrections for
overpayment. The cap adjustment does not show an outlay in the first year because SSA would target their cap adjustment redetermination dollars to cases where an overpay-
ment is suspected.

2Savings for IRS are revenue increases rather than spending reductions. They are shown as negatives for consistency in presentation.

3The Internal Revenue Service (IRS) cap adjustment funds cost increases for the base program (+$132 million) and new initiatives (+$358 million). The IRS collects $55.2 bil-
lion per year (2009 estimate) in direct enforcement revenue, and its enforcement program helps maintain the more than $2 trillion in taxes voluntarily paid each year. The cost in-
creases will help maintain the base revenue. The 2009 initiatives will yield an estimated $769 million in new enforcement revenue over ten years (including $3 million collected
after 2018), fund research to help the IRS better target its enforcement resources, and help deter tax cheating. This deterrence impact is not directly measured. However, research
suggests it is at least three times as large as the direct impact on revenue.

4These data are based on estimates from the HHS Office of the Actuary for return on investment from program integrity activities.

5The maximum Ul benefit period is typically 26 weeks. As a result, preventing an ineligible individual from collecting Ul benefits would save at most a half year of benefits. The
two years of savings reflect the fact that reemployment and eligibility assessments conducted late in the year affect individuals whose benefits would have continued into the sub-
sequent fiscal year.
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ing staff (such as new computers and better research)
that are not reflected in the IRS’ ROI calculation. More
importantly, the ROI is understated because it does
not reflect the impact enhanced enforcement has on
deterring non-compliance that helps to ensure the con-
tinued payment of more than $2 trillion in taxes volun-
tarily paid each year. The impact of increased IRS en-
forcement on improving voluntary compliance is not di-
rectly measured. However, research suggests it is at
least three times as large as the direct impact on rev-
enue.

The discretionary cap adjustment of $198 million for
the Centers for Medicare and Medicaid Services’
HCFAC program is designed to provide additional re-
sources to identify and reduce improper payments in
the Medicare prescription drug benefit and Medicare
Advantage programs. The funding would be allocated
among CMS, the Health and Human Services Office
of Inspector General, the Federal Bureau of Investiga-
tion, and Department of Justice to safeguard these pro-
grams as well as Medicaid against fraud and abuse.
This $198 million would generate approximately $350

million in savings in 2009, which would reflect recoup-
ing improper payments made to providers.

The 2009 Budget proposes a discretionary cap adjust-
ment of $40 million for the Department of Labor’s
(DOL) Unemployment Insurance (UI) State administra-
tive grants program to reduce Ul improper payments,
a top management challenge identified by GAO and
DOL’s Inspector General. The proposal would expand
a $10 million Reemployment and Eligibility Assessment
initiative begun in 2005 to finance in-person interviews
at One-Stop Career Centers to assess Ul beneficiaries’
need for job-finding services and their continued eligi-
bility for benefits. The current $10 million effort results
in a savings in UI benefit payments of $40 million.
The maximum UI benefit period is typically 26 weeks.
As a result, preventing an ineligible individual from
collecting UI benefits would save at most a half year
of benefits. The two years of savings from the additional
$40 million, totaling $78 million in 2009 and $77 mil-
lion in 2010, reflect the fact that reemployment and
eligibility assessments conducted late in the year affect
individuals whose benefits would have continued into
the subsequent fiscal year.

Table 15-5. TRANSPORTATION CATEGORY FOR HIGHWAYS
AND MASS TRANSIT SPENDING

(Amounts in millions of dollars)

2008 2009
Transportation Category:
Highways: 1
Obligation LIMItations ...........ccoreeeeernimernereineseseneseenseiees 42,457 40,792
OUHIRYS oottt 38,504 40,040
Mass Transit:
Obligation LIMItations ..........ccveeeeerernemernenreeneeseeeneseneniseinees 7,768 8,361
OURYS 2 ..ot 8,650 9,401
Memorandum:
Discretionary budget authority for Mass Transit included in the
Nondefense Category:
Budget QUENOMLY ......coocoeererireineiscsiseeeeeee e 1,723 1,775

"The 2009 level includes $122 million for the National Highway Traffic Safety Adminis-
tration. The proposal is to fund NHTSA completely from the Highway Trust Fund instead
of a portion from the General Fund, as authorized in SAFETEA-LU.

2Includes outlays from discretionary budget authority.

Transportation Category.—The Administration’s pro-
posal for discretionary caps includes separate outlay
categories for spending on Federal Highway and Mass
Transit programs. The transportation levels will be fi-
nanced by dedicated revenues through 2009. Table 15-5
shows the levels, including the revenue aligned budget
authority (RABA) adjustment as authorized in the Safe,
Accountable, Flexible, Efficient, Transportation Equity
Act: A Legacy for Users (SAFETEA-LU) for 2008 and
2009. The RABA adjustment is calculated based on
changes in estimated Highway Trust Fund receipts, and
results in either an increase or decrease in the Highway
Category funding level enacted in SAFETEA-LU. The

amounts shown for 2008 reflect the levels provided by
the Consolidated Appropriations Act (Pub. L. No.
110-161), which included the 2008 RABA adjustment
authorized in SAFETEA-LU. For 2009, the RABA ad-
justment authorized in SAFETEA-LU is a reduction
of $1,001 million. The Administration does not propose
to make changes to this authorized reduction in 2009.
The total level for 2009 includes the final installment
of the $286.4 billion in highway, transit, and safety
spending agreed upon in SAFETEA-LU.

Advance Appropriations.—An advance appropriation
becomes available one or more years beyond the year
for which its appropriations act is passed. Budget au-
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thority is recorded in the year the funds become avail-
able and not in the year of enactment. Too often, ad-
vance appropriations have been used to expand spend-
ing levels by shifting budget authority from the budget
year into the subsequent year and then appropriating
the budget authority freed up under the budget year
discretionary cap to other programs. The effect of these
advance appropriations is to limit the amount of discre-
tionary budget authority available in subsequent years
under the discretionary caps, thereby reducing future
funding options available to both Congress and the
President. From 1993 to 1998, an average of $2.3 billion
in discretionary budget authority was advance appro-
priated each year. In 1999, advance appropriations to-
taled $8.9 billion and increased to $23.5 billion in 2000.
Between 2001 and 2007, advance appropriations re-
mained relatively constant. In 2008, advance appropria-
tions were again increased by $2 billion to $25.6 billion.
The additional advance appropriations were added for
Education programs in Pub. L. No. 110-161, the FY
2008 Consolidated Appropriations Act.

Because this budget practice distorts the debate over
Government spending and misleads the public about
spending levels in specific accounts, the 2001 Congres-
sional Budget Resolution and this Administration’s
budget proposals have capped advance appropriations
at the amount advanced in the previous year. By cap-
ping advance appropriations, increases in these and
other programs can be budgeted and reflected in the
year of their enactment. For 2010, the Administration
proposes a cap on advance appropriations of $25,552
million, which includes the already enacted advance
appropriation for the Corporation for Public Broad-
casting.

In addition, the Administration proposes to score the
second-year effect of appropriations language that
delays obligations of mandatory budget authority as ad-
vance appropriations that count against the discre-
tionary caps. Appropriations acts often include provi-
sions that delay obligations of mandatory BA from one
year to the next. The first year is appropriately scored
as a discretionary savings because it is included in
an appropriations act and it reduces spending in that
year. However, this is usually a temporary delay, and
the funds become available for spending in the second
year. Under this proposal, the second-year impact
would be treated as an advance appropriation and
scored against the discretionary caps. This would cor-
rect an inconsistency in the current practice where sav-
ings are scored in the first year, but the second-year
impact is reclassified in the subsequent budget as man-
datory and not scored against the discretionary caps.

To enforce the level of advance appropriations, the
discretionary cap proposal provides that total funding
for advance appropriations (including obligation delays)
provided for 2010 in an appropriations act that is in
excess of the Administration’s limit on advance appro-
priations of $25,552 million in 2010 will count against
the discretionary cap in the year enacted, not against
the year the funds first become available.

For more information on individual accounts with ad-
vance appropriations, please see the chapter on this sub-
Ject in the Budget Appendix.

Federal Pell Grants.—To ensure funding shortfalls do
not accumulate in the Pell Grant program in future
years, the 2006 Congressional Budget Resolution adopt-
ed the Administration’s proposal to score appropriations
at the amount needed to fully fund the award level
set in appropriations acts, beginning with the
2006—-2007 school year, if the amount appropriated is
insufficient to fully fund all awards. The Administration
proposes to continue this scoring rule. Under this rule,
the amount scored would be increased to cover any
cumulative funding shortfalls from previous years and
reduced by any surpluses carried over from previous
years, beginning with any shortfalls or surpluses from
the 2006-2007 school year. If the amount appropriated
in previous years exceeds the estimated full cost, the
amount appropriated would be scored against that year,
and the surplus would carry over as a credit against
the following year’s cost estimate. In the 2009 Budget,
the Department of Education estimates that a cumu-
lative $732 million shortfall will be carried into the
2009-2010 academic year. For scoring purposes, the
funding needed to fully fund all awards for 2009-2010
is increased by the amount of this shortfall.

Project BioShield Category.—The Administration pro-
poses a separate BEA category for budget authority
for Project BioShield, which received an advance appro-
priation for 2009 of $2.2 billion in Pub. L. No. 108-90,
the 2004 Department of Homeland Security Appropria-
tions Act. Because the success of this program in pro-
viding for the development of vaccines and medications
for biodefense depends on an assured funding avail-
ability, it is critical that this funding not be diverted
to other purposes. The Administration’s proposal to cre-
ate a separate category will help ensure that funding
for this program is not reduced and used as an offset
for other discretionary spending.

Include Stricter Standard For Emergency
Designation in the BEA

When the BEA was enacted in 1990, it provided a
“safety valve” to ensure that the fiscal constraint envi-
sioned by the BEA would not prevent the enactment
of legislation to respond to unforeseen disasters and
emergencies such as Operation Desert Storm, the ter-
rorist attacks of September 11, 2001, or Hurricane
Katrina. If the President and the Congress separately
designated a spending or tax item as an emergency
requirement, the BEA held these items harmless from
its enforcement mechanisms. Initially, this safety valve
was used judiciously, but in later years its application
was expanded to circumvent the discretionary caps by
declaring spending for ongoing programs as “emer-
gencies.”

The Administration proposes to include in the BEA
a definition of “emergency requirement” that will en-
sure high standards are met before an event is deemed
an “emergency” and therefore exempt. This definition
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should include the following elements: the requirement
is a necessary expenditure that is sudden, urgent, un-
foreseen, and not permanent. These elements, all of
which would be used for defining something as an
emergency, are defined as follows:
¢ necessary expenditure—an essential or vital ex-
penditure, not one that is merely useful or bene-
ficial,
¢ sudden—quickly coming into being, not building
up over time;
¢ urgent—pressing and compelling, requiring imme-
diate action;
¢ unforeseen—not predictable or seen beforehand as
a coming need (an emergency that is part of the
average annual level of disaster assistance fund-
ing would not be “unforeseen”); and
¢ not permanent—the need is temporary in nature.

This definition codifies the criteria for an emergency
that have been the standard for a number of years.
It is designed to preclude funds from being declared
an emergency for events that occur on an annual or
recurring basis. For example, even though it is not
possible to predict the specific occurrence of fires, tor-
nados, hurricanes, and other domestic disasters, it is
reasonable to assume that a combination of domestic
disasters will occur in any given year that require fund-
ing equal to a multi-year average for disaster relief.
Funding at an average, therefore, should not be consid-
ered an emergency under this definition. On the other
hand, an average level of funding for domestic disasters
will not accommodate the level necessary to address
a large and relatively infrequent domestic disaster,
such as Hurricane Katrina. Under this definition for
emergencies, spending for extraordinary events could
be classified as emergency funding. In the end, classi-
fication of certain spending as an emergency depends
on common sense judgment, made on a case-by-case
basis, about whether the totality of facts and cir-
cumstances indicate a true emergency.

In addition, the Administration proposes that the def-
inition of an emergency requirement also encompass
contingency operations that are national security re-
lated. Contingency operations that are national security
related include both defense operations and foreign as-
sistance. Military operations and foreign aid with costs
that are incurred regularly should be a part of base
funding and, as such, are not covered under this defini-
tion.

The Administration proposal also would require that
the President and Congress concur in designating an
emergency for each spending proposal covered by a des-
ignation. This would protect against the “bundling” of
non-emergency items with true emergency spending. If
the President determines that specific proposed emer-
gency designations do not meet this definition, he would
not concur in the emergency designation and no discre-
tionary cap adjustment or mandatory spending control
exemption would apply.

Baseline

The Administration supports the extension of section
257 of the BEA governing baseline calculations with
the changes discussed below. The baseline estimates
presented in the Current Services chapter of this vol-
ume reflect these proposed changes.

o Assume extension of all expiring tax provisions
in the Economic Growth and Tax Relief Reconcili-
ation Act of 2001 and certain provisions in the
Jobs and Growth Tax Relief Reconciliation Act of
2003. This proposal is consistent with the BEA
baseline rules for expiring mandatory spending
and for excise taxes dedicated to a trust fund.
Except for a few relatively small mandatory pro-
grams, the BEA assumes that mandatory spend-
ing and excise taxes dedicated to a trust fund
will be reauthorized and extends them in the base-
line. The 2001 Act and 2003 Act provisions were
not intended to be temporary, and not extending
them in the baseline raises inappropriate proce-
dural road blocks to extending them at current
rates.

e Add a provision to exclude discretionary funding
for emergencies from the baseline. Instead, the
baseline would include emergency funding only for
the year in which it was enacted. The current
requirement is for the discretionary baseline esti-
mates for the budget year and the outyears to
assume the current year appropriated level, ad-
justed for inflation. This is reasonable for ongoing
programs, where the need is expected to continue
into the future. For emergencies, since the need
should be for a short duration, the baseline rules
build unnecessary funding into the baseline esti-
mates for the years after the need has been ad-
dressed and passed. In effect, the current rule bi-
ases the baseline in favor of higher discretionary
spending.

e Correct the overcompensation of baseline budg-
etary resources for pay raise-related costs due to
the way in which these costs are inflated. The
current requirement, which provides a full year’s
funding for pay raises in the budget year and
beyond, was written when Federal pay raises were
scheduled to take effect on October 1, at the start
of each fiscal year. However, this requirement is
now inappropriate because the effective date for
pay raises is now permanently set by law as the
first pay period in January. By treating pay raises
that begin on January 1 as if they take effect
for the entire fiscal year, the baseline overstates
the cost of providing a constant level of services.

e Eliminate the adjustments for expiring housing
contracts and social insurance administrative ex-
penses. Most multi-year housing contracts have
expired or have been addressed since the BEA
was first enacted in 1990, so the adjustment is
no longer needed. The adjustment for social insur-
ance administrative expenses is inconsistent with
the baseline rules for other accounts that fund
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the costs of administration. These programs
should not be singled out for preferential treat-
ment.

Earmark Reform

Earmarks are funds provided by the Congress for
projects or programs where the congressional direction
(in bill or report language) circumvents the merit-based
or competitive allocation process, or specifies the loca-
tion or recipient, or otherwise curtails the ability of
the Executive Branch to properly manage funds. His-
torically, these provisions have not been publicly dis-
closed during the legislative process, and often they
are special interest projects. A number of organizations
track earmarks. The Congressional Research Service
(CRS) and Citizens Against Government Waste (CAGW)
have been tracking earmarks for over a decade. While
they do not use the same definition, their data show
similar trends. Earmarks have expanded dramatically
in recent years, with the numbers and costs of ear-
marks more than tripling since the early 1990s. Accord-
ing to CAGW, the Congress added nearly 550 earmarks
at a cost of $3 billion to the budget in 1991. The num-
ber of earmarks peaked in 2005. CAGW has estimated
that earmarks grew to almost 14 thousand at a cost
of $27 billion. CRS data show a similar trend, with
earmarks reaching more than 16 thousand in 2005 at
a cost of $52 billion. OMB has also been tracking ear-
marks during recent years, and in 2007, publicly re-
leased its own estimates for 2005, the most recent fiscal
year for which full data was available. Using the defini-
tion above, OMB estimates that the number of ear-
marks grew to over 13 thousand at a cost of nearly
$19 billion in the appropriations bills for 2005. In 2007,
OMB also developed the capability to track earmarks
during each stage of the legislative process and compare
those amounts to the 2005 amounts. These estimates
are available at www.omb.earmarks.gov.

One major concern about earmarks is the lack of
transparency. Most earmarks do not appear in statu-
tory language. Instead, they are included in committee
reports that accompany legislation. According to CRS,
more than 90 percent of earmarks are in report lan-
guage. This means that the vast majority of earmarks
do not appear in the statutory language that the Con-
gress actually votes on or that the President signs into
law. Also, earmarks frequently surface in the last stage
of the legislative process, in conference committees be-
tween the House and the Senate.

In response to the President’s call for earmark re-
form, changes in the House Rules and Senate legisla-
tion during the 110th Congress required more disclo-
sure for earmarks. The President is pleased that the
Congress has begun to make progress in bringing great-
er transparency to the earmarking process. Taxpayers
should feel confident that their tax dollars are being
spent wisely. Unfortunately, the large number of ear-
marks and the continuing lack of transparency in the
earmarking process make it difficult to assure the pub-
lic that the Government is spending the people’s money

on the Nation’s highest priorities. As a consequence,
earmark reform remains a priority in this Budget.

Line-Item Veto

A perennial criticism of the Federal Government is
that spending and tax legislation contain too many pro-
visions that are not fully justified, are a low priority,
or are earmarked to avoid the discipline of competitive
or merit-based reviews. These special interest items
would likely not become law if considered as a stand-
alone bill, and their persistence diverts resources from
higher priority programs and erodes the confidence of
citizens in Government.

From the Nation’s founding, presidents have exer-
cised the authority to not spend appropriated sums.
However, Congress sought to curtail this authority in
1974 through the Impoundment Control Act, which re-
stricted the President’s authority to decline to spend
appropriated sums. Although the Line Item Veto Act
of 1996 attempted to give the President the authority
to cancel spending authority and special interest tax
breaks, the U.S. Supreme Court found that law uncon-
stitutional.

In 2006, the President asked that Congress correct
this state of affairs by providing him and future presi-
dents with a line item veto that would withstand con-
stitutional challenge, and the President transmitted
legislation to the Congress in March 2006 that accom-
plishes this purpose. Under the President’s proposal,
a President could propose legislation to rescind wasteful
spending, and the Congress would be obligated to vote
quickly on that package of rescissions, without amend-
ment. All savings from the line-item veto would be used
for deficit reduction; they could not be applied to aug-
ment spending elsewhere.

The President’s proposal received strong support. In
June 2006, the House of Representatives voted on a
bipartisan basis to enact a version of the Legislative
Line Item Veto. In the Senate, members voted to report
an amended version of the President’s proposal out of
the Senate Budget Committee for consideration on the
floor.

Forty-three Governors have a line item veto to reduce
spending, and the President needs similar authority
to help control unjustified and wasteful spending in
the Federal budget. The Administration urges contin-
ued support for this common-sense provision and will
seek its enactment in the 110th Congress.

Credit Reform and Insurance Proposals

Credit Reform

The Federal Credit Reform Act (FCRA), as amended
by the Balanced Budget Act of 1997, provides the
framework for budgetary accounting for Federal credit
programs. In the coming year, the Administration plans
to discuss with Congressional Committees, the Congres-
sional Budget Office, and the Government and Account-
ability Office the following issues:

¢ Scope of the Federal Credit Reform Act;
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e Treatment of administrative costs in credit pro-
gram cost estimates;

e Improvements in methods for making credit sub-
sidy cost estimates; and

e Treatment of financial risk insurance programs
in the budget.

Scope of the Federal Credit Reform Act.—The Admin-
istration proposes to explore options to build consensus
on FCRA applicability, and reduce the potential for
budgetary gimmicks based on FCRA scoring. For exam-
ple, budgetary constraints for capital projects can lead
agencies and their advocates to develop proposals which
minimize or eliminate up-front costs by relying on
third-party financing. Where the Federal Government
is ultimately responsible for the activity or asset, fi-
nancing through third parties is an inefficient means
of accomplishing the policy goal, and can ultimately
lead to higher taxpayer costs than financing the activity
directly through the Treasury.

In some cases, there is disagreement with FCRA ap-
plicability. For example, since the implementation of
FCRA in 1992, it has been the position of OMB that
the FCRA definition of loan guarantee, which includes
“any guarantee, insurance, or other pledge with respect
to payment of all or part of the principal or interest
on any debt obligation of a non-Federal borrower to
a non-Federal lender” applies to guarantees of non-Fed-
eral securities, including those providing secondary
guarantees on federally-guaranteed loans. Opposing ar-
guments have focused on the administrative burden of
FCRA implementation or stated that FCRA should not
apply because risk is primarily borne by the primary
guarantors.

Administrative costs.—When credit reform was being
formulated some argued to include administrative costs
in the subsidy cost estimate, as the Government clearly
has a long term commitment to maintaining the credit
portfolio while the loans are outstanding. However,
when FCRA was enacted, Congress maintained admin-
istrative expenses on a cash basis, consistent with other
administrative costs. In some cases, increasing loan vol-
umes without sufficient administrative resources may
impede the agency’s ability to effectively manage its
credit portfolios if it cannot support loan accounting
systems or other basic tools necessary for effective over-
sight and management. Ineffective oversight and man-
agement can lead to increased risk to the taxpayer
and potentially higher cost.

Methods to improve credit subsidy cost estimates.—
Potential improvements the Administration would like
to consider include discounting to a single point in time,
and identifying methods to better reflect uncertainty
and risks not explicitly captured under the current sys-
tem. Currently, under FCRA and associated guidance,
the cost of credit programs is based on cash flows dis-
counted to the point of disbursement. Some programs
disburse over several years. To accurately calculate the
subsidy costs, agencies have to keep more detailed
records of cashflows associated with each disbursement,
or employ simplified methods. The former can be an

administrative burden, while the latter may make it
difficult to understand changes in cost due to borrower
performance, versus the simplified methods. Also, cur-
rent methods may not fully capture certain risks and
uncertainty, such as the total cost of variable rate loans
or guarantees, or the potential of unexpectedly high
losses coinciding with periods of economic distress and
budgetary pressure. The private sector employs meth-
ods to reflect these risks in their own portfolios which
may be useful and will be considered, although some
methods may not be applicable to Federal programs
or may be too complex to effectively implement.

Treatment of Insurance Programs

Claims associated with a year’s insurance policies can
pay out over years or even decades but the budget
currently reflects only the payments made within the
budget window. However, there are other options for
the budgetary treatment of Federal insurance pro-
grams, including presentations on a net-present value
basis similar to the treatment of credit programs.

For example, the Pension Benefit Guarantee Corpora-
tion suffers claims when under-funded plans terminate
under financial distress. Under a claim, the PBGC in-
curs an obligation to pay participants benefits for their
entire retirements, which can last decades. Under cash
budgeting only the benefit payments within the budget
window (usually five years) appear. However, the PBGC
itself uses accrual accounting in its financial statements
and in making its management decisions. Under ac-
crual budgeting, the budget would record as a cost the
amount that PBGC financial statements currently view
as the cost of a claim: the present value of guaranteed
benefit payments minus the value of plan assets.

The treatment of insurance programs in the budget
is not a new issue. When the Congress and the George
H.W. Bush Administration enacted the Federal Credit
Reform Act of 1991, they ordered OMB, CBO, and GAO
to study the issue, finding that analytical capabilities
were not ready to implement accrual budgeting for in-
surance programs. However, since then, insurance pro-
gram agencies have made great strides in developing
models to project cash flows of insurance programs.

Indeed, with present accounting methods, measuring
the cost of insurance programs on an accrual basis is
generally not more difficult than measuring their cost
on a cash basis. The main challenge facing insurance
agencies is how to project a single set of cash flows
for the budget given the multiple, and sometimes cata-
strophic scenarios facing their programs; that challenge
exists under both cash accounting and net present
value accounting. Insurance programs use probabilistic
modeling to collapse such multiple scenarios into one
for cash or present value budgeting. In some cases cash
budgeting involves more steps than accrual budgeting;
for example when an agency can accurately predict the
value of a claim but faces uncertainty about the timing
of its payouts or recoveries.

Before implementing a change in the treatment of
insurance programs, the Administration and the Con-
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gress would need to clarify the definition of an “insur-
ance program.” For example, because the programs that
are grouped under the label of “social insurance” do
not involve binding obligations and in some cases do
not resemble typical insurance programs (e.g., the main
Social Security program), the Administration would not
include social insurance programs in any such proposal.

Other Budget Reform Proposals

Joint Budget Resolution.—A joint budget resolution
would set the overall levels for discretionary spending,
mandatory spending, receipts, and debt in a simple doc-
ument that would have the force of law. Under the
current process, the Congress annually adopts a “con-
current resolution,” which does not require the Presi-
dent’s signature and does not have the force of law.

A joint budget resolution could be enforced by seques-
ters requiring automatic across-the-board cuts to offset
any excess spending, similar to the BEA. It would bring
the President into the process at an early stage, encour-
age the President and the Congress to reach agreement
on overall fiscal policy before individual tax and spend-
ing bills are considered, and give the budget resolution
the force of law.

Biennial Budgeting and Appropriations.—Only three
times in the last 26 years have all appropriation bills
been enacted by the beginning of the fiscal year. Be-
cause Congress must enact these bills each year, it
cannot devote the time necessary to provide oversight
and fully address problems in Federal programs. The
preoccupation with these annual appropriations bills
frequently precludes review and action on authorization
legislation and on the growing portion of the budget
that is permanently funded under entitlement laws. Ac-
cording to the Congressional Budget Office, in recent
years the Congress appropriated between $160 billion
and $170 billion for programs and activities whose au-
thorizations of appropriations have expired.

In contrast, a biennial budget would allow lawmakers
to devote more time every other year to ensuring that
taxpayers’ money is spent wisely and efficiently. In ad-
dition, Government agencies would receive more stable
funding, which would facilitate longer range planning
and improved fiscal management. Under the President’s
proposal for a biennial budget, funding decisions would
be made in odd-numbered years, with even numbered
years devoted to authorizing legislation.

Government Shutdown Prevention.—In the 23 out of
the past 26 years in which Congress has not finished
appropriation bills by the October 1st deadline, it has
funded the Government through “continuing resolu-
tions” (CRs), which provide temporary funding author-
ity for Government activities, usually at current levels,
until the final appropriations bills are signed into law.

If Congress does not pass a CR or the President
does not sign it, the Federal Government must shut
down. Important Government functions should not be
held hostage simply because of an impasse over tem-
porary funding bills. There should be a back-up plan
to avoid the threat of a Government shutdown, al-
though the expectation is that appropriations bills still
would pass on time as the law requires. Under the
Administration’s proposal, if an appropriations bill is
not signed by October 1 of the new fiscal year, funding
would be automatically provided at the lower of the
President’s Budget or the prior year’s level.

Results and Sunset Commissions.—The Federal Gov-
ernment’s ability to serve the American people is often
hampered by poorly designed programs or uncoordi-
nated, overlapping programs trying to achieve the same
objective. Today, almost 25 percent of assessed pro-
grams on which the Government spends almost $150
billion a year have been determined to be either ineffec-
tive or unable to demonstrate results. And the problem
of overlapping programs exists in many areas where
the Government is trying to serve.

From the 1930s through 1984, presidents were per-
mitted to submit plans for reorganizing Federal agen-
cies to Congress that would become effective unless the
plan was disapproved by either House of Congress.
After the Supreme Court decision in INS v. Chadha
(462 U.S. 919), the authority granted to presidents for
submitting reorganization plans under the Reorganiza-
tion Act (5 U.S.C. 903) was limited by the requirement
of congressional approval through a joint resolution and
by the scope of what could be proposed. This authority
was no longer available to the President after 1984.

Today, proposals to restructure or consolidate pro-
grams or agencies so they can perform better require
a change in law and often face long odds of being en-
acted due to a cumbersome process that requires ap-
proval from multiple congressional committees.

To address this problem, in June 2005 the Adminis-
tration transmitted the Government Reorganization
and Program Performance Improvement Act, which
would establish bipartisan Results Commissions and a
Sunset Commission. Results Commissions would con-
sider and revise Administration proposals to restructure
or consolidate programs or agencies to improve their
performance. The Sunset Commission would consider
Presidential proposals to retain, restructure, or termi-
nate agencies and programs according to a schedule
set by the Congress. Agencies and programs would
automatically terminate according to the schedule un-
less reauthorized by the Congress. The legislation was
introduced in the House and Senate, but was not en-
acted.
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16. FEDERAL BORROWING AND DEBT

Debt is the largest legally binding obligation of the had loaned it the money to pay for past deficits. During
Federal Government. At the end of 2007, the Govern- that year, the Government paid the public around $252
ment owed $5,035 billion of principal to the people who billion of interest on this debt.

Table 16-1. TRENDS IN FEDERAL DEBT HELD BY THE PUBLIC

(Dollar amounts in billions)

Debt held by the public: Debt held by the public as a Interest on the debt held by
Fiscal Year percent of: the public as a percent of:3
G oo GDP Gredt mal- | Total outlays GDP
2419 1,821.3 108.6 N/A 74 1.8
219.0 1,339.9 80.2 53.3 11.4 1.8
226.6 1,217.3 57.4 43.2 7.6 1.3
236.8 1,128.0 457 337 8.5 1.5
260.8 1,161.4 38.0 26.9 8.1 1.4
283.2 1,047.8 28.0 20.8 7.9 1.5
394.7 1,074.6 25.3 18.4 7.5 1.6
711.9 1,340.7 26.1 18.5 10.6 2.3
1,507.3 2,164.6 36.4 223 16.2 3.7
2,411.6 2,968.1 42.0 22.6 16.1 35
2,689.0 3,190.0 453 24.1 16.2 3.6
2,999.7 3,471.2 48.1 25.7 15.5 3.4
3,248.4 3,675.4 49.4 26.6 14.9 3.2
3,433.1 3,802.6 49.3 26.9 14.4 3.0
3,604.4 3,910.1 49.2 26.7 15.8 3.3
3,734 3,974.6 48.5 26.4 15.8 3.2
3,772.3 3,946.3 46.1 25.4 15.7 3.1
3,721 3,846.1 43.1 235 15.1 29
3,632.4 3,705.9 39.8 215 13.8 2.6
3,409.8 3,409.8 35.1 19.2 13.0 24
3,319.6 3,243.1 33.0 17.6 11.6 2.1
3,540.4 3,393.9 34.1 17.6 8.9 1.7
3,913.4 3,677.1 36.2 17.9 7.5 15
4,295.5 3,933.7 374 18.1 7.3 1.5
4,592.2 4,074.8 375 17.7 7.7 1.6
4,829.0 4,147.6 371 171 8.9 1.8
5,035.1 4211.7 36.8 N/A 9.2 1.8
2008 estimate . 5,428.6 4,454.7 37.9 N/A 8.9 1.8
2009 estimate . 5,856.2 4,710.6 39.0 N/A 9.0 1.9
2010 estimate 6,031.1 4,756.3 38.2 N/A 9.7 1.9
2011 estimate 6,139.7 4,747 1 37.0 N/A 10.0 1.9
2012 estimate . 6,109.5 4,631.2 35.1 N/A 10.1 1.9
2013 estimate 6,097.4 4,531.6 334 N/A 9.7 1.8

N/A=Not available.

1Debt in current dollars deflated by the GDP chain-type price index with Fiscal Year 2000 equal to 100.

2Total credit market debt owed by domestic nonfinancial sectors, modified in some years to be consistent with budget con-
cepts for the measurement of Federal debt. Financial sectors are omitted to avoid double counting, since financial intermediaries
borrow in the credit market primarily in order to finance lending in the credit market. Source: Federal Reserve Board flow of
funds accounts. Projections are not available.

3|nterest on debt held by the public is estimated as the interest on Treasury debt securities less the “interest received by
trust funds” (subfunction 901 less subfunctions 902 and 903). The estimate of interest on debt held by the public does not in-
clude the comparatively small amount of interest paid on agency debt or the offsets for interest on Treasury debt received by
other Goverment accounts (revolving funds and special funds).

The deficit was $162 billion in 2007, down from $248 from 37.1 percent of Gross Domestic Product (GDP)
billion in 2006. This $162 billion deficit and other fi- at the end of 2006 to 36.8 percent of GDP at the end
nancing transactions totaling $44 billion required the of 2007. The deficit is estimated to increase in 2008
Government to increase its borrowing from the public and then to begin to fall again, reaching surplus in
by $206 billion last year. Debt held by the public fell 2012. Debt as a percentage of GDP is estimated to
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increase in 2008 and 2009 and then resume decline,
reaching 33.4 percent of GDP in 2013.

Trends in Debt Since World War 1II

Table 16-1 depicts trends in Federal debt held by
the public from World War II to the present and esti-
mates from the present through 2013. (It is supple-
mented for earlier years by Tables 7.1-7.3 in Historical
Tables, which is published as a separate volume of the
Budget.) Federal debt peaked at 108.6 percent of GDP
in 1946, just after the end of the war. From then until
the 1970s, because of an expanding economy as well
as inflation, Federal debt as a percentage of GDP de-
creased almost every year. With households borrowing
large amounts to buy homes and consumer durables,
and with businesses borrowing large amounts to buy
plant and equipment, Federal debt also decreased al-
most every year as a percentage of the total credit
market debt outstanding. The cumulative effect was
impressive. From 1950 to 1975, debt held by the public
declined from 80.2 percent of GDP to 25.3 percent, and
from 53.3 percent of credit market debt to 18.4 percent.
Despite rising interest rates, interest outlays became
a smaller share of the budget and were roughly stable
as a percentage of GDP.

During the 1970s, large budget deficits emerged as
spending surged and as the economy was disrupted
by oil shocks and rising inflation. The nominal amount
of Federal debt more than doubled, and Federal debt
relative to GDP and credit market debt stopped declin-
ing after the middle of the decade. The growth of Fed-
eral debt accelerated at the beginning of the 1980s,
due in large part to a deep recession, and the ratio
of Federal debt to GDP grew sharply. The ratio of Fed-
eral debt to credit market debt also rose, though to
a lesser extent. Interest outlays on debt held by the
public, calculated as a percentage of either total Federal
outlays or GDP, increased as well.

The growth of Federal debt held by the public was
decelerating by the mid-1990s, however, and the debt
declined markedly relative to both GDP and total credit
market debt. The decline accelerated as surpluses
emerged from 1997 to 2001. Debt fell steadily from
49.4 percent of GDP in 1993 to 33.0 percent in 2001;
and it fell more unevenly from 26.9 percent of total
credit market debt in 1994 to 17.6 percent in 2001
and 2002. Interest on this debt, relative to total outlays
and GDP, declined as well. Interest as a share of out-
lays peaked at 16.5 percent in 1989 and then fell to
8.9 percent by 2002; interest as a percentage of GDP
fell in a similar proportion.

The downward trend in debt relative to GDP ceased
in 2002 as economic conditions changed and the Nation
responded to the September 11 terrorist attacks. The
decline in the stock market, the recession, and the ini-
tially slow recovery all reduced tax receipts; tax relief
had the same effect; and spending increased due to
the Global War on Terror. Consequently, deficits ensued
and debt began to rise, both in nominal terms and
as a percentage of GDP. However, a growing economy

led to a revival of receipts and deficits have fallen in
each of the past three years. Deficits are expected to
increase in 2008, after which the budget is expected
to return to falling deficits and to reach surplus in
2012. In nominal dollars, debt is estimated to continue
to rise through 2011 and then begin to fall in 2012
when the Government achieves surplus. Debt as a per-
cent of GDP fell in 2006 and 2007 and, after temporary
increases in 2008 and 2009, is expected to fall by over
three percentage points from the current level by the
end of 2013.

Debt Held by the Public, Gross Federal Debt,
and Liabilities Other Than Debt

The Federal Government issues debt securities for
two principal purposes. First, it borrows from the public
to finance the Federal deficit.1 Second, it issues debt
to Government accounts, primarily trust funds, that
accumulate surpluses. (As used in this Budget, debt
held by Government accounts refers to debt held by
Federal Government accounts; investments by State
and local governments in Federal securities are in-
cluded as debt held by the public.) By law, trust fund
surpluses must generally be invested in Federal securi-
ties. The gross Federal debt is defined to consist of
both the debt held by the public and the debt held
by Government accounts. Nearly all the Federal debt
has been issued by the Treasury and is sometimes
called “public debt,” but a small portion has been issued
by other Government agencies and is called “agency
debt.” 2

Borrowing from the public, whether by the Treasury
or by some other Federal agency, is normally a good
approximation of the Federal demand on credit mar-
kets. Regardless of whether the proceeds are used for
tangible or intangible investment or to finance current
consumption, the Federal demand on credit markets
has to be financed out of the saving of households and
businesses, the State and local sector, or the rest of
the world. Federal borrowing thereby competes with
the borrowing of other credit market sectors for finan-
cial resources in the credit market. Borrowing from the
public thus affects the size and composition of assets
held by the private sector, and the amount of saving
imported from abroad. It also increases the amount
of future resources required to pay interest to the public
on Federal debt. Borrowing from the public is therefore
an important concern of Federal fiscal policy. 3

1Treasury debt held by the public is measured as the sales price plus the amortized
discount (or less the amortized premium). At the time of sale, the book value equals the
sales price. Subsequently, it equals the sales price plus the amount of the discount that
has been amortized up to that time. In equivalent terms, the book value of the debt
equals the principal amount due at maturity (par or face value) less the unamortized
discount. (For a security sold at a premium, the definition is symmetrical.) For inflation-
indexed notes and bonds, the book value includes a periodic adjustment for inflation. Agency
debt is generally recorded at par.

2The term “agency debt” is defined more narrowly in the budget than customarily in
the securities market, where it includes not only the debt of the Federal agencies listed
in Table 16-3, but also the debt of the Government-sponsored enterprises listed in Table
7-9 at the end of Chapter 7 of this volume and certain Government-guaranteed securities.

3The Federal subsector of the national income and product accounts provides a measure
of “net government saving” (based on current expenditures and current receipts) that can
be used to analyze the effect of Federal fiscal policy on national saving within the framework
of an integrated set of measures of aggregate U.S. economic activity. The Federal subsector
and its differences from the budget are discussed in Chapter 14 of this volume, “National
Income and Product Accounts.”
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Issuing debt securities to Government accounts per-
forms an essential function in accounting for the oper-
ation of these funds. The balances of debt represent
the cumulative surpluses of these funds due to the ex-
cess of their tax receipts, interest receipts, and other
collections compared to their spending. The interest on
the debt that is credited to these funds accounts for
the fact that some earmarked taxes and user fees will
be spent at a later time than when the funds receive
the monies. The debt securities are a liability of the
general fund to the fund that holds the securities and
are a mechanism for crediting interest to that fund
on its recorded balances. These accounting balances
generally provide the fund with authority to draw upon
the U.S. Treasury in later years to make future pay-
ments on its behalf to the public. Public policy may
run surpluses and accumulate debt in trust funds and
other Government accounts in anticipation of future
spending.

However, issuing debt to Government accounts does
not have any of the credit market effects of borrowing
from the public. It is an internal transaction of the
Government, made between two accounts that are both
within the Government itself. It is not a current trans-
action of the Government with the public; it is not
financed by private saving and does not compete with
the private sector for available funds in the credit mar-
ket; it does not provide the account with resources other
than a legal claim on the U.S. Treasury, which itself
obtains real resources by taxation and borrowing; and
its current interest does not have to be financed by
other resources.

Furthermore, the debt held by Government accounts
does not represent the estimated amount of the ac-
count’s obligations or responsibilities to make future
payments to the public. For example, if the account
records the transactions of a social insurance program,
the debt that it holds does not represent the actuarial
present value of estimated future benefits (or future
benefits less taxes) for the current participants in the
program; nor does it represent the actuarial present
value of estimated future benefits (or future benefits
less taxes) for the current participants plus the esti-
mated future participants over some stated time period.
The future transactions of Federal social insurance and
employee retirement programs, which own 91 percent
of the debt held by Government accounts, are important
in their own right and need to be analyzed separately.
This can be done through information published in the
actuarial and financial reports for these programs. 4

This Budget uses a variety of information sources
to analyze the condition of Social Security and Medi-
care, the Government’s two largest social insurance pro-
grams. Chapter 13 of the present volume, “Steward-
ship,” projects Social Security and Medicare outlays to
the year 2080 relative to GDP. It also discusses in

4 Extensive actuarial analyses of the Social Security and Medicare programs are published
in the annual reports of the boards of trustees of these funds. Annual actuarial reports
are also prepared for major Federal employee retirement funds. The actuarial estimates
for these and other programs are summarized in the Financial Report of the United States
Government, prepared annually by the Treasury Department.

some detail the actuarial projections prepared for the
Social Security and Medicare trustees reports to evalu-
ate the long-run actuarial deficiency or shortfall in
these programs. A chapter in the main volume of the
Budget, “The Nation’s Fiscal Outlook,” uses the same
data in less detail to explain the long-run fiscal prob-
lems of Social Security and Medicare revealed by these
projections. The actuarial shortfalls are very different
in concept and much larger in size than the amount
of Treasury debt that these programs hold.

For all these reasons, debt held by the public is a
better gauge of the effect of the budget on the credit
markets than gross Federal debt.

Debt securities do not encompass all the liabilities
of the Federal Government. For example, accounts pay-
able occur in the normal course of buying goods and
services; Social Security benefits are due and payable
as of the end of the month but, according to statute,
are paid during the next month; loan guarantee liabil-
ities are incurred when the Government guarantees the
payment of interest and principal on private loans; and
liabilities for future pension and retiree health pay-
ments are incurred as part of the current compensation
for the services performed by Federal civilian and mili-
tary employees in producing Government outputs. Like
debt securities sold in the credit market, these liabil-
ities have their own distinctive effects on the economy.
Federal liabilities are analyzed within the broader con-
ceptual framework of Federal resources and responsibil-
ities in the “Stewardship” Chapter of this volume. The
different types of liabilities are reported annually in
the financial statements of Federal agencies and in the
Financial Report of the United States Government, pre-
pared by the Treasury Department.

Government Surpluses or Deficits and the
Change in Debt

Table 16—2 summarizes Federal borrowing and debt
from 2007 through 2013. In 2007 the Government bor-
rowed $206 billion, increasing the debt held by the
public from $4,829 billion at the end of 2006 to $5,035
billion at the end of 2007. The debt held by Government
accounts increased $293 billion, and gross Federal debt
increased by $499 billion to $8,951 billion.

Debt Held by the Public.—The Federal Government
primarily finances deficits by borrowing from the public,
and it primarily uses surpluses to repay debt held by
the public. Table 16—2 shows the relationship between
the Federal deficit or surplus and the change in debt
held by the public. The borrowing or debt repayment
depends on the Federal Government’s expenditure pro-
grams and tax laws, on the economic conditions that
influence tax receipts and outlays, and on debt manage-
ment policy. The sensitivity of the budget to economic
conditions is analyzed in Chapter 12 of this volume,
“Economic Assumptions.”

The total or unified budget surplus consists of two
parts: the on-budget surplus or deficit; and the surplus
of the off-budget Federal entities, which have been ex-
cluded from the budget by law. Under present law,
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Table 16-2. FEDERAL GOVERNMENT FINANCING AND DEBT
(In billions of dollars)
Actual Estimate
2007 2008 | 2000 | 2010 | 2011 2012 | 2013
Financing:
Unified budget defiCit (=)/SUIPIUS (+) rveuverurrereereeirerrieerireenssisereesesess e sessssensnes -162.0 -410.0 -407.4 -160.0 -94.8 481 29.3
Financing other than borrowing from the public:
Changes in: 1
Treasury operating cash balanCe (=) ... seiesesssenes -23.1 30.2
Checks outstanding, etc.2 ...... 16 | s
Seigniorage on coins 0.8 0.9
Credit net financing disbursements (-):
Direct loan fin@nCing @CCOUNES ........ccururririeicieineiseseie et sseneees -8.2 -10.1 -15.7 -14.9 -16.3 -16.8 -17.0
Guaranteed loan financing accounts -8.6 2.7 5.2 -1.1 1.2 -2.1 -17
Net purchases of non-Federal securities by the
National Railroad Retirement Investment Trust (=) ......ccooverveneeneneenenenencnsnireenees -3.3 -1.8 = 0.2 0.5 0.2 0.5
Total, financing other than borrowing from the public ..., -44.2 16.6 -20.1 -15.0 -13.7 -17.9 -17.3
Total, requirement to borrow from the public .........cccoevrervincrnineinieinienines -206.2 -393.5 -427.5 -174.9 -108.6 30.2 12.1
Change in debt held by the PUDIIC .......c.cvvvrevicererireinecrsie e sesesenes 206.2 3935 4275 174.9 108.6 -30.2 -12.1
Changes in Debt Subject to Statutory Limitation:
Change in debt held by the public 206.2 393.5 427.5 174.9 108.6 -30.2 -121
Change in debt held by Government accounts ............coveerecenne. 293.2 310.2 331.4 366.0 393.5 441.8 420.3
Less: change in debt not subject to limit and other adjustments ... 1.7 * 1.9 1.3 1.7 1.8 1.9
Total, change in debt subject to statutory imitation ... 501.1 703.7 760.8 542.3 503.7 413.4 410.2
Debt Subject to Statutory Limitation, End of Year:
Debt issued by Treasury 8,925.6 9,629.3 | 10,388.0 | 10,928.7 | 11,4306 | 11,8427 | 12,251.4
Less: Treasury debt not subject to limitation (-) -14.5 -14.5 -12.4 -10.7 -8.9 -7.6 -6.2
Agency debt subject to limitation ... 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Adjustment for discount and premium 10.2 10.2 10.2 10.2 10.2 10.2 10.2
Total, debt subject to statutory lIMItAtioN 5 ... 8,921.3 9,625.1 | 10,385.9 | 10,928.2 | 11,4319 | 11,8454 | 12,255.5
Debt Outstanding, End of Year:
Gross Federal debt: 6
Debt iSSUEA DY TIEASUMY .vuuevueirceeecieieeieceiensess ettt sssenen 8,925.6 9,629.3 | 10,388.0 | 10,928.7 | 11,4306 | 11,8427 | 12,251.4
Debt isSued by Other QQENCIES .......ccvververieiierierieeeeerree e 252 252 254 25.7 25.8 254 24.9
Total, gross Federal debt ... esessseees 8,950.7 96544 | 104134 | 10,9544 | 11,4565 | 11,868.1 | 12,276.4
Held by:
Debt held by Government accounts 3,915.6 4,225.8 4,557.3 4,923.3 5,316.8 5,758.6 6,179.0
Debt held by the public” 5,035.1 5,428.6 5,856.2 6,031.1 6,139.7 6,109.5 6,097.4

*$50 million or less.

1A decrease in the Treasury operating cash balance (which is an asset) is a means of financing a deficit and therefore has a positive sign. An increase in checks outstanding
(which is a liability) is also a means of financing a deficit and therefore also has a positive sign.

2Besides checks outstanding, includes accrued interest payable on Treasury debt, uninvested deposit fund balances, allocations of special drawing rights, and other liability ac-
counts; and, as an offset, cash and monetary assets (other than the Treasury operating cash balance), other asset accounts, and profit on sale of gold.

3 Consists primarily of Federal Financing Bank debt.

4 Consists mainly of unamortized discount (less premium) on public issues of Treasury notes and bonds (other than zero-coupon bonds) and unrealized discount on Government
account series securities.

5The statutory debt limit is $9,815 billion, enacted on September 29, 2007.

6 Treasury securities held by the public and zero-coupon bonds held by Government accounts are almost all measured at sales price plus amortized discount or less amortized
premium. Agency debt securities are almost all measured at face value. Treasury securities in the Government account series are otherwise measured at face value less unreal-
ized discount (if any).

7 At the end of 2007, the Federal Reserve Banks held $779.6 billion of Federal securities and the rest of the public held $4,255.5 billion. Debt held by the Federal Reserve
Banks is not estimated for future years.

the off-budget Federal entities are the Social Security
trust funds (Old-Age and Survivors Insurance and Dis-
ability Insurance) and the Postal Service fund.® The
off-budget totals are virtually the same as Social Secu-
rity, which had a large surplus in 2007 and is estimated

5For further explanation of the off-budget Federal entities, see Chapter 23 of this volume,
“Off-Budget Federal Entities and Non-Budgetary Activities.”

to have large surpluses throughout the projection pe-
riod. The on-budget and off-budget surpluses or deficits
are added together to determine the Government’s fi-
nancing needs.

The Government’s need to borrow, or its ability to
repay debt held by the public, has always depended
on several other factors besides the unified budget sur-
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plus or deficit, such as the change in the Treasury
operating cash balance. As shown in Table 16-2, these
other factors, which in this table are called “financing
other than borrowing from the public,” can either in-
crease or decrease the Government’s need to borrow.
(An increase in its need to borrow is represented by
a negative sign, like the deficit.) Some of the individual
factors themselves may be either positive or negative,
and some of them vary considerably in size from year
to year. In 2007 the deficit was $162 billion and these
other factors increased the need to borrow by $44 bil-
lion. As a result, the Government borrowed $206 billion
from the public.

Over the long-run, it is a good approximation to say
that “the deficit is financed by borrowing from the pub-
lic” or “the surplus is used to repay debt held by the
public.” Over the last 20 years, the cumulative deficit
was $2,957 billion and the increase in debt held by
the public was $3,145 billion. Thus, the other factors
added a total of $188 billion of borrowing, an average
of $9 billion per year.

In individual years it is also often a good approxima-
tion to say that the deficit and borrowing (or the sur-
plus and debt repayment) are about the same. The
variation, however, can be wide, ranging over the last
20 years from additional borrowing (or lower repay-
ment) of $63 billion in 2002 to reduced borrowing of
$30 billion in 2004. The other factors are estimated
to reduce borrowing by $17 billion in 2008 and increase
borrowing in 2009 through 2013 by amounts ranging
from $14 to $20 billion. Three specific factors presented
in Table 16-2 have recently been especially important.

Change in Treasury operating cash balance.—The
cash balance increased $16 billion in 2006 and $23
billion in 2007, as a result of transactions that occurred
late in the fiscal year. The operating cash balance is
estimated to decrease by $30 billion by the end of 2008
and then to remain essentially the same. Changes in
the operating cash balance, while occasionally large,
are inherently limited. Decreases in cash—a means of
financing the Government—are limited by the amount
of past accumulations, which themselves required fi-
nancing when they were built up. Increases are limited
because it is more efficient to repay debt.

Net financing disbursements of the direct loan and
guaranteed loan financing accounts.—Under the Fed-
eral Credit Reform Act of 1990, budget outlays for di-
rect loans and loan guarantees consist of the estimated
subsidy cost of the loans or guarantees at the time
when the direct loans or guaranteed loans are dis-
bursed. The cash flows to and from the public resulting
from these loans and guarantees—the disbursement
and repayment of loans, the default payments on loan
guarantees, the collections of interest and fees, and so
forth—are not costs to the Government except for those
costs already included in budget outlays. Therefore,
they are non-budgetary in nature and are recorded as

transactions of the non-budgetary financing account for
each credit program. 6

The financing accounts also include several types of
intragovernmental transactions. In particular, they re-
ceive payment from the credit program accounts for
the costs of new direct loans and loan guarantees; they
also receive payment for any upward reestimate of the
costs of direct loans and loan guarantees outstanding.
These collections are offset against the gross disburse-
ments of the financing accounts in determining the ac-
counts’ total net cash flows. The gross disbursements
include outflows to the public—such as of loan funds
or default payments—as well as the payment of any
downward reestimate of costs to budgetary receipt ac-
counts. The total net cash flows of the financing ac-
counts, consisting of transactions with both the public
and the budgetary accounts, are called “net financing
disbursements.” They are defined in the same way as
the “outlays” of a budgetary account and therefore af-
fect the requirement for borrowing from the public in
the same way as the deficit.

The intragovernmental transactions of the financing
accounts do not affect Federal borrowing from the pub-
lic. Although the deficit changes because of the budget’s
outlay to, or receipt from, a financing account, the net
financing disbursement changes in an equal amount
with the opposite sign, so the effects cancel out. On
the other hand, financing account disbursements to the
public increase the requirement for borrowing from the
public in the same way as an increase in budget outlays
that are disbursed to the public in cash. Likewise, fi-
nancing account receipts from the public can be used
to finance the payment of the Government’s obligations,
and therefore they reduce the requirement for Federal
borrowing from the public in the same way as an in-
crease in budget receipts.

A major part of this financing is normally due to
the direct student loan program. Since direct loans re-
quire cash disbursements equal to the full amount of
the loans when the loans are made, Federal borrowing
requirements are initially increased. Later, when the
loans are repaid, Federal borrowing requirements will
decrease.

In some years, large net upward or downward reesti-
mates in the cost of outstanding direct and guaranteed
loans may cause large swings in the net financing dis-
bursements. In 2007, the upward reestimates in some
accounts largely cancelled out the downward reesti-
mates in other accounts, for a net downward reestimate
of $3 billion. In 2008, upward and downward reesti-
mates are again expected to largely cancel out, with
a net upward reestimate of $3 billion. After 2008, the
pattern is expected to be more normal.

The financing accounts are estimated to increase the
need for borrowing by $13 billion in 2008 and from

6The Federal Credit Reform Act of 1990 (sec. 505(b)) requires that the financing accounts
be non-budgetary. As explained in Chapter 23 of this volume, “Off-Budget Federal Entities
and Non-Budgetary Activities,” they are non-budgetary in concept because they do not
measure cost. For additional discussion of credit reform, see Chapter 26 of this volume,
“The Budget System and Concepts,” and the other references cited in Chapter 23 of this
volume.
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$15 billion to $21 billion in each of the following five
years.

Net purchases of non-Federal securities by the Na-
tional Railroad Retirement Investment Trust.—This
trust fund was established by the Railroad Retirement
and Survivors’ Improvement Act of 2001. In 2003, most
of the assets in the Railroad Retirement Board trust
funds were transferred to the new trust fund, which
invests its assets primarily in private stocks and bonds.
The Act ordered special treatment of the purchase or
sale of non-Federal assets by this trust fund, treating
such purchases as a means of financing rather than
an outlay. Therefore, the increased need to borrow from
the public to finance the purchase of non-Federal assets
is part of the “financing other than borrowing from
the public” rather than included as an increase in the
deficit. The increased borrowing associated with the
transfer expanded publicly held debt by $20 billion in
2003. Net purchases in subsequent years have been
much smaller. Net purchases increased borrowing by
$3 billion in 2007. The net purchases are expected to
increase borrowing by $2 billion in 2008 and then to
have a lesser impact on borrowing in future years.?

Debt held by Government accounts.—The amount
of Federal debt issued to Government accounts depends
largely on the surpluses of the trust funds, both on-
budget and off-budget, which owned 93 percent of the
total Federal debt held by Government accounts at the
end of 2007. In 2007, the total trust fund surplus was
$249 billion, and trust funds invested $245 billion in

Federal securities. Investment may differ somewhat
from the surplus due to changes in the amount of cash
assets not currently invested. The remainder of debt
issued to Government accounts is owned by a number
of special funds and revolving funds. The debt held
in major accounts and the annual investments are
shown in Table 16—4.

Agency Debt

Some Federal agencies, shown in Table 16-3, sell
or have sold debt securities to the public and, at times,
to other Government accounts. At one time, several
other agencies issued debt securities, but this activity
has declined significantly over time. Currently, new
debt is issued only by the Tennessee Valley Authority
(TVA) and the Federal Housing Administration (FHA);
the remaining agencies are repaying existing borrowing.
During 2007, agencies repaid $0.6 billion of debt held
by the public, resulting in total agency debt of $25.2
billion as of the end of the year. Agency debt is less
than one percent of Federal debt held by the public.
Agencies are estimated to repay small amounts of debt
in 2008. As a result of anticipated new borrowing by
TVA, agency debt is expected to increase by $0.2 billion
in 2009.

The predominant agency borrower is the Tennessee
Valley Authority, which had borrowed $25 billion from
the public as of the end of 2007, or 98 percent of the
total debt of all agencies. TVA sells debt primarily to
finance capital expenditures.

Table 16-3. AGENCY DEBT

(In millions of dollars)

Borrowing or repayment (-) of debt | Debt end
of
2007 2008 2009 2009
actual estimate | estimate | estimate
Borrowing from the public:
Housing and Urban Development:
Federal Housing Administration ...........ccccovevenerniinininne 27 N [T 85
Small Business Administration:
Participation certificates: Section 505 development
(010] 1110 = =T | e | e | e
Architect of the Capitol -4 -4 -4 144
National ArchiveS ... -10 -11 -1 193
Tennessee Valley Authority:
Bonds and NOtES ......ccceveveiereicieieeee e -391 148 387 23,035
Lease/leaseback obligations . -37 —43 -41 988
Prepayment obligations ..........ccocveemmerncinerncineireninnns -105 -106 -105 928
Total, borrowing from the public ..............cccoveenee. -581 -16 226 25,373
Borrowing from other funds:
Tennessee Valley AUOMLY ......c.vveeercrnerneenererneenereees =T e | e 6
Total, borrowing from other funds ........................ | e | e 6
Total, agency borrowing ...........ccccooveveenencrnennens -582 -16 226 25,379

*$500,000 or less.

7The budget treatment of this fund is further discussed in Chapter 26 of this volume,
“The Budget System and Concepts.”
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The TVA has traditionally financed its capital con-
struction by selling bonds and notes to the public. Since
2000, it has also employed two types of alternative
financing methods, lease/leaseback obligations and pre-
payment obligations. Under the lease/leaseback obliga-
tions method, TVA signed contracts to lease some facili-
ties and equipment to private investors and simulta-
neously lease them back. It received a lump sum for
leasing out its assets, and then leased them back at
fixed annual payments for a set number of years. TVA
retains substantially all of the economic benefits and
risks related to ownership of the assets.® Under the
prepayment obligations method, TVA’s power distribu-
tors may prepay a portion of the price of the power
they plan to purchase in the future. In return, they
obtain a discount on a specific quantity of the future
power they buy from TVA. The quantity varies, depend-
ing on TVA’s estimated cost of borrowing.

The Office of Management and Budget determined
that each of these alternative financing methods is a
means of financing the acquisition of assets owned and
used by the Government, or of refinancing debt pre-
viously incurred to finance such assets. They are equiv-
alent in concept to other forms of borrowing from the
public, although at different terms and conditions. The
budget therefore records the upfront cash proceeds from
these methods as borrowing from the public, not offset-
ting collections. The obligations under these methods
are reported as liabilities on TVA’s balance sheet under
generally accepted accounting principles. Table 16-3
presents these alternative financing methods separately
from TVA bonds and notes to distinguish between the
types of borrowing. At the end of 2007, obligations were
$1.1 billion for lease/leasebacks and $1.1 billion for pre-
payments. Obligations for these two types of alternative
financing are estimated to continue to decline as TVA
fulfills the terms of the contracts.

The Federal Housing Administration has for many
years issued both checks and debentures as means of
paying claims to the public that arise from defaults
on FHA-insured mortgages. Issuing debentures to pay
the Government’s bills is equivalent to selling securities
to the public and then paying the bills by disbursing
the cash borrowed, so the transaction is recorded as
being simultaneously an outlay and borrowing. The de-
bentures are therefore classified as agency debt.

A number of years ago, the Federal Government
guaranteed the debt used to finance the construction
of buildings for the National Archives and the Architect
of the Capitol, and subsequently exercised full control
over the design, construction, and operation of the
buildings. These arrangements are equivalent to direct
Federal construction financed by Federal borrowing.
The construction expenditures and interest were there-
fore classified as Federal outlays, and the borrowing
was classified as Federal agency borrowing from the
public.

8This arrangement is at least as governmental as a “lease-purchase without substantial
private risk.” For further detail on the current budgetary treatment of lease-purchase with-
out substantial private risk, see OMB Circular No. A-11, Appendix B.

The amount of agency securities sold to the public
has been reduced over time by borrowing from the Fed-
eral Financing Bank (FFB). The FFB is an entity with-
in the Treasury Department, one of whose purposes
is to substitute Treasury borrowing for agency bor-
rowing from the public. It has the authority to purchase
agency debt and finance these purchases by borrowing
from the Treasury. Agency borrowing from the FFB
is not included in gross Federal debt. It would be double
counting to add together (a) the agency borrowing from
the FFB and (b) the Treasury borrowing from the public
that was needed to provide the FFB with the funds
to lend to the agencies.

Debt Held by Government Accounts

Trust funds, and some special funds and public enter-
prise revolving funds, accumulate cash in excess of cur-
rent needs in order to meet future obligations. These
cash surpluses are generally invested in Treasury debt.

Investment by trust funds and other Government ac-
counts has risen greatly for many years. It was $293
billion in 2007, and is estimated to be $310 billion
in 2008 and $331 billion in 2009, as shown in Table
16—4. The holdings of Federal securities by Government
accounts are estimated to grow to $4,557 billion by
the end of 2009, or 44 percent of the gross Federal
debt. The percentage is estimated to rise in the fol-
lowing years, as the trust funds and several major re-
volving funds and special funds continue to accumulate
surpluses while borrowing from the public begins to
fall.

The large investment by Government accounts is con-
centrated among a few trust funds. The two Social Se-
curity trust funds—Old-Age and Survivors Insurance
and Disability Insurance—have a large combined sur-
plus and invest $584 billion during 2007-09, which is
62 percent of the total estimated investment by Govern-
ment accounts. The funds for Federal employee retire-
ment also invest a large share of the total. The military
retirement trust fund and the special fund for uni-
formed services Medicare-eligible retiree health care ac-
count for 16 percent of total investment by Government
accounts during 2007-2009. The principal trust fund
for Federal civilian employees is the Civil Service Re-
tirement and Disability Fund (CSRDF). In 2007, funds
were transferred from the CSRDF, the Postal Service,
and other sources to create a new special fund for Post-
al Service retiree health benefits. Together the CSRDF
and the new Postal Service retiree health benefit fund
account for another 12 percent. The two Medicare trust
funds—Hospital Insurance and Supplementary Medical
Insurance—account for 5 percent. Altogether, the in-
vestment by Social Security, Medicare, and these four
Federal employee retirement funds is almost as much
as the total investment by Government accounts during
this period. At the end of 2009, they are estimated
to own 92 percent of the total debt held by Government
accounts. Many of the other Government accounts also
increase their holdings of Federal securities during this
period.
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Technical note on measurement.—The Treasury secu-
rities held by Government accounts consist almost en-
tirely of the Government account series. Most were
issued at par value (face value), and the securities

issued at a discount or premium were traditionally re-
corded at par in the OMB and Treasury reports on
Federal debt. However, there are two kinds of excep-
tions.

Table 16-4. DEBT HELD BY GOVERNMENT ACCOUNTS

(In millions of dollars)

Investment or Disinvestment (-) Holdings
. end
Description 2007 2008 2009 of 2009
actual estimate estimate estimate
Investment in Treasury debt:
Energy:
Nuclear waste disposal fund ™ ... 1,326 884 914 21,845
Uranium enrichment decontamination fund ...........ccccoeerererecenenns 395 57 225 4,905
Health and Human Services:
Federal hospital insurance trust fund ...........cccoooveeivnrnneneneins 17,191 -5,336 10,908 324,949
Federal supplementary medical insurance trust fund .................... 6,187 9,502 7,550 56,300
Vaccine injury compensation fund ...........cccceeevenenee . 246 -135 -146 2,344
Homeland Security: Aquatic resources trust fund 198 -197 50 1,700
Housing and Urban Development:
Federal Housing Administration mutual mortgage fund ................ 375 -306 -181 21,918
Guarantees of mortgage-backed SECUMIES .........covvereerrreeerrcrnnene 374 375 417 9,551
Interior:
Bureau of Land Management permanent operating funds ........... -151 -141 -132 1,917
Environmental improvement and restoration fund ........... . 39 66 40 1,195
Abandoned mine reclamation fund ... 98 103 114 2,582
Labor:
Unemployment trust fund ...........cceveueererineeneeeneernesneeees 8,711 9,077 8,000 92,000
Pension Benefit Guaranty Corporation ! . -462 -135 82 14,473
State: Foreign service retirement and disability trust fund ................ 502 518 536 15,432
Transportation:
Highway trust fund 1,207 -5,135 -5,998 1,072
Airport and airway trust fund ..... 38 19 -1,523 6,427
Aviation insurance revolving fund 190 180 28 1,096
Treasury:
Exchange stabilization fund ... 725 862 884 18,182
Comptroller of the Currency Assessment fund ...........ccoeveerevnnen. 107 147 181 1,140
Veterans Affairs:
National service life insurance trust fund ..........cccoceevveveviveiverenenas —437 472 -534 8,746
Veterans special life insurance fund ........c.ccccoo.... 25 11 5 2,001
Corps of Engineers: Harbor maintenance trust fund 552 390 | e 4,105
Other Defense-Civil:
Medicare-eligible retiree health care fund .........cccovevrrcrvinienns 19,451 41,659 25,543 159,393
Military retirement trust fund ...... . 8,422 25,152 32,637 248,021
Education benefits fund .........cocoevvemiincinniicneenes 165 231 168 1,804
Environmental Protection Agency:
Hazardous substance trust fund .......ccccooveveenrerreireierereseins 103 87 100 2,931
Leaking underground storage tank trust fund ... 27 189 250 3,376
International Assistance Programs:
Overseas Private Investment Corporation ...........cccceveererereereennns 203 125 130 4,731
Office of Personnel Management:
Civil service retirement and disability trust fund ............cccoceneunen. 11,729 31,824 33,398 766,887
Employees life insurance fund ..........cccccoveeenen. 1,683 1,084 1,290 35,339
Employees health benefits fund ... . 1,067 490 402 16,784
Postal Service retiree health benefits fund ............cccovvevveeiverennes 25,491 6,787 6,946 39,224
Social Security Administration:
Federal old-age and survivors insurance trust fund2 .................. 175,133 187,680 201,688 2,357,630
Federal disability insurance trust fund 2 11,652 4,097 3,388 221,315
District of Columbia: Federal pension fund 37 -5 12 3,653
Farm Credit System Insurance Corporation:
Farm Credit System Insurance fund .........ccocvevmeenernrneinseneenens 275 292 345 3,000
Federal Communications Commission:
Universal Service fuNd .........ccoveeeeenermenrerncrieenseeessesesesseeenes 269 22 | s 5,053
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Table 16-4. DEBT HELD BY GOVERNMENT ACCOUNTS '—Continued

(In millions of dollars)

Investment or Disinvestment (-) Holdings
o end
Description 2007 2008 2009 of 2009
actual estimate estimate estimate
Federal Deposit Insurance Corporation:

Federal deposit insurance fund 1,300 1,729 2,904 52,148

FSLIC resolution fund ....... 153 292 167 3,641
National Credit Union Administration:

Share insurance fund 388 293 384 7,814
Postal SErvice fUNd 2 ..o 3,254 =979 | e | e
Railroad Retirement Board trust funds ..........cccoeeveneeneenneenneneincnns 106 107 -100 2,003
United States Enrichment Corporation fund .. 75 40 60 1,602
Other Federal funds ........c.cocvvereeneerrenernnenes 953 -1,058 295 5,361
Other trust funds ....... 327 -269 17 3,824
Unrealized diSCOUNt T ........ccoiviieeiieiereeecisseieie et 196 | e | e -2,159

Total, investment in Treasury debt? ..o 293,238 310,202 331,444 4,557,255
Investment in agency debt:
Railroad Retirement Board:

National Railroad Retirement Investment Trust .........ccccoevvreirennees =1 | e | e 6

Total, investment in agency debt! ... =1 s | 6

Total, investment in Federal debt? ..o 293,237 310,202 331,444 4,557,261

MEMORANDUM

Investment by Federal funds (on-budget) ...... 51,506 52,119 39,177 383,284

Investment by Federal funds (off-budget) .. -3,254 979 | s | s

Investment by trust funds (on-budget) ....... 58,397 67,285 87,191 1,597,191

Investment by trust funds (off-budget) 186,784 191,778 205,076 2,578,945

Unrealized diSCOUNET ........ccviveiieieiere et =196 | oo | e -2,159

* $500 thousand or less.

1Debt held by Government accounts is measured at face value except for the Treasury zero-coupon bonds held by the Nu-
clear Waste Disposal fund and the Pension Benefit Guaranty Corporation (PBGC), which are recorded at market or redemption
price; and the unrealized discount on Government account series, which is not distributed by account. Changes are not estimated
in the unrealized discount. If recorded at face value, at the end of 2007 the debt figures would be $19.4 billion higher for the Nu-
clear Waste Disposal fund and $21.3 billion higher for PBGC than recorded in this table.

20ff-budget Federal entity.

First, Treasury issues zero-coupon bonds to a very
few Government accounts. Because the purchase price
is a small fraction of par value and the amounts are
large, the holdings are recorded in Table 16-4 at par
value less unamortized discount. The only two Govern-
ment accounts that held zero-coupon bonds during the
period of this table are the Nuclear Waste Disposal
fund in the Department of Energy and the Pension
Benefit Guaranty Corporation (PBGC). The total
unamortized discount on zero-coupon bonds was $40.6
billion at the end of 2007.

Second, Treasury subtracts the unrealized discount
on other Government account series securities in calcu-
lating “net federal securities held as investments of
government accounts.” Unlike the discount recorded for
zero-coupon bonds and debt held by the public, the
unrealized discount is the discount at the time of issue
and is not amortized over the term of the security.
In Table 16-4 it is shown as a separate item at the
end of the table and not distributed by account. The
amount was $2.2 billion at the end of 2007.

Limitations on Federal Debt

Definition of debt subject to limit.—Statutory lim-
itations have usually been placed on Federal debt. Until
World War I, the Congress ordinarily authorized a spe-
cific amount of debt for each separate issue. Beginning
with the Second Liberty Bond Act of 1917, however,
the nature of the limitation was modified in several
steps until it developed into a ceiling on the total
amount of most Federal debt outstanding. This last
type of limitation has been in effect since 1941. The
limit currently applies to most debt issued by the
Treasury since September 1917, whether held by the
public or by Government accounts; and other debt
issued by Federal agencies that, according to explicit
statute, is guaranteed as to principal and interest by
the United States Government.

The third part of Table 16—2 compares total Treasury
debt with the amount of Federal debt that is subject
to the limit. Nearly all Treasury debt is subject to the
debt limit. Most of the Treasury debt not subject to
the general statutory limit was issued by the Federal
Financing Bank (FFB). The FFB, which is within the
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Treasury Department, is authorized to have out-
standing up to $15 billion of publicly issued debt. It
issued $14 billion of securities to the Civil Service Re-
tirement and Disability Fund on November 15, 2004,
in exchange for an equal amount of regular Treasury
securities. The FFB securities have the same interest
rates and maturities as the regular Treasury securities
for which they were exchanged. The securities mature
on dates from June 30, 2009, through June 30, 2019.
The other Treasury debt not subject to the general limit
consists almost entirely of silver certificates and other
currencies no longer being issued. It was $502 million
at the end of 2007 and gradually declines over time.

The sole agency debt currently subject to the general
limit, $69 million at the end of 2007, is certain deben-
tures issued by the Federal Housing Administration.®
Some of the other agency debt, however, is subject to
its own statutory limit. For example, the Tennessee
Valley Authority is limited to $30 billion of bonds and
notes outstanding.

The comparison between Treasury debt and debt sub-
ject to limit also includes an adjustment for measure-
ment differences in the treatment of discounts and pre-
miums. As explained earlier in this Chapter, debt secu-
rities may be sold at a discount or premium, and the
measurement of debt may take this into account rather
than recording the face value of the securities. How-
ever, the measurement differs between gross Federal
debt (and its components) and the statutory definition
of debt subject to limit. An adjustment is needed to
derive debt subject to limit (as defined by law) from
Treasury debt. The amount is relatively small: $10.2
billion at the end of 2007 compared to the total
unamortized discount (less premium) of $82.1 billion
on all Treasury securities.

Changes in the debt limit.—The statutory debt
limit has been changed many times. Since 1960, Con-
gress has passed 73 separate acts to raise the limit,
extend the duration of a temporary increase, or revise
the definition. 10

During the 1990s, the debt limit was increased three
times by amounts large enough to last for two years
or more. All three of these increases were enacted as
part of a deficit reduction package or a plan to balance
the budget and were intended to last a relatively long
time: the Omnibus Budget Reconciliation Act of 1990;
the Omnibus Budget Reconciliation Act of 1993; and
the Balanced Budget Act of 1997. The 1997 increase
lasted until 2002.

Since 2002, the debt has reached the limit five times.
In each instance, the limit has been increased by an
amount sufficient to last less than two years. The debt
limit was increased to $6,400 billion on June 28, 2002,
to $7,384 billion on May 27, 2003, to $8,184 billion
on November 19, 2004, to $8,965 billion on March 20,
2006, and to $9,815 billion on September 29, 2007. Each
time, in the weeks prior to the increase, the Treasury

9 At the end of 2007, $16 million of FHA debentures was not subject to limit.
10The Acts and the statutory limits since 1940 are listed in Historical Tables, Budget
of the United States Government, Fiscal Year 2009, Table 7.3.

Department has taken a variety of administrative ac-
tions to meet the Government’s obligation to pay its
bills and invest its trust funds while keeping debt
under the existing limit.

Prior to the most recent increase, the Secretary of
Treasury wrote Congress in July 2007 that the debt
subject to limit would reach the ceiling in early October
2007. Congress passed legislation to increase the limit
on September 27 and the President signed the legisla-
tion on September 29, before the limit was reached.
On September 21, as the anticipated reaching of the
limit neared, Treasury announced that it would dis-
continue the acceptance of subscriptions to the State
and local government series of securities, beginning on
September 27. On September 28, following Congres-
sional passage of the debt limit increase, Treasury rein-
stated acceptance of these subscriptions. Because the
increase was enacted before the limit was reached, it
was not necessary for Treasury to take any other ad-
ministrative actions.

In most cases, including 2002, 2003, 2004, and 2006,
the Government has reached the statutory debt limit
before an increase has been enacted. When this has
occurred, the Treasury Department has taken addi-
tional administrative actions to continue Government
operations while remaining below the statutory limit.
One such measure is the partial or full disinvestment
of the Government Securities Investment Fund (G-
fund). This fund is one component of the Thrift Savings
Plan (T'SP), a defined contribution pension plan for Fed-
eral employees. The Secretary has statutory authority
to suspend investment of the G-fund in Treasury securi-
ties as needed to prevent the debt from exceeding the
debt limit. Treasury determines each day the amount
of investments that would allow the fund to be invested
as fully as possible without exceeding the debt limit.
The Treasury Secretary is also authorized to declare
a debt issuance suspension period, which allows him
or her to redeem a limited amount of securities held
by the Civil Service Retirement and Disability Fund
(CSRDF) and stop investing its receipts. The law re-
quires that when any such actions are taken with the
TSP G-Fund or the CSRDF, the Secretary is required
to make the fund whole after the debt limit has been
raised by restoring the forgone interest and investing
the fund fully. Another measure for staying below the
debt limit is disinvestment of the Exchange Stabiliza-
tion Fund.

In addition to these steps, Treasury has previously
replaced regular Treasury securities with borrowing by
the Federal Financing Bank, which, as explained above,
is not subject to the debt limit. This measure was most
recently taken in November 2004, and the outstanding
FFB securities will begin to mature in June 2009.

Methods of changing the debt limit.—The statu-
tory limit is usually changed by normal legislative pro-
cedures. Under the rules adopted by the House of Rep-
resentatives, it can also be changed as a consequence
of the annual Congressional budget resolution, which
is not itself a law. The budget resolution includes a
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provision specifying the appropriate level of the debt
subject to limit at the end of each fiscal year. The
rule provides that, when the budget resolution is adopt-
ed by both Houses of the Congress, the vote in the
House of Representatives is deemed to have been a
vote in favor of a Joint Resolution setting the statutory
limit at the level specified in the budget resolution.
The Joint Resolution is transmitted to the Senate for
further action, where it may be amended to change
the debt limit provision or in any other way. If it passes
both Houses of the Congress, it is sent to the President
for his signature. The House of Representatives first
adopted this rule for 1980, although it was not included
in the rules for several years before 2003. The rule
was used for the 2007 debt limit increase.

Federal funds financing and the change in debt
subject to limit.—The change in debt held by the pub-
lic, as shown in Table 16-2, is determined primarily
by the total Government deficit or surplus. The debt
subject to limit, however, includes not only debt held
by the public but also debt held by Government ac-
counts. The change in debt subject to limit is therefore
determined both by the factors that determine the total
Government deficit or surplus and by the factors that
determine the change in debt held by Government ac-
counts. The effect of debt held by Government accounts
on the total debt subject to limit is brought out sharply
in the second part of Table 16-2. The change in debt
held by Government accounts is a large proportion of
the change in total debt subject to limit each year and
accounts for over two-thirds of the estimated total in-
crease from 2008 through 2013.

The budget is composed of two groups of funds, Fed-
eral funds and trust funds. The Federal funds, in the
main, are derived from tax receipts and borrowing and
are used for the general purposes of the Government.
The trust funds, on the other hand, are financed by
taxes or other receipts earmarked by law for specified
purposes, such as paying Social Security benefits or
making grants to State governments for highway con-
struction. 11

A Federal funds deficit must generally be financed
by borrowing, which can be done either by selling secu-
rities to the public or by issuing securities to Govern-
ment accounts that are not within the Federal funds
group. Federal funds borrowing consists almost entirely
of Treasury securities that are subject to the statutory

11For further discussion of the trust funds and Federal funds groups, see Chapter 22
of this volume, “Trust Funds and Federal Funds.”

debt limit. Very little debt subject to statutory limit
has been issued for reasons except to finance the Fed-
eral funds deficit. The change in debt subject to limit
is therefore determined primarily by the Federal funds
deficit, which is equal to the difference between the
total Government deficit or surplus and the trust fund
surplus. Trust fund surpluses are almost entirely in-
vested in securities subject to the debt limit, and trust
funds hold most of the debt held by Government ac-
counts. The trust fund surplus reduces the total budget
deficit or increases the total budget surplus, decreasing
the need to borrow from the public or increasing the
ability to repay borrowing from the public. When the
trust fund surplus is invested in Federal securities, the
debt held by Government accounts increases, offsetting
the decrease in debt held by the public by an equal
amount. Thus, there is no net effect on gross Federal
debt.

Table 16-5 derives the change in debt subject to
limit. In 2007 the Federal funds deficit was $411 bil-
lion, and other factors increased financing requirements
by $41 billion. The rise in the Treasury operating cash
balance increased financing requirements by $23 billion
and the net financing disbursements of credit financing
accounts increased financing requirements by $17 bil-
lion. As an offset, special funds and revolving funds,
which are part of the Federal funds group, invested
$48 billion in Treasury securities. The largest single
investment was $19 billion for the uniformed services
Medicare-eligible retiree health care fund. In addition,
an adjustment is made for the relatively minor dif-
ference between the trust fund surplus and the trust
funds’ investment in Federal securities (including the
changes in the National Railroad Retirement Invest-
ment Trust’s investments in non-Federal securities). As
a net result of all these factors, $499 billion in financing
was required, increasing gross Federal debt by that
amount. Since Federal debt not subject to limit de-
creased by $0.6 billion and the adjustment for discount
and premium changed by $1.1 billion, the debt subject
to limit increased by $501 billion, while debt held by
the public increased by $206 billion.

The debt subject to limit is estimated to increase
to $9,625 billion by the end of 2008. The estimated
increases in the debt subject to limit are caused by
the continued Federal funds deficit, supplemented by
the other factors shown in Table 16-5. While debt held
by the public increases by $1,062 billion from the end
of 2007 through 2013, debt subject to limit increases
by $3,334 billion.
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Table 16-5. FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO STATUTORY LIMIT

(In billions of dollars)

Estimate
Description Pé%tggl
2008 2009 2010 2011 2012 2013
Change in Gross Federal Debt:
Federal funds defiCit (=) ... enne e -410.7 -693.4 -701.6 -484.3 -443.9 -347.0 -345.9
Means of financing other than borrowing—Federal funds ' -40.8 18.4 —-20.1 -15.2 -14.2 -18.1 -17.8
Decrease or increase (-) in Federal debt held by Federal funds ..........cccoveumincrnineens -48.3 -51.1 -39.2 -41.7 —-44.4 -46.8 -45.0
Adjustments for trust fund surplus not invested in Federal securities? ..........ccovuvnrinnnn. 0.2 224 1.9 0.2 0.5 0.2 0.5
Less: change in unrealized discount on Federal debt held by Federal funds .................. =02 | e | e | e | e | e | e
Total financing reqUIrEMENtS ... -499.4 -703.7 -759.0 -541.0 -502.1 -411.7 -408.3
Change in Debt Subject to Limit:
Change in gross Federal debt ... 499.4 703.7 759.0 541.0 502.1 411.7 408.3
Less: increase or decrease (-) in Federal debt not subject to limit -0.6 = -1.9 -1 -1.7 -1.8 -1.9
Less: change in adjustment for discount and premium3 .........c.ccoorvenierncrerneeneeneenenns 1| i | v | e | i | o | o
Total, change in debt subject to limit ... 501.1 703.7 760.8 542.3 503.7 413.4 410.2
ADDENDUM
Debt subject to Statutory IMIt# ..o 8,921.3 9,625.1 | 10,3859 | 10,928.2 | 11,4319 | 11,8454 | 12,2555

*$50 million or less.

"Includes Federal fund transactions that correspond to those presented in Table 16-2, but that are for Federal funds alone with respect to the public and trust funds.
2Includes trust fund holdings in other cash assets and changes in the investments of the National Railroad Retirement Investment Trust in non-Federal securities.
3 Consists of unamortized discount (less premium) on public issues of Treasury notes and bonds (other than zero-coupon bonds).

4The statutory debt limit is $9,815 billion.

Debt Held by Foreign Residents

During most of American history, the Federal debt
was held almost entirely by individuals and institutions
within the United States. In the late 1960s, foreign
holdings were just over $10 billion, less than 5 percent
of the total Federal debt held by the public. Foreign
holdings began to grow significantly starting in 1970.
This increase has been almost entirely due to decisions
by foreign central banks, corporations, and individuals,
rather than the direct marketing of these securities
to foreign residents.

Foreign holdings of Federal debt are presented in
Table 16-6. At the end of 2007, foreign holdings of
Treasury debt were $2,240 billion, which was 44 per-
cent of the total debt held by the public.12 Foreign
central banks owned 69 percent of the Federal debt
held by foreign residents; private investors owned near-
ly all the rest. The percentage held by foreign central
banks is up from 66 percent at the end of 2006. All
the Federal debt held by foreign residents is denomi-
nated in dollars.

Table 16-6. FOREIGN HOLDINGS OF FEDERAL DEBT

(Dollar amounts in billions)

Debt held by the public Borrowing from the
public
Fiscal Year Percent-

Total Foreign ! age :
foreign Total2 Foreign !
260.8 12.3 47 39 0.3
283.2 14.0 5.0 5.1 3.8
394.7 66.0 16.7 51.0 9.2
711.9 121.7 171 71.6 14
1,507.3 222.9 14.8 200.3 N/A
2,411.6 440.3 18.3 220.8 N/A
2,689.0 477.3 17.7 2774 37.0
2,999.7 535.2 17.8 310.7 57.9

12The debt calculated by the Bureau of Economic Analysis, Department of Commerce,
is different, though similar in size, because of a different method of valuing the securities.
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Table 16-6. FOREIGN HOLDINGS OF FEDERAL DEBT—Continued

(Dollar amounts in billions)

Debt held by the public Borrowing from the
public
Fiscal Year Percent-
i 1
Total Foreign fo?gi?; ] Total2 Foreign 1
3,248.4 591.3 18.2 248.7 56.1
3,433.1 655.8 19.1 184.7 64.5
3,604.4 800.4 22.2 171.3 N/A
3,734.1 993.4 26.6 129.7 193.0
3,772.3 1,230.5 32.6 38.3 237.1
3,721.1 1,224.2 32.9 -51.2 -6.3
3,632.4 1,281.4 35.3 -88.7 N/A
3,409.8 1,057.9 31.0 -222.6 N/A
3,319.6 1,005.5 30.3 -90.2 -52.3
3,540.4 1,200.8 33.9 220.8 N/A
39134 1,454.2 37.2 373.0 253.4
4,295.5 1,798.7 41.9 382.1 3445
4,592.2 1,930.6 42.0 296.7 131.9
4,829.0 2,027.3 42.0 236.8 96.7
5,035.1 2,240.3 445 206.2 213.0

N/A=Not available.

1 Estimated by Treasury Department. These estimates exclude agency debt, the holdings of which are believed to
be small. The data on foreign holdings are recorded by methods that are not fully comparable with the data on debt
held by the public. Projections of foreign holdings are not available. The estimates include the effects of benchmark
revisions in 1984, 1989, 1994, March 2000, and June 2002, 2003, 2004, 2005, and 2006.

2Change in debt held by the public is defined as equal to the change in debt held by the public from the begin-
ning of the year to the end, except to the extent that the amount of debt is changed by reclassification.

SBecause the change in debt that is recorded as held by foreign residents in these fiscal years reflects bench-
mark or conceptual revisions as well as net changes in holdings of Federal securities, the change in debt is not

shown in these years.

Although the amount of Federal debt held by foreign
residents has grown greatly over this period, the pro-
portion that foreign residents own, after increasing
abruptly in the very early 1970s, remained about 15-20
percent until the mid-1990s. During 1995-97, however,
growth in foreign holdings accelerated, with foreign
holdings increasing considerably more than total Fed-
eral borrowing from the public. As a result, the Federal
debt held by individuals and institutions within the
United States decreased in absolute amount during
those years, despite further Federal borrowing. The per-
centage of Federal debt held by foreign residents grew
from 19 percent at the end of 1994 to 33 percent at
the end of 1997. In the next few years the change
in foreign debt holdings was much smaller. Federal
debt held by foreign residents grew from 34 percent
at the end of 2002 to 42 percent at the end of 2004,
and then remained at that level in 2005 and 2006.
In 2007, Federal debt held by foreign residents in-
creased by $213 billion, more than the entire change
in the debt held by the public. Over the last five years,
the increase in foreign holdings was about 70 percent
of total Federal borrowing.

Foreign holdings of Federal debt are around 15-20
percent of the foreign-owned assets in the United
States, depending on the method of measuring total
assets. The foreign purchases of Federal debt securities
do not measure the full impact of the capital inflow
from abroad on the market for Federal debt securities.
The capital inflow supplies additional funds to the cred-

it market generally, and thus affects the market for
Federal debt. For example, the capital inflow includes
deposits in U.S. financial intermediaries that them-
selves buy Federal debt.

Federal, Federally Guaranteed, and Other
Federally Assisted Borrowing

The effect of the Government on borrowing in the
credit market arises not only from its own borrowing
to finance Federal operations but also from its assist-
ance to certain borrowing by the public. The Govern-
ment guarantees borrowing by private and other non-
Federal lenders, which is another term for guaranteed
lending. In addition to its guarantees, it has established
private corporations called “Government-sponsored en-
terprises,” or GSEs, to provide financial intermediation
for specified public purposes; it exempts the interest
on most State and local government debt from income
tax; it permits mortgage interest to be deducted in cal-
culating taxable income; and it insures the deposits
of banks and thrift institutions, which themselves make
loans.

Federal credit programs and other forms of assistance
are discussed in Chapter 7 of this volume, “Credit and
Insurance.” Detailed data are presented in tables at
the end of that chapter.
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17. FEDERAL RECEIPTS

Receipts (budget and off-budget) are taxes and other
collections from the public that result from the exercise
of the Federal Government’s sovereign or governmental
powers. The difference between receipts and outlays
is the surplus or deficit.

The Federal Government also collects income from
the public from market-oriented activities. Collections
from these activities, which are subtracted from gross
outlays, rather than added to taxes and other govern-
mental receipts, are discussed in the next Chapter.

Total receipts in 2009 are estimated to be $2,699.9
billion, an increase of $178.8 billion or 7.1 percent rel-
ative to 2008. Receipts are projected to grow at an
average annual rate of 6.2 percent between 2009 and
2013, rising to $3,428.2 billion. This growth in receipts
is largely due to assumed increases in incomes resulting
from both real economic growth and inflation.

As a share of Gross Domestic Product (GDP), receipts
are projected to increase from 17.6 percent in 2008

to 18.0 percent in 2009, and to rise to 18.8 percent
in 2013.

Table 17-1. RECEIPTS BY SOURCE—SUMMARY
(In billions of dollars)
Estimate
2007 Actual
2008 2009 2010 2011 2012 2013

Individual iNCOME AXES .....vuuvercrercrerrerreeierirerieesieeienes 1,163.5 1,219.7 1,259.0 1,417.3 1,499.0 1,599.9 1,709.1
Corporation income taxes .........ccccvven. 370.2 345.3 339.2 338.9 356.8 391.3 379.8
Social insurance and retirement receipts 869.6 910.1 949.4 1,004.0 1,059.7 1,111.4 1,168.5
(On-budget) .....cveeermreeerrrerireerreiis (234.5) (247.9) (253.8) (263.9) (278.3) (292.9) (309.4)
(Off-budget) ..... (635.1) (662.2) (695.6) (740.2) (781.4) (818.6) (859.1)
Excise taxes ............ 65.1 68.8 68.9 60.7 65.9 68.5 69.7
Estate and gift taxes 26.0 26.8 26.3 19.5 1.5 0.4 0.5
Customs duties ............. 26.0 29.2 29.1 30.8 325 35.0 37.0
Miscellaneous receipts .......... 47.8 46.3 47.9 50.0 53.2 57.4 59.5
Economic growth package .........vnnenenencninninins | verveeneineeneineneens -125.0 -20.0 10.0 8.0 6.0 4.0
Total receipts 2,568.2 2,521.2 2,699.9 2,931.3 3,076.4 3,269.9 3,428.2
(On-budget) (1,933.2) (1,859.0) (2,004.4) (2,191.2) (2,295.1) (2,451.3) (2,569.1)
(Off-budget) (635.1) (662.2) (695.6) (740.2) (781.4) (818.6) (859.1)
Total receipts as a percentage of GDP ........ccccocurveunee 18.8 17.6 18.0 18.6 18.6 18.8 18.8

Table 17-2. EFFECT ON RECEIPTS OF CHANGES IN THE SOCIAL SECURITY TAXABLE EARNINGS BASE
(In billions of dollars)
Estimate
2009 2010 2011 2012 2013
Social security (OASDI) taxable earnings base increases:

$102,000 to $106,800 0n Jan. 1, 2009 ......c..covermrerrrrrmrernrernressssmessssesssssssssnsssns 7.2 8.0 8.8
$106,800 to $111,600 on Jan. 1, 2010 .....cc.covvvrerererrreereerisssiessesesssessssessesssssias 6.5 7.2 8.0
$111,600 to $116,100 0n Jan. 1, 2011 ... eeseseseeseesssesnsess 2.3 6.2 6.8
$116,100 t0 $121,500 0N JaN. 1, 2012 ...oooovvieeeceeceeeeeeeetee s eeseeseesseesesseens | eeveeiienenns | ceereniieniens | eeveerieeienens 2.8 74
$121,500 to $126,900 0N Jan. 1, 2013 ......coovveerrrrrrerreernrenrersnessssessnesssssssssnssnnss | sevsssssssnnsins | sonessinnssinnes | seesseresnnnnne | eneessesssenees 2.9
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Chart 17-1. Major Provisions of the Tax Code Under the 2001, 2003, 2004, and 2006 Enacted Tax Relief

Provision 2003 2004 2005 2006 2007 2008 2009 2010 2011
Individual Income Tax Rates reduced to Rates revert to
Rates 35, 33, 28, and 39.6, 36, 31,
25 percent and 28 per-
cent
10 Percent Bracket Top of bracket in- Bracket elimi-
creased to nated, low-
$7,000/$14,000 est bracket
for single/joint reverts to 15
filers and infla- percent
tion-indexed
15 Percent Bracket for | Top of bracket for Top of bracket
Joint Filers joint filers in- for joint fil-
creased to 200 ers reverts
percent of top to 167 per-
of bracket for cent of top
single filers of bracket
for single fil-
ers
Standard Deduction for | Standard deduction Standard de-
Joint Filers for joint filers in- duction for
creased to 200 joint filers
percent of reverts to
standard deduc- 167 percent
tion for single of standard
filers deduction
for single fil-
ers
Child Credit Tax credit for each Tax credit for
qualifying child each quali-
under age 17 fying child
increased to under age
$1,000 and 17 reverts to
refundability ex- $500 and
tended to fami- refundability
lies with 1 or 2 restricted to
children taxpayers
with 3 or
more chil-
dren
Estate Taxes Top rate reduced Top rate re- Top Rate re- Top rate reduced | Top rate re- Exempt Estate tax re- | Top rate re-
to 49 percent duced to 48 duced to 47 to 46 percent duced to 45 amount in- pealed verts to 60
percent percent Exempt amount in- percent creased to percent
Exempt creased to $2 $3.5 million Exempt
amount in- million amount re-
creased to verts to $1
$1.5 million million
Small Business Deduction in- Deduction in- Deduction re-
Expensing creased to creased to verts to
$100,000, re- $125,000, $25,000, re-
duced by reduced by duced by
amount quali- amount amount
fying property qualifying qualifying
exceeds property ex- property ex-
$400,000, and ceeds ceeds
both amounts $500,000, $200,000
inflation-indexed and both and
Includes software amounts in- amounts not
flation-in- inflation-in-
dexed dexed
Includes soft- Does not apply
ware to software
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Chart 17-1. Major Provisions of the Tax Code Under the 2001, 2003, 2004, and 2006 Enacted Tax Relief—Continued

Provision 2003 2004 2005 2006 2007 2008 2009 2010 2011
Capital Gains Tax rate on capital Tax on capital Tax rate on
gains reduced gains elimi- capital gains
to 5/15 percent nated for reverts to
taxpayers in 10/20 per-
10/15 per- cent (8/18
cent tax percent on
brackets assets held
over 5
years)
Dividends Tax rate on divi- Tax on divi- Dividends
dends reduced dends elimi- taxed at
to 5/15 percent nated for standard in-
taxpayers in come tax
10/15 per- rates
cent tax
brackets
Bonus Depreciation Bonus depreciation Bonus depre-
increased to 50 ciation ex-
percent of quali- pires
fied property
aquired after
5/5/03
Alternative Minimum AMT exemption AMT exemption AMT exemp- AMT exemp-
Tax amount in- amount in- tion amount tion amount
creased to creased to increased to reverts to
$40,250/$58,000 $42,500/$62,550 $44,350/ $33,750/
for single/joint for single /joint $66,250 for $45,000 for
filers filers single /joint single /joint
filers filers

ENACTED LEGISLATION

Several laws were enacted in 2007 that have an effect
on governmental receipts. The major legislative changes
affecting receipts are described below.

U.S. TROOP READINESS, VETERANS’ CARE,
KATRINA RECOVERY, AND TRAQ ACCOUNT-
ABILITY APPROPRIATIONS ACT, 2007

The U.S. Troop Readiness, Veterans’ Care, Katrina
Recovery, and Iraq Accountability Appropriations Act,
2007 was signed by President Bush on May 25, 2007.
In addition to increasing the minimum wage and pro-
viding funding for the Global War on Terror, hurricane
disaster relief and other purposes, this Act provided
tax relief to small businesses that was in large part
offset by other tax changes. The major provisions of
this Act that affected governmental receipts are de-
scribed below.

Tax Incentives for Small Business

Extend and increase expensing for small busi-
nesses.—Under prior law, business taxpayers were al-
lowed to expense up to $100,000 in annual investment
expenditures for qualifying property (expanded to in-
clude off-the-shelf computer software) placed in service
in taxable years beginning after 2002 and before 2010.
The maximum amount that could be expensed was re-
duced by the amount by which the taxpayer’s cost of
qualifying property exceeded $400,000. Both the deduc-
tion and annual investment limit were indexed annu-

ally for inflation, effective for taxable years beginning
after 2003 and before 2010. Also, with respect to a
taxable year beginning after 2002 and before 2010, tax-
payers were permitted to make or revoke expensing
elections on amended returns without the consent of
the Internal Revenue Service (IRS) Commissioner. This
Act extended for one year, through 2010, the prior law
rules applicable to small business expensing in taxable
years beginning after 2002 and before 2010. This Act
also increased the deduction and annual investment
limit to $125,000 and $500,000, respectively, effective
for taxable years beginning after 2006 and before 2011.
Both the deduction and annual investment limit were
indexed annually for inflation, effective for taxable
years beginning after 2007 and before 2011.

Extend and modify the work opportunity tax
credit (WOTC).—The WOTC provides incentives to
employers for hiring individuals from certain targeted
groups. Under prior law, the credit expired with respect
to wages paid to qualified individuals who began work
after December 31, 2007. This Act extended the credit
to apply to qualified wages paid to workers hired before
September 1, 2011 and expanded the eligibility criteria
for certain targeted groups.

Modify tax credit for tips.—Businesses are allowed
to pay a tip-earning employee wages that are below
the minimum wage if the combined value of the employ-
ee’s tips and reduced wage exceeds the minimum wage.
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Businesses are also required to pay social security and
Medicare payroll taxes on both the wages and tip in-
come of their employees; however, a “tip credit” may
be claimed for the payroll taxes paid on tips in excess
of the minimum wage. This Act increased the minimum
wage in three stages over 24 months, from $5.15 per
hour to $7.25 per hour. To prevent a reduction in the
“tip credit” that would occur as a result of this increase
in the minimum wage, this Act allowed employers to
continue to calculate the tip credit using the minimum
wage in effect on January 1, 2007 ($5.15 per hour).

Allow “tip credit” and WOTC against the alter-
native minimum tax (AMT).—Taxpayers generally
are not allowed to offset AMT liability with business
tax credits. Effective for taxable years beginning after
December 31, 2006, this Act waived this limitation with
respect to the WOTC and the “tip credit,” thereby al-
lowing taxpayers (both individuals and corporations) to
offset AMT liability with these two credits.

Simplify the taxation of a family business owned
by a husband and wife.—Under current law, each
member of a partnership pays the taxes on his or her
distributive share of the earnings of the partnership.
A partnership includes a syndicate, group, pool, joint
venture, or other unincorporated organization through
or by means of which any business, financial operation
or venture is carried on, and that is not a trust or
estate or a corporation. Under this Act, effective for
taxable years beginning after December 31, 2006, a
qualified joint venture whose only members are a hus-
band and wife filing a joint return is permitted to elect
not to be treated as a partnership for Federal income
and self-employment tax purposes if each spouse mate-
rially participates in the venture’s trade or business.
All items of income, gain, loss, deduction and credit
from the trade or business must be divided between
the spouses in accordance with their respective interest
in the venture and each spouse must take into account
his or her respective share of those items as if he or
she were a sole proprietor.

Taxation of S Corporations

Modify taxation of S corporations.—In general,
S corporations do not pay Federal income tax. Instead,
an S corporation passes through its items of income
and loss to its shareholders. Each shareholder sepa-
rately accounts for his or her share of these items on
his or her individual income tax return. This Act in-
cluded provisions that modified the taxation of S cor-
porations, with the following major changes that: (1)
excluded gains from the sale of stock or securities from
treatment as an item of passive investment income;
(2) excluded restricted stock in a bank held by bank
directors from treatment as S corporation stock; (3)
modified the treatment of banks that become S corpora-
tions and change from the reserve method of accounting
for bad debts; (4) modified the treatment of sales of
stock of qualified subsidiaries of S corporations; (5)

modified the treatment of pre-1983 accumulated earn-
ings and profits of certain S corporations; and (6) per-
mitted electing small business trusts to deduct interest
expenses incurred on funds borrowed to purchase S
corporation stock.

Hurricane-Related Tax Relief

Extend and modify certain tax relief provided
to individuals and businesses affected by hurri-
canes along the Gulf coast in 2005.—Several laws
were enacted in 2005 that provided tax relief to individ-
uals and businesses affected by hurricanes Katrina,
Rita and Wilma. This Act extended and/or modified
several of the tax incentives enacted in 2005; the spe-
cific changes included the following: (1) a one-year ex-
tension of the enhanced small business expensing pro-
vided to qualified Gulf Opportunity Zone (GO Zone)
property; (2) a two-year extension of the enhanced low-
income housing tax credit for property in th