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I. THE PRESIDENT’S TRANSMITTAL
MESSAGE

To the Congress of the United States:

I am pleased to submit my FY 2002
Economic Outlook, Highlights from FY 1994
to FY 2001, FY 2002 Baseline Projections.
For the benefit of the new Administration
and the public, this document includes an
economic overview, a technical presentation
of current services projections, a programmatic
review of the Federal Government that details
my Administration’s actions over the last
eight years, and pending policy proposals
that I believe should be the starting point
for a new Administration.

The Outlook in 1993

To appreciate what we have accomplished
in the past eight years, we must take stock
of where we were in 1993. When I took
office in 1993, economic growth had averaged
only 1.7 percent in the four previous years.
In 1992, unemployment surged to 7.8 percent.
In 1992, the budget deficit was $290 billion,
the largest in the history of our Nation.
The debt held by the public quadrupled
between 1980 and 1992 and threatened to
keep mounting. The deficit was projected
to reach $390 billion by 1998 and $639
billion by 2003.

I believed that by exercising fiscal responsi-
bility and making strategic investments in
our future, we could reverse this trend and
spur the economy to robust growth. Eight
years later, with deficits turned to surplus,
with the mountain of debt receding, and
with sustained economic growth at record
level, we can say that we were able to
achieve this goal through a steadfast commit-
ment to fiscal discipline.

The Clinton-Gore Record

Over the eight years of my Administration,
our total deficit reduction totals $1.2 trillion,
more than double our original estimates.
We have experienced four straight years
of surplus, a stretch of prosperity last seen
following World War I. For three years in
a row, we have actually been able to pay
off $363 billion of this debt and expect
to pay off $600 billion by the end of this
year. With a sustained commitment to fiscal
discipline by continuing to use the surplus
to pay down the debt, this Nation can
be fully debt-free in this decade for the
first time since 1835. We can eliminate
the publicly held debt by the end of the
decade and, by doing so, we can strengthen
our economy and our Nation’s prospects for
the future.

FY 2002 Economic Outlook, Highlights from
FY 1994 to FY 2001, FY 2002 Baseline
Projections continues to project that the Fed-
eral budget will remain in surplus for many
decades to come, if a responsible fiscal policy
prevails and realistic assumptions and projec-
tions are used.

The Federal Government must continue
to meet the needs of the American people
in a Nation with a growing economy and
a growing population. We take for granted
the need to maintain critical functions like
air traffic safety, law enforcement, the admin-
istration of Social Security and Medicare,
and national security—both defense and diplo-
macy. Because I firmly believe that the
American people demand and deserve a Gov-
ernment that meets their needs, this document
reflects the progress we have made in serving
the American people. These accomplishments
include:

e Improving education, with initiatives fo-
cusing on accountability and school-system
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THE PRESIDENT’S TRANSMITTAL MESSAGE

reforms; increased funding for Pell Grants
and Work-Study Programs; and, initiatives
to reduce class size, establish after-school
programs, improve reading ability, expand
mentoring and education technology, and
renovate crumbling schools. The results
are significant. For example, 29,000 teach-
ers have been hired, on our way to the
goal of hiring 100,000 new teachers to re-
duce class size, and there has been a six-
fold increase in the number of Title I ele-
mentary schools with after-school pro-
grams. We have doubled funding for Head
Start, and increased funding for higher
education programs—the biggest increase
since the G.I. Bill.

Rewarding work and “ending welfare as
we know it,” with incentives to States for
moving welfare recipients into jobs, en-
couraging businesses to hire people from
welfare rolls, expanding the Earned In-
come Tax Credit, tripling funding for dis-
located worker training, and increasing
funding for child care. Since January 1993,
the welfare rolls have decreased from 14.1
million to 6.3 million, the fewest number
of people on welfare since 1968.

Making Social Security solvency a national
priority, with the challenge to “save Social
Security first,” ensuring that Social Secu-
rity funds are used to pay for Social Secu-
rity and strengthen our economic health.

Achieving the longest Medicare Trust
Fund solvency in a quarter century while
improving Medicare’s benefits.

Reversing the increase in the number of
uninsured Americans through the Chil-
dren’s Health Insurance Program (CHIP)
and other policies. Over 3.3 million chil-
dren have received health insurance
through the CHIP.

Setting the highest level of environmental
standards ever. More land in the lower
48 States has been protected under the
Antiquities Act than by any other Admin-
istration; 58.5 million acres of national for-
est will be protected from road building
and logging; unprecedented legislation will
provide $12 billion over six years in dedi-
cated funding for the conservation of
America’s land and coastal resources;

climate change and clean water funding
was increased; and, efforts to fight budget
riders that would have sacrificed hard-won
environmental safeguards to special-inter-
ests succeeded.

Increasing investments in science and
technology, as the keys to economic
growth. Funding for medical research at
the National Institutes of Health doubled,
allowing for breakthroughs such as the
complete sequencing of the human genome
and new therapies to prevent breast can-
cer.

Securing funding to hire over 100,000
additional community police officers, mak-
ing our streets safer. My Administration’s
initiatives to reduce crime contributed to
the lowest annual serious crime count
since 1985.

Giving Americans confidence that when
natural disasters occur, such as the
Northridge Earthquake, Hurricane Floyd,
and the Midwest Floods, their Government
will help them return to prosperity.

Implementing the Uruguay Round, the
North American Free Trade Agreement,
and other major agreements, to liberalize
trade and financial markets, aid construc-
tion of a new global economic architecture,
and promote growth.

Fighting transnational threats, such as
HIV/AIDS, terrorism, and environmental
destruction, as well as securing historic
debt relief for countries in crisis and re-
sources to fight child abuse at home and
abroad.

Improving the security of Americans at
home and abroad, through increased fund-
ing for embassy security.

Strengthening our national security by
promoting stability in responding to nat-
ural disasters in Central America and Af-
rica, as well as man-made crises in
Kosovo, Bosnia, and Indonesia.

Maintaining the Nation’s security, with
the best-equipped, best-trained, and best-
prepared military in the world.



I. THE PRESIDENT'S TRANSMITTAL MESSAGE

This document also highlights the dramatic
improvements in the management of the
Federal Government we have made over
the last eight years. We have used information
technology to create a Government that is
more accessible and responsive to citizens.
The Federal Government has reinvented the
way it buys goods and services, focusing
on customer satisfaction and results. We
have transformed the Federal financial man-
agement system. Eight years ago, only a
few agencies routinely prepared and issued
audited financial statements. Now virtually
all agencies issue annual audited financial
statements. More than half of the 24 largest
agencies received clean audits in 1999. In
addition, significant strides have been made
to advance the transparency and
underpinnings of the regulatory process and
improve the Nation’s statistics. These manage-
ment functions are the essentials of govern-
mental operations. Doing them very well
rarely garners attention. Failing to do them
can undermine program and policy effective-
ness as certainly as bad policy decisions
or inadequate program implementation.

As the Nation looks to the future, there
are several important areas where additional
work is needed. Examples include:

e Providing prescription drug coverage for
Medicare beneficiaries;

e Passing legislation to stiffen penalties for
hate crimes;

* Ensuring equity for legal immigrants;

e Increasing the minimum wage to support
millions of working families;

e Providing a Medicaid buy-in option for
children with disabilities in working fami-
lies;

e Ensuring stability in the Middle East
peace process;

¢ Increasing our embassy security;

e Funding diplomacy as an alternative to
crises and violence;

e Striving to hire 100,000 new teachers to
reduce class size;

» Helping school districts to obtain financing
to construct and modernize schools; and,

« Expanding and improving the quality of
the Head Start program.

My Hopes for the Nation

This is a rare moment in American history.
Never before has our Nation enjoyed so
much prosperity, at a time when social
progress continues to advance and our position
as the global leader is secure. Today, we
are well prepared to make the choices that
will shape the future of our Nation for
decades to come.

By reversing the earlier trend of fiscal
irresponsibility, using conservative economic
estimates, balancing the budget, and producing
an historic surplus, we have helped restore
our national spirit and produced the resources
to help opportunity and prosperity reach
all corners of this Nation. We have it within
our reach today, by making the right choices,
to offer the promise of prosperity to genera-
tions of Americans to come. If we Kkeep
to the path of fiscal discipline, we can
build a foundation of prosperity for the
future of the Nation.

Over the last eight years, I have sought
to provide the fiscal discipline necessary to
ensure the continuing growth of our economy
while making essential investments in the
future of our people—especially those who
are less fortunate. The results are evident.
I present this document with pride in our
accomplishments, and the hope that this
progress will continue and grow for all Ameri-
cans.

In the past eight years, we have enjoyed
extraordinary economic performance because
our fiscal policy was responsible and sound.
To continue the Nation’s strong economic
performance, we must maintain our commit-
ment to a sound fiscal policy. Experience
over the last twenty years clearly shows
how perilous it is to create conditions for
budgetary problems. We are now enjoying
the benefits of a virtuous cycle of surplus
and debt reduction and must not return
to the vicious cycle of red ink.
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The challenge now, in this era of surplus,
is to make balanced choices to use our
resources to meet both the evident, pressing

needs of today, and the more distant, but
no less crucial, needs of generations to come.

WILLIAM J. CLINTON

January 16, 2001



Table I-1. Baseline Totals
(In billions of dollars)
Category gc(z?lgl Estimate

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2001-2010 2002-2011

Receipts ...oooovveevveciiieieeeeeeeeee e 2,025 2,125 2210 2,301 2401 2,525 2649 2,788 2934 3,088 3,257 3,434 26,278 27,587

OULIAYS covievieeieeeeeeeecee e 1,789 1,868 1,933 1,994 2,058 2,145 2,204 2,279 2,365 2,450 2,540 2,623 21,836 22,591

Unified surplus .......cccceevvevveeciienneennnen. 236 256 277 307 343 380 446 509 570 638 717 810 4,442 4,996

Memorandum

Compostion of surplus:

Social Security ........ccccevveeeevrerreenenne. 152 160 176 194 210 233 247 265 281 295 313 329 2,374 2,543

Postal Service .....cccoeevveeeeiiieeciieeennnn. -2 -2 -3 * * 1 1 1 1 2 2 2 4 8

Medicare Hospital Insurance (HI) ... 30 27 35 39 44 47 54 56 59 62 67 69 490 532

Remaining on-budget .........c..c.......... 57 71 69 74 89 99 144 188 228 279 335 410 1,575 1,914

Debt held by the public ...........ccueenneenne 3,410 3,173 2,907 2,611 2277 1,906 1470 970 411 1 1 Lt e

*$500 million or less.

1Excess balances start to be accumulated in 2006, when the amount of the unified surplus that is available to repay debt held by the public is more than the amount of

debt that is available to be redeemed. Excess balances exceed debt held by the public (gross) beginning in 2009. Policy decisions will be required on the use of the sur-
pluses that are accumulated as excess balances.
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Table I-2. Baseline Totals by Category
(In billions of dollars)
Estimate
Category 1333?121
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
ReECOIPES .evvieeiiiieeiee et 2,025.2 2,124.6 2,209.7 2,301.3 2,400.6 2,524.7 2,649.3 2,788.4 29344 3,088.1 3,257.2 3,433.6
Outlays:
Discretionary:
Defense .....cccceevvieeieciieieieeiee e 295.0 303.7 306.7 321.1 331.0 340.7 350.6 360.1 369.2 379.5 390.2 401.3
Non-Defense .......cccccevveeeeveeeeiieeeeiieeeereeeenes 322.0 350.5 374.9 388.7 397.5 408.0 418.3 429.8 441.7 452.7 464.9 474.7
Subtotal, discretionary ..........cccccceeeevveeennnnenn. 617.0 654.1 681.5 709.8 728.5 748.7 768.9 789.9 810.9 832.2 855.1 876.0
Mandatory:
Social Security .......ccccecvveeercveeeriiieeenieeeeieenns 406.0 431.4 451.3 473.6 498.7 526.4 556.2 588.9 624.5 664.6 708.7 756.0
Medicare and Medicaid ...........ccceeeeeivveeennns 312.0 347.7 369.2 394.2 421.6 456.8 482.6 522.2 561.5 603.8 649.1 704.3
Means-tested entitlements 1 ...........cccoeeneen 105.2 108.7 114.5 120.2 125.0 132.3 134.6 136.5 144.1 148.8 154.1 162.1
Other mandatory ........ccccoeceeecieenieeciienieeieenne 125.5 116.2 124.2 122.8 129.3 147.9 153.5 160.3 172.6 182.8 1924 199.5
Subtotal, mandatory 9488 1,0040 1,059.2 1,110.8 1,1744 1,263.3 1,326.8 1,407.9 1,502.7 1,599.9 1,704.3 1,822.0
Net INterest ....ceveeveeeeciieeiiieeiee e 223.2 210.2 192.0 173.8 154.6 132.8 107.8 81.2 514 18.3 -19.3 -74.6
Total Outlays .....ccccoeeeeieeeeiiieeieeeeiee e 1,789.0 1,868.3 1,932.8 11,9944 2,057.5 2,144.8 2,203.5 2,279.1 2,364.9 24504 2,540.1 2,623.4
SUTIPIUS .evvieiiiieeeeeeeee e 236.2 256.3 276.9 306.9 343.0 379.9 445.8 509.4 569.5 637.6 717.2 810.2

1Food stamps, TANF/family support, SSI, child nutrition, EITC, veterans pensions, children’s health insurance fund.
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Table I-3. Federal Government Financing and Debt?

(In billions of dollars)

Actual Estimate
2000 9501 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Financing:

Unified SUIPIUS ..cooiviiriiiiiierteeeeee et 236 256 277 307 343 380 446 509 570 638 717 810
Social Security surplus . 152 160 176 194 210 233 247 265 281 295 313 329
Medicare HI surplus ........ 30 27 35 39 44 47 54 56 59 62 67 69
Postal Service surplus .. -2 -2 -3 * * 1 1 1 1 2 2 2
Other Surplus ......cocooveviirenieninieereeeeesece e 57 71 69 74 89 99 144 188 228 279 335 410

Means of financing other than borrowing from the public:

Premiums paid (-) on buybacks of Treasury securities? ........... -6 S8 it i i e e eereniees eseenen tesesieen aeeneneene aeseenienne
Changes in: 3
Treasury operating cash balance ........c.ccccoceveniiivinienencnne. 4 18 it nrren e s e ceveeies eseenen eeseeieen eenreneene aeeieenienne
Checks outstanding, deposit funds, etc. 4 3 —* —1 et s e eeerrees e eerreeesnie eerreeenee eesseeeeie aeesaeeenns
SeIgNIOrage OMN COIMS ...ccccvvierrieriiieriieeieeniieeieeneeesseessreesseesseenseenns 2 2 2 2 2 2 2 2 2 2 2 2
Less: Net financing disbursements:
Direct loan financing accounts ........c..cocevcerveevereenieneernenennnens -22 -25 -14 -15 -13 -14 -14 -14 -14 -14 -14 -14
Guaranteed loan financing accounts ............cccceeeeveeeeciveeeennnenn. 4 —* 1 2 2 2 2 2 2 2 2 2
Total, means of financing other than borrowing from the
PUDLLC weiniiiieieeee e -13 -19 -11 -10 -9 -10 -10 -10 -10 -10 -10 -10
Total, amount available to repay debt held by the
public .....ccooieiiiiinnn, 223 237 266 296 334 370 436 500 560 628 707 800

Change in debt held by the public:

Change in debt held by the public (8ross) .....c.ccocvvveverieveneenne -223 237 -266 296 334 -370 -147 -171 -97 -128 -72 -52
Less change in €Xcess Dalances .......ccccccviiviciiiiiiiiicciecccieciiis cvrveeeiie cesrieees eeeesiee eerreeeese eeeesrees veeeees -289 -328 -462 -500 -636 —748
Change in debt held by the public (net) ........cccoceeververveneennne -223 237 -266 296 -334 370 -436 500 -560 -628 =707 -800

Debt Subject to Statutory Limitation, End of Year:

Debt issued by Treasury ......cccccoeeeerieerenieienesienieeeeneseenae e 5,601 5,608 5,606 5,593 5,563 5,523 5,729 5,930 6,222 6,501 6,860 7,253

Adjustment for Treasury debt not subject to limitation and
agency debt subject to limitation 7 ..........cccceevieriiieniieniiieiieeieene -15 -15 -15 -15 -15 -15 -15 -15 -15 -15 -15 -15

Adjustment for discount and premium® ............cccceeeviiieeeiieennnennn. 6 6 6 6 6 6 6 6 6 6 6 6
Total, debt subject to statutory limitation? ...........ccccoecvrverurnns 5,592 5598 5,596 5,584 5554 5,513 5,719 5,920 6,212 6,491 6,850 7,244

Debt Outstanding, End of Year:

Gross Federal debt:

Debt issued by Treasury .......ccccccceeveeceereeiesieneesieseeseesreeeesseesnens 5,601 5,608 5,606 5,593 5563 5,523 5,729 5,930 6,222 6,501 6,860 7,253
Debt issued by other agencies ...........ccceecveeeecieeenciieeeeieeeeeee s 28 28 27 26 25 23 22 20 20 20 20 20
Total, gross Federal debt .........ccccvevvvviecieniniieeeieeeeeeeeeen 5,629 5,636 5,633 5,620 5,588 5,546 5,751 5,950 6,242 6,521 6,880 7,273
Held by:
Debt securities held as assets by Government accounts ........... 2,219 2,462 2,726 3,009 3,312 3,639 3,992 4,363 4,752 5,159 5,590 6,036
Debt securities held as assets by the public: 6
Debt held by the public (gross) 10 3,410 3,173 2,907 2,611 2,277 1906 1,759 1,587 1,490 1,362 1,290 1,238
Liess €XCESS DALANCES .....ccuvvviiiiiieciiiieee e eeeeeeeeeee eesrieees eeeeeeeeee eevseeees aeeeeeeees eeeeeeees -289 -617 -1,079 -1,579 -2,214 -2,962
Debt held by the public (N€t) ......cceocveveeririeieeieeeiee e 3,410 3,173 2,907 2,611 2,277 1,906 1470 970 411 1INA 1INA 1INA

SHTIVL AYVININNS



*$500 million or less.
NA =Not applicable.

1Treasury securities held by the public and zero-coupon bonds held by Government accounts are almost entirely measured at sales price plus amortized discount or less
amortized premium. Agency debt is almost entirely measured at face value. Treasury securities in the Government account series are measured at face value less unreal-
ized discount (if any).

2This table includes estimates for Treasury buybacks of outstanding securities only through FY 2001. These estimates assume that Treasury will buy back $35 billion
(face value) of securities in FY 2001. The premiums paid on buybacks are based on experience to date and the interest rates in the economic assumptions.

3 A decrease in the Treasury operating cash balance (which is an asset) would be a means of financing a deficit and therefore has a positive sign. An increase in checks
outstanding or deposit fund balances (which are liabilities) would also be a means of financing a deficit and therefore would also have a positive sign.

4 Besides checks outstanding and deposit funds, includes accrued interest payable on Treasury debt, miscellaneous liability accounts, allocations of special drawing
rights, and, as an offset, cash and monetary assets other than the Treasury operating cash balance, miscellaneous asset accounts, and profit on sale of gold.

5For 2000, includes a $355 million reclassification of debt. Indian tribal funds that are owned by the Indian tribes and held and managed in a fiduciary capacity by the
Government on the tribes’ behalf were reclassified from trust funds to deposit funds as of October 1, 1999, and their holdings of Treasury securities were accordingly re-
classified from debt held by Government accounts to debt held by the public.

6 The amount of unified budget surplus available to repay debt held by the public is estimated to be greater than the amount of debt that is available to be redeemed in
2006 and subsequent years. The difference is assumed to be held as “excess balances” and to earn interest at a Treasury rate. (“Excess” means in excess of amounts held
for operational and programmatic purposes.) The “debt held by the public (gross)” is the amount of Federal debt securities held by the public. The “debt held by the public
(net)” is the “debt held by the public (gross)” less the “excess balances.”

7 Consists primarily of Federal Financing Bank debt.

8 Consists 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.

9The statutory debt limit is $5,950 billion.
10 At the end of 2000, the Federal Reserve Banks held $511 billion of Federal securities and the rest of the public held $2,899 billion. Debt held by the Federal Reserve
Banks is not estimated for future years.

11“Excess balances” start to be accumulated in 2006, when the amount of the unified surplus that is available to repay debt held by the public is more than the amount
of debt that is available to be redeemed. Excess balances exceed debt held by the public (gross) beginning in 2009. Policy decisions will be required on the use of the sur-
pluses that are accumulated as excess balances.
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II. THE TURNAROUND IN THE
BUDGET AND THE ECONOMY
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AND THE

This section reviews the budgetary and
economic performance of the Clinton-Gore
Administration, comparing conditions now
with those when President Clinton took office.
Over the past eight years, the budget has
turned from record deficits to record surpluses;
the resultant increase in national saving
supported sharply rising investment, accel-
erating productivity, and the longest economic
expansion in history. Moreover, the substantial
improvement in the budget has set the Federal
Government on a path to be debt-free by
the end of this decade.

The Clinton-Gore Economic Strategy

President Clinton was elected with the
goal of revitalizing the economy. When he
took office in January 1993, the economy
was slowly emerging from the 1990-1991
recession, with an unemployment rate of
7.5 percent. He proposed a three-part economic
strategy: fiscal discipline to free resources
for private investment; increased support for
investment in our people, including education,
health care, and research; and engagement
in the international economy, to open markets
abroad to our products and services. In
the last eight years, this Administration has
completed hundreds of agreements that in-
crease our access to foreign markets, and
has expanded public human and infrastructure
investment (as documented elsewhere in this
volume). Furthermore, the Administration’s
new budget policy was enacted in 1993,
and it has proven a great success.

The budget deficit, which had reached a
record $290 billion in 1992, has steadily
fallen, until in 1998 there was a budget
surplus for the first time in 29 years. The
budget is projected to end the current fiscal
year with a surplus of $256 billion—the
fourth year in a row of surplus, for the
longest period of budget surpluses since the
1920s; and by far the longest string of
consecutive years of budget improvement in
our Nation’s history.

THE TURNAROUND IN THE BUDGET
ECONOMY

The turnaround in the budget supported
a remarkable turnaround in the economy.
Financial markets responded to the shift
from deficits to surpluses by reducing long-
term interest rates. Real interest rates (actual
market rates minus expected inflation) were
about 1.2 percentage point lower on average
under this Administration than they were
during the previous 12 years. Lower real
interest rates stimulated more business invest-
ment, leading to rising productivity, higher
profits, and increased real wages. The average
rate of economic growth accelerated to 4.0
percent per year.

The investment boom strengthened and
prolonged the economic expansion, which by
February 2000 had become the longest in
U.S. history. This February, it will complete
its tenth year. President Clinton is the first
two-term President to leave office without
enduring a recession. The past eight years
were an extraordinary combination of low
inflation, falling unemployment, soaring pro-
ductivity, rising real wages, and declining
poverty—which continued into the new millen-
nium.

Budgetary Performance

Before 1993, 12 years of burgeoning budget
deficits had quadrupled the amount of Federal
debt held by the public—an increase of $2.3
trillion. Relative to the size of the economy,
the debt almost doubled—rising from 26 per-
cent of Gross Domestic Product (GDP) in
1980 to 48 percent in 1992. The Administra-
tion’s first priority was to cut the massive
deficit (and thus slow the rise in Federal
debt). To accomplish that, the Administration
proposed, and the Congress enacted, the Omni-
bus Budget Reconciliation Act (OBRA) of
1993. It was a crucial step toward fiscal
responsibility. The Administration expected
OBRA to reduce the deficit significantly;
but the actual improvement in the budget
far exceeded these expectations. To finally
eliminate the budget deficit, the President

13
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and the Congress agreed to the bipartisan
Balanced Budget Act (BBA), enacted in 1997,
which set a goal of a balanced budget by
2002. In 1998, the budget went into surplus
four years ahead of schedule, accelerated
by stronger-than-projected economic growth.

Deficit Reduction Was Augmented by its
Favorable Economic Effects: The cumulative
results of OBRA and the BBA were a stunning
turnaround. The Administration originally pro-
jected that OBRA would reduce the deficit by
a cumulative $505 billion from 1994 through
1998. In fact, the total deficit reduction over
this period was more than twice as large—
$1.2 trillion (and $3.3 trillion from 1993
through 2001) as long-term fiscal discipline
proved its value by accelerating economic
growth (see Chart II-1). As financial markets
saw that the risk of exploding future deficits
and Federal borrowing would truly decline,
they brought market interest rates down—re-
ducing the deficit directly, but more impor-
tantly, reducing the cost of capital to busi-

nesses, and stimulating investment and

growth.

Government Debt Was Reduced: When
the Government runs a deficit, it borrows from
the public and accumulates debt. The huge
deficits incurred to pay for World War II
pushed the publicly held Federal debt to a
peak of 109 percent of GDP in 1946. For many
years thereafter, the economy grew faster than
the debt; and the ratio of the debt to the GDP
gradually fell to a low of around 25 percent
in the mid-1970s. The exploding deficits of the
1980s reversed this trend, and sent the debt
back up—until it peaked at almost 50 percent
of GDP in 1993. Had the Clinton-Gore Admin-
istration done nothing, both OMB and the
Congressional Budget Office (CBO) had pro-
jected that publicly held Federal debt would
have approached $7 trillion (or 75 percent of
GDP) by 2002, and would have risen even fur-
ther thereafter. Instead, the Administration’s
deficit reduction policy cut the ratio of debt
to GDP immediately; and the budget surpluses

Chart II-1. Unified Budget Surpluses
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since 1998 have actually reduced the dollar
amount of debt, and driven the debt to GDP
ratio down even faster. The ratio of publicly
held debt to GDP in 2000 was 30 percentage
points lower than was projected as of 1993,
based on the policies before the Administra-
tion’s budget plan.

Moreover, the pay-down in debt in the
past three years ($363 billion) and the ex-
pected amount this year ($237 billion) combine
to a $600 billion debt reduction—the largest
four-year debt pay-down ever. As Chart I1-2
shows, this substantial reduction and the
prospect of continuing surpluses have put
the debt held by the public on a trajectory
that can eliminate the Federal Government’s
debtor status by the end of this decade.

There Are Now Unified, Social Security,
and On-Budget Surpluses: The unified budg-
et has been the most common framework for
tallying the Federal Government’s deficits and
surpluses. The unified budget counts all Gov-

ernment receipts and spending (including So-
cial Security contributions and benefits). This
is the appropriate budget concept to evaluate
how the Federal Government’s activities affect
the economy; obviously, for that purpose, it is
essential to leave nothing out. The improve-
ment in this overall budget surplus is shown
in Chart II-1, and its effect on bringing down
debt held by the public is shown in Chart I1-2.
Also, each of the major components of the uni-
fied budget is in surplus: the off-budget sur-
plus—the excess of Social Security receipts
over benefit payments, and the relatively small
amount of transfers to or from the United
States Postal Service—has increased from $45
billion to $158 billion between 1993 and 2001;
and the on-budget balance—the rest of the uni-
fied budget—has swung from a $300 billion
deficit to a $98 billion surplus (see Chart II-3).
The Medicare surplus (which this Administra-
tion has proposed to move off-budget to protect
that vital program’s Trust Fund) has grown
as well—from $4 billion in 1993 (and small

Chart II-2. Publicly Held Debt has been
Brought Under Control
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deficits from 1995 through 1997) to $27 billion
in 2001.

A crucial part of the Clinton-Gore Adminis-
tration’s policy has been to save and protect
the Social Security surpluses. The larger
balances in the Social Security Trust Funds,
and the interest that they earn, can finance
Social Security benefits further into the future.
Balances are currently invested in Federal
securities—the most secure asset available.
If Trust Fund assets were to be partly
invested in private market instruments—such
as stocks and bonds, rather than Federal
debt—then the return earned by the Trust
Fund could be somewhat higher, on average,
over long periods. However, though the alloca-
tion of gross Federal debt between debt
in the Trust Funds and debt held by the
public would change, the total amount of
gross debt would not change. The buildup
of assets in the Trust Funds will correspond
to a real increase in national wealth, and
enhance the Government’s ability to pay

future benefits, only if it is saved by reducing
the publicly held debt. This can be ensured
if the Social Security surplus is protected
by keeping the non-Social Security budget
(approximately equal to the “on-budget”) at
least in balance. The consistent swing of
the on-budget from deficit into surplus in
this Administration has done just that.

As is clear from Chart II-3, the shift
from unified budget deficit to surplus was
mainly due to the elimination of the on-
budget deficit. But whichever framework is
used, the Federal Government’s fiscal position
since President Clinton took office has im-
proved dramatically.

Government’s Claim on the Economy
Was Reduced while Prosperity Spurred Re-
ceipts: Federal spending reached the highest
share of the economy since World War II in
the 1980s; it was still 22.2 percent of GDP
in 1992. The defense buildup in the early
1980s, higher Federal interest payments

Chart II-3. On-Budget Deficits have been
Turned into Surpluses
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because of increased debt and high interest
rates, and large cost increases in Federal
health programs overwhelmed all deficit-cut-
ting efforts. This spending share turned down
under President Clinton—even while the Ad-
ministration increased Government invest-
ments in education, health care, the environ-
ment, and other priorities. In the last eight
years, the ratio of Federal spending to GDP
has steadily declined; in 2000 it was down to
18.2 percent, the lowest since the 1960s. At
the same time, a healthy economy plus a
strong stock market raised Federal tax re-
ceipts. Though tax burdens on most families
have declined, the share of Federal receipts
in GDP rose from 18.5 percent in 1995 to 20.6
percent in 2000—because of the rapid growth
of incomes. Some of this increase may prove
temporary; the Treasury Department esti-
mates that receipts will decline to about 19.7
percent of GDP over the course of this dec-
ade—again, with no increase in tax rates (see
Chart 11-4).

The United States Has Become a World
Leader in Budgetary Performance: In the
1980s, world opinion often faulted the United
States for its large budget deficits, which were
believed to have raised worldwide interest
rates and hampered economic growth. The
Clinton-Gore Administration’s fiscal policy
changed this criticism to praise, as the United
States became a leader among the G-7 coun-
tries. In 2001, the United States is projected
to have the largest budget surplus as a share
of its economy (see Chart II-5). This out-
standing performance came not from higher
tax rates, but from spending restraint. Though
the United States supports the world’s largest
defense establishment, it still has the G-7’s
lowest public spending and taxes as percent-
ages of GDP.

Economic Performance

Government does not make the economy
grow; the private sector is the engine of
economic growth. The American people have

Chart 1I-4. The Budget was Balanced by Lower
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Chart II-5. Among the G-7 Countries the United States
will have the Largest Budget Surplus in 2001
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always been entrepreneurial and productive.
However, the economy can grow faster and
more consistently when budget policy, and
monetary policy, are sound. Good budgetary
policy is as important as monetary policy
to such a successful outcome. And in fact,
though the Federal Reserve has played a
crucial role in this economic expansion, mone-
tary policy was able to do its job better
and more easily because of the sound fiscal
policy of this Administration, as Fed members
have acknowledged. Fiscal discipline, along
with investment in our people and opening
markets abroad—the other key elements of
the Clinton economic strategy—has paid clear
dividends in the economic performance of
the 1990s.

Work Effort in the U.S. Economy Is at
an All-Time High: Under the Clinton-Gore
Administration, the share of the adult popu-
lation that is employed has reached the high-
est point in U.S. history (see Chart II-6). The

economic expansion, gaining strength as a re-
sult of greater confidence, lower interest rates,
more investment, and accelerating produc-
tivity, created a veritable explosion of good job
opportunities. Continuing investment in edu-
cation at all levels improved the skills of new
entrants into the labor force. Welfare reform
and expansions of the Earned Income Tax
Credit have increased labor force participation.

Between January 1993 and December 2000,
the unemployment rate fell from 7.3 percent
to 4.0 percent—the lowest it has been since
the end of the 1960s. The economy created
more than 22 million jobs, of which 92
percent were in the private sector, while
Federal Government employment shrank. The
net increase in jobs was larger under President
Clinton than under the two previous Adminis-
trations combined. The healthy private labor
market helped to make welfare reform a
success by providing people leaving the welfare
rolls with productive opportunities.
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Percent of civilian population

Chart 1I-6. The Employment: Population Ratio
Reached a Record High in 2000
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Real wages have risen under this Adminis-
tration; the increase has been especially notice-
able since 1995. Over the last five years,
real hourly earnings have increased at an
average annual rate of 1.3 percent per year.
Over the preceding 20 years, hourly earnings
had been falling at an average annual rate
of 0.4 percent per year.

Administration Budget Policy Promoted
National Saving: To get more capital, the
economy needs more saving. For the economy
as a whole, what matters is national saving—
the sum of household saving, corporate re-
tained earnings, and the Government surplus.
Household saving is important, but it is only
one component of national saving. A business
that seeks to raise investment capital by float-
ing a bond or selling a share of stock does
not care, or even know, whether the funds
come ultimately from households, other busi-
nesses, or government. National saving de-
clined under the two preceding Administra-

tions, but increased under President Clinton
(see Chart II-7). This is a critical piece of evi-
dence that the economic expansion of the
1990s is fundamentally different from that of
the 1980s.

Furthermore, as is shown in Chart II-7,
the entirety of the improvement in national
saving came from the reduction of the Federal
budget deficit. (The Federal Government’s
budget improved by more than the total
increase in national saving; State and local
governments as a group run roughly balanced
budgets in every year, and hence did not
contribute significantly to the budget improve-
ment.) The overwhelming contribution of budg-
et policy toward eliminating the 1998 budget
deficit came from the Clinton-Gore Adminis-
tration’s initial budget plan. The BBA of
1997 and the economic growth generated
by the Administration’s fiscal discipline fin-
ished the job.



20 FY 2002 ECONOMIC OUTLOOK

Chart II-7. Net National Saving Recovered
in the Clinton Years
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National saving went down in the 1980s,
and up in the 1990s. National saving went
up because Federal budget policy produced
surpluses. And the Federal budget improve-
ment began with the policy actions taken
by the Administration in 1993.

Lower Interest Rates Enhanced Invest-
ment: The point of the Administration’s policy
of increasing national saving was to reduce
Government’s drain on investable funds, to
bring down interest rates while increasing the
funds available for private investment. This
is a matter of supply and demand; with a larg-
er supply of investable funds because of in-
creased Government saving, the price of the
funds—the interest rate—would be expected to
go down. With the enactment of the Presi-
dent’s program, interest rates fell; and even
though unemployment has steadily declined
since, interest rates have remained at or below
the levels of the preceding recession.

With lower interest rates, businesses enjoyed
a lower cost of capital for investment—
a lower cost to take savings and convert
it into capital for use in production. Given
that national saving generally declined from
1980 to 1992, and increased from 1993 to
the present, it might be expected that invest-
ment would be stronger under the current
Administration than it was in the preceding
12 years; and again, that is what the record
shows. The share of GDP devoted to business
investment over the 1980s either declined
slightly or was flat depending on the precise
measure chosen. However, investment soared
during the Clinton-Gore Administration (see
Chart II-8).

The ratio of real business equipment invest-
ment to real GDP reached 12.4 percent
in the third quarter of 2000. Since the
beginning of 1993, inflation-adjusted invest-
ment in equipment and software has grown
at an annual rate of 13.0 percent, more
than 2% times the rate of 1981-1992. The
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Chart 1I-8. Real Business Fixed Investment
has Soared Since 1992
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investment boom under President Clinton
is the longest and strongest since World
War II. The private sector has done the
investing, but the Administration’s policy of
balanced budgets and fiscal responsibility
clearly helped to bring interest rates down;
and that helped to create the environment
in which businesses could more confidently
take business risks.

The Benefits of Faster Productivity
Growth: Economists believe that strong in-
vestment pays a double dividend. First, it in-
creases the size of the productive base of the
economy; with more factories and machines,
output can expand. But second, to the extent
that new factories and machines are more effi-
cient than the ones they replace, then produc-
tivity (the amount of output that we get from
each hour of work) will rise. Under President
Clinton, productivity growth has broken from
the trend line that had prevailed since the
early 1970s (see Chart I1-9).

Enhanced productivity growth is important
for many reasons; but perhaps most pertinent
today, it makes an economic expansion more
durable. Economic cycles usually end because
inflation breaks out, which can occur when
investment falls and productivity growth
slows—as it did at the end of the 1970s,
and the end of the 1980s. Continued strong
investment has helped the current business
expansion to continue for so long with low
inflation. Productivity growth has increased,
not declined, as this expansion has matured.
Thanks to accelerated productivity growth
due partly to increased capital intensity,
the current expansion has lasted for almost
10 years; in February 2000, it became the
longest expansion in U.S. history (the data
go back to the mid-1800s), and each passing
month sets a new record.

Increasing productivity is also important
because it is the only route to sustained
real-wage and living-standard growth. In the
1970s, U.S. productivity growth slowed
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Nonfarm business output per hour, 1992=100

Chart I1-9. Productivity has Accelerated
Along with Investment
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sharply. The average annual growth of output
per hour in the nonfarm business sector
fell from 2.8 percent (from 1949 through
1973) to 1.4 percent (from 1974 through
1990). When productivity grows at 2.8 percent
per year, living standards double every quar-
ter-century; but when productivity grows at
only 1.4 percent per year, incomes grow
by less than half. Over a generation, many
workers can find themselves falling behind
their parents, as well as their own expecta-
tions.

From the 1970s through the early 1990s,
productivity growth stalled at the new slower
rate. Since the mid-1990s, however, nonfarm
business output per hour has grown at an
average of 3.0 percent per year—slightly
higher than the rate before the 1970s’ slow-
down (the break in the trend is shown
in Chart II-9). Some of the speedup could
be due to temporary factors; but the persist-
ence of the higher growth rate for five
years suggests that somewhat faster growth

may be sustained. This is welcome news,
not only for businesses seeking to hold down
costs, but also for typical workers and their
families, who once again see real improve-
ments in their earnings.

The Misery Index Is Near a 30-Year Low:
The success of budget and monetary policies
shows also in the low unemployment and infla-
tion under this Administration. The Misery
Index—the sum of the annual unemployment
rate and the core Consumer Price Index (CPI)
inflation rate—was lower than at any time
since the 1960s (see Chart I11-10).

In 2000, the unemployment rate has aver-
aged 4.0 percent—the lowest yearly average
since 1969—while inflation has averaged just
2.7 percent (as measured by the core CPI,
excluding volatile food and energy prices).
The inflation rate crept up this year after
its 34-year low in 1999, but remains near
its average since 1995. This is the fifth
year in a row of core inflation under three
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Chart 1I-10. The Misery Index is Near Its Lowest
Level in Over Thirty Years
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percent—the best five-year record since the
1960s.

The turnaround in economic performance
under President Clinton—faster economic
growth, falling unemployment, and lower infla-
tion—happened in the private sector; but
it was aided by the Administration’s budget
policy and the Federal Reserve’s monetary
policy. The past eight years demonstrate
that fiscal discipline and a matching monetary
policy can generate more work, saving, and
investment than an easy budget policy that
ignores deficits and debt.

The Economic Outlook

The Clinton-Gore Administration has devel-
oped a final economic forecast, continuing

its conservative, prudent approach (See Table
II-1). No economic forecaster is accurate
all the time, but the Administration believes
that it makes more sense to plan for middle-
of-the-road conditions, so that any budget
errors are likely to be in the “right” direction,
rather than to make long-term commitments
for the best-case forecast, only to see spiraling
uncontrolled deficits and debt. Previous Ad-
ministrations more often overestimated eco-
nomic performance; such mistakes are dan-
gerous, because they can encourage policy-
makers to avoid hard and essential choices.
One of the Administration’s most important
early decisions was to adopt a realistic eco-
nomic forecast, and this philosophy has served
the Nation well.



Table II-1. Economic Assumptions?
(Calendar years; dollar amounts in billions)

Actual Projections
1999 9000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Gross Domestic Product (GDP):
Levels, dollar amounts in billions:
Current dollars .......ccceceeveeveecieneeienieeieiene 9,299 9,991 10,536 11,099 11,695 12,324 12,986 13,676 14,388 15,122 15,888 16,692 17,536
Real, chained (1996) dollars ........c.ccccveurnnee. 8,876 9,337 9,645 9,954 10,272 10,601 10,941 11,284 11,627 11,968 12,315 12,672 13,039
Chained price index (1996=100), annual
AVETAZE cvveveeeeereerieiseeseessesseessesseesesseesessens 104.8 107.0 109.2 1115 113.8 116.2 118.7 121.2 123.7 126.3 129.0 131.7 134.5
Percent change, fourth quarter over fourth
quarter:
Current dollars .......cccecevvveverieneniieneneeniene 6.5 6.7 5.3 5.4 5.4 5.4 5.4 5.3 5.2 5.1 5.1 51 5.1
Real, chained (1996) dollars ..........ccceeueee. 5.0 4.1 3.2 3.2 3.2 3.2 3.2 3.1 3.0 2.9 2.9 2.9 2.9
Chained price index (1996 =100) ................. 1.6 2.4 2.0 2.1 2.1 2.1 2.1 2.1 2.1 2.1 2.1 2.1 2.1
Percent change, year over year:
Current dollars .......cccceeceeeeeveecieneeiereeieene 5.8 7.4 5.5 5.3 5.4 5.4 5.4 5.3 5.2 5.1 5.1 5.1 5.1
Real, chained (1996) dollars .......... . 4.2 5.2 3.3 3.2 3.2 3.2 3.2 3.1 3.0 2.9 2.9 2.9 2.9
Chained price index (1996 = 100) 1.5 2.2 2.0 2.1 2.1 2.1 2.1 2.1 2.1 2.1 2.1 2.1 2.1
Incomes, billions of current dollars:
Corporate profits before tax ..........cccceeeuneeenee 823 934 922 934 961 990 1,035 1,080 1,127 1,162 1,196 1,226 1,251
Wages and salaries .............. .. 4470 4767 5,031 5,310 5,608 5917 6,233 6,566 6,904 7,264 7,637 8,028 8,437
Other taxable income 2 2,141 2,286 2,353 2,422 2488 2561 2,649 2,745 2,843 2943 3,048 3,152 3,263
Consumer Price Index (all urban):3
Level (1982-84 =100), annual average ........ 166.7 172.3 176.8 1814 186.2 191.2 1964 201.7 207.2 212.7 2185 2244 230.4
Percent change, fourth quarter over fourth
QUATTET .evveiieeieieeeieieeeeeie e e seeeneseeeaseaens 2.6 3.4 2.5 2.6 2.7 2.7 2.7 2.7 2.7 2.7 2.7 2.7 2.7
Percent change, year over year .................... 2.2 3.4 2.7 2.6 2.7 2.7 2.7 2.7 2.7 2.7 2.7 2.7 2.7
Unemployment rate, civilian, percent:
Fourth quarter level ...........ccocovviiniinniennnn. 4.1 4.0 4.3 4.6 4.7 4.8 4.9 5.0 5.1 5.1 5.1 5.1 5.1
Annual average ..........ccocceveeierieeienieneenienes 4.2 4.0 4.1 4.4 4.6 4.7 4.8 4.9 5.0 5.1 5.1 5.1 5.1
Federal pay increases, percent:
Military and civilian® ........ccccoccevervienenneennene 3.6 4.8 3.7 3.9 3.9 3.9 3.9 3.9 3.9 3.9 3.9 3.9 3.9
Interest rates, percent:
91-day Treasury bills5 ........cccoevveviereeceeienne 4.7 5.9 6.0 5.7 5.4 5.3 5.3 5.3 5.3 5.3 5.3 5.3 5.3
10-year Treasury notes ........c.ccceceeeveerueennen. 5.6 6.1 5.8 5.8 5.8 5.8 5.8 5.8 5.8 5.8 5.8 5.8 5.8

1Based on information as of mid-November 2000.
2 Rent, interest, dividend and proprietor’s components of personal income.

3 Seasonally adjusted CPI for all urban consumers. Two versions of the CPI are now published. The index shown here is that currently used, as re-

quired by law, in calculating automatic adjustments to individual income tax brackets.
4 Beginning with 2002, projected increases in the Employment Cost Index for private industry wages and salaries.
5 Average rate (bank discount basis) on new issues within period.
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The Near-Term Outlook

Real GDP Growth: Over the coming 10
years, the Blue Chip panel of 50 forecasters
predicts a trend of real GDP growth averaging
around 3.3 percent for most of the decade. The
Administration’s forecast for the next five
years averages 3.2 percent. After 2005, the Ad-
ministration projects growth slowing gradually
to 2.9 percent per year in 2009-2011. Later
this decade, the large baby-boom generation—
born in the 20 years following World War 11—
will begin to retire. When that happens, labor
force growth is likely to slow, pulling down
real GDP growth. The initial effects of this
demographic transition are reflected in the Ad-
ministration’s projections of real GDP for
2006-2011. It is not clear whether the private
forecasters have begun to take account of this
predictable shift in the labor force.

It is uncertain how much of the actual
acceleration in productivity growth since 1995
will be sustained; but since last year’s forecast,
favorable evidence has mounted, and most
economists are now more sanguine about
prospects for productivity growth. Compared
with the 2001 Budget assumptions, the Admin-
istration has increased projected potential
GDP growth, and now projects that labor
productivity in the nonfarm business sector
can increase at an average rate of 2.2
percent per year through 2011.

Unemployment and Inflation: The unem-
ployment rate in December was 4.0 percent,
near the lowest point in three decades. It is
projected to rise somewhat over the next few
years, and to stabilize at an average rate of
5.1 percent—still well below the 6.7 percent
average rate from 1970 through 1992.

Inflation was boosted this year by a spike
in oil prices; but oil futures market prices
imply relief in 2001, and so inflation is
likely to decline. The Administration projects
CPI inflation of 2.5 percent in 2001 (on
a fourth quarter to fourth quarter basis),
following a 3.4 percent rate during 2000.
CPI inflation is expected to average 2.7
percent per year for 2002 through 2011—
close to the average of 2.5 over the past
five years. Inflation in the GDP chain-weighted
price index is projected to average 2.1 percent
through 2011. These projections maintain the

gap that has emerged in recent years between
these two measures of inflation.

For several years, real GDP has grown
faster than mainstream forecasters believed
would be sustainable without higher inflation.
This year’s moderate upward revision to the
estimate of potential GDP growth is consistent
with this performance; strong investment in
new technologies is paying off in higher
productivity. However, some of the rapid
GDP growth of the last eight years came
because labor force participation was increas-
ing and unemployment was falling. Looking
ahead, the unemployment rate is likely to
rise slightly and labor growth is projected
to slow, which the Administration believes
will moderate the pace of GDP growth.

Interest Rates: Interest rates on Treasury
debt fell to extremely low levels—short matu-
rities under five percent—during the world fi-
nancial crisis of 1997-1998. Since then, short-
term rates—following several interest rate
hikes by the Federal Reserve during 1999 and
2000—have risen to their highest level since
1991; the 91-Day Treasury Bill discount rate
was 5.7 percent in late December. The yield
on 10-year Treasury notes also rose in 1999,
but it retreated in 2000; in late December, it
was about %% percentage point below the short-
term rate. The Administration projects that
the 10-year rate will average near 5.8 per-
cent—its level of mid-November—throughout
the forecast period. Meanwhile, the short-term
rate is projected to decline gradually to around
5.3 percent, which would restore the usual up-
ward-sloping yield curve. The outlook is com-
plicated by the ongoing reduction in Federal
debt, which gradually removes Government
bills, notes, and bonds from the market.

Trend Projections: Except in the near
term, the projections shown in Table II-1 are
not a precise year-to-year forecast; instead,
they reflect the average behavior expected for
the economy over the medium term. In some
years, growth could be faster than assumed;
in other years, it could be slower. Similarly,
inflation, unemployment, and interest rates
could fluctuate around the projected values. If
the assumptions hold on average, however,
they should provide a prudent basis for budg-
eting. If fiscal and monetary policies remain
sound, the economy could continue to
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outperform these relatively conservative pro-
jections, as it has for the past several years.

The Budget Outlook

The Near-Term Outlook: The Administra-
tion projects continuing budget surpluses in
2001 and subsequent years. On current-serv-
ices assumptions, the unified surplus is pro-
jected at $256 billion in 2001 and $277 billion
in 2002. The on-budget surplus, $86 billion in
2000, is projected to be $98 billion in 2001.
By 2011, it could reach $479 billion.

These projections are imprecise, and if
experience is any guide, they could err by
large margins. The future is uncertain, and
the more distant the projection, the greater
the uncertainty. Over the history of five-
year budget projections (first required by
the Congressional Budget Act of 1974, and
thus starting with the 1976 Budget), every
Administration has made substantial errors.
Chart II-11 shows that the average forecast
error for the deficit/surplus (regardless of

sign, expressed as a percentage of GDP)
of the fiscal year already in progress was
0.6 percent of GDP (in today’s terms, over
$60 billion—not a trivial sum for a year
already one-fourth over). The average error
for the coming year was twice as large—
1.2 percent (or more than $120 billion today).
Errors grew even larger as the projection
was more distant, averaging 4.0 percent of
GDP (more than $400 billion today) for
the five-year ahead (the most distant) projec-
tions. (The Clinton-Gore Administration’s er-
rors were only slightly smaller than those
of other Administrations, though unlike all
the others, we have run smaller deficits
and larger surpluses than we projected.)
Such enormous uncertainty about budgets
just a few years in the future should influence
policymakers’ decisions about expensive, long-
term commitments on the basis of mere
projections—especially now, when the public
debt, though declining, is still about the
same percentage of GDP as in 1985; and

Chart 1I-11. Long-Term Budget Projections
Require Caution
(Average absolute surplus/deficit projection error as a percent of GDP, 1976-2001)
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when the baby-boom generation is just seven
years away from beginning to collect Social
Security benefits.

The Long-Term Outlook: Though long-run
budget projections are inherently uncertain,
they can warn of potential problems, which
may be more easily solved if addressed sooner.
In the 1990s, policymakers increasingly fo-
cused on long-range projections, some looking
as far as 75 years ahead—especially for the
budget effects of population aging and reforms
to Social Security or Medicare.

Prior to the 1993 Clinton program, the
Federal deficit was projected to spiral out
of control in this decade. The outlook improved
after OBRA, although deficits continued for
a time. Following the passage of the BBA
in 1997, a unified budget surplus was pro-
jected beginning in 2002, and for about
20 years; even so, the deficit was expected
to return in the long run.

Since 1997, the economy and the budget
have performed much better than projected
when the BBA was passed. Projections of
publicly held Federal debt have steadily de-
clined. Lower interest payments have rein-

forced the improvement of the budget, and
have significantly extended the long-run sur-
plus projections. Still, the long-term current
services baseline is a mechanical extrapolation
of the budget implications of current law,
and thus is not intended to reflect likely
policy actions. Moreover, the range of uncer-
tainty around such projections is very large.
Under reasonable alternative assumptions, the
budget could return to deficit within a few
years following the retirement of the baby-
boomers. The underlying demographic pres-
sures are formidable, and if the demographic
or economic outcomes prove to be less favor-
able than assumed here, the surplus would
be threatened. (See Budget of the United
States Government, Fiscal Year 2001: Analyt-
ical Perspectives, chapter 2; and Economic
Report of the President, January 2001, chapter
2.)

The favorable long-term budget results in
these projections can be realized only with
prudent policy—choosing continuing reductions
in outstanding debt, rather than expensive
tax cuts or spending increases—while sus-
taining private saving, investment, and pro-
ductivity growth.
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1. INTRODUCTION

This section discusses achievements of the
Clinton-Gore Administration on a function-
by-function basis. Other sections of this docu-
ment discuss America’s dramatic economic
resurgence during the last eight years, the
elimination of the budget deficit, and growing
budget surpluses that have created an oppor-
tunity to extend the life of the Social Security
and Medicare trust funds and offered the
hope of paying down the debt with prudent
budget policies. The past eight years have
also seen remarkable achievements in areas
such as education, health care, help to working
families, crime fighting, science, the environ-
ment, national security, foreign affairs, and
the efficient and effective management of
the Federal Government.

SELECTED HIGHLIGHTS OF THE PAST
EIGHT YEARS

Program Achievements

Education and Training: This Adminis-
tration’s dedication to improving educational
and employment opportunities for all Ameri-
cans is reflected in the nearly 80-percent in-
crease in Federal funding for education and
training programs since 1993 and in major ini-
tiatives to improve and expand those pro-
grams. The Administration restructured ele-
mentary and secondary education programs to
focus on school-wide and school-system reforms
based on challenging academic standards for
all students, including initiatives to reduce
class size, establish after-school programs, im-
prove reading abilities, and renovate crum-
bling schools. The doors to college were opened
to more students through increased Pell
Grants and Work-Study opportunities, reduced
student loan costs, new tax credits for postsec-
ondary education, and new programs to help
disadvantaged students prepare for and suc-
ceed in college. Workers received improved job
training services thanks to the Workforce In-
vestment Act, which called for a streamlined,
customer-focused job training system in each
community. Finally, the Administration estab-
lished the Corporation for National and Com-

munity Service and created the AmeriCorps
program to engage Americans of all ages in
community-based service and to help students
who serve to pay off their student loans.

Rewarding Work: Perhaps one of the great-
est legacies this Administration will leave is
the effort to “end welfare as we know it” with
policies that expand supports for low-income
working families. From rewarding States for
moving welfare recipients into jobs and encour-
aging businesses to hire people from welfare
rolls, to expanding the Earned Income Tax
Credit and improving health coverage through
Medicaid and the State Children’s Health In-
surance Program; and from proposing and
signing the Family and Medical Leave Act to
more than doubling funding for child care, the
President has led the Nation in a holistic effort
to reform welfare and support working fami-
lies. By maintaining an historic economic re-
covery, this Administration’s efforts led to fall-
ing welfare rolls, lower unemployment rates
and most noteworthy, lower poverty rates.
Through significant, targeted funding in-
creases and effective policies, the Administra-
tion has demonstrated its commitment to im-
proving the income security of low-income
Americans.

Social Security: Since 1993, the Adminis-
tration has proposed a series of legislative and
management initiatives that have helped to
prepare Social Security for the baby boom gen-
eration. President Clinton’s 1998 challenge to
“save Social Security first” made the continued
solvency of the Social Security program a na-
tional priority and generated bipartisan agree-
ment for substantial debt reduction over the
next decade to prepare the Nation for the
needs of the future. Following the Social Secu-
rity Administration’s (SSA’s) transition to an
independent agency in 1995, the Administra-
tion encouraged SSA to promote program im-
provements responsive to a changing popu-
lation, enhance customer service, and empha-
size public education efforts. In 1996, the Ad-
ministration worked with the Congress to de-
velop a dedicated funding source to enable SSA
to improve the integrity of the disability
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programs by eliminating a backlog of con-
tinuing disability reviews.

Medicare: Throughout the past eight years,
this Administration has achieved the longest
Medicare Trust Fund solvency in a quarter
century. At the beginning of the Administra-
tion, Medicare was projected to become insol-
vent in 1999. Due to the Administration’s ef-
forts, the Medicare Trust Fund solvency has
been extended by a total of 26 years. These
actions included support of legislation, such as
the Health Insurance Portability and Account-
ability Act of 1996 and the Balanced Budget
Act (BBA) of 1997, as well as important ad-
ministrative actions, such as expanded cov-
erage of routine patient care costs related to
clinical trials. The Administration’s leadership
has strengthened the Medicare Trust Fund
and has laid a strong foundation for future
Medicare reform.

Natural Resources and the Environ-
ment: The Administration achieved the clean-
est environment in a generation amidst an his-
toric economic expansion, despite serious envi-
ronmental problems facing the Nation in 1993.
Among the President’s greatest accomplish-
ments was winning legislation that will pro-
vide $12 billion over six years in unprece-
dented, dedicated funding for the conservation
of America’s land and coastal resources. He
also protected more land in the lower 48 States
under the Antiquities Act than any other
President. The Administration also more than
doubled funding to combat global climate
change through the Climate Change Tech-
nology Initiative, almost doubled funding to
address the Nation’s major remaining water
quality problems through the Clean Water Ac-
tion Plan, and developed critical rules to im-
plement the Plan. In addition, the Administra-
tion cleaned up almost four times as many
Superfund sites as in the previous 12 years,
reduced wetlands loss by 80 percent, and
fought back numerous anti-environmental leg-
islative riders that would have traded hard-
won environmental safeguards for short-term
special-interest gains.

Science and Technology: In 1993, Presi-
dent Clinton took office committed to fostering
progress and economic growth by expanding
investment in civilian research and develop-
ment (R&D). The President’s economic strat-

egy relied upon the critical element of invest-
ing in people and proposed targeted invest-
ments to help the Nation compete in the global
economy and improve our quality of life. While
aggressively pursuing priority research areas,
the Administration maintained a balanced
portfolio of research across agencies and dis-
ciplines. The Administration’s investments
sustained and nurtured America’s world-lead-
ing science and technology enterprise, through
pursuit of specific agency missions and
through stewardship of critical research fields
and scientific facilities; strengthened and ex-
panded access to high quality science, mathe-
matics, and engineering education, and con-
tributed to preparing the next generation of
scientists and engineers; focused on activities
that required a Federal presence to attain na-
tional goals, including national security, envi-
ronmental quality, economic growth and pros-
perity, and human health and well being; and,
promoted international cooperation in science
and technology that strengthened the advance
of science and achievement of national prior-
ities. In keeping with the emphasis on civilian
R&D, the Administration increased the share
for civilian R&D investments, from 42 percent
in 1993 to just over 50 percent in 2001. During
this same period, total Federal funding for
R&D increased from $72.5 billion to $90.2 bil-
lion, a 24-percent increase, while defense R&D
funding received a more modest increase of
seven percent, from $42.2 billion to $45.0 bil-
lion.

Administration of Justice: The Adminis-
tration’s criminal justice policies have helped
push crime rates to their lowest levels in 25
years, including rates of youth violence and
violence against women and minorities. The
Community Oriented Policing initiative has
funded over 100,000 additional community po-
lice officers to make our streets safer, and has
provided local police departments with critical
equipment. Increased attention to combating
gun-related violence at the Federal, State, and
local level reduced the number of violent
crimes committed with guns between 1993 and
1998 by 35 percent. Federal law enforcement
agencies have adapted to new threats, includ-
ing the criminal misuse of new technologies.
Our civil rights laws are being vigorously
enforced by agencies that now receive the
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funding they need to protect Americans from
discrimination.

Economic Development and Housing As-
sistance: In a bipartisan effort to revitalize
impoverished rural and inner-city areas, the
Congress authorized and funded the Adminis-
tration’s New Markets initiative in December
2000. This initiative, administered by the
Small Business Administration, will provide
$250 million in public and private capital for
rural and urban small business investments,
plus technical assistance and mentoring serv-
ices for aspiring entrepreneurs. In addition, a
30-percent tax credit will spur investment in
a wide range of businesses. The New Markets
initiative complements the Administration’s
Empowerment Zones (EZs), established in
1994 to challenge communities with high un-
employment and poverty rates to develop and
implement innovative strategic plans for revi-
talization. Areas designated as EZs offer tax
benefits for businesses, waivers from Federal
regulations, and grants for job training and
other services. The thirty-one urban and rural
areas designated as EZs have created over
120,000 new jobs since 1993, and leveraged
more than $12 billion in additional public and
private sector investment in community revi-
talization efforts. Nine new EZs were author-
ized for 2001, bringing the total to forty. The
Administration’s efforts to expand economic
opportunity for low-income families also have
included increasing the supply of portable
housing vouchers by over 250,000 from 1993
through 2001. Housing vouchers help families
improve their housing conditions and lower
their rent payments, and they also help work-
ing families or families moving from welfare
to work relocate to areas of greater economic
opportunity or move closer to schools, child
care, or other services.

Agriculture: The Administration strongly
supported family farms, fighting to open for-
eign markets to U.S. commodities. The
NAFTA, GATT, and China trade agreements
secured by the Administration will increase
farm income significantly for years to come.
The Administration championed better risk
management for farmers, and led the success-
ful efforts in 1994 and 2000 to overhaul the
Federal crop insurance program to provide
higher coverage and better value for agricul-
tural producers. Through significant increases

in the Department of Agriculture’s conserva-
tion programs, the Administration dem-
onstrated that farm programs can both im-
prove the environment and boost farm income.
In addition, the Government reformed the Na-
tion’s nearly century-old meat and poultry in-
spection system, to deploy food safety re-
sources based on science and risk.

International Affairs: The Administra-
tion’s international affairs budget policy has
responded to the increased demands of
globalization in the new post-Cold War world.
The Administration implemented the Uruguay
Round, NAFTA, and other major agreements
to liberalize trade and financial markets, and
aided in the construction of a new global finan-
cial infrastructure to support financial stability
and promote economic growth. It helped spur
recovery from financial crises in Mexico and
Asia through carefully targeted use of the Ex-
change Stabilization Fund, and by securing
new resources for the International Monetary
Fund. The Administration mobilized resources
to fight transnational problems, such as the
spread of HIV/AIDs and increased threats to
the global environment. It improved the secu-
rity of Americans at home and abroad by pro-
tecting U.S. embassies and fighting inter-
national terrorism. As a critical element of its
effort to pay arrears owed to the United Na-
tions, it successfully concluded negotiations to
establish a new scale of assessments for
United Nations dues that will reduce the U.S.
share of the UN budget and result in substan-
tial future budgetary savings. Finally, the Ad-
ministration responded forcefully to natural
disasters from Central America to sub-Saha-
ran Africa and manmade conflicts from Bosnia
and Kosovo to Indonesia, and provided critical
support to countries attempting the difficult
transition to democracy. As a result of these
policies and programs, the United States con-
tinues to play the preeminent role in the post-
Cold War world.

National Security: Since 1993, the Admin-
istration has ensured the Nation’s security by
sustaining a commitment to support the best
equipped, best trained, and best prepared
fighting force in the world. The Nation’s strong
military posture provided the foundation which
enabled American leadership to promote peace,
freedom, and prosperity around the globe. This
was demonstrated by our efforts in Bosnia and
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Kosovo and through the success of humani-
tarian and other contingency operations. The
Clinton-Gore Administration provided the nec-
essary defense resources to recruit and retain
first-rate personnel, maintain a high quality
of life for military personnel and their families,
enhance military readiness and operational ca-
pabilities, fund current contingency operations,
and prepare for the future by modernizing
weapons systems to maintain the Nation’s
technological advantage into the 21st Century.
The global danger from nuclear weapons and
other weapons of mass destruction was re-
duced by the Administration’s efforts to shape
the strategic landscape through deterrence,
arms control agreements, continued enforce-
ment of UN sanctions on Iraq, and threat re-
duction assistance programs in Russia and
other states of the former Soviet Union. The
reliability of the Nation’s nuclear stockpile was
maintained and advances were made in the
cleanup of radioactive waste from fifty years
of weapons production. Emphasis was also
placed on building awareness of, deterring, and
meeting the challenge from emerging uncon-
ventional threats such as terrorism and com-
puter attack. The Clinton-Gore Administra-
tion’s national security efforts in all of these
areas has shaped a defense posture well adapt-
ed to the post-Cold War world with military
forces positioned to meet the challenges of a
new century.

A Falling Interest Burden: In 1993, the
Administration inherited a large and growing
debt, and the prospect of large and growing
budget deficits for many years into the future.
Net interest outlays had grown from $14.4 bil-
lion (or 1.4 percent of the Gross Domestic
Product, or GDP) in 1970 to $198.7 billion (or
3.0 percent of GDP) in 1993, and were pro-
jected to grow still further without a change
in policy. Largely as a result of fiscal policy
actions under this Administration and the
strong economic performance over the past
eight years, the long, upward trend for net
interest has ended. In dollar terms, net inter-
est began to decline in 1998 with the first
balanced budget in recent years. As a percent-
age of GDP, net interest will fall from 3.0 per-
cent in 1993 to an estimated 2.0 percent in
2001, a reduction of one-third. As a percentage
of total outlays, net interest will fall from 14.1
percent in 1993 to 11.2 percent in 2001, free-

ing resources for other purposes. Moreover, the
prospect of continuing surpluses implies that
net interest outlays will continue to fall toward
zero over the next few years. This improve-
ment is one of the most important reasons for
the projected long-term stability of the budget,
and is a vital foundation for the Nation’s prep-
aration for the aging of the population, includ-
ing the impending retirement of the baby-boom
generation.

Management Improvement

The last eight years have seen a dramatic
improvement in the management of the Fed-
eral Government. The Administration not only
balanced the budget and invested in key
priorities for the future, but took important
steps to help the Government operate more
effectively and efficiently. Management func-
tions, such as use of information technology,
procurement, financial management, statistics
and regulatory reform, are the essentials
of governmental operations, whatever an orga-
nization’s missions or functions may be. Doing
them very well rarely garners attention; failing
to do them can destroy program and policy
effectiveness and public trust as certainly
as bad policy decisions or inadequate program
implementation. Because the Administration
has sought to integrate budget and manage-
ment, many significant management accom-
plishments are addressed in the function-
by-function chapters that follow (examples
include human resources in Chapter 18, “Gen-
eral Government,” and energy efficiency in
Chapter 5, “Energy”). However, there are
also a number of Government-wide efficiencies
and improvements that are worth noting.

Information Technology (IT): Over the
past eight years, the Administration has em-
phasized the importance of IT in creating a
Government that is more accessible and re-
sponsive to citizens. Early efforts focused on
the management of specific agency systems—
emphasizing off-the-shelf technology, open ar-
chitecture, and modular development. The bi-
partisan Clinger-Cohen Act codified Adminis-
tration policy by tying IT to agency budget
and strategic planning decisions, and created
the position of Chief Information Officer in
each agency. To aid agency implementation of
the Clinger-Cohen Act, OMB issued a Memo-
randum titled “Funding Information Systems
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Investments,” commonly referred to as “Raines’
Rules”, which established decision criteria to
evaluate all major information system invest-
ments proposed in the President’s budget.

The Administration’s foremost management
objective at the end of the decade was
to navigate the year 2000 (Y2K) computer
conversion, probably the single largest tech-
nology management challenge in history. The
Federal Government’s Y2K efforts exceeded
all expectations—resulting in a remarkably
trouble free roll-over to the year 2000. In
addition, under the direction of the President’s
Council on Year 2000 Conversion, the Federal
Government also worked with the private
sector, State and local governments, and
international organizations to solve the prob-
lem.

The Administration has also focused on
other important IT initiatives, including cap-
ital planning, computer security, and data
sharing. In addition, a Presidential Directive
led to specificc major accomplishments in
the arena of electronic government. Every
agency now offers key information and critical
services online, and more are launched each
week. Moreover, the Administration is working
across agencies to bring transformational
change on a Government-wide basis.

In September 2000, the Administration
launched wwuw.firstgov.gov to provide the pub-
lic with a single, customer-focused web site,
where it can find every Federal Government
on-line resource by topic or by agency. Through
FirstGov, citizens can search over 27 million
web pages in less than one-quarter of a
second, 24 hours a day, seven days a week.
People can apply for student loans, find
new jobs, find the latest health research,
and more. The site safeguards communications
and transactions with the Government, pro-
tects privacy, and leverages a partnership
with the private sector to maximize innovation
and usability.

Ensuring privacy and security are essential
to fully exploiting the potential of the Internet
for electronic government and electronic com-
merce. With respect to privacy, the Adminis-
tration has worked aggressively, particularly
on privacy safeguards for Federal web sites.
As a result, virtually all major points of
entry to agency web sites provide notice

to visitors about what information is collected,
why the information is collected, and what
agencies will do with it. With respect to
security, the Administration has developed
a Public Key Infrastructure that uses digital
signatures to ensure that recipients of online
information can authenticate senders in a
reliable way; this infrastructure also enables
the public to use common digital signatures
across agencies. Well over 100,000 digital
signatures have already been issued, and
over the next several months this number
will grow substantially.

Procurement: The Administration has re-
invented the way the Government buys ap-
proximately $200 billion annually in goods,
services, and construction, concentrating on re-
sults rather than process, focusing on customer
satisfaction, and giving people on the front
lines the opportunity to experiment with inno-
vative ways to do their jobs. Working with the
Congress, major legislation was enacted that
simplified procedures for acquisitions, pro-
moted the use of commercial items, eliminated
many record-keeping and reporting require-
ments, emphasized past performance and best
value in contractor selection, and removed bar-
riers in negotiations.

The Administration also introduced other
reforms. For example, the Government began
using performance-based contracting for serv-
ices, holding agencies accountable for cost,
schedule, and performance of major acquisition
programs, and using alternative dispute reso-
lution methods to reduce the number of
costly and time-consuming bid protests. Credit
cards were introduced allowing Government
employees to purchase over 90 percent of
all supplies without using contracting offices.
Federal supply schedules and multi-agency
contracts were established allowing require-
ments across agencies to be combined and
speeding up the acquisition of products and
services. Share-in savings contracts were cre-
ated to allow industry to use its investments
and creativity to reduce energy costs and
to be paid out of the savings.

Other Government-wide successes include
the development of a set of core acquisition
system performance measures to enable, for
the first time, comprehensive Government-
wide and agency assessments of progress
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toward providing best value to taxpayers.
In addition, the Administration has estab-
lished www.fedbizopps.gov, a single point of
entry to enable all businesses to gain easy
access to contracting opportunities; www.pro-
net.sba.gov, to promote small business opportu-
nities; and the GovSales section of
www.financenet.gov, to provide access to all
Government sales of financial assets, real
property and personal property.

Financial Management: Over the last
eight years, there has been an extraordinary
transformation in Federal financial manage-
ment. Eight years ago, only a few agencies
routinely prepared and issued audited finan-
cial statements. Now virtually all agencies
issue annual audited financial statements and
more than half of the 24 largest agencies re-
ceived clean audits in 1999, the fourth year
of such reporting. (By comparison, it took the
States over a decade to achieve this result.)
Similarly, there was no Government-wide au-
dited financial statement in the early 1990’s;
this year marks the third year of an annual
Government-wide financial statement. In 1993,
the Federal financial community did not have
a set of Government-wide accounting stand-
ards. The creation of the Federal Accounting
Standards Advisory Board (FASAB) led to the
development and issuance of a complete set
of basic accounting standards and concepts in
1996. In October 1999, as validation of these
efforts, the American Institute of Certified
Public Accountants recognized FASAB stand-
ards as “generally accepted accounting prin-
ciples”. Recognition of FASAB standards by an
independent, internationally-recognized audit
standard-setting authority marks a significant
milestone. After several years of pilot activi-
ties, agencies now can combine financial and
performance reports, providing for the first
time a clear picture of what agencies accom-
plish and at what cost.

Agencies have also begun to install and
use modern, integrated financial systems that
combine accounting requirements with pro-
gram performance, allowing for improved re-
porting and accountability. These systems
are being designed to integrate accounting
requirements with program management
needs, allowing for more timely and useful
information to managers. For example, CFOs
are maximizing the use of the Internet for

credit and debt management programs to
conduct secure, private, and authenticated
Internet transactions for debt management
by using electronic signature technology, in-
cluding digital signatures or Personal Identi-
fication Numbers (PINs), where appropriate.
In the Federal grants area, OMB and agencies
are making it easier for State, local, and
Tribal governments and non-profit organiza-
tions to apply for Federal grants and, as
recipients, report their progress. The Federal
Commons initiative—a project to establish
a single point of entry online for Federal
grant programs—is being introduced across
Federal grant-making agencies.

Regulatory Reform: The Administration
has continued its efforts to improve the trans-
parency and analytical bases of the regulatory
process. In 1993, the President issued Execu-
tive Order No. 12866 setting forth the guiding
principles and the process that the Adminis-
tration would follow in issuing new regulations
and reforming existing rules. The Executive
Order requires that the agencies fully assess
the costs and benefits of all alternatives, in-
cluding not regulating, and selecting the alter-
native that maximizes net benefits (unless a
statute requires another approach). The Execu-
tive Order also requires the agencies to submit
their regulations to OMB for review and co-
ordination with other interested agencies be-
fore publication. A major emphasis of this pro-
gram was transparency and openness to the
public, including small businesses and State,
local and Tribal governments.

On March 22, 2000, OMB issued Guidelines
to Standardize Measures of Costs and Benefits
and the Format of Accounting Statements.
The guidelines lay out the principles and
methodology the agencies are to use in esti-
mating and presenting the required cost-
benefit analyses of the their regulations.
OMB has also submitted to the Congress
for the last three years the Report to Congress
on the Costs and Benefits of Federal Regula-
tions.

The Administration’s efforts to improve reg-
ulation have produced significant beneficial
results. OMB’s Report to The President On
the Third Anniversary of Executive Order
12866: More Benefits Fewer Burdens and,
for the last three years, the Report to Congress



1. INTRODUCTION

37

on the Costs and Benefits of Federal Regula-
tions document some of these improvements.

Statistical Policy and Programs: During
the past eight years, significant strides have
been taken to improve the Nation’s statistics.
Most visibly, the 2000 Census was completed
on time, under budget, and with higher mail
response than that of a decade ago. In addi-
tion, the American Community Survey was ini-
tiated to provide accurate and up-to-date local
area information that will be used by the Fed-
eral Government to allocate close to $200 bil-
lion in Federal funds annually.

Obsolete standards that underlie our key
economic and demographic statistics were
revised. In cooperation with Canada and
Mexico, the 1997 North American Industry
Classification System (NAICS), based on how
an establishment produces its products, was
developed and introduced to replace the Stand-
ard Industrial Classification, and an enhance-
ment of NAICS for 2002 was completed.
The Standard Occupational Classification,
which will be used by all Federal agencies
that publish occupational data, was completed
in 2000. Major revisions to the Government-
wide Standards for Maintaining, Collecting,
and Presenting Federal Data on Race and
Ethnicity were issued in 1997, and implemen-
tation guidance based on additional research
and analyses subsequently was issued for
public comment. At the end of 2000, the
Administration adopted simplified and ex-
panded standards for defining Metropolitan
and Micropolitan Statistical Areas for use
in collecting, tabulating, and publishing Fed-
eral statistics.

In 1997, OMB issued the Federal Statistical
Confidentiality Order to ensure that statistical
information will not be used in any Govern-
ment actions against respondents. The Admin-
istration also gained bipartisan support for
its legislative proposal to harmonize statutory
protections for the confidentiality of statistical
data and permit sharing of data for statistical
purposes among designated agencies. These
efforts are designed to bolster the confiden-
tiality afforded statistical information provided
by the public.

To improve the relevance, accuracy, and
timeliness of the Nation’s key statistical indi-
cators, a number of critical programs were

improved. These efforts included: formulating
a strategic plan for maintaining and improving
the National Income and Product Accounts;
revising the Consumer Price Index (CPI)
to reflect changes in the geographic distribu-
tion of the population and in consumers’
buying habits and make the CPI a more
accurate and reliable reflection of economic
conditions; expanding service sector output,
price, and productivity measures; and inte-
grating health surveys to capture changes
in health care and welfare.

Finally, two reports that bring together
key statistics from a variety of agencies
were inaugurated—America’s Children: Key
National Indicators of Well-Being, an annual
monitoring report on the status of America’s
children, and Older Americans: Key Indicators
of Well-Being, a periodic Federal report that
describes the status of the Nation’s older
population; in addition, more than 100 agen-
cies across the Government are now partners
in FedStats (www.fedstats.gov), the one-stop-
shopping Internet service that greatly facili-
tates access for users of Federal statistics.

Program Performance

The last eight years have also seen a
much-needed emphasis on program perform-
ance for analyzing and funding Federal pro-
grams, through this Administration’s commit-
ment to the Government Performance and
Results Act (GPRA) of 1993. This legislation
was complemented by the Administration’s
National Performance Review initiative, which
was announced in September 1993 and led
by Vice President Gore. This effort later
became the National Partnership for Rein-
venting Government. Agencies continue to
improve the quality and scope of their perform-
ance data, and this information is increasingly
important in budget decisions, program man-
agement, and organizational accountability.

Prior to 1993, very few Federal agencies
had ever prepared long-range plans; their
performance measures usually were limited
to workload, and hidden from public view;
and reporting on what programs actually
accomplished was rare. By the end of 2000,
all 14 Cabinet departments and about 85
independent agencies had prepared two cycles
of strategic plans, which are prepared every
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three years, and four annual plans; and
had completed the first set of annual reports
that compare actual performance against goals
set in the annual plans. Collectively, these
plans and reports set measurable goals and
objectives for every Government function and
major program. All plans and reports produced
by agencies under GPRA are sent to the
Congress, and are available to the public.

In 1993, the Administration initiated the
National Performance Review, an eight-year
effort that focused on creating a Government
that works better, costs less, and gets results
that Americans care about. This effort has
streamlined the Government work force, elimi-
nated obsolete programs and agencies, empow-
ered its employees to cut red tape, and
used partnerships to get results. The payoff
included:

¢ elimination of 250 obsolete programs (such
as the Tea Tasting Board) and agencies
(like the Interstate Commerce Commis-
sion);

¢ a reduction of 377,000 employees during
the course of the Administration, resulting
in the smallest work force since the Eisen-
hower years;

e the creation of more than 4,000 customer
service standards, and the use of private-
sector customer satisfaction measures,
which now show the Federal Government
is almost equal to the service sector in
satisfaction levels;

¢ the use of more than 350 reinvention labs
to test innovations and more than 850
labor-management partnerships covering
two-thirds of the work force;

¢ a reduction of more than 640,000 pages
of internal rules; and,

e partnerships, such as one between EPA
and the 1,300 companies in the toxic
chemical industry, which reduced emis-
sions by 50 percent in four years—faster
than if EPA had used the traditional rule-
making process.

During this Administration, public trust
in the Federal Government nearly doubled
in the course of only four years, rising
from an all-time low of 21 percent in 1994

to 40 percent when last measured in 1998
by the University of Michigan.

The performance of the economy, the in-
creased emphasis on performance in Govern-
ment programs, and the achievements dis-
cussed in the individual function-by-function
chapters that follow demonstrate that the
American public can be proud of its Govern-
ment’s performance over the past eight years.

THE FUNCTION-BY-FUNCTION
CHAPTERS

Presentations by “budget function” are a
result of long-standing custom and legislation.
The functions are categories that emphasize
what the Federal Government seeks to accom-
plish, rather than the agency conducting
the activity. The functions are designed to
inform the American people about the ultimate
purpose of the spending according to broad
categories. The function categories are also
used by the Congress in its review and
analysis of the budget.

Table 1-1 and the tables at the beginning
of each chapter present data by function
for 1993, an estimate for 2001, and the
corresponding increase or decrease. Table 1-1
displays a category for allowances, which
includes two items for 2001. The first allow-
ance is for a 0.22 percent across-the-board
reduction required by law in discretionary
budget authority for agencies other than
the Department of Defense. The reduction
for the Department of Defense is included
in the estimate for the National Defense
function. The second allowance is for manda-
tory outlays and reflects legislation to com-
pensate non-Social Security beneficiaries for
the loss in benefits caused by shortfalls
in cost-of-living increases due to an error
in the calculation of the CPI in 1999. The
adjustment for Social Security is included
in the Social Security function.

The tables display data for the following
Federal resources:

Discretionary Budget Authority: The
Budget Enforcement Act (BEA) of 1990 defines
discretionary budget authority as spending au-
thority controlled by annual appropriations
acts. Most funding for Federal agencies and
some grants to State and local governments
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are discretionary. The BEA limits the amount
of discretionary budget authority that can be
appropriated for a fiscal year. In aggregate,
this spending represents about one-third of
total Government spending.

Mandatory Outlays: The BEA defines man-
datory outlays as those controlled by laws
other than annual appropriations acts. Manda-
tory outlays are primarily for benefit programs
for individuals, such as Medicare and Med-
icaid. Mandatory outlays, including outlays for
net interest, make up about two-thirds of total
Government spending. Unlike discretionary
spending, the BEA does not limit the amount
of mandatory outlays. Instead, the Act requires
that legislated changes for mandatory outlays
and receipts combined cannot increase the def-
icit or reduce the surplus.

Credit Activity: The credit data include di-
rect loan disbursements and guaranteed loans.

Direct loan disbursements. Direct loan dis-
bursements are disbursements by the Govern-
ment to a non-Federal borrower that require
repayment with interest. The amounts shown
in the tables do not include repayments.
The largest categories of direct loan disburse-
ments are by the Department of Agriculture
to assist farmers, and by the Department
of Education to assist students attending
higher education.

Guaranteed loans. Guaranteed loans are
loan disbursements made by a non-Federal
entity (e.g., a private bank) where the Govern-
ment guarantees repayment of all or part
of the principal or interest. The largest
categories of guaranteed loans are to increase

homeownership and to help low-income fami-
lies afford suitable housing. Most guaranteed
loans are classified in the function chapters
for Commerce and Housing Credit, and for
Veterans Benefits and Services.

Tax Expenditures: Tax expenditures are
revenue losses due to the preferential provi-
sions of the Federal tax laws, such as special
exclusions, exemptions, deductions, credits, de-
ferrals, or tax rates. They are alternatives to
other policy instruments, such as spending or
regulatory programs, as means of achieving
Federal policy goals. Because of interactions
across provisions, the estimates are only rough
approximations of the total revenue loss for
each function and for the Federal Government.
Most tax expenditures are classified in the
Commerce and Housing Credit function and
the Income Security function.

In 1993, this Administration achieved a
major expansion of the Earned Income Tax
Credit, which reduces taxes for working fami-
lies. The Administration also achieved a child
care tax credit of $500 per child for low-
and middle-income families in the BBA of
1997. The Act also added significant tax
expenditures for education, including the Hope
and Lifetime Learning credits and Educational
Individual Retirement Accounts (IRAs), and
expanded retirement incentives by increasing
traditional TRA limits and adding Roth IRAs.
Capital gains received greater preferences,
and most gains on owner-occupied home sales
were exempted from tax. There were also
numerous other changes that affected health
care, energy, community development, science
and technology, and other functional areas.
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Table 1-1. Federal Resources by Function
(In billions of dollars)

. 1993 2001 Change:
Function Actual  Estimate 1993-2001

NATIONAL DEFENSE:

Spending:
Discretionary budget authority ..........cccocceevvennene 276.1 311.0 34.9
Mandatory outlays ........cccccevceerieniiienienieeeenene -1.3 -0.4 0.9
Credit Activity:
Direct loan disbursements ........cccccocvvvviiiiiniiciies eevieeeeeenn * *
Guaranteed 10ans ........cccccoveniiiiiiniins e * *
Tax expenditures ...........cccocevevvieneniienenienennene. 2.1 2.2 *
INTERNATIONAL AFFAIRS:
Spending:
Discretionary budget authority 1 .........cccccoeneene 21.2 22.7 15
Mandatory outlays ........ccceeverveevienennieneniienennene. —-4.3 -8.8 —-4.5
Credit Activity:
Direct loan disbursements ............cocceeeveenieeneenns 1.9 2.9 0.9
Guaranteed 10ans ........cccccoeveenieniinnieinieneeeee 9.5 11.1 1.6
Tax expenditures ............c.cccocceverviieenvieeecieeeennennn 4.5 18.1 13.6
GENERAL SCIENCE, SPACE, AND TECH-
NOLOGY:
Spending:
Discretionary budget authority ..........cccccccevernenee. 17.2 20.8 3.6
Mandatory outlays ........ccccceveiieiieniiienienieeieeeene * 0.1 0.1
Tax expenditures .............cccccoeeieiieniiiiniieniieenieeee. 3.3 7.7 44
ENERGY:
Spending:
Discretionary budget authority ..........ccccccevvveennn. 5.8 3.1 2.7
Mandatory outlays ........ccccceeceeeiieniiiinienieeieeeene -1.2 -3.6 2.4
Credit Activity:
Direct loan disbursements ........c..ccocceeeieeniiinnennne 1.5 1.9 0.4
Guaranteed 10ans ........ccccceveeniiniiiniennieniceeee * * *
Tax expenditures ..........c.ccoceveevieneniienenieeneneenne. 2.4 2.1 -0.3
NATURAL RESOURCES AND ENVIRONMENT:
Spending:
Discretionary budget authority ..........ccccceeevennenn. 21.4 28.8 7.4
Mandatory outlays ........ccceecerveerienennieneniienennene 0.2 0.2 —*
Credit Activity:
Direct loan disbursements ............cocceeeveeniiinneenns * * *
Tax expenditures ............c.cccocoeveeeieeencieeeecieeeeennn. 1.6 1.6 —*
AGRICULTURE:
Spending:
Discretionary budget authority ..........cccocceeviennen. 4.3 4.8 0.5
Mandatory outlays .......cccccceveeevcreieeiiieeniee e 16.1 20.4 4.2
Credit Activity:
Direct loan disbursements ........c..cccceeeveeniiinneennne 11.1 10.9 -0.3
Guaranteed 10ans ........cccccoeevieriieiiieniiienieeie e 4.6 6.5 1.9
Tax expenditures .............cccccoeevievieniiienieeciienieenen. 0.3 1.1 0.8
COMMERCE AND HOUSING CREDIT:
Spending:
Discretionary budget authority ..........ccccccevernnenee. 4.1 2.9 -1.2
Mandatory outlays ........ccccceviieiieniiienienieeieeene -25.6 3.0 28.5
Credit Activity:
Direct loan disbursements ...........ccocceeeveeniiennennnne 5.0 1.7 -3.3
Guaranteed 10ans ........ccccceveeniiniiiniennieniceee 79.4 229.6 150.2

Tax expenditures ...........cccccoecveevviiereniiieenniieeennnennn 160.0 254.7 94.6
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Table 1-1. Federal Resources by Function—
Continued
(In billions of dollars)

Function Actual  Estimate 16935001
TRANSPORTATION:
Spending:
Discretionary budget authority ..........cccocceevienneen. 14.0 19.1 5.1
Obligation limitation ..........ccccceeeveeeeiieeencieeeeiieeens 20.4 38.5 18.1
Mandatory outlays .......cccccecveeevcieeeiiieeeniee e 1.7 2.2 0.4
Credit Activity:
Direct loan disbursements ..........c.cccceeeviveniiieninens * 0.7 0.6
Guaranteed 10ans ........ccccovveviiiniiiiiie e 0.5 0.5
Tax expenditures .............cccccoeevieiieniieenienieenieeen. 1.8 2.2 0.4
COMMUNITY AND REGIONAL DEVELOP-
MENT:
Spending:
Discretionary budget authority ...........cccceeeeneeenn. 9.6 11.0 14
Mandatory outlays .......cccceceevvviiieniieeeniieeeeiee s 0.8 -0.7 -14
Credit Activity:
Direct loan disbursements ..........cccocceeevveniiieninenns 2.4 2.3 -0.1
Guaranteed loans 0.3 3.5 3.2
Tax expenditures 0.9 14 0.6
EDUCATION, TRAINING, EMPLOYMENT, AND
SOCIAL SERVICES:
Spending:
Discretionary budget authority .........cccccceeeennenn. 38.2 61.1 22.9
Mandatory outlays .......cccceecerveevienennienieniienennene. 13.5 10.7 -2.8
Credit Activity:
Direct loan disbursements ............cocceeeveeniiieneenne 2.7 19.1 16.4
Guaranteed 10ans ........cccccoeveenieniiinieniieneeeee 14.8 28.2 13.5
Tax expenditures ............cccccocoveieevieienceeeecieeeennennn 21.9 59.5 37.6
HEALTH:
Spending:
Discretionary budget authority ...........cccceeenneenn. 20.7 38.9 18.2
Mandatory outlays .......cccccecceevviieeeiieeeniee e 79.8 138.9 59.1
Credit Activity:
Direct loan disbursements ..........c.cccceeevieeiieninens 0.1 e -0.1
Guaranteed loans 0.3 * -0.3
Tax expenditures 53.3 99.8 46.5
MEDICARE:
Spending:
Discretionary budget authority ..........ccccccevvvennnn. 2.8 3.4 0.5
Mandatory outlays 127.9 218.8 90.9
INCOME SECURITY:
Spending:
Discretionary budget authority .........cccceccevvvennnn. 31.9 39.5 7.6
Mandatory outlays 175.9 213.0 37.1
Credit Activity:
Direct loan disbursements ........c..ccoceeeveiniiennennne 0.1 * -0.1
Guaranteed 10ans ........cccccoveriiiiiiiiins e 0.1 0.1
Tax expenditures ...........cccocevvevvieneniienenienennene. 74.2 131.9 57.8
SOCIAL SECURITY:
Spending:
Discretionary budget authority ..........ccccceeeennennn. 2.6 3.4 0.8
Mandatory outlays 302.0 4314 1294

Tax expenditures .............ccccoeeveevieeiiienieeciienieenen. 23.7 26.0 2.3
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Table 1-1. Federal Resources by Function—
Continued
(In billions of dollars)

. 1993 2001 Change:
Function Actual  Estimate 19933001
VETERANS BENEFITS AND SERVICES:
Spending:
Discretionary budget authority ..........cccocceevienneen. 16.2 22.5 6.3
Mandatory outlays .......cccceeveevviieeniieeiniieeeeieeens 19.8 22.9 3.1
Credit Activity:
Direct loan disbursements ........c.cccceeeveeniinneennne 2.2 1.7 -0.5
Guaranteed loans ............... . 354 29.5 -5.9
Tax expenditures ...........cccccoeoverivviereniieenniieeennnenn. 2.0 3.5 15
ADMINISTRATION OF JUSTICE:
Spending:
Discretionary budget authority ...........cccceeeeeneeenn. 14.6 30.0 15.4
Mandatory outlays ........ccccceveeeeiieniiienienieeiieeeene 0.3 0.7 04
GENERAL GOVERNMENT:
Spending:
Discretionary budget authority 11.6 14.0 2.4
Mandatory outlays .......cccccceceeeviiieeeiiieenciee e 1.5 2.3 0.7
Credit Activity:
Direct loan disbursements ........cccccoccevviiiiiniiiies e, * *
Tax expenditures ..........c.ccoceevevvieneniienenieenennenne. 37.2 71.3 34.1
NET INTEREST:
Spending:
Mandatory outlays 198.7 210.2 11.5
Tax expenditures .............cccccoeevieiieniiieniieniieeneeeen. 1.1 0.5 -0.6
ALLOWANCES:
Spending:
Discretionary budget authority .......cccccocvevviiiiicns ceviieieeen, -0.6 -0.6
Mandatory outlays ......ccccceeveeeviiieeciieeeciee e aeeeeree e 0.2 0.2
UNDISTRIBUTED OFFSETTING RECEIPTS:
Spending:
Mandatory outlays ........ccccceveeeveriieeiiieeeniiee e -37.4 -47.2 -9.8
FEDERAL GOVERNMENT TOTAL:
Spending:
Discretionary budget authority ............ccceeeunneenn. 512.5 636.5 124.0
Mandatory outlays ........cccccceveeieiieniieeniienieeiieeene 868.5 1,214.2 345.7
Credit Activity:
Direct loan disbursements ..........c.ccceeevveniiienieens 27.1 41.2 14.1
Guaranteed loans 144.3 309.2 164.9
Tax expenditures 390.2 683.3 293.1

*$50 million or less.

1Excludes $12.1 billion for 1993 for an increase in the U.S. quota at the International
Monetary Fund.
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Table 2-1.

Federal Resources in Support of National
Defense
(Dollar amounts in millions)

Function 050

Percent
. Change:
Estimate 1993-9001

1993 2001
Actual

Spending:

Credit Activity:

Guaranteed loans
Tax expenditures

Discretionary budget authority ...................
Mandatory outlays ........ccccceveeviiiiienienienn.

Direct loan disbursements ............c.c.........

.............. 276,109 311,030 13%
.............. -1,344 —418 —69%
.............................. 11 NA
................. 39 NA

2,115 2,160 2%

NA =Not applicable.

Since 1993, the Clinton-Gore Administration
has sustained its commitment to supporting
the world’s strongest military force, capable
of defending the United States, its citizens,
and its allies, and protecting and advancing
American interests and values around the
world. Today, the United States is the sole
remaining superpower in the world, with
military capabilities unsurpassed by any Na-
tion. The United States has sought to use
that position of strength in a manner con-
sistent with the fundamental values and
ideals upon which our republic was founded.
We have maintained a steadfast focus on
simple goals—peace, shared prosperity, and
freedom. The U.S. military, as the world’s
best trained and best equipped fighting force,
provides the strength and leadership that
serve as the foundation for regional peace
and stability that allows us to share our
goals with others around the globe. This
has been demonstrated throughout the tenure
of this Administration, most recently by the
restoration of stability in Kosovo and during
humanitarian relief and other contingency
operations.

President Clinton took significant steps to
ensure that our Nation’s military is fully
prepared to meet the challenges of this
new century. The Administration strengthened
our Nation’s security by sustaining a commit-

ment to recruit, train, and equip the best
fighting force that the world has ever known,
one capable of defeating large-scale cross-
border aggression in two distant theaters
in overlapping timeframes. This was achieved
by enhancing military readiness and oper-
ational capabilities, and supporting programs
to take care of military personnel and their
families from recruitment through retirement,
including defense health programs. The Ad-
ministration also prepared for the future
by procuring effective and modern weapons
systems and funding a strong and diverse
research and development effort to maintain
our technological advantage through the devel-
opment of advanced weapons systems.

The Administration’s efforts to shape the
strategic landscape through continued deter-
rence, arms control agreements, such as the
START agreements, and threat reduction as-
sistance programs in Russia and other states
of the former Soviet Union, has reduced
the global danger from nuclear weapons and
other weapons of mass destruction. The De-
partment of Energy’s (DOE’s) national security
program has maintained confidence in our
nuclear stockpile deterrent and has signifi-
cantly advanced the cleanup of radioactive
waste from fifty years of weapons production.

43
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Building a new Defense Strategy for the
Post-Cold War World

The end of the Cold War left the United
States armed forces with a strategy, force
structure, and infrastructure no longer appro-
priate for the new security environment.
Based on an in-depth assessment of the
new security environment and rethinking of
U.S. defense strategy, the Administration con-
ducted a Bottom Up Review (BUR) in 1993
and restructured its forces to meet four
key requirements:

» fight and win two nearly simultaneous
major regional wars;

¢ conduct, in peacetime, a variety of oper-
ations short of a major regional conflict;

* maintain a strong forward presence; and,

e deter and prevent the use of weapons of
mass destruction against U.S. territory,
forces, and allies.

In an effort to better align U.S. military
strategy, force structure, infrastructure, man-
ning, and resource requirements, the Adminis-
tration conducted the Quadrennial Defense
Review (QDR) in 1997. This is the Department
of Defense’s (DOD’s) strategic plan, which

was reviewed and approved by the President
and the Congress. The QDR supported the
BUR requirement to maintain the ability
to fight two major-theater wars nearly simulta-
neously, and adopted a defense strategy of
shaping the international environment to pre-
vent conflict, responding to crises, and pre-
paring for future threats. It also emphasized
that it was in the Nation’s interest to respond
to small-scale contingency operations and ad-
dress asymmetric threats such as information
warfare, weapons of mass destruction, and
terrorism. The QDR force structure is shown
in Table 2-2.

Maintaining a Strong Defense

When this Administration took office, the
DOD budget, as a result of the end of
the Cold War, had already declined by 33
percent in real (after inflation) terms from
its 1985 peak, when the drawdown started,
and active military forces had been reduced
by 25 percent. Today, our military forces
and programs are sized to meet the threats
and strategy addressed in both the BUR
and QDR.

The Administration requested several sig-
nificant increases in the defense budget to
provide full support in the near term for

Table 2-2. U.S. Conventional Force Structure
Cold War QDR Target
(1990) 2001 (by 2003)

Land Forces:

Army divisions (active/National Guard) ................ 18/10 10/8 10/8

Marine Corps divisions (active/reserve) ................. 3/1 3/1 3/1
Tactical Air Forces:

Air Force fighter wings (active/reserve) ................ 24/12 12+/7+ 12+/8

Navy air wings (active/reserve) ........ccccccceeeeuvveennnn. 13/2 10/1 10/1

Marine Corps Wings .......cccceceeeevvveeeeesiinreeeeeesenvnneeeens 3/1 3/1 3/1
Naval Forces:

Aircraft carriers (active/reserve) ...........ccocceeeeeeeens 15/1 12/0 11/1

Battle forces ships ......ccocceeeeeeciiiieiieieeeeeeeee e, 546 317 306
Mobility Forces:

Airlift (tactical/strategic) ......cccccoeveeveevvieiniennieennee. 513/432 526/335 478/329

Sealift (Surge/Ready Reserve Force) ...................... 69/102 67/76 78/90
Military Personnel:

ACEIVE e 2,069,000 1,382,242 1,367,600

Selected TeServe ... 1,128,000 863,775 837,200
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military readiness and quality of life, and
to modernize our forces over the long term.
These objectives—first outlined in the Defense
Funding Initiative of December 1994—which
added $25 billion over five years—have re-
mained the essential pillars of this Adminis-
tration’s defense program.

The President’s approval of a six-year,
$112 billion increase for defense in the 2000
Budget furthered these efforts and represented
the first long-term, sustained increases for
defense programs in over a decade. That,
and subsequent budget proposals, provided
continued significant increases for military
readiness programs to enhance our forces’
ability to respond immediately to crises; build
for the future by increasing funding for
weapons modernization programs; and, care
for our military troops and their families
by further enhancing quality of life programs.
These efforts help ensure that the United
States will be fully prepared to meet the
security challenges of the 21st Century.

In addition, the Administration has placed
great emphasis on managing our defense
resources more efficiently by reforming and
improving the management of defense pro-
grams. The Defense Reform Initiative in-
creased the use of competitive sourcing and
privatization, adopted best business practices
through acquisition reform, and eliminated
excess infrastructure through base realign-
ments and closures. Other initiatives included
streamlining of the civilian work force, improv-
ing financial management practices, and im-
plementing information technology reforms.

Ensuring the Nation’s Security Through
the Best Equipped, Best Trained, and Best
Prepared Fighting Force in the World

Enhancing Military Readiness and Op-
erations: Maintaining high levels of readiness
has been this Administration’s top defense pri-
ority. Robust funding has been provided for
training, spare parts, and weapons mainte-
nance critical to unit readiness, and for re-
cruiting and retaining quality personnel. In
addition, in an effort to monitor current and
future military readiness, the Administration
has undertaken efforts to improve readiness
reporting systems to ensure early identifica-
tion of potential problems, and allow prompt

remedial action. To meet the diverse security
challenges of the 21st Century, the Adminis-
tration has undertaken initiatives to transform
the Army into a more deployable force, restruc-
ture the Air Force into 10 flexibly-sized air
expeditionary force units, and reduce the
Navy’s operating costs and manning require-
ments through the Smart Ship Program.
Greater use has also been made of National
Guard and reserve forces and personnel to
complement active duty forces.

Funding Contingency Operations: The
U.S. military has protected U.S. interests
through involvement in contingency operations
such as Bosnia, Kosovo, and Iraq. To pay for
these operations, the Administration consist-
ently sought supplemental appropriations, in-
cluding nearly $4 billion in a 1999 request for
Kosovo operations. These supplemental re-
quests ensured that U.S. military forces re-
mained at high levels of readiness as they par-
ticipated in contingency operations. The Ad-
ministration developed accurate cost projection
methodologies which served to inform policy
decisions. The Administration made special ef-
forts to track the incremental costs of these
operations, especially Kosovo, separately from
traditional defense operations costs. The Ad-
ministration also sought supplemental funding
in advance, whenever possible, so that normal
military activities would not be disrupted by
diverting funds to cover contingency costs. It
is true that U.S. military participation in con-
tingency operations has been costly in terms
of dollars, in part because the Congress has
provided funding above the requested levels
for items not directly related to these oper-
ations. However, costs of individual operations
have come down as they have made progress
toward their objectives. Moreover, the Admin-
istration has clearly advanced U.S. national
security interests by helping to contain Iraq,
stopping the bloodshed in the Balkans,
strengthening the NATO alliance and dem-
onstrating its continuing value.

Taking Care of Military Personnel and
their Families from Recruitment through
Retirement—including Defense Health
Programs: In order to attract and retain high
quality personnel and ensure that military
compensation remains competitive with pri-
vate sector pay, the Administration has con-
sistently supported increases in military pay
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and retirement benefits. The Administration
has also provided significant enhancements to
the quality of life of our military personnel
and their families, including a compensation
initiative to reduce service members’ out-of-
pocket costs for housing. This program, ap-
proved by the Congress in 2001, will reduce
out-of-pocket costs for military personnel from
19 percent to 15 percent by 2001, and elimi-
nate these costs entirely by 2005.

Additional quality of life improvements have
been demonstrated by the tremendous decline
in the number of military personnel on food
stamps—a result of the Administration’s con-
sistent support for military pay increases.
In 1991, 19,400 military personnel received
food stamps; by 2000, this number had been
reduced to 5,100. For 2001, the Administration
submitted legislation designed to immediately
eliminate military personnel dependence on
food stamps by providing a military com-
missary benefit. Other quality of life improve-
ments include a worldwide family support
and communications program to ease the
hardships of deployments and family separa-
tions, and the construction and improvement
of child care centers, fitness centers, upgraded
barracks, and family housing. Specifically,
the Administration has moved aggressively
to upgrade the inventory of Government-
owned housing for military families and utilize
private sector capital and expertise to provide
new, modern privatized housing for military
families. DOD has awarded contracts for
the construction of about 5,600 housing units
and issued solicitations for the construction
of approximately another 22,000 units.

To reduce the costs of defense health
programs, the Administration established a
managed care approach to military health
care known as TRICARE-—now also available
for Medicare-eligible military retirees for the
first time. The Administration has also imple-
mented special programs for active duty fami-
lies stationed in remote areas of the country
where health care may not be available.

Preparing for the Future by Modernizing
Weapons Systems: The U.S. military is the
best equipped fighting force in the world. Over
the past eight years, the Administration has
strongly supported a robust modernization pro-
gram focused on the most advanced tech-

nologies to incorporate in future systems. This
effort is critical to maintaining military forces
capable of deterring and winning wars and
successfully executing all contingency missions
that may arise. Weapons modernization, in-
cluding procurement of new systems, upgrades
to existing systems, and development of new
technologies to incorporate in future systems,
has been a high priority for this Administra-
tion. The Administration’s efforts in developing
and procuring new systems have positioned
the U.S. military to continue its unrivaled
military superiority well into the 21st Century,
as the discussion that follows highlight.

* Ground Forces: Over the past eight
years, the Army developed new systems
to improve warfighting capabilities, such
as the Comanche helicopter and the Cru-
sader howitzer, and upgraded existing sys-
tems such as the Apache helicopter and
the Abrams tank to enhance operational
readiness and improve capabilities. In ad-
dition, both the Army and the Marine
Corps have developed a new light weight
155mm howitzer. The hallmark of the
Army’s modernization effort is its plan to
transform itself into a more mobile and
lethal force. The Army plans first to field
a medium weight force between now and
2007 to provide greater combat power and
mobility to units that deploy to hostile
areas in the early stages of a conflict or
to peace enforcement operations. In the
long term, the Army plans to field an “ob-
jective force” that is lighter and more le-
thal than the current force by developing
a Future Combat System (FCS). Ulti-
mately, Army transformation will exploit
technology advances anticipated in the
FCS along with new operational concepts
and organizational structures to maintain
its battlefield superiority.

The Administration has funded the corner-
stones of the Marine Corps’ modernization
program—the V-22 tilt-rotor aircraft and
the Advanced Amphibious Assault Vehi-
cle—to significantly enhance capability as
well. Both programs, developed over the
course of the last decade, will replace
aging helicopters and tracked vehicles and
increase the Marines’ ability to execute
their ship-to-shore and cross-country
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movements with greater speed, range, and
payload.

Naval Forces: Since 1994, the Adminis-
tration has funded several new classes of
ships that will ensure U.S. naval superi-
ority far into the future. These new classes
include the LPD-17 amphibious ship, the
Virginia Class attack submarine, and a
new auxiliary support ship. The Adminis-
tration also fully funded continued pro-
curement of Nimitz class nuclear aircraft
carriers, the backbone of the Navy’s fleet,
as well as Seawolf attack submarines, and
DDG-51 class destroyers. The Administra-
tion provided funds to develop new tech-
nologies that will lead to procurement of
next-generation systems including a new
design nuclear aircraft carrier and the
next generation surface combatant, known
as DD-21, that will serve the Navy well
into this century. The Administration has
also supported programs that augment the
fleet’s warfighting capabilities and enable
more cost-effective operation. Initiatives,
such as Cooperative Engagement Capa-
bility and the Smart Ship program, take
advantage of advances in information
technology to deliver improved combat ca-
pabilities to our Navy while also reducing
personnel and operations costs.

Tactical Aviation Forces: Aviation force
modernization has been an important part
of the Administration’s modernization pro-
gram from the start. As a result of the
President’s efforts, the Navy’s F/A-18E/F
attack fighter and the Air Force’s F-22
fighter are now in production, and the
Joint Strike Fighter, a low-cost, stealthy,
multiservice attack aircraft, is entering
advanced development. These aircraft will
ensure that U.S. troops will never have
to fight under threat of enemy air attack.

Mobility Forces: The Administration has
aggressively pursued modernization of
DOD’s strategic airlift and sealift forces,
which are vital to transporting U.S. forces
where they are needed anywhere in the
world. The Administration corrected seri-
ous problems it inherited in the C-17 air-
lift aircraft program and put the program
on track. Recent operations in the Balkans
proved the C-17’s versatility in performing

a variety of airlift missions. The Depart-
ment plans to purchase additional C-17s
in coming years to ensure that U.S. mobil-
ity forces possess the maximum possible
flexibility with which to face the uncertain
world of the future. In addition, the Ad-
ministration provided funding that en-
abled the Air Force to initiate a C-5 mod-
ernization program to ensure that they are
capable of meeting the projected airlift re-
quirements; and it funded procurement of
a new class of sealift ships intended to
expand the ability to transport large quan-
tities of equipment around the world.

Tactical Munitions: The Administration
has pursued a munitions investment strat-
egy to develop and procure weapons with
revolutionary capabilities—such as preci-
sion accuracy, all-weather performance,
U.S. Global Positioning System (GPS)
guidance, and increased standoff range.
America’s role in NATO’s victory in the
Kosovo air war showcased the success of
this strategy. The Joint Direct Attack Mu-
nition (JDAM), a GPS guidance kit which
inexpensively transforms unguided bombs
into accurate weapons with all-weather ca-
pability, is a revolutionary munition first
procured during this Administration; the
Air Force used JDAM to great effect in
Kosovo. The Administration requested
funds to improve the Navy’s Tomahawk
cruise missile, a “weapon of choice”
against high-value, heavily-defended tar-
gets. The newer Tactical Tomahawk
version will feature a number of improved
capabilities, including in-flight re-tar-
geting. The military Departments also ini-
tiated a mid-range Joint Air-to-Surface
Standoff Missile which is now under devel-
opment.

Space Systems: The Administration
made significant investments in space sys-
tems that are critical to supporting mili-
tary operations worldwide. These systems
will enhance military communications, po-
sitioning and navigation, missile detection
and warning, and weather monitoring.
The Administration’s National Space
Transportation policy sustained and revi-
talized U.S. space launch capabilities and
led to development of the Evolved Expend-
able Launch Vehicles program to provide
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more efficient, economical access to space.
The Space Based Infra-red Satellites will
replace the existing missile detection and
warning satellite constellation. The Ad-
ministration consolidated Department of
Commerce and DOD programs into a sin-
gle enhanced, polar-orbiting satellite sys-
tem now in development to reduce the cost
of acquiring and operating weather sys-
tems. Finally, the Administration formu-
lated a national policy and strategic vision
for the management and use of the GPS,
and funded a modernization program for
GPS that will significantly improve serv-
ices for all users, both civil and military.

Missile Defense: The Administration has
invested in both ballistic missile defense
technologies and theater missile defense
systems that will defend against missiles
directly threatening deployed United
States and allied forces. The Administra-
tion has also been committed to the devel-
opment of a limited National Missile De-
fense (NMD) system to counter the emerg-
ing ballistic missile threat from states of
concern, and to working with Russia on
any changes to the Anti-Ballistic Missile
Treaty that may be required to deploy a
limited NMD. The NMD system as a
whole is not yet proven, and the President
decided in September 2000 not to proceed
with the deployment at this time. How-
ever, the Administration is continuing a
program that represents the fastest, and
most technologically mature path to
achieving an effective NMD that can pro-
tect all 50 States against emerging
threats.

Reducing the Global Danger from Nuclear
Weapons and Other Weapons of Mass
Destruction

Shaping the

Strategic Landscape

Through Deterrence, Arms Control, and
Cooperative Threat Reduction: The Presi-
dent has remained firmly committed to main-
taining a robust deterrent capability while re-
ducing the threat from weapons of mass de-
struction (WMD) through arms control and co-
operative threat reduction efforts with states
of the former Soviet Union.

e President Clinton’s budgets over the past

eight years have maintained and improved
the Nation’s deterrent capability by selec-
tively enhancing the current nuclear force.
The largest program in this regard will
modify the remaining four Trident nuclear
submarines to enable them to carry the
most accurate and longest range sub-
marine launched ballistic missile. Other
DOD efforts to maintain the strategic nu-
clear force include programs that support
upgrades to intercontinental ballistic mis-
siles and intercontinental bombers such as
the B-2.

DOE also plays a critical role in the nu-
clear deterrence mission. Following Presi-
dent Clinton’s announcement in August
1995 that he would seek a “zero yield”
Comprehensive Test Ban Treaty, which
would ban any nuclear weapons test explo-
sions, DOE implemented a science-based
Stockpile Stewardship Program to ensure
the safety and reliability of our nuclear
deterrent. Through this program, which
relies on non-nuclear test facilities and
computer codes (rather than underground
testing) to simulate nuclear explosions to
predict the performance of the weapons,
DOE has been able to annually certify the
nuclear weapons stockpile as safe and reli-
able. The 2001 enacted level for this pro-
gram is nearly $5 billion. The Administra-
tion successfully negotiated the zero-yield
Comprehensive Test Ban Treaty with the
other nuclear powers and sent it to the
Senate for ratification in September, 1997.
It remains in the Senate awaiting ratifica-
tion.

In addition, DOE made significant
progress in reducing contamination at
former weapons production facilities. Over
the past eight years, DOE completed re-
medial action at more than 4,000 of the
9,700 areas of known hazardous or radio-
active material contamination, including
cleanup of some ecologically sensitive
areas such as along the Columbia River
in Washington and above the Snake River
Plain Aquifer in Idaho.

While investing in these force enhance-
ments and the stockpile stewardship pro-
gram, the Administration has simulta-
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neously worked to lower the risks associ-
ated with WMD. To that end, the Presi-
dent has maintained arms control as a
high priority of U.S. policy and imple-
mented reductions under the Strategic
Arms Reduction Treaty (START 1),
brought the START II treaty to the
threshold of implementation (pending Sen-
ate approval), and laid the groundwork for
even further reductions under a START
III agreement. In addition, the Adminis-
tration negotiated the passage in 1997 of
the Chemical Weapons Convention to ban
the worldwide production, storage, and use
of chemical weapons. To date, the United
States has destroyed 22 percent of its
chemical weapons stockpile.

¢ The Administration’s threat reduction as-
sistance programs in Russia and other
states of the former Soviet Union have
steadily grown to nearly $1.0 billion per
year, and they have reaped significant
benefits over the past eight years. Man-
aged by DOD, DOE, and State, the pro-
grams mitigate the danger posed by WMD,
the proliferation of their fissile material
components, and the scientific expertise
behind them. In 2001, DOD’s Cooperative
Threat Reduction (CTR) program ac-
counted for about 48 percent of the total
Administration threat reduction request
while DOE’s portion was about 37 percent
and State’s was 14 percent.

DOD funds support accelerated strategic
arms reductions in Russia and states of

the former Soviet Union by dismantling
and destroying strategic warheads, their
delivery systems, and infrastructure. They
also support WMD nonproliferation efforts
by enhancing the safety, security, and con-
trol of nuclear weapons and fissile mate-
rial components as well as chemical and
biological munitions. Over the past eight
years, CTR programs have supported de-
activating over 5,000 nuclear warheads,
destroying 17 strategic nuclear sub-
marines and 405 intercontinental ballistic
missiles (ICBMs), and eliminating 365
ICBM silos and 67 strategic bombers,
while maintaining the fissile components
of these weapons in a secure environment.

The Administration began eliminating
United States surplus weapons-grade plu-
tonium by conversion and immobilization,
and negotiated a similar program to dis-
pose of Russian surplus plutonium; im-
proved the safety of 65 reactors at Soviet-
designed nuclear power plants and as-
sisted nine countries to adopt and imple-
ment internationally accepted nuclear
safety programs; and, provided security
and accounting upgrades to protect over
400 metric tons of weapons-grade nuclear
material at dozens of Russian and former
Soviet sites. The United States and Russia
also concluded an agreement in 1993
under which Russia will sell to the United
States low-enriched wuranium (LEU)
derived from 500 tons of highly enriched
uranium (HEU) from dismantled former

Table 2-3. Strategic Forces

Cold War Current Projected
(Pre-START) (START I) (START II)

ICBMs

Minuteman ........cccccceveveciiieeiieiiiiee e 950 500 500

Peacekeeper ........ccoceriiiniiniiiiieeee e 50 50 0
TRIDENT Submarines ........ccccccceeveuvireeeeecinveeeeeeinnnns 31 18 14
SLBMS coiiiiiiiiiiiieeeeiieeeeeeeiiree e e e errreee e e sirrreeesesenareeee s 568 432 336
Heavy Bombers ........cccccoeeiieiiiiieiiiicieee e 324 971 971
Total Warheads ......ccccccceeeiiiieiiiieeiceccccieiererereeeeeeees 13,498 6,000 2 3,500

treaty.

1Excludes 93 B-1B bombers dedicated to conventional missions.
2Maximum number of warheads on delivery vehicles determined by “counting rules” established by each
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Soviet Union nuclear weapons. To date,
the U.S. Enrichment Corporation (the
United States agent in these purchases)
has purchased LEU fuel derived from
about 6,000 nuclear weapons’ worth of
HEU.

State’s programs also support proliferation
prevention activities by engaging former
weapons scientists to direct their efforts
away from weapons programs to activities
with civilian benefits, and by preventing
the illicit transfer of WMD through imple-
mentation of effective export controls.

Meeting the Challenges of Unconven-
tional Threats: The Administration has fo-
cused on meeting the challenge from emerging
unconventional and asymmetric threats de-
signed to offset U.S. superiority. The last dec-
ade has seen an increase in the frequency and
severity of terrorist attacks on military forces
and civilian targets, as well as the sophistica-
tion of emerging threats, such as WMD and
information-based warfare. President Clinton
has made defending the United States against
such threats a top national security priority,
and has sought to defend against these threats
through diplomatic and military means abroad
and increased preparedness at home. Over the
past eight years, the President:

* Issued three Presidential Directives to
combat terrorism and defend against
WMD at home and abroad, and to protect
the Nation’s critical infrastructure from
cyber attack. The Directives codified the
roles and responsibilities of the many U.S.
agencies involved in these missions.

e Appointed a National Coordinator for Se-
curity, Infrastructure Protection, and
Counter-terrorism to coordinate the U.S.
Government’s efforts to confront emerging
threats against Americans at home and
abroad.

o Provided over $11 billion across the Gov-
ernment in 2001—a funding increase of
more than 40 percent since 1998—to com-
bat terrorism, defend against WMD, and
protect critical infrastructure. This fund-
ing included efforts to equip and train first
responders in the Nation’s 120 largest
metropolitan areas to prepare for and de-
fend against weapons of mass destruction;
create the first ever civilian medical stock-
pile for WMD incidents; and, recruit and
train cyber security personnel to protect
the Federal Government’s own critical in-
frastructure.

Reforming and Improving the
Management of Defense Programs

Defense Management Initiatives: The Ad-
ministration identified defense reform as a
major DOD priority. In November 1997, the
Department announced the Defense Reform
Initiative (DRI), which adopted the best busi-
ness practices used by industry. The goal was
to improve these activities and to reduce the
overhead burden that these support activities
place on the defense budget. DOD has com-
pleted two-thirds of 54 separate Defense Re-
form Initiatives and the remainder are well
underway. Since the DRI was launched, DOD
has made progress in consolidating various
defense  organizations, streamlining its

Table 2-4. Overall Funding for Unconventional Threats
(Budget authority, in millions of dollars)

Actual 2001
19981 1999 2000  Dstimate
Combating Terrorism, excluding WMD ...........cccccveveivinnnneenen. 5,871 7,519 6,966 7,759
Defense Against WMD ........cccoviiiiiiiiiiiiiiieieee e 645 1,238 1,454 1,552
Critical Infrastructure Protection ..........ccccccceevviieiiieeencieeennnns 1,142 1,429 1,759 2,027
TOCAL ..o e 7,658 10,186 10,179 11,338

11998 was the first year that data were available.
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infrastructure, re-engineering its business
practices, and competing more jobs with the
private sector than ever before. DOD has pro-
jected that the work currently performed by
approximately 150,000 positions will be bid
against private sector firms by 2005, with pro-
jected savings of approximately $7 billion. Sav-
ings that result from competition are being re-
allocated to meet readiness and modernization
needs.

e Reforming the Acquisition System: The Ad-
ministration has also strongly supported
efforts by DOD to reform the way it ac-
quires weapon systems and services. Over
the past eight years, DOD has reduced the
amount of time it takes to field new weap-
on systems by 25 percent, saved millions
of dollars in small purchases through the
use of a Government-wide commercial pur-
chase card, and, through the use of elec-
tronic commerce, reduced cumbersome
paper transactions by 50 percent.

e Reducing Infrastructure: The reduction in
the U.S. force structure made possible by
the end of the Cold War has left DOD
with more land and buildings than it
needs to carry out its mission. The Admin-
istration inherited an established process,
the Base Realignment and Closure Com-
mission (BRAC), to remove this infrastruc-
ture from DOD’s inventory. Since 1988,
BRAC has closed or restructured 97 major
military installations and hundreds of
smaller ones (55 of these major installa-
tions since 1993). While this process is
costly in the short term, it is an invest-
ment that leads to elimination of the cost
of upkeep on unused buildings and yields
operational efficiencies. By the end of
2001, BRAC will have more than paid for
itself, saving a net of $15 billion, and will
save nearly $6 billion annually thereafter.
At the same time, the Administration has
worked diligently to minimize the effect
of moving jobs out of affected communities
by providing technical support to commu-
nity redevelopment efforts, and turning
over land to reuse as quickly as possible.
Although the reduction in total DOD infra-
structure has been beneficial and despite
the many efficiencies achieved, BRAC has
not kept pace with the overall change in
force structure. For the last several years,

the Administration requested additional
BRAC rounds to allow for a further “right-
sizing” of Defense infrastructure. This re-
quest, strongly endorsed by both internal
DOD and external analysis, has failed to
win congressional approval.

The Administration has also implemented
an aggressive demolition program, and has
recently widened the authority to lease out
unneeded DOD buildings and land. These
programs have helped to reduce costs
without moving people, and have become
particularly important given the failure of
the Congress to pass the legislation need-
ed to replicate the success of previous
BRAC rounds.

Streamlining the Civilian Work Force:
Over the past eight years, DOD has used
buyouts and early retirements to achieve
a streamlined and more productive work
force. During this time, the Department
has shrunk its civilian work force by ap-
proximately 37 percent, roughly commen-
surate with the reduction in military
forces. The Administration was able to
achieve this result mainly by offering in-
centives to those eligible or nearly eligible
for retirement. Providing these incentives
reduced the need for reductions-in-force,
and thus accomplished the downsizing and
streamlining with a minimal amount of
disruption or economic hardship. While
using these transition initiatives to ease
the way for the many workers who left
the work force, the Administration has
also supported pay and benefit increases
for the remaining employees who continue
to become a more productive work force.

o Improving Financial Management: DOD

has made significant progress in reforming
its financial management operations. The
Defense Finance and Accounting Service
(DFAS) is the Department’s agent for ac-
complishing needed financial management
reforms. DFAS has consolidated DOD’s fi-
nancial operations, significantly reduced
the number of finance and accounting sys-
tems, established and implemented ambi-
tious deployment schedules, and reengi-
neered business practices to adopt best
practices from both the private and Gov-
ernment sectors. For example, over 300
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financial management field sites were re-
duced to just 26, saving about $120 million
annually; 324 finance and account systems
were reduced to 76—with further reduc-
tions planned to achieve ultimately a 90-
percent reduction; and, between 1993 and
1999, personnel levels at the DFAS de-
creased by 37 percent, from 31,000 per-
sonnel in 1993 to 19,500 personnel at the
end of 1999. Since 1996, the DFAS has
identified over 85 percent of its personnel
in finance and accounting functions as
available for public-private competition,
and has committed to study over 6,000 po-
sitions for competitive outsourcing. To
date, the DFAS has completed six competi-
tions resulting in annual savings of over
$28 million.

Implementing the Information Technology
Management Reform Act (ITMRA): Also
known as the Clinger-Cohen Act, ITMRA
is designed to help agencies improve mis-

sion performance by effectively using infor-
mation technology. One example is the
Global Command and Control System,
which provides the seamless integration of
Service capabilities necessary to conduct
joint and multinational operations into the
21st Century. In October 2000, the U.S.
Navy awarded an eight-year, $6.95 billion
Navy—Marine Corps Intranet (NMCI) con-
tract for managing the Service’s shore-
based computing enterprise. NMCI rep-
resents one of the biggest technology
outsourcing contracts ever. The DOD Chief
Information Officer Council manages
DOD’s information technology budget and
its command, control, and communications
budget, and provides advice on ITMRA-
related issues. In addition, DOD continues
to restructure its work processes while ap-
plying modern technologies to maximize
the performance of information systems,
achieve a significant return on investment,
cut costs, and produce measurable results.
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Table 3-1. Federal Resources in Support of
International Affairs

(Dollar amounts in millions)

Percent
. 1993 2001
Function 150 . Change:
Actual Estimate 1993_2%01
Spending:
Discretionary budget authority 1 ........cccccecvvverinenn. 21,194 22,706 7%
Mandatory outlays ........ccccoeceenieniieniieeienieeeeee —4,322 -8,815 104%
Credit Activity:
Direct loan disbursements 1,943 2,862 47%
Guaranteed 10ans ..........ccccceeeeeeeeeeinveeeeeeeenn, 9,531 11,110 17%
Tax expenditures ..............ccccooiiiiienieeniieniieenieniens 4,510 18,060 NA

NA =Not applicable.
1 Excludes $12,063 million in 1993 for
national Monetary Fund.

an increase in the U.S. quota at the Inter-

International affairs activities support Amer-
ica’s critical interests by reaching key strategic
goals: fostering worldwide economic growth,
supporting the establishment and consolida-
tion of democracy abroad, enhancing America’s
national security, improving the global envi-
ronment, and addressing other key global
issues, such as AIDS. The Clinton-Gore Ad-
ministration capitalized upon the new post-
Cold War architecture by working to expand
the global economy and the benefits of
globalization, supporting the liberalization of
trade, and aiding countries in their transition
to democracy.

Promoted Free Trade, Open Markets, and
Economic Prosperity

Completed Successful Trade Negotia-
tions—the North American Free Trade
Agreement and the Uruguay Round: Strong
U.S. growth over the past eight years accom-
panied America’s increased integration into
the world economy. Between 1992 and 1999,
the U.S. economy, as measured by real gross
domestic product, grew at an average annual
rate of 3.7 percent, while real exports of goods
and services increased on average by 6.8 per-
cent per year. Imports have grown at an aver-
age annual rate of 10.6 percent per year. This

reflects both stronger growth in the United
States than in the rest of the world over much
of this period, and the crucial role of imports—
now dominated by capital goods such as the
computers and machinery—in supporting U.S.
investment. Indeed, increased globalization
has come at a time of rapid growth that has
produced a dramatic increase in the number
of new jobs and the reduction of unemploy-
ment to the lowest levels in 30 years.

These developments have been facilitated
by the Administration’s trade policy accom-
plishments, including passage of the Uruguay
Round trade agreements, the North American
Free Trade Agreement, and over 200 post-
Uruguay Round negotiations that have yielded
additional market access commitments in fi-
nancial services, basic telecommunication serv-
ices, and information technology. Several stud-
ies recently reviewed by the Council of Eco-
nomic Advisers estimate an annual income
gain to the United States of between $27
billion and $37 billion with full implementa-
tion of the Uruguay Round’s results.

Successfully Managed Financial Crises
in Mexico and Asia: Since 1993, the Admin-
istration has confronted and successfully re-
sponded to two serious financial crises that
threatened to undermine regional and global

53
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economic stability. In December 1994, the rap-
idly depreciating Mexican peso jeopardized the
economic progress and reforms made by the
government of Mexico up to that point. In re-
sponse, the Administration extended up to $20
billion in available credits through the Ex-
change Stabilization Fund (ExSF), and worked
with the International Monetary Fund (IMF)
to extend a line of credit based on the imple-
mentation of further reforms. The rapid re-
sponse proved instrumental in restoring inves-
tor confidence and allowing the Mexican econ-
omy to resume growth. As a measure of this
success, by January 1997, Mexico had repaid
ahead of schedule all of the $11.5 billion it
drew from the facility.

A more serious crisis emerged in the fall
of 1997 when the devaluation of the Thai
currency began a series of currency -crises
in Asia that soon engulfed Malaysia, Indo-
nesia, Philippines, and South Korea—and
later Russia. This crisis, because of its size
and the region’s integration into the global
economy, threatened the stability of the global
economic and financial system. The Adminis-
tration responded to this crisis by advancing
steps to strengthen the international financial
architecture, by maintaining open markets,
by making the ExSF available as part of
a secondary line of defense against further
instability, and by achieving authorization
and appropriation for an IMF quota increase
and the establishment of the New Arrange-
ments to Borrow (NAB). Coupled with the
macroeconomic and structural reforms imple-
mented by the Asian governments, much
of the region has resumed positive growth
rates in a more sustainable fashion just
two years after the crisis.

Passed the International Monetary Fund
Quota Increase and the New Arrange-
ments to Borrow: In cases of severe inter-
national financial crises, the IMF plays a key
role in mobilizing official assistance condi-
tioned on policy reforms—and is the one insti-
tution situated to mobilize such substantial
support quickly—and provides the predomi-
nant share of official financing needed to help
stabilize the global monetary system. In Sep-
tember 1997, the 11th quota review resulted
in a call for a 45-percent increase in the re-
sources of the IMF to allow it to carry out
its normal operations while preserving the

ability to respond to such crises in a rapidly
growing and increasingly complicated world
economy. In addition to the IMF quota in-
crease, the G—7 nations proposed the creation
of the New Arrangements to Borrow, which
would complement the existing supplemental
credit line, the General Arrangements to Bor-
row.

The call for an increase in available IMF
resources coincided with the decade’s gravest
threat to the global financial and economic
system, the East Asian Financial Crisis. With
this event as a backdrop, the Administration
requested and received authorization and ap-
propriations for both the quota increase ($14.5
billion) and the NAB ($3.4 billion) in 1999.
That legislation resulted in both the needed
resources being made available and a bi-
partisan agreement on policy priorities in
the IMF, which included a commitment to
greater IMF transparency, resulting in the
adoption of a number of reforms by the
Fund. With the quota increase and -credit
line in hand, the IMF was able to play
a critical role in responding to the -crisis
and help the affected countries along the
path of reform and sustainable growth.

Facilitated the Continued Transition to
Democracy Throughout the World

Helped Integrate Poland, Hungary, and
Czech Republic into the West: The integra-
tion of Poland, Hungary, and the Czech Repub-
lic into the democratic, free-market family of
nations and Western institutions such as
NATO is one of the key foreign policy achieve-
ments of the past eight years. Since 1993, U.S.
efforts in these countries focused on building
democratic institutions and achieving economic
reforms. Timely and effective U.S. assistance
played a key role in their governments’ efforts
to privatize industries and put in place the
judicial and regulatory structures needed for
a market economy and a society based on the
rule of law. As a result of these efforts, by
2000, these three countries had graduated
from being Support for Eastern European De-
mocracy aid recipients to becoming NATO al-
lies, all within one decade of the dismantling
of their Communist regimes.
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As a measure of the success of U.S. assist-
ance efforts, according to Freedom House,
all three countries have achieved political
rights and civil liberties that are roughly
comparable to those found in Western Europe,
with their Freedom House ratings, based
on a 1 to 5 scale, improving from 4.2
in 1992 to 4.7 in 1999. Similarly, U.S.
assistance in implementing economic reforms
has helped all three countries develop effective
market institutions and flourishing private
sectors. Because their transformations have
been so successful, Hungary, Poland, and
the Czech Republic are among the first
tier of countries that will be considered
for membership in an expanded European
Union.

Helped Democratic Transitions in Rus-
sia and Ukraine: Since 1993, the Administra-
tion’s assistance strategy for the states of the
former Soviet Union has been designed to fos-
ter their transition to democracy and market-
based economies and to facilitate their integra-
tion into the larger global community, while
advancing U.S. national security interests in
such areas as nonproliferation and arms con-
trol. The strategy has achieved notable suc-
cesses during the past eight years. In Ukraine,
for example, U.S. assistance made possible
Ukraine’s complete denuclearization and
helped develop and implement a successful pri-
vatization program for small- and medium-
sized enterprises. Similar assistance efforts in
Russia, particularly in the threat reduction
area, have helped ensure implementation of
landmark arms control treaties and ensure
that weapons of mass destruction do not fall
into the wrong hands. In both countries, U.S.
assistance has helped promote the growth of
independent media and non-governmental or-
ganizations. The transitions in Russia and
Ukraine are incomplete, but both countries
have made important strides toward develop-
ment of democratic institutions and the rule
of law. Their successful completion will depend
upon continued commitment on the part of
both governments to overcome challenges such
as crime and corruption as well as economic
inequality, combined with the implementation
of effective reform programs and improvements
to the investment climate.

Promoted Peace in the Middle East: Dur-
ing the last eight years, the United States has

been a strong and continuous supporter of the
search for a comprehensive peace in the Mid-
dle East. United States diplomatic and finan-
cial support has been indispensable for
progress towards peace and stability in the re-
gion. Our efforts have focused on promoting
progress and stability through bilateral nego-
tiations between Israel and the Palestinians,
Syrians, and Lebanese; through supporting al-
lied nations with diplomacy, military deploy-
ments, and security assistance; and, through
regional economic development and contain-
ment of Iraq and other threats to stability in
the region. U.S. assistance has contributed to
and helped sustain the progress achieved as
a result of the Oslo Accords, the supple-
mentary Wye River and Sharm el Sheik agree-
ments, the Jordanian-Israeli peace treaty, and
the Camp David negotiations this past year.
Most recently, the Administration submitted
a request of $750 million in supplemental 2001
funding and recommended an additional $500
million in 2002 funding to assist those coun-
tries and parties in the Middle East that take
constructive steps in the search for peace. In
the current tragic circumstances of continued
violence in the region, the United States has
worked closely with the parties to end the vio-
lence and has supported international efforts,
such as the International Fact Finding Com-
mittee, designed to diffuse tensions and restore
confidence among the parties in the region.

Promoted U.S. Assistance for Plan Co-
lombia: The U.S. assistance to Plan Colombia
is a $1.3 billion bi-partisan, integrated set of
programs developed with the government of
Colombia and designed to reduce the supply
of drugs coming into the United States and
to bring greater stability to the Andean region.
This emergency supplemental appropriation
was signed by the President in July 2000, and
includes funding for interdiction of trafficking,
eradication of illicit crops, alternative develop-
ment, human rights strengthening, displaced
persons, and justice system reforms in Colom-
bia and other Andean countries. Even as im-
plementation proceeds, the United States con-
tinues to lead efforts to encourage cooperation
and contributions from the international com-
munity. Success of this program will depend
upon the successful coordination of its dif-
ferent, inter-related facets, and upon the direc-
tion taken by Colombia’s internal conflict.



56

HIGHLIGHTS FROM FY 1994 TO FY 2001

Helped Democracy in Guatemala: After
36 years of civil war that led to the death
of up to 200,000 people, the government of
Guatemala signed a peace agreement formally
ending the conflict in 1996. The peace accords
established the framework for a more
participatory and equitable society involving
the integration into society of ex-rebels and
a comprehensive restructuring of the military,
justice system, tax policy, and social services.

As part of a multilateral effort to support
the peace accords, the United States doubled
its assistance to Guatemala, and has provided
over $110 million in Economic Support Funds
since 1997 to support the implementation
of the accords, the demobilization of thousands
of ex-combatants, infrastructure reconstruction
in war-affected areas, land titling, fiscal re-
form, and literacy of women. With strong
multilateral support, Guatemala is now enter-
ing its fifth year of successfully implementing
the peace accords. These structural reforms
have started the process of transforming
Guatemala into a more participatory and
equitable society, but significant challenges
remain. The Agency for International Develop-
ment (USAID) plans to continue support
for the peace process until 2003 to address
remaining challenges, including continuing in-
come disparities, land distribution issues, and
civic violence.

Debt Forgiveness: In 1999, under United
States leadership, the G—7 nations agreed at
the Cologne summit to an initiative to provide
expanded debt reduction to heavily indebted
poor countries (HIPCs). This initiative will pro-
vide the 33 countries likely to meet HIPC eligi-
bility requirements with debt reduction of up
to $90 billion, or 70 percent of their total debt.
For 2000 and 2001, the Congress appropriated
the Administration’s full request of $545 mil-
lion ($185 million for the reduction of U.S. bi-
lateral debt and $360 million as a contribution
to the HIPC trust fund to reduce the debt held
by regional development banks) for the ex-
panded HIPC initiative. In order to fully im-
plement the initiative, $375 million in addi-
tional funds will need to be appropriated in
2002 and 2003.

Many poor countries, particularly in Africa,
have developed unmanageable debt burdens
to official bilateral and multilateral creditors,

and the debt servicing payments to these
creditors often prevent these countries from
making desperately-needed social investments
in poverty reduction, primary education, child
immunizations and other health programs,
or clean water and sanitation. In the vast
majority of HIPCs, per capita Gross National
Product amounts to less than $1 per day
and the average for all HIPCs is only about
$360 per year. In response to the needs
of these countries, the United States proposed
to expand the HIPC initiative (originally
adopted in 1996) to provide deeper, broader,
and faster debt reduction for more countries,
contingent on economic reforms and applica-
tion of savings on debt servicing to social
concerns. While the Administration’s efforts
have been a leap forward in addressing
the debt burden of poor -countries, long-
term success ultimately will depend in large
part on whether the beneficiary countries
continue the economic reforms begun under
this initiative and remain committed to the
alleviation of poverty and support of social
programs.

Developed and Expanded Programs to
Assist African Countries: The HIPC debt re-
duction initiative is just one of a series of
measures that this Administration has under-
taken during the past several years to assist
sub-Saharan African countries to strengthen
their economies and deal with difficult eco-
nomic, social, political, and environmental con-
ditions. These initiatives have been a response
to the clear understanding that many coun-
tries in sub-Saharan Africa have failed to par-
ticipate in the benefits of the growing economic
globalization. Rather, these countries have
failed over the past three decades to sustain
positive, real, per-capita economic growth, with
serious negative consequences for their popu-
lations. In addition to debt reduction, some of
the key measures undertaken by the Adminis-
tration to assist sub-Saharan Africa have in-
cluded:

* the increase in bilateral assistance levels,
and the economic, social, and political pro-
grams they support, back to past peak lev-
els;

 the passage of the African Growth and Op-
portunity Act, which, by reducing U.S. tar-
iffs on goods from sub-Saharan African
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countries as well as other measures, seeks
to encourage increased trade and invest-
ment between the United States and sub-
Saharan African countries;

e the implementation of the Africa Trade
and Investment Policy Program, which
helps reform-oriented African countries to
improve the enabling environment for
trade and private investment;

e the provision of disaster assistance to
countries seriously impacted by natural
disasters, including $160 million to re-
spond to flooding in southern Africa in
2000; and,

e the rapid scaling up in 2000 and 2001 of
broader HIV/AIDS initiatives to combat
the pandemic in south and eastern Africa.

The results of these efforts are somewhat
mixed—while South Africa successfully ended
apartheid and Mozambique peacefully con-
cluded its decades-long civil war, civil strife
continues in Sierra Leone, the Democratic
Republic of the Congo, and other countries.
However, the outrage expressed by African,
as well as Western, countries at the recent
military coup in Cote d’Ivoire is an encour-
aging sign that more and more Africans
expect their governments to adhere to the
rule of law and improve their standards
of living.

Grappled with Global Problems

Increased AIDS Awareness, Development
of Preventative and Ameliorative Pro-
grams: The HIV/AIDS pandemic is the defin-
ing public health crisis of our time, which
threatens to undo four decades of progress in
international development. At the start of the
1990s, health experts estimated that between
15 and 20 million people would be living with
HIV by the beginning of the 21st Century. Ten
years later, the true magnitude of the epidemic
is far more alarming: over 36 million people
are living with HIV; and, HIV/AIDS preva-
lence among adults exceeded 20 percent in
seven countries in sub-Saharan Africa. In the
hardest hit African countries, infant mortality
is twice as high as it would have been without
AIDS.

The U.S. Government has been the world
leader in responding to the global pandemic

of AIDS. Since 1993, the United States,
through USAID, has dedicated over $1.5
billion for the prevention and mitigation of
this epidemic in the developing world. USAID’s
support was instrumental in reducing the
prevalence of HIV in Uganda and Zambia
and in stabilizing low HIV prevalence rates
in Senegal, Philippines, and Indonesia. By
1999, however, it became apparent that inter-
national efforts to combat the HIV pandemic
needed to be stepped up and the U.S. Govern-
ment responded. The United States’ global
AIDS funding has increased from $139 million
in 1999 to an estimated $455 million in
2001. These increases are focused on high-
prevalence countries and low-prevalence coun-
tries at risk of impending epidemics in sub-
Saharan Africa, Asia, and Latin America,
where countries have been selected for “rapid
scale-up” and “intensive focus” under the
Leadership and Investment in Fighting an
Epidemic initiative. The U.S. Government
effort has brought together a host of Federal
agencies in the first ever Government-wide
mobilization against AIDS.

Kyoto Protocol and Related Environ-
mental Programs: Global climate change is
one of the most far-reaching threats to sustain-
able development worldwide. As the world’s
number one emitter of greenhouse gasses, the
United States has recognized the need to work
with developing countries to stem global cli-
mate change. The Administration announced
at the UN in 1997 a plan to invest $1 billion
over the next five years in programs and ac-
tivities to help developing countries to reduce
greenhouse gas emissions, and the 2001 appro-
priation funds the fourth tranche of this com-
mitment. USAID is also addressing other crit-
ical global environmental challenges such as
clean energy, natural resources management,
and biodiversity conservation, for which the
2001 appropriation provides a significant in-
crease in funding.

President Clinton signed the Kyoto Protocol
in November 1998, reaffirming the Adminis-
tration’s commitment to work with other
countries to meet the challenge of global
warming. The Kyoto Protocol is an historic
step forward in international efforts to address
global warming, incorporating environmental
targets with market-based mechanisms to
minimize the cost of meeting them. However,
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ratification of the Protocol requires passage
by the U.S. Senate. Lasting progress in
combating global warming will require ratifica-
tion by the United States, as well as meaning-
ful participation by key developing countries
in addressing climate change.

Protected American Lives and Changed
America’s Foreign Policy Machinery

Greatly Expanded Embassy Security: As
the President stated on the second anniversary
of the bombing attacks on our embassies in
Nairobi and Dar es Salaam on August 7, 1998,
the terrorists took from wus our colleagues,
friends, and loved ones, but they have failed
utterly to deter us from advancing our prin-
ciples around the world. Addressing the secu-
rity vulnerabilities of the Nation’s diplomatic
presence has been given the highest priority.
Since the embassy bombings, the Administra-
tion has embarked upon an unprecedented pro-
gram of security initiatives around the world.
It initiated a long-term capital program, be-
cause it will take a multi-year effort to address
these vulnerabilities and proposed advanced
appropriations of $3.4 billion over the 2002-
2005 period to sustain that program. Efforts
have focused on bringing our diplomatic facili-
ties up to heightened security standards and
on maintaining necessary security upgrades.
These have included enhanced local guard
services, physical security equipment and tech-
nical support upgrades, increased deployment
of armored vehicles, increases in American se-
curity personnel, security and crisis manage-
ment training, and a worldwide program to
build new, secure facilities.

Through 2001, the Administration has in-
vested about $3 billion in this effort. These
funds have been used to upgrade comprehen-
sively the security at our overseas facilities,
including enhancing the physical security at
U.S. missions through construction projects,
the installation of security equipment, inspect-
ing all vehicles entering U.S. diplomatic facili-
ties, expanding anti-terrorism assistance train-
ing to aid foreign police in combating ter-
rorism, and hiring additional diplomatic secu-
rity agents. These funds are also being used
to support the initial stages of a worldwide
embassy security construction program with
a goal of replacing up to 220 diplomatic
and consular facilities worldwide with new,

secure buildings. A major challenge currently
being addressed is the need to pursue fully
regional efficiencies and security planning
that will have an impact on the need for
overseas staffing. The results of such analysis
then will be used to ensure that facility
design addresses both the size and functional
needs of all U.S. Government staffing needs
at each location.

Enhanced the Security of U.S. Borders:
The Administration has implemented a com-
prehensive strategy to improve the Depart-
ment of State’s equipment, technology systems,
and support needed to carry out the vital func-
tion of U.S. border security. Major initiatives
over the last eight years have included a com-
prehensive, worldwide upgrade of computer
equipment and consular systems at the De-
partment’s overseas posts; increased data shar-
ing with other border security and law enforce-
ment agencies; continued improvements to the
automated name checking system capabilities;
expanded implementation of the Border Cross-
ing Card program in Mexico; and, moderniza-
tion of the security and delivery of U.S. pass-
ports to American citizens, including comple-
tion of the initial deployment of passport photo
digitization technology. These improvements
were made possible by the establishment of
a new fee paid by persons seeking non-immi-
grant visas for travel to the United States.

Improved security has not come at the
expense of customer service. To the contrary,
under the Vice President’s National Perform-
ance Review, reinvention goals have been
met by eliminating long lines at high volume
passport agencies and vastly increasing con-
sular information and services available via
the Internet. Appointment systems that allow
customers to schedule a convenient time
to apply for a passport are now installed
at passport agencies in New York, Boston,
Chicago, Houston, Los Angeles, Miami, Phila-
delphia, San Francisco, Seattle, Stamford,
and Washington, D.C., and the Department
of State has eliminated the requirement to
stand in line while waiting for service by
introducing customer-numbering systems. The
Department of State’s Consular Affairs web
site (travel.state.gov) went on-line in 1996.
Since then, the amount and variety of informa-
tion on the site have grown enormously
and it now includes downloadable passport



3. INTERNATIONAL AFFAIRS

59

applications, announcements and warnings
on safety abroad that are posted on the
web site immediately upon approval, tips
for students and travelers, and other informa-
tion and services to assist Americans abroad.

Integrated the United States Informa-
tion Agency (USIA) and the Arms Control
and Disarmament Agency (ACDA) into the
State Department: The end of the Cold War
and efforts to reinvent Government provided
the opportunity to seek a new approach to the
conduct of foreign policy and a reorganization
of foreign affairs agencies. Under the Foreign
Affairs Reform and Restructuring Act of 1998,
USIA and ACDA were consolidated, and the
missions, personnel, and programs of these
agencies were integrated into the State De-
partment and the newly-independent Broad-
casting Board of Governors, which was estab-
lished as an independent executive branch
agency. One year following the October 1,
1999, implementation of the Act, the integra-
tion of USIA’s programs into the State Depart-
ment has already strengthened U.S. foreign
policy by making public diplomacy an integral
component of foreign policy. ACDA’s integra-
tion on April 1, 1999, has made the State De-
partment better able to contribute to the co-
ordination of foreign and security policy and
deploy more effectively the broad tools of diplo-
macy to promote arms control and non-
proliferation. As integration is fully imple-
mented, the challenge remains to streamline
activities and effectuate significant manage-
ment improvements and resource reductions in
years to come.

Provided Multilateral Solutions to
Multilateral Problems

UN Reform and Arrears Clearance: The
Administration, in cooperation with the Con-
gress, has made substantial progress toward
reducing U.S. arrears owed to the UN and
bringing about badly needed reforms in that
organization. The United States has used its
influence to push for management improve-
ments, organizational streamlining, and the
budget discipline needed to ensure zero nomi-
nal growth in the UN and specialized agencies’
budgets. The United Nations Reform Act of
1999 provides the foundation for this process
by conditioning U.S. payments for specific ar-
rearage amounts to the implementation of re-

forms at the UN and reductions in the U.S.
assessment rate for the UN regular, peace-
keeping and other specialized agencies’ budg-
ets. The Administration obtained congressional
approval for $926 million to be available upon
those conditions being met. The first set of
conditions was met last year, allowing an ini-
tial payment of arrears of $100 million. As
a critical element in the effort to bring about
the other reforms that must be achieved prior
to releasing the remaining arrearage pay-
ments, the Administration successfully con-
cluded negotiations to establish a new scale
of assessments for UN dues that will reduce
the U.S. share of the UN budget and result
in substantial future budgetary savings.

Expanded UN Peacekeeping: The Admin-
istration has used its leadership at the UN
in support of a number of peacekeeping oper-
ations to contain flashpoints that threatened
international security in Bosnia, Kosovo, East
Timor, and other locations. UN peacekeeping
operations have directly supported U.S. na-
tional interests by helping nurture new democ-
racies, reducing refugee flows, and preventing
small conflicts from developing into regional
or international wars which would be far more
costly in terms of lives and resources. The
United States has been a driving force behind
efforts to identify and implement reforms at
the UN to improve the efficiency and efficacy
of peacekeeping operations. As part of this
process, the United States recently concluded
negotiations with the other UN member coun-
tries to reduce the level of U.S. assessments
for UN peacekeeping activities.

Non-Proliferation: The Administration
supported several initiatives in the area of
non-proliferation.

Enhanced Threat Reduction Initiative: Over
the past eight years, the United States has
provided extensive assistance to Russia and
the other New Independent States (NIS) to
help reduce the risk of proliferation of weapons
of mass destruction and associated delivery
systems, materials, technology and expertise,
and to enhance regional stability. Such assist-
ance has enabled Belarus, Kazakhstan, and
Ukraine to become non-nuclear-weapons states
and helped deactivate over 5,000 strategic nu-
clear warheads. The 1998 economic crisis in
Russia and other NIS increased the risks of



60

HIGHLIGHTS FROM FY 1994 TO FY 2001

weapons and weapons expertise proliferation.
In response, the Administration proposed the
Expanded Threat Reduction Initiative in Janu-
ary 1999 to accelerate and expand non-pro-
liferation assistance to the NIS. As a result,
with congressional support, over $870 million
was made available in 2000 and 2001 for high
priority non-proliferation programs of the De-
partments of Defense, Energy, and State.
These programs have enhanced nuclear mate-
rial security at tens of NIS sites; provided
thousands of former Soviet weapons scientists
employment opportunities in peaceful research
and development ventures; enhanced border
controls; and provided other assistance to re-
duce regional and global threats. Success in
continuing to reduce such threats will be de-
pendent upon continued cooperation between
Russia, the other NIS, and the West to address
global security concerns raised by economic un-
certainty in the region.

Korean Peninsula Energy Development Orga-
nization (KEDQO): The United States has been
committed to preventing the destabilizing
manufacture and deployment of nuclear weap-
ons by North Korea. Through focused diplo-
matic efforts, the United States and North
Korea concluded in October 1994 an Agreed
Framework to address concerns about the in-
tentions of North Korea’s nuclear program.
Under the terms of the Agreed Framework,
the United States pledged to assist North Ko-
rean civilian energy requirements—with non-
proliferation safeguards—through the newly
created KEDO in exchange for North Korean
termination of its own nuclear program and
for coming into line with international nuclear
non-proliferation norms. Since the conclusion
of the Agreed Framework, the United States
has worked with the North Koreans toward
full implementation, which has also led to im-
proved relations between the countries, culmi-
nating in the visit of the Secretary of State
to North Korea in the fall of 2000.

Other Non-Proliferation Successes: More gen-
erally, the United States has invested in major
efforts over the last eight years to strengthen
the international regimes aimed at curbing

weapons of mass destruction and ballistic mis-
siles. In 1995, the Nuclear Non-Proliferation
Treaty, which originally was set to last only
twenty-five years, was extended indefinitely.
In 1997, the Chemical Weapons Convention,
which prohibits the development, production,
transfer, and use of chemical weapons, entered
into force following ratification by the U.S.
Senate. While Senate ratification for the Com-
prehensive Test Ban Treaty remains to be se-
cured, 160 countries have signed—and 67, in-
cluding Russia, have ratified—this treaty pro-
hibiting all nuclear explosions. At the same
time, the United States has led the drive to
strengthen both the nuclear safeguards system
administered by the International Atomic En-
ergy Agency and the constraints on biological
weapons embodied in the Biological and Toxin
Weapons Convention.

Responded to Humanitarian Crises

Aggressive Responses to Hurricanes
Mitch and Georges: In response to Hurri-
canes Mitch and Georges, which devastated
Central America and the Caribbean, respec-
tively, in the fall of 1998, the U.S. Government
civilian and military authorities cooperated to
mount quickly and effectively one of the larg-
est emergency relief responses to an inter-
national natural disaster in U.S. history. In
the space of a few months, the United States
provided supplies and food to millions of vic-
tims, as well as to effect emergency repairs
to bridges, roads, and schools. In May 1999,
the Congress approved the Administration’s re-
quest for $956 million in supplemental funds
for the Central American and Caribbean coun-
tries affected by the hurricanes. It contained
$621 million in reconstruction assistance to re-
place lost housing, rehabilitate damaged
schools, implement disaster mitigation and wa-
tershed restoration, and support local govern-
ments. More than $100 million of the funding
is being implemented with the cooperation of
12 other U.S. agencies including the Depart-
ment of Transportation, Department of Health
and Human Services, Peace Corps, and the
U.S. Army Corps of Engineers.
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Table 4-1.
Science, Space, and Technology
(Dollar amounts in millions)

Federal Resources in Support of General

Function 250

Percent
1993 2001
: Change:
Actual  Estimate ;993 505071

Spending:
Discretionary budget authority

Tax expenditures ...............cocvvevvennene

17,214 20,830 21%
3,300 7,700 133%

Investments in scientific discovery and tech-
nological development both public and private
have driven economic growth and improve-
ments in the quality of life in America
for as long as our Nation has existed. (See
Table 4-2.) In the last fifty years, develop-
ments in science and technology have gen-
erated at least half of the Nation’s productivity
growth, creating millions of high-skill, high-
wage jobs. Federal Government support for
science and technology has helped put Ameri-
cans on the Moon, harnessed the atom,
tracked weather patterns and earthquake
faults, and deciphered the chemistry of life.

In 1993, President Clinton took office com-
mitted to expanding investment in civilian
research and development (R&D), because
technological advances are key to progress
and economic growth. The President’s eco-
nomic strategy relied upon the critical element

of investing in people and proposed targeted
investments to help the Nation compete in
the global economy and improve our quality
of life. The Clinton-Gore Administration’s in-
vestments in R&D were guided by several
fundamental principles, including the fol-
lowing: a) sustain and nurture America’s
world-leading science and technology enter-
prise, through pursuit of specific agency mis-
sions and through stewardship of -critical
research fields and scientific facilities; b)
strengthen and expand access to high-quality
science, mathematics, and engineering edu-
cation, and contribute to preparing the next
generation of scientists and engineers; c)
focus on activities that require a Federal
presence to attain national goals, including
national security, environmental quality, eco-
nomic growth and prosperity, and human
health and well being; or, d) promote inter-

Table 4-2. Selected Research Increases
(Budget authority, dollar amounts in millions)

Percent

Actval  Enacted Change
1993-2001

National Institutes of Health ..........cccoovvvviiviiiinnenneenn. 10,335 20,370 97%
National Science Foundation ...................... 2,750 4,426 61%
Total 21st Century Research Fund 29,681 44,908 51%

Note: See Table 4—4 for details.
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national cooperation in science and technology
that would strengthen the advance of science
and achievement of national priorities.

In his first year, the President proposed
and secured passage of a research tax credit
to spur additional basic and applied research
as well as significant investments to fund
R&D in a range of fields. In keeping with
the emphasis on civilian research and develop-
ment, the Administration increased the share
for civilian R&D investments, from 42 percent
in 1993 to 50 percent in 2001. Discretionary
funding in the general science, space, and
technology function increased by 21 percent
from $17.2 billion in 1993 to $20.8 billion
in 2001. (A restructuring of budget accounts
in 1998 and 1999 added $1.5 billion in
2001 for this function for Department of
Energy (DOE) R&D activities. These amounts
were included in the energy function—see
Chapter 5, “Energy”—in 1993.) During this
same period, total Federal funding for R&D

across all budget functions increased by 24
percent, from $72.5 billion to $90.2 billion,
while funding for defense R&D received a
more modest increase of seven percent, from
$42.2 billion to $45.0 billion (see Table 4-3).
Defense R&D currently accounts for nearly
90 percent of federally-funded development,
which decreased by one percent since 1993,
from $42.8 billion in 1993 to $42.5 billion
in 2001.

In 1999, the President established the 21st
Century Research Fund for America (see
Table 4—4), relying upon a coordinated and
balanced investment strategy to provide re-
sources for basic research at the National
Institutes of Health (NIH), the National
Science Foundation (NSF), and DOE, and
a wide range of applied research activities
in areas such as the environment, agriculture,
energy, computers, communications, and trans-
portation. In addition to allocating resources
in a balanced manner across several budget

Table 4-3. Research and Development Investments?
(Budget authority, dollar amounts in millions)
Percent Percent
1993 2000 2001 Change: Change:
Actual Actual Enacted 1993 to 2000 to
2001 2001
Funding by R&D Type:
Basic Research .........ccccoviiiiiiiiinnieiiieeecee e 13,362 19,323 21,861 64% 13%
Applied Research ... 13,608 18,642 21,182 56% 14%
Development 2 ..........cccoviiiiiiiiieiieeee e 42,795 40,399 42,518 -1% 5%
EqQuipment ..........cccoviiiiieiiiieeiieeeeeeee e e 3 983 1,094 NA 11%
Facilities .....ccocieiiiiiiieiieeieee et 2,727 3,728 3,552 70% 5%
TOtAL oo 72,492 83,075 90,207 24% 9%
Funding by R&D Share:
CIVIHAN oottt 30,329 40,471 45,181 49% 12%
Defense ....ccooviieiieiiiee s 42,163 42,604 45,026 7% 6%
TOtAL et 72,492 83,075 90,207 24% 9%
Civilian (Percent) ........cccccceerieriieenieeiienieeieesee e 42% 49% 50%
R&D Support to Universities ...........cc.ccceevenireiiennennen. 11,674 14,377 16,365 40% 14%
Science and Technology Initiatives:
National Nanotechnology Initiative ..........cccccecvveieenneenns NA 267 420 NA 57%
Information Technology R&D ................ 728 1,543 2,006 176% 30%
Climate Change Technology Initiative NA 1,096 1,239 NA 13%
Partnership for a New Generation of Vehicles ............... NA 224 236 NA 5%
U.S. Global Change Research Program.. ...........cccuee... 1,326 1,692 1,700 28% *
*=0.5 percent or less.
NA =Not applicable.
1Includes funding from multiple functions.
2Defense R&D funding is the source of nearly 90 percent of Federal development funding.
3 Equipment and facilities data were not collected separately in 1993.
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Table 4-4. 21st Century Research Fund!

(Budget authority, dollar amounts in millions)

Percent Percent
1993 2000 2001 Change: Change:
Actual Actual Enacted 1993 to 2000 to
2001 2001
Health and Human Services:

National Institutes of Health ...........ccccoeeeviviiieinieeiineeen, 10,335 17,813 20,370 97% 14%
National Science Foundation .... 2,750 3,897 4,426 61% 14%
National Aeronautics and Space Administration

(NASA):

SPACE SCIEIICE ....vveveeeriieeiiieeeiieeerieeeertreesereeestreeesreeesnees 1,770 2,193 2,508

Earth Science ............ 996 1,443 1,498

Aerospace Technology ................ 884 985 1,107

Life and Microgravity Sciences ..........ccoceevveerveecreenneennen. 408 275 317

NASA Total .ooevieeieieeiieieeieeeste e 4,058 4,896 5,430 34% 11%
Department of Energy (DOE):

Science Programs ..........cccccoeeieeeiiieeeciieeeieeeee e 3,066 2,788 3,186

Solar and Renewable R&D ... 249 315 375

Energy Conservation R&D .......cccccvveviiiiiiiiieecieeeieeens 346 577 626

DOE TOotal ....oooveeieieeiieieceeeieeee e 3,661 3,680 4,187 14% 14%
Department of Defense (DOD):
Basic Research ........cccccoecieiiiiciienieiiicieciece e 1,314 1,161 1,318
Applied Research ...........ccocveveviiiiecieeccieeee e 3,549 3,410 3,690
DOD Total ....occeeeieieeiieieeieeeeee e 4,863 4,571 5,008 3% 10%
Department of Agriculture (USDA):

CSREES Research and Education ..........ccccecevevvenennene 433 487 543

Economic Research Service ............. 59 53 55

Agricultural Research Service .. 661 830 916

Forest Service Research ............ 183 218 246

USDA Total ..oocvveeveieeiieiecieeeeeeeeseeee e 1,336 1,588 1,760 32% 11%
Department of Commerce (DOC):
Oceanic and Atmospheric Research ..........cccocovvvveveeennnns 202 298 358
National Institutes of Standards and Technology? ....... 364 534 494
DOC Total ...eeeeeeeieieeiieieet et 566 832 852 51% 2%
Department of Transportation (DOT):
Highway Research .......ccccocveviiiiiiiiiniiiecieeceee e 221 490 437
Aviation Research ...........cccccceieviiiiiiiiiicciieeeceeeeree e, 230 156 187
DOT Total ....occveeieieeieieeieeee et 451 646 624 38% -3%
Department of Interior: U.S. Geological Survey ....... 750 813 882 18% 8%
Environmental Protection Agency (EPA):
Office of Research and Development ..........ccccoeeeeuvveennens 517 561 573
Climate Change Technology programs . NA 103 96
EPA Total ..cocovieieieeiicieeeeeeeeeeve et 517 664 669 29% 1%
Department of Education: Research programs ............. 162 319 349 115% 9%
Department of Veterans Affairs: Medical Research .... 232 321 351 51% 9%
21st Century Research Fund .................coccviiniinennnnnn. 29,681 40,040 44,908 51% 12%

NA =Not applicable.
1Includes funding from multiple functions.
2Does not include Manufacturing Extension Partnership.
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functions, the Research Fund serves as an
effective tool to ensure that complementary
disciplines are funded consistent with a bal-
anced portfolio of research activity. The Re-
search Fund also focuses on basic research
and strengthening university-based research.
During this Administration, funding for pro-
grams in the 21st Century Research Fund
has grown 52 percent from $29.7 billion
in 1993 to $44.9 billion in 2001. During
this same period, funding support for univer-
sities grew to nearly $16.4 billion in 2001,
a 40-percent increase since 1993.

This Administration also promoted high-
priority multiagency science and technology
initiatives in strategic areas important to
the future of the Nation. These efforts include
investments in information technology re-
search, nanotechnology, global change, climate
change technologies, and the next-generation
of fuel-efficient, environmentally-smart vehi-
cles. These priority areas hold great promise
for breakthroughs that are revolutionary, that
drive the economy and that likely will change
the way we think and live.

Within the general science, space, and
technology function, the Federal Government
supports areas of cutting-edge science and
technology, through the National Aeronautics
and Space Administration (NASA), NSF, and
DOE. The activities of these agencies con-
tribute to greater understanding of the world
in which we live, ranging from the edges
of the universe to the smallest imaginable
particles, and to new knowledge that may
have applications that improve our lives.
Each of these agencies fund the construction
and operation of major scientific facilities
on Earth or in space for multiple users.
These agencies also contribute to the Nation’s
cadre of skilled scientists and engineers.
A description of the accomplishments during
the Clinton-Gore Administration for NASA,
NSF, and DOE follows.

National Aeronautics and Space
Administration

NASA is the lead Federal agency for R&D
in civil space activities, working to expand
frontiers in air and space to serve America
and improve the quality of life on Earth.
NASA pursues this vision through investments

in five enterprises (Space Science, Earth
Science, Biological and Physical Research,
Aero-Space Technology, and Human Explo-
ration and Development of Space) and mis-
sions to carry out these activities.

Space Science: Space Science programs are
designed to enhance our understanding of the
possible existence of life beyond Earth, the
fundamental rules that governed the creation
and evolution of our universe and its galaxies,
stars, planets and life, and how changes in
the Sun can affect Earth. Highlights of Space
Science mission accomplishments during this
Administration include:

e Using images from NASA’s Mars Global
Surveyor spacecraft, scientists discovered
new geological features suggesting the ex-
istence of large sources of liquid water at
or near the surface of Mars. This dis-
covery, combined with microscopic evi-
dence of possible bacterial fossils in Mar-
tian meteorites, revolutionized scientific
views on the potential for life on Mars.

» Using images and other data from NASA’s
Galileo mission to Jupiter, scientists dis-
covered evidence which strongly suggests
that Jupiter’s moon, Europa, harbors a
subterranean ocean beneath its icy crust,
further extending possible abodes for life
elsewhere in our solar system.

e Astronomers funded by NASA and NSF
discovered the first scientific evidence that
planets exist in other star systems. As-
tronomers have identified approximately
50 stars that have evidence of planetary
companions to date.

e On July 4, 1997, NASA successfully land-
ed the Mars Pathfinder spacecraft and its
Sojourner rover on Mars. The Pathfinder
mission garnered worldwide interest, with
almost one billion “hits” on Pathfinder’s
web site. The cost of the Pathfinder mis-
sion was one-sixth that of one of NASA’s
Viking missions that landed on Mars in
1976.

e NASA’s Hubble Space Telescope took im-
ages of the most distant parts of our uni-
verse yet seen. Calculations of the distance
to some faraway galaxies based on Hubble
data show that our universe is expanding
faster than previously understood and
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have led to new theories about an uniden-
tified energy source that is driving the ex-
pansion of our universe.

Earth Science: Earth Science programs
focus on the effects of natural and human-
induced changes on the global environment
through long-term, space-based observation of
Earth’s land, oceans, and atmospheric proc-
esses. These observations provide data for re-
fining scientific models of the Earth system
that inform global climate change decision-
making. Highlights of Earth Science accom-
plishments during this Administration include:

* NASA moved its Earth Observing System
series of remote sensing satellites from
planning to operation by launching Terra,
the first satellite in the series, in 2000.
Using data from Terra, scientists will con-
tinue to study the Earth’s climate, atmos-
phere, oceans, land cover, and ecosystems.
NASA scientists have already discovered
that the growing season in Canada and
Siberia increased by about one week dur-
ing the 1980’s, perhaps evidence of climate
warming due to human influence.

» Researchers continuously tracked the wax-
ing and waning of the El Nino phe-
nomenon from space for the first time
using NASA’s Ocean Topography Experi-
ment mission. Scientists funded by NASA
and NOAA uncovered the mechanics of El
Nino and will be better able to predict
how future El Ninos influence rainfall lev-
els throughout the world.

e The Tropical Rainfall Measurement Mis-
sion, a partnership between NASA and its
sister agency in Japan, made the first ac-
curate measurements of rainfall over glob-
al tropical regions. By combining these
measurements with wind data from
NASA’s QuikSCAT mission, scientists im-
proved models for predicting when and
where a hurricane will hit land.

* NASA’s Total Ozone Mapping Spectrom-
eter tracked the annual shrinkage and
growth of the areas of depleted ozone over
the Earth’s poles. Ozone is a key chemical
in the Earth’s atmosphere that blocks dan-
gerous ultraviolet radiation from the Sun.
Researchers believe certain man-made
chemicals create these “ozone holes”.

Biological and Physical Research: Bio-
logical and Physical Research programs con-
duct experiments in physics, chemistry and bi-
ology to understand how the unique conditions
of the space environment affect living orga-
nisms and fundamental science phenomena.
Using this information, scientists hope to re-
duce the risks of long-duration human
spaceflight and gain new insights into biology,
materials, and processes that can improve life
on Earth. Highlights of Biological and Physical
Research accomplishments during this Admin-
istration follow.

» A NASA researcher used a novel new state
of matter called a Bose-Einstein conden-
sate to create an “atom laser” that gen-
erates an intense beam of coherent atoms.
The step from ordinary atomic beams to
atom lasers is analogous to the step from
the light bulb to the optical laser. The
atom laser might replace conventional
atomic beams and provide greater preci-
sion in atomic clocks and for tests of the
fundamental laws of physics. Ultimately,
it might lead to high-resolution atom depo-
sition on surfaces for the fabrication of
novel materials and nanostructures.

* NASA researchers developed the rotating
bioreactor to enable the growth and study
of tissue cultures in three dimensions,
both in space and on the ground. The bio-
reactor enables tissue research in an envi-
ronment that mimics the human body
with much more fidelity than previous re-
search methods. This technology has al-
lowed a NASA/NIH team to conduct the
first laboratory study of HIV inside human
lymphoid tissue, allowed research on
three-dimensional prostate and ovarian
cancer tumors outside the body, and is en-
abling tissue engineering applications for
cartilage, heart, liver, kidney, and other
tissues for research and commercial devel-
opment.

e NASA-funded scientists achieved new un-
derstanding of the phenomenon of neural
plasticity by studying the rapid and appar-
ently reversible dynamic changes in the
brain as it adjusts to weightlessness in
space. This work helped to reverse a long-
held belief that cells in the adult central
nervous system could not grow and adapt.
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Continued research to identify the molec-
ular mechanisms responsible for neural
plasticity is expected to improve astronaut
health and safety, and NASA is working
with NIH to improve medical care for bal-
ance and postural disorders on Earth.

Aero-Space Technology: Aero-Space Tech-
nology programs work with the private sector
to develop and test new technologies and ex-
perimental vehicles that promise to reduce the
cost of access to space, improve space transpor-
tation capabilities, and support revolutionary
new generations of spacecraft. Highlights of
Aero-Space Technology accomplishments dur-
ing this Administration include:

e NASA and industry developed and test-
fired two new, revolutionary rocket en-
gines, the XRS-2000 linear aerospike en-
gine and the M-1 Fastrac engine. The en-
gines may power future, low-cost launch
vehicles.

e NASA and industry completed assembly
and conducted ground and captive carry
flight tests of the X-34 experimental test
vehicle. The X-34 is aimed at
demonstrating low-cost, fast-turnaround
launch operations.

Human Exploration and Development of
Space: Human Exploration and Development
of Space programs provide human access to
space on the Space Shuttle, develop and oper-
ate research platforms like the International
Space Station, use human skills and expertise
in space to conduct science and test new tech-
nologies, and support the development of space
including new space applications. Highlights
of Human Exploration and Development of
Space accomplishments during this Adminis-
tration include:

¢« NASA moved the International Space Sta-
tion from a design plan with no hardware
built to development, launch, and oper-
ation. In 1998, the first element of the
International Space Station reached orbit,
and in 2000 it received its first three-per-
son crew, beginning permanent human oc-
cupancy. Most of the U.S. flight elements
needed to finish assembly are now at the
launch site.

e Through the Space Flight Operations Con-
tract, NASA successfully consolidated 21

Space Shuttle contracts under a single
prime contractor, reducing the Space Shut-
tle budget from $3.7 billion in 1992 to $3.0
billion in 2000, and safely flew 48 flights.

e NASA implemented Space Shuttle up-
grades including the Super Lightweight
Tank, the Alternate Turbo-Pump, and the
Large-Throat Main Combustion Chamber
to improve Shuttle safety by a factor of
six and increase performance to the Space
Station by more than two-thirds.

National Science Foundation

As the only agency of the Federal Govern-
ment exclusively devoted to supporting basic
scientific and engineering research and edu-
cation, NSF has emerged as a leader and
steward of the Nation’s science and engineer-
ing enterprise. While NSF represents nearly
four percent of Federal research and develop-
ment spending, it supports more than half
of the non-medical basic research conducted
at academic institutions. NSF categorizes its
investments in three strategic areas: people,
ideas, and tools. Investments in these areas
work in concert to support the agency’s
mission to maintain U.S. leadership in all
aspects of science and engineering research
and education. During this Administration,
NSF funding increased by 61 percent from
$2.7 billion in 1993 to $4.4 billion in 2001.

People: NSF is committed to facilitating the
creation of a diverse, internationally competi-
tive and globally-engaged work force of sci-
entists, engineers and well-prepared citizens.
Although only about 20 percent of NSF’s an-
nual budget is categorized as an investment
in the “people” category, in actuality, every
dollar NSF spends is an investment in people.
Significant highlights of NSF funding for peo-
ple during this Administration include:

» 36 Nobel Prizes awarded since 1993 recog-
nize work supported by NSF (13 in Phys-
ics, nine in Chemistry, eight in Economics,
and six in Physiology or Medicine). Six of
the Nobel Laureates selected since 1993
began their graduate science careers as
NSF Graduate Research Fellows.

e Bill Nye the Science Guy, an NSF-sup-
ported television series, received several
Emmy awards including Outstanding Chil-
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dren’s Series. This informal education
show promotes increased comprehension
and application of science facts and con-
cepts among its viewers.

* The Louis Stokes Alliances for Minority
Participation program significantly in-
creased the number of baccalaureate de-
grees earned by students from underrep-
resented groups. For example, the Florida/
Georgia alliance has tripled the production
of science and engineering baccalaureate
degrees earned by underrepresented mi-
norities in those States from 416 per year
to 1,380 per year.

Ideas: Investments in ideas support cutting
edge research that yields new and important
discoveries and promotes the development of
new knowledge and applications. More than
half of NSF’s annual budget is categorized as
an investment in ideas. This includes support
for individuals and small groups devoted both
to disciplinary and cross-disciplinary research.
Also included is funding for centers that ad-
dress scientific and engineering questions and
research problems that require long-term, co-
ordinated efforts of many researchers. Signifi-
cant highlights of NSF funding for ideas dur-
ing this Administration follow.

* Scientists supported by NSF completed the
first DNA genome sequence of the model
plant, Arabidopsis, which will provide new
information about chromosome structure,
evolution, intracellular signaling, and dis-
ease resistance in plants. Among early
findings is that this flowering plant has
closely related versions of many human
disease genes. That discovery is already
offering clues about why certain human
diseases produce the symptoms they do.
It suggests that plants may eventually be
useful not only as a source of novel medi-
cines, but also as screening tools for test-
ing the potential usefulness of experi-
mental drugs.

* Clinical trials that have significantly im-
proved detection of early stage cervical
cancer were developed after an NSF-fund-
ed researcher demonstrated that fluores-
cence spectroscopy could be used to detect
pre-cancerous cells.

* NSF-funded scientists wuncovered the
structural basis that explains a virus’ abil-
ity to force host cells to manufacture the
virus’ own protein. This is important for
understanding retroviruses, which are re-
sponsible for causing many cancers in
vertebrates.

e NSF-funded scientists have made impor-
tant contributions to our understanding of
global climate change, including dem-
onstrating that 1997, 1995, and 1990 were
the warmest years since 1400 A.D. They
also have shown that the 1990s were the
warmest decade in the last 1000 years and
that human-induced increases in green-
house gases appear to be the dominant
factor in the warming seen during the
20th Century.

Tools: Nearly 25 percent of NSF’s annual
budget is categorized as an investment in
state-of-the-art tools for research and edu-
cation, such as instrumentation and equip-
ment, multi-user facilities, digital libraries, re-
search resources, accelerators, telescopes, re-
search vessels and aircraft and earthquake
simulators. In addition, resources support
large surveys and databases as well as com-
putation and computing infrastructures for all
fields of science, engineering, and education.
Significant highlights of NSF funding for tools
during this Administration include:

e The NSF Supercomputer Centers Pro-
gram, and its Partnerships for Advanced
Computational Infrastructure successor,
have led the way in adding computational
modeling to theory and experiment as
means for developing scientific under-
standing. These centers have changed the
way scientific phenomena are analyzed,
modeled, and visualized.

* Two recently completed Gemini Telescopes
will be used to help answer questions
about how stars and planets form, the
structure and evolution of the Milky Way
and other galaxies, and the age and evo-
lution of the universe. Images are among
the sharpest ever obtained by a ground-
based telescope, roughly the equivalent of
resolving the separation between a set of
auto headlights from 2,000 miles.
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e The Laser Interferometer Gravitational-
Wave Observatory project began as a col-
laboration between physicists and engi-
neers to test the dynamical features of
Einstein’s theory of gravitation and to
study the properties of intense gravita-
tional fields from their radiation. Sci-
entists eventually may be able to identify
objects in deep space that cannot be “seen”
from energy given off in the form of light,
X-rays or other electromagnetic radiation.

Department of Energy

DOEFE’s Office of Science is the single largest
supporter of basic research in the physical
sciences, averaging 40 percent of all Federal
funds in this area over the past decade.
The Office supports research at both univer-
sities and DOE’s national laboratories across
such varied disciplines as physics, chemistry,
materials science, geology, environmental
sciences, biology, applied mathematics, and
computer science. Brief highlights of the
Office of Science discoveries during this Ad-
ministration follow.

* DOE, which began the Human Genome
Project, is now finishing the human ge-
netic map along with its two major part-
ners, NIH and Britain’s Wellcome Trust.
DOE researchers completed a draft se-
quence of three of the 23 pairs of chro-
mosomes in the human genome. The
Human Genome Project has driven signifi-
cant public and private developments in
sequencing technology. As a result, the
cost of sequencing a single base pair has
fallen by more than a factor of 1,000. It
is now practical to sequence the entire ge-
nome of a large number of organisms. To
date, DOE has completed sequencing the
genomes of 17 microbes with the genomes
of another 28 microbes in various stages
of completion.

* Researchers using the Lawrence Berkeley
Laboratory’s 88-inch cyclotron have ex-
tended the periodic table by discovering
two new superheavy elements. Inter-
national teams of researchers working at
DOE’s Fermilab have nearly completed the
Standard Model of particle physics with
the discovery of the top quark and detec-
tion of the tau neutrino. These accomplish-

ments bring the total discoveries by DOE
and its predecessor agency to 18 of the
periodic table’s 27 man-made elements
and 11 of the Standard Model’s 12 con-
stituents of matter.

* DOE researchers were the first to use
positron emission tomography (PET) to
create functional images of the human
brain at work. This has opened up exciting
new opportunities in brain research. DOE
has a long history of achievements in ad-
vanced imaging technologies, including the
development of PET.

e Three Nobel Prizes in chemistry and two
Nobel Prizes in physics awarded since
1993 recognize work supported by DOE’s
Office of Science or its predecessor agen-
cies. Examples of the prize-winning work
include an explanation of how cells store
and release energy in the form of adeno-
sine triphosphate, the discovery of
fullerenes, and the development of neutron
scattering techniques. Fullerenes, cage-
like forms of pure carbon, are the basis
of an entirely new area of chemistry and
are playing  important roles in
nanoscience. Neutron scattering is an im-
portant tool for studying a wide range of
economically and scientifically important
materials.

« DOE science is improving our under-
standing of the role of ecosystem processes
in the global carbon cycle. New measure-
ments from the DOE Ameriflux network
have demonstrated how the exchange of
carbon dioxide between vegetation and the
atmosphere varies among seasons, and by
region and ecosystem. They have also
shown that some ecosystems previously
thought to be carbon “sources” are actually
storing carbon dioxide in the biosphere.

The Office of Science also constructs and
operates the Federal Government’s most exten-
sive system of R&D facilities. These include
particle and nuclear physics accelerators, syn-
chrotron light sources, neutron scattering fa-
cilities, supercomputers, and the high-speed
networks that connect scientists and their
data. Each year, DOE’s facilities are used
by more than 15,000 researchers from univer-
sities, other Government agencies and private
industry. Highlights of the Office of Science’s
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facility-related accomplishments during this
Administration follow.

e Since 1993, the Office of Science has com-
pleted, on time and within budget, con-
struction of the Advanced Photon Source,
the Advanced Light Source, the Main In-
jector at Fermilab, the B-Factory at Stan-
ford, the Relativistic Heavy Ion Collider,
the Continuous Electron Beam Accelerator
Facility, and the Environmental Molecular
Sciences Laboratory. The National Spher-
ical Torus Experiment, a fusion experi-
mental facility, was completed below cost
and ahead of schedule. Construction of
these facilities represents an investment
of more than $2.6 billion.

* This Administration’s Scientific User Fa-
cilities Initiatives in 1996 and 2001 have
helped to dramatically increase the effec-
tiveness and productivity of DOE’s facili-
ties. As an example, DOE’s light sources
now serve more than twice the total num-
ber of users and four times as many users
from the life sciences as they did in 1993.
Structural biologists are now producing
better than seven times as many protein
structures in a year using synchrotron
light sources as they were in 1993.

e The Office of Science installed the first
supercomputer available to the civilian re-
search community to exceed the one
teraflop peak performance and supported
the development of the first civilian sci-
entific application to achieve over one
teraflop actual performance.

Tax Incentives

Along with direct spending on R&D, the
Federal Government has used tax preferences
to encourage private investment in research.
Current law provides a 20-percent research
tax credit for research and experimentation
expenditures above a certain base amount.
The Tax Relief Extension Act of 1999 extended
the credit from July 1, 1999, thorough June
30, 2004. In addition, the 1999 Act increased
by one percentage point the credit rate applica-
ble under the alternative incremental research
credit, and expanded the definition of qualified
research to include research undertaken in
Puerto Rico and possessions of the United
States. A permanent tax provision also lets
companies deduct, up front, the costs of
certain kinds of research and experimentation,
rather than capitalize these costs. During
this Administration, tax credits and other
preferences for R&D increased 133 percent
from $3.3 billion in 1993 to $7.7 billion
in 2001.
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Table 5-1.

Federal Resources in Support of Energy
(Dollar amounts in millions)

Function 270

Percent
Actual  Estimate |Change
1993-2001

Spending:
Discretionary budget authority

Credit Activity:

Guaranteed loans
Tax expenditures

Mandatory outlays ........ccccoceeeevveeecnneennnnes

Direct loan disbursements ............cc.c........

5,832 3,099 1-47%

-1,240 -3,636 193%

............. 1,508 1,916 27%
1 30 NA

2,420 2,100 -13%

NA =Not applicable.

1The decline in discretionary budget authority is largely the result of restructuring ac-
counts in this function since 1993. Selected funding was moved to the General Science,
Space, and Technology function and to the National Defense function.

Federal energy programs contribute to en-
ergy security, economic prosperity, and envi-
ronmental protection through a range of activi-
ties, from protecting against disruptions in
petroleum supplies, to conducting research
on renewable energy sources, to cleaning
up Department of Energy (DOE) facilities
contaminated by years of nuclear-related re-
search activities. In addition to the spending
programs, the Federal Government currently
allocates about $2 billion a year in tax
benefits, mainly to encourage development
of traditional and alternative energy sources.

DOE and Health and Human Services
(HHS) also provide grants to States that
assist low-income residents with energy: DOE
provides grants to States to weatherize low-
income homes, and HHS’ Low-Income Heating
and Energy Assistance Program (LIHEAP)
provides grants to help low-income families
pay their energy bills and also supplements
the home weatherization program. LIHEAP
funding, however, is included in the Income
Security function. (See Chapter 14.)

Energy efficiency rules are also an important
part of the Government’s energy program.
For example, as a result of appliance efficiency

rules, consumers are saving approximately
$4.6 billion annually in reduced energy costs.

The Federal Government has a longstanding
and evolving role in energy. Some programs,
such as DOE’s Weatherization Assistance Pro-
gram and HHS LIHEAP, work with State
agencies through block grants. However, most
Federal energy programs and agencies have
no State or private counterparts and focus
on national concerns. The federally-owned
Strategic Petroleum Reserve, for instance,
protects against supply disruptions and the
resulting consumer price shocks, while Federal
regulators protect public health and the envi-
ronment and ensure fair, efficient energy
rates. DOE’s applied research and develop-
ment (R&D) programs in fossil, nuclear, solar/
renewable energy, and energy conservation
speed the development of technologies, fre-
quently through cost-shared partnerships with
industry. These are examples of the basic
principles that form the framework of the
Clinton-Gore Administration’s energy policy:

* reliance on competitive markets as the
“first principle” of energy policy;

* support for energy science and technology;

71
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e promotion of Government/industry/con-
sumer partnerships;

« use of targeted incentives and regulations
to promote positive actions and to help in-
ternalize externalities; and,

« facilitation of international cooperation.

The discussion that follows is organized
around the following seven themes: applied
energy R&D; environmental quality; electricity
production and power marketing; petroleum
supplies and emergency reserves; energy regu-
lation; DOE corporate management and pro-
curement reform; and, the operation of the
Nuclear Regulatory Commission (NRC).

Applied Energy R&D

DOFE’s energy R&D investments cover a
broad array of resources and technologies
to make the production and use of all forms
of energy—including solar and renewables,
fossil, and nuclear—more efficient and less
environmentally damaging. These investments
reach beyond what the marketplace demands
today, enhancing our Nation’s energy security,
laying the foundation for a more sustainable
energy future, and opening major international
markets for manufacturers of advanced U.S.
technology.

DOFE’s energy efficiency, renewable energy,
and electric energy systems programs, along
with elements of the Fossil Energy and
Nuclear Energy R&D programs, form a major
part of the Administration’s Climate Change
Technology Initiative, which is intended to
find ways to reduce emissions of carbon
dioxide and other greenhouse gases in ways
that benefit our economy rather than constrain
it.

Energy Conservation: DOE’s energy con-
servation programs are designed to improve
the fuel economy of various transportation
modes, increase the productivity of our most
energy-intensive industries, and improve the
energy efficiency of buildings and appliances.
They also include grants to States to fund en-
ergy-efficiency programs and low-income home
weatherization. Each of these activities bene-
fits our economy and reduces emissions of car-
bon dioxide and other greenhouse gases, and
many rely on partnerships with the private
sector for cost-sharing and commercialization.

During this Administration, funding for energy
conservation has risen from $576 million to
$817 million, a 42-percent increase. A basic
societal improvement to which these programs
have contributed is that the “energy intensity”
of the Nation’s economy—the average amount
of energy society uses to create a unit of Gross
Domestic Product—has decreased by 12 per-
cent since 1992.

DOE supports a broad research portfolio
for energy conservation. It is difficult to
predict in advance which particular tech-
nologies will be the biggest commercial suc-
cesses, but a study in the mid-1990s showed
that just five—heat-reflecting windows, high-
efficiency lights, advanced oil-burners, high-
efficiency electric motors and compressors,
and software for designing energy-efficient
buildings—could be proven to have saved
consumers over $15 billion in energy costs
at that time, and the cumulative consumer
savings from those technologies today are
estimated at more than $30 billion.

In 1994, the Administration worked with
the U.S. auto industry to create the Partner-
ship for a New Generation of Vehicles (PNGV)
with a goal of creating cars with triple
the fuel economy of conventional vehicles
by 2004. This past year, all three Detroit
automakers demonstrated “hybrid-electric”
concept cars capable of offering anywhere
from 70 to 80 mpg in a mid-sized five-
passenger car. Some PNGV technologies are
already in use or will be introduced shortly
into production. PNGV has not only enjoyed
considerable R&D success, it has also served
as a model for Government-industry R&D
collaboration and partnership.

Over the last six years, nearly 80 commu-
nities joined the Administration’s Clean Cities
effort, deploying more than 160,000 alter-
native-fuel vehicles (AFVs) in public and
private fleets and building over 4,800 alter-
native refueling stations. The vehicles, oper-
ating on natural gas, ethanol, propane, and
electricity, will reduce oil use by an estimated
125 million gallons per year. AFVs in Clean
Cities have already reduced criteria pollutant
emissions by more than 100,000 tons.



5. ENERGY

73

DOE’s Federal Energy Management Pro-
gram reduces energy costs to the Federal
Government—the largest power user in the
country—by helping other agencies improve
their energy efficiency. The Administration
implemented the Energy Policy Act of 1992
and met its goal of a 20-percent reduction
in energy use per square foot by 2000.
More recently, President Clinton signed Execu-
tive Order 13123, setting new energy goals
for 2010 to reduce energy consumption by
35 percent in Federal office buildings and
by 25 percent in Federal labs and industrial
facilities, to diminish greenhouse gas emis-
sions by 30 percent, to improve water effi-
ciency, and to increase use of renewable
energy technology.

DOE’s Office of Industrial Technologies has
seen roughly 140 of their technologies commer-
cialized; annual energy savings to the U.S.
economy from those is about 170 trillion
Btu, with another 90 trillion Btu saved
annually from their industry assessment and
technology-transfer programs. Major commer-
cial successes include the Advanced Turbine
Systems program, which has helped industry
develop turbines that are 15 percent more
efficient than previous models, have lower
emissions, and produce electricity for cogenera-
tion systems at a lower price.

DOFE’s energy conservation program also
provides grants to States to fund weatheriza-
tion improvements in low-income residents’
homes. Those improvements often take advan-
tage of the improved building materials and
efficient heating systems developed in the
R&D program. Over the past eight years,
DOE’s weatherization program has weather-
ized approximately 689,000 low-income homes.
Over the estimated 20-year life of those
improvements, the occupants will save $2.1
billion on their energy bills and will cut
4.9 million metric tons of carbon emissions.
As noted earlier, LIHEAP also provides grants
to States, which assist low-income residents
in paying their energy bills and also supple-
ment the DOE weatherization program grants.

Solar and Renewable Resources: DOE’s
solar and renewable resources programs de-
velop technologies that will help the Nation
use its abundant renewable resources such as
wind, solar, and biomass to produce low-cost,

clean energy that contributes no net carbon
dioxide to the atmosphere. The United States
is the world’s technology leader in wind en-
ergy, with a growing export market and pro-
duction costs that have fallen dramatically. In
addition, photovoltaics are becoming more use-
ful in remote power applications, and new
biofuels plants are being constructed.

The 1990s have seen considerable progress
in the use and cost-competitiveness of solar
and renewable energy. Wind power was the
fastest-growing source of electricity in the
world, and in the U.S. wind power has
dropped in price to less than five cents
per kilowatt-hour (kWh) in good wind sites.
(The program has set a very ambitious goal
of reducing those costs to 2.5 cents per
kWh in 10 years.) From 1990 to 1999,
the production cost per watt of photovoltaic
(PV) panels has dropped by a factor of
six, and shipments of PV panels have roughly
tripled. The cost of geothermal -electricity
dropped by one-third between 1990 and 1999,
to as little as 3.5 cents per kWh.

The Administration’s Million Solar Roofs
initiative was established to facilitate the
placement of one million solar roof installa-
tions (a mixture of solar heat/hot water
and photovoltaics) by 2010. DOE has now
received commitments from Federal agencies,
State, and local governments, and private
developers for more than one million solar
energy systems, and nearly 100,000 systems
have already been installed.

Electric Energy Systems: These programs
focus on technical advances in electricity trans-
mission and storage and on the efficiency and
reliability of the Nation’s electrical grid. The
largest activity is in high-temperature super-
conductivity R&D, which can greatly increase
the efficiency of generators and heavy elec-
trical machinery, and which can dramatically
increase the carrying capacity of high-voltage
transmission lines. The practical fruits of a
decade of basic and applied materials research
are just emerging. In 1999, for the first time
in the world, a high-temperature super-
conducting cable provided commercial grid
electricity to a manufacturing plant—enough
electricity to power a small town. This year,
DOE will make available “second generation”
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high-temperature superconducting wires in
continuous lengths.

Hydrogen: Prior to 1993, the only practical
technology for extracting hydrogen from raw
fuels was large-scale steam reforming, requir-
ing exotic alloys to handle the extreme tem-
peratures and pressures. DOE research in the
past eight years has pursued several avenues.
Steam reformers aided by catalysts can oper-
ate at much lower temperatures, allowing the
use of conventional, less expensive alloys and
reducing the capital cost of reformers. Progress
has also been made in technologies such as
plasma reformers and proton-exchange mem-
branes that will allow production of hydrogen
on a smaller, more distributed scale—directly
at fueling stations, for instance. DOE has also
developed advanced storage tanks for hydro-
gen-fueled vehicles that can store roughly
three times as much hydrogen (and therefore
offer three times the driving range) as conven-
tional tanks, and has made considerable
progress on advanced materials such as carbon
nanotubes that will allow auto manufacturers
much more flexibility in designing fuel systems
than they ever have had before.

Fossil Energy R&D: Fossil fuel energy
R&D programs help industry develop advanced
technologies to produce and use coal, oil, and
gas resources more efficiently and cleanly.
Over the past eight years, federally-funded de-
velopment of clean, highly-efficient gas-fired
and coal-fired generating systems aimed to re-
duce greenhouse gas and other air-pollution
emissions, while reducing electricity costs com-
pared to currently available technologies.
These programs also include efforts to discover
effective, efficient, and economical means of se-
questering carbon dioxide. The programs also
help boost the domestic production of oil and
natural gas by funding R&D projects with in-
dustry to cut exploration, development, and
production costs.

Among the program’s accomplishments:

e In 1999, DOE helped demonstrate a more
efficient and less costly drilling and com-
pletion technology that could ultimately
add six trillion cubic feet of domestic gas
reserves, demonstrated four advanced oil
production enhancement technologies that
contributed to adding 46 million barrels
of incremental domestic oil reserves, and

began full-scale component testing of two
advanced, utility-scale turbines that are
more efficient and less polluting than cur-
rent technologies.

e« In 2000, DOE’s Advanced Turbine Sys-
tems effort with industry introduced the
first gas turbines to exceed 60-percent effi-
ciency when operated in combined-cycle
mode—the “four minute mile” of turbine
technology. When the effort began in the
early 1990s, the best turbine systems had
efficiencies of only about 50 percent. The
new, higher efficiency can reduce oper-
ating costs by about 10 percent, saving
as much as $200 million over the life of
a typical gas-fired 400-500 megawatt com-
bined-cycle plant, while also reducing pol-
lution and greenhouse gas emissions.

Nuclear Energy R&D: Nuclear fission
power is a widely used technology, providing
about 19 percent of the electric power con-
sumed in the United States and about 17 per-
cent worldwide without generating greenhouse
gases. If fossil plants were used to produce
the amount of electricity generated by these
nuclear plants, more than 300 million addi-
tional metric tons of carbon would be emitted
each year. Continued R&D addressing the
issues that threaten the acceptance and viabil-
ity of nuclear fission in the United States will
help determine whether nuclear fission can
continue to supply increasing amounts of eco-
nomically-priced energy while reducing green-
house gas emissions. The Administration’s in-
vestments have focused on advancing future
nuclear power plant designs, the safety and
life-extension of existing reactors, and the safe
long-term storage of spent nuclear fuel (dis-
cussed later in this chapter under Environ-
mental Quality).

Based on the recommendations of the Presi-
dent’s Committee of Advisors on Science and
Technology (PCAST), the Nuclear Energy Re-
search Initiative (NERI) was initiated in
1999 to improve the economics, proliferation
resistance, waste management, and safety
of advanced nuclear energy systems for the
longer-term future. In its first two years,
the NERI program has awarded a total
of 56 innovative R&D projects on a competi-
tive, peer-reviewed basis to universities, na-
tional laboratories, and industry. Other



5. ENERGY

75

recommendations from PCAST led to the
creation of the Nuclear Energy Plant Optimi-
zation program to consult cost-shared R&D
with industry to develop new technologies
to manage the long-term effects of ageing
and enhance the reliability and safety of
existing U.S. nuclear power plants. Fifteen
projects have begun in the first two years
of this initiative.

Uranium Enrichment: In 1998, the Ad-
ministration successfully privatized the U.S.
Enrichment Corporation (USEC). The Treas-
ury Department received about $1.7 billion
from the sale of public stock and proceeds from
debt equity. This sale through a public offering
was the biggest privatization since 1986.
USEC was established as a Government cor-
poration under legislation passed by the Con-
gress in the Energy Policy Act of 1992, which
placed it on a path toward privatization, based
on the belief that the private sector can per-
form this business activity better than the
Federal Government.

Environmental Quality

Environmental Management: The Non-
Defense Environmental Management and Ura-
nium Enrichment Decontamination and De-
commissioning Fund programs are part of the
Nation’s most complex environmental cleanup
program (the remainder being the Defense En-
vironmental Management program), address-
ing the results of more than five decades of
research and production of nuclear energy
technology and materials. During this Admin-
istration, these programs reduced safety and
health risks and managed radioactive and haz-
ardous wastes to protect the environment at:
(1) sites run by DOE’s predecessor agencies;
(2) sites contaminated by uranium and tho-
rium production from the 1950s to the 1970s;
(3) DOE’s inactive uranium processing plant
in Oak Ridge, Tennessee; (4) New York’s
defunct spent nuclear fuel reprocessing center;
and, (5) the gaseous diffusion plants operated
by the now-private USEC.

The successes of these activities ranged
from the removal of low-level radioactive
contamination at sites accessible to the public
such as the Ventron site in Beverly, Massachu-
setts, to meeting the technical challenge of
solidifying high-level radioactive waste at the

West Valley Demonstration Project vitrifica-
tion facility. At the beginning of 1993, reme-
dial action was completed at 23 of the
113 sites in the cleanup program. Through
1999, cleanup activities were completed at
an additional 46 sites. In 2000, this Adminis-
tration continued its focus on protecting
human health and the environment by com-
pleting remediation of the King Avenue site
in Columbus, Ohio, and the General Atomics
facility north of San Diego, California, for
a total of 48 sites cleaned up since 1993.

Radioactive Waste: DOE’s Civilian Radio-
active Waste Management Program was cre-
ated by the Nuclear Waste Policy Act (NWPA)
in 1982 to develop a geologic repository for
the disposal of the Nation’s spent nuclear fuel
from commercial nuclear reactors and high-
level radioactive waste from the nuclear weap-
ons program.

Since 1994, the program has focused re-
sources on completing an evaluation of the
technical suitability of the Yucca Mountain
candidate repository site. This effort has
included construction of the Exploratory Stud-
ies Facility, a 25-foot diameter, 4.9-mile tunnel
that provides direct access to the geologic
formation that may house a repository block.
In 1998, DOE completed a viability assessment
concluding that the Yucca Mountain site
remains a promising candidate for a geologic
repository. It also identified areas for further
investigation before a decision can be made
on whether or not the site should be rec-
ommended. In dJuly 1999, DOE issued a
draft environmental impact statement for the
Yucca Mountain site. It also evaluated poten-
tial impacts from the transportation of spent
fuel and high-level waste to it. The Environ-
mental Protection Agency (EPA), under the
authority of the Energy Policy Act, has
issued a draft site-specific radiation standard
for Yucca Mountain. This regulatory frame-
work will be complemented by NRC, which
will adopt EPA’s standards in its licensing
regulation. DOE expects to revise its site
recommendation guidelines to conform to these
regulations.

DOE reached an agreement with PECO
Energy Company in dJuly 2000 to settle
potential litigation over spent fuel storage
costs that PECO has incurred due to the
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Department’s delay in commencing spent fuel
acceptance. This agreement is a model for
settlement negotiations with other utilities
who have filed suit against the Department
for failure to begin waste acceptance in
1998, as required under the NWPA.

DOE expects to complete a “Site Rec-
ommendation Consideration Report” by the
end of 2000, to be followed by a Secretarial
determination in 2001 on whether or not
to recommend the Yucca Mountain site to
the President. The report presents the tech-
nical basis for a site recommendation.

DOE Lands: During the past eight years,
over 300,000 acres of land at DOE sites have
been set aside as environmental reserves to
preserve unique habitat and animal species
permanently.

Electricity Production and Power
Marketing

Power Marketing Administrations: The
four Federal Power Marketing Administra-
tions, or PMAs, (Bonneville, Southeastern,
Southwestern, and Western) market electricity
generated at 127 multi-purpose Federal dams
and manage 33,000 miles of federally-owned
transmission lines in 34 States. The PMAs sell
about five percent of the Nation’s electricity,
primarily to preferred customers such as coun-
ties, cities, and publicly-owned utilities. The
PMAs face growing challenges as the elec-
tricity industry moves toward open, competi-
tive markets.

e Over the past eight years, each PMA has
operated its transmission system to ensure
that service is continuous, reliable, and
balanced—that is, each PMA system
achieved a “pass” rating each month (or
its equivalent in past years) under the
North American Electric Reliability Coun-
cil performance standards. These meas-
ures are used industry-wide and indicate
the reliability and quality of power pro-
vided by utilities.

e The Administration proposal to sell Alaska
Power Administration assets to current
customers was signed into law on Novem-
ber 28, 1995. The Eklutna and Snettisham
projects were sold in 1998 for a cash pay-
ment of $88 million.

¢ The Administration modified the purchase
power and wheeling activities of South-
eastern, Southwestern, and Western PMAs
to phase down and eliminate Federal ap-
propriations to support these activities
after 2004. This will encourage PMA cus-
tomers to assume additional responsibility
for the purchase and delivery of power
rather than relying on Federal PMAs.

Tennessee Valley Authority (TVA): TVA
is a Federal Government corporation and one
of the three largest electric power suppliers
in the country. TVA produces four percent of
the Nation’s electric power and transmits that
power over its 17,000 mile transmission net-
work to 158 municipal utilities and rural elec-
tric cooperatives that serve eight and a half
million customers in seven States.

During the past eight years, TVA has
taken important steps to improve its power
program’s operating and financial perform-
ance:

e In 1992, TVA’s nuclear power program
faced tough management challenges. Two
completed nuclear power units had been
out of service for seven years and one unit
under construction was years behind
schedule. Today, TVA has turned that sit-
uation around. It currently has five nu-
clear units on line and they are part of
an award-winning nuclear power program.

e In 1997, TVA announced its 10-Year Busi-
ness Plan, a long-term financial strategy
designed to ensure that the Federal power
agency reduces its outstanding debt, oper-
ates on a sound financial footing, and is
prepared to supply power at competitive
prices when the Nation’s electric power in-
dustry is restructured. Through the end
of 2000, TVA has reduced its long-term
debt by more than $1.7 billion. Before
1997, TVA’s debt had increased every year
for 35 years.

e TVA held rates steady over the past dec-
ade with only one 5.5 percent rate in-
crease. During the same period the cost
of living increased more than 40 percent.

(For information on TVA’s non-power activi-
ties, see Chapter 10, “Community and Re-
gional Development.”)
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Rural Utilities Service: The Department
of Agriculture’s (USDA’s) Rural Utilities Serv-
ice (RUS) provides electrification, tele-
communication, and distance learning and
telemedicine grants and loans. RUS provides
direct and guaranteed loans to rural electric
cooperatives, public bodies, nonprofit associa-
tions, and other utilities in rural areas for gen-
erating, transmitting, and distributing elec-
tricity. Since 1993, RUS has supported con-
struction of 97,000 miles of new or upgraded
electric transmission and distribution lines,
and has approved loans for over 2,500
megawatts of new electric generation capacity.

In order to provide electric service to rural
areas and minimize the potential for loan
defaults, RUS works with the electric service
providers in meeting the demands of a chang-
ing industry. For example, in 1997, RUS
assisted Oglethorpe Power Corporation (OPC)
into “unbundling” operating companies into
generation, transmission, and operating com-
panies. The restructuring of OPC resulted
in better and lower cost of service to OPC’s
consumers in Georgia and improved the secu-
rity of RUS loans to OPC and its member
distribution cooperatives. In addition, from
1997 to 2000, RUS’s assistance in the merger
of Tri-state Generation and Transmission As-
sociation and Plains Electric Generation and
Transmission Cooperative, serving Arizona,
New Mexico, Colorado, Wyoming, and Ne-
braska, prevented the need for $340 million
in RUS debt forgiveness from the Government.

In addition, RUS assists in closing the
“digital divide” for rural communities that
have limited access to learning, health care
expertise, and telecommunications. Through
RUS loans, the number of miles of fiber
optic lines in rural America have more than
doubled since 1993. RUS assisted in bringing
first-time telephone service to the San Carlos
Apache Nation in Arizona in 1999. RUS
financing has also facilitated the extension
of mobile wireless and broadband services
to rural America. The RUS Distance Learning
and Telemedicine Program, started in 1993,
was designed specifically to meet the edu-
cational and health care needs of rural Amer-
ica by financing computer links in rural
schools and hospitals to transmit educational
programming and medical resources from
urban areas. This program has funded 383

projects in 48 States and territories totaling
$102 million, including $15 million for 52
projects for Native American communities.
In addition, to improve access to the Internet
and to further close the digital divide, the
Administration’s 2001 Budget proposal was
enacted for RUS to provide over $100 million
in USDA assisted financing for a pilot program
designed to increase the broadband access
to rural communities.

Petroleum Supplies and Emergency
Reserves

Strategic Petroleum Reserve (SPR): DOE
maintains SPR and invests in R&D to protect
against petroleum supply disruptions and re-
duce the environmental impacts of energy pro-
duction and use. SPR was authorized in 1975,
in response to the oil embargoes of the early
1970s. The Reserve now holds about 540 mil-
lion barrels of crude oil in underground salt
caverns at four Gulf Coast sites. SPR helps
protect the economy and provide flexibility for
the Nation’s foreign policy in case of a severe
energy supply disruption. The Government has
begun to acquire royalty oil from off-shore
leases and is adding 28 million barrels to SPR,
the first increase since 1994.

DOE recently completed a facilities life-
extension program that marked a major mile-
stone for SPR. Most SPR facilities were
constructed in the late 1970’s and early
1980’s and were nearing the end of their
20-year design life. Under the life-extension
program, DOE redesigned and replaced critical
systems and equipment that had deteriorated,
ensuring that the Reserve will be able to
operate as designed for the next 25 years—
achieving a draw-down rate of four million
barrels per day within 15 days of a Presi-
dential determination, and maintaining that
rate for at least 90 days. The improvements
also have reduced SPR’s operating costs by
$12—-$15 million per year.

Regional Heating-0il Reserve: DOE cre-
ated the Northeast Home Heating Oil Reserve
in 2000 by exchanging oil from the Strategic
Petroleum Reserve. This regional reserve will
act as an emergency source of heating oil to
residents in New England and the northeast
in the event of a winter shortage of heating
oil.
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Elk Hills Privatization: On February 5,
1998, DOE concluded the largest divestiture
of Federal property in history. As part of the
Administration’s efforts to return to the pri-
vate sector those Federal functions that oper-
ate more like commercial businesses, the Elk
Hills Naval Petroleum Reserve in California
was sold to Occidental Petroleum for $3.7
billion. Revenue received from the sale was
deposited in the U.S. Treasury for debt reduc-
tion.

Energy Regulation

The Federal Government’s regulation of
energy industries is designed to protect public
health, achieve environmental and energy
goals, improve energy security, and promote
fair and efficient interstate energy markets.

Appliance Efficiency Rules: DOE im-
proves the Nation’s use of energy resources
through its appliance energy efficiency pro-
gram, which specifies minimum levels of en-
ergy efficiency for major home appliances, such
as water heaters, air conditioners, and refrig-
erators, and for commercial-scale heating and
cooling components. The initial efficiency
standards were established in legislation, and
DOE periodically issues rules to revise those
standards or to create standards for new cat-
egories of equipment. Over the last eight
years, including this year, DOE will have
issued seven new or revised final rules. As
a result of the appliance efficiency rules that
DOE administers, consumers are saving ap-
proximately $4.6 billion annually in reduced
energy costs.

Federal Energy Regulatory Commission
(FERC): FERC has been at the forefront of
the national effort to introduce competition
into previously regulated natural gas and elec-
tric power commodity markets. Over the past
eight years, the Commission’s focus has been
shifting from command-and-control (setting
prices and service offerings for individual com-
panies) to oversight and monitoring of regional
and national markets. Early during this pe-
riod, the Commission implemented Order No.
636, completing the final major step in restruc-
turing the natural gas transportation industry
by requiring natural gas pipelines to separate
their sales and transportation services and
allow open access to their facilities. FERC also

substantially streamlined oil pipeline rates
through indexing. In 1996, the Commission
began to address the generic need for more
competition in electric power, issuing Order
No. 888. This order required all public utilities
that own, operate, or control interstate trans-
mission facilities to offer others the same
transmission service they provide themselves.
Also in 1996, the Commission issued a merger
policy statement, giving guidance for preparing
electric merger applications and paving the
way for quicker Commission response. Order
No. 642, issued in November 2000, finalized
the merger policy.

In 2000, FERC continued the promotion
of competition in electric markets and fine-
tuned aspects of natural gas transportation
markets. Order No. 2000 will lead to the
establishment of regional transmission organi-
zations, providing crucial support for competi-
tion in the electric industry. Order No. 637
requires natural gas pipelines to take meas-
ures to increase the transparency and effi-
ciency of the pipeline grid. It also temporarily
removes price caps from the resale market.
While undertaking these new policy directions,
the Commission has steadfastly maintained
its responsibility to protect consumers from
potential market power abuse, applying tradi-
tional cost-based regulation as necessary. In
addition, FERC has made significant accom-
plishments in the area of energy projects,
including an alternative licensing process for
hydropower projects.

DOE Corporate Management and
Procurement Reform

Reducing the size of DOE was one of
the Administration’s “reinventing Government”
goals. Because so much of DOE’s work is
performed by contractors, simply reducing
the number of civil service employees would
not have a great effect on the total effective
size of the agency, so reductions in contractor
employees were also sought. Over eight years,
direct employment by DOE has been reduced
from 13,000 full-time equivalents (FTE) to
10,200 FTE, and contractor employment has
been reduced from 148,000 FTE to 101,000
FTE.
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Part of the reduction in contractor FTE
is attributable to better contract management
at DOE, which has been an Administration
management priority. Over 80 percent of
DOE’s budget is spent through contracts,
many of them large multi-billion, long-term
contracts to manage and operate facilities.
The Administration has been able to get
DOE to begin to use competitive, performance-
based contracting procedures. Since 1994, DOE
completed 28 management and operating
(M&O) contracts worth more than $40 billion.
This exceeds the total number of M&O com-
petitive contracts issued in the entire history
of DOE and its predecessor agencies. In
addition, in 1999, DOE created a project
management office reporting to the Deputy
Secretary to better plan and manage large
projects. The office has implemented procedure
which require programs to define cost, sched-
ule and performance goals for all major
projects. Projects that exceed or do not meet
these goals are being placed on a “watch
list” for monitoring by the Chief Operating
Officer. These improved management practices
will save millions of dollars in contract costs
at DOE.

Nuclear Regulatory Commission (NRC)

NRC, an independent agency, regulates the
Nation’s 103 civilian nuclear reactors and
21,000 academic, medical, and industrial li-

censees, as well as the disposal of nuclear
waste, in order to ensure public health and
safety and to protect the environment. NRC
international activities also promote adequate
protection of U.S. interests in nonproliferation
and the safe and secure use of nuclear
materials in other countries. To meet the
challenges of a restructured and deregulated
electric utility industry, NRC is committed
to adopting a more risk-informed and perform-
ance-based approach to regulation. This regu-
latory framework will focus NRC and licensee
resources on the most safety-significant issues,
while providing flexibility in how licensees
meet NRC requirements.

While maintaining safety as its highest
priority, over the past eight years, NRC
has renewed the license applications for four
nuclear plants providing each an additional
20 years of operation; implemented a new
reactor oversight process, which focuses inspec-
tion efforts on those aspects that present
the greatest risk; approved license transfers
arising from the restructuring of the electric
utility industry; approved two standard reactor
designs and developed regulations that provide
a more predictable and stable regulatory
process for future reactor applications; and
developed the regulatory framework necessary
to review a potential DOE application to
construct and operate a high level nuclear
waste repository at Yucca Mountain, Nevada.



6. NATURAL RESOURCES AND
ENVIRONMENT

Discretionary budget authority
Mandatory outlays ........ccccoceveevenerinennen.
Credit Activity:

Table 6-1. Federal Resources in Support of Natural
Resources and Environment
(Dollar amounts in millions)
Percent
. 1993 2001
Function 300 : Change:
Actual  Estimate ;993 505071
Spending:

Direct loan disbursements .............ccceueneee.
Tax expenditures .............ccccccevevivreecieeennnns

21,405 28,778 34%

168 157 —7%

............. 39 43 10%
.............. 1,695 1,550 —-3%

The Nation faced a number of serious
environmental problems in 1993. Neighbor-
hoods were blighted by toxic waste dumps
because only 12 percent of the Nation’s
worst sites had been cleaned up despite
12 years of Federal effort. Sixty-two million
people lived in areas with drinking water
that failed to meet Federal standards, and
150 million people lived in areas that failed
to meet air quality standards. Further, many
of the Nation’s most well-known natural treas-
ures, such as Yellowstone National Park,
were endangered by the adverse effects of
encroaching development.

President Clinton came into office committed
to providing the American people with a
cleaner environment, stronger communities,
and a brighter future for families across
the country. Since 1993, the President has
invested in a common sense and cost-effective
approach of using new technologies, pursuing
tougher enforcement of environmental laws,
strengthening public health standards, and
protecting our irreplaceable national treasures.

As a result, the Nation has the cleanest
environment and strongest economy in a
generation. Almost four times as many Super-
fund sites were cleaned up during the Clinton-
Gore Administration as in the previous 12
years. Compliance with drinking water stand-

ards increased from 83 percent of the popu-
lation served by community water systems
to 89 percent of the population, and the
number of areas out of attainment with
the ozone air quality standard dropped from
98 to 37. In addition, the Administration
has protected from environmental harm tens
of millions of acres of national parks and
forests, national monuments and wilderness
areas, from the red rock canyons of Utah
to the Florida Everglades.

As a part of his effort to protect our
environment and natural resources, the Presi-
dent promoted targeted investments in key
environmental initiatives, and fought back
numerous anti-environmental riders that
would have traded hard-won environmental
safeguards for short-term special interest
gains. Table 6-2 compares 1993 and 2001
funding for high-priority environmental and
natural resources programs in this and other
Government function areas. In 2001, for the
natural resources and environment function
only (Table 6-1), the Congress enacted $28.8
billion in discretionary budget authority to
protect public health, the environment, man-
age Federal lands, conserve resources, provide
recreational opportunities, and construct and
operate water resources projects. This is an

81
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Table 6-2. High-Priority Environmental and Natural Resource Programs
(Budget authority, dollar amounts in millions)
Percent
Actual Enacted jChange
1993-2001
Lands Legacy Initiative (DOIL, USDA, NOAA) L ..ottt seeeiee e senes 380 1,689 344%
Farm Conservation Initiative (USDA) (mandatory) 2 . 1,584 2,122 34%
Clean Energy Initiative (DOE, USDA, AID, DOC, TDA, EX-IM) .......cccccooviviininieieenen. 321 28%
Greening the Globe Initiative (AID, Treasury, USDA) .........ccccocvriiiiieniiienienieenieeieenenns 121 48%
Climate Change Technology Initiative (DOE, EPA, USDA, HUD) 1,239 NA
Clean Water Action Plan (EPA, USDA, DOI, NOAA, Corps) ....... . 2,303 NA
Salmon Habitat Restoration (NOAA, COTPS) ......ccccevviiiriiiiiieniieiienieeiee e eieesteesieesreeninens 231 NA
Endangered Species Act (DO, NOAA) ......ccoocoiiiiiiiiieeteteee ettt 178 137%
Department of Transportation (DOT):
MASS TLANSIE 1.vvvieiiiiiiieetieciieecie ettt ettt e eteesteeebeesteeebeesaaeebeesabeessseesbeesseasseeasseesseesssaeseessnes 3,774 6,274 66%
Congestion Mitigation and Air QUAality .......cccccceveririieiinieieeee e e 601 1,661 176%
Environmental Enhancements; Preservation Pilots ..........ccccoiiiviviiiiiieeeciiee e 114 797 599%
Subtotal, DOT (Select Programs) .........cccceeceerieriieeniieriieenieseeenreesseessessseessaessseesssessseens 4,489 8,732 95%
Department of the Interior (DOI):
National Park Service Operating Program ...........ccccoecivriiiiiieniiinnieniienie e 984 1,472 50%
Bureau of Land Management Operating Program . 638 817 28%
Fish & Wildlife Service Operating Program ..........c.ccoccocceririenenienieneeieieseeceie e 531 777 46%
Subtotal, DOI (Select Programs) .........cccceeieierierieieriesieetente ettt ete e sae e seeeaeas 2,153 3,066 42%
Department of Agriculture (USDA):
Forest Service Operating Program ...........ccccooeeieiieiiiieieneeese ettt 1,319 1,968 49%
Natural Resources Conservation Service Operating Program . . 577 714 24%
Water/Wastewater Grants and LOAns .......cccccceeieviriiiininieieeeseeeeee e 508 644 27%
Subtotal, USDA (Select programs) ... 2,404 3,326 38%
Environmental Protection Agency (EPA):
OPErating PrOSIam ........cocciiiiiiiriiieiet ettt ettt st et ettt sbe et i eaee 2,767 3,866 40%
Subtotal, AIl EPA .....ooiiiiiieieieeeeeteete ettt ettt ettt be sttt be it sbebeneebens 6,923 7,829 13%
Department of Energy (DOE):
Energy Conservation and Efficiency (gross) 592 817 38%
Solar and Renewable Energy R&D (net) .......cccceeevvvieieninceinnnen. . 249 376 51%
Federal Facilities Cleanup (Environmental Management Program) ..........cc.cccoevvvviieeniennns 6,396 6,317 -1%
Subtotal, DOE (Select Programs) .........ccccovvveeriierieeneeniieenieseeenresiseessesseesssessseesssessseens 7,237 7,510 4%
Department of Defense (DOD):
CLEATIUD .eveuveiieiitenieitet ettt ettt ettt et ettt sttt e st s e bt e e bt et et e bt st et e st e b et et ebeeb et e st sae b entsbetesebene 1,604 2,068 29%
Environmental Compliance/Pollution Prevention/Conservation .........c.ccccocevveenienenienenenns 2,227 2,215 -1%
Subtotal, DOD (Select Programs) .........c.ccoceeeerieririenieneeienieeieetesie sttt 3,831 4,283 12%
National Oceanic and Atmospheric Administration (NOAA):
Fisheries and Protected SPeCies ........ccoiiiiiriiiiiiiniiieeeeee ettt 232 569 145%
Ocean and Coastal Management . 121 429 255%
Ocean and Atmospheric Research 202 345 71%
Subtotal, NOAA (Select programs) ... 555 1,343 142%
Partnership for a New Generation of Vehicles (DOE, DOC, NSF, EPA, DOT) . JUT 236 NA
U.S. Global Change Research (NASA, DOE, NSF, DOC, USDA, others) ...... . 1,323 1,700 28%
GLOBE—GIlobal Environmental Education (NOAA, NASA, EPA, NSF) . 11 NA
Montreal Protocol (State, EPA) 25 38 52%
Global Environment Facility (Treasury) e 108 NA
Multilateral and Bilateral Assistance (International Programs/AID) ........................... 329 334 2%
TOLALB ..ottt ettt a ettt b et ettt a e et b et ettt b et st eaetenes 31,226 42,322 36%

NA =Not applicable.

1Includes funding (i.e., coastal management assistance) that is not in the new conservation spending category.

2Includes funding for the Conservation Reserve Program (CRP).

3Total includes mandatory spending. Total adjusted to eliminate double counts.

Note: Agency abbreviations not explained above: AID (Agency for International Development), Corps (Army Corps of Engi-
neers), DOC (Department of Commerce), DOE (Department of Energy), EX-IM (Export-Import Bank), HUD (Department of
Housing and Urban Development), NASA (National Aeronautics and Space Administration), NSF (National Science Founda-
tion), State (Department of State), and TDA (Trade and Development Agency, International Assistance Programs).
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increase of $7.4 billion, or 34 percent, over
the $21.4 billion spent in 1993.

Conservation and Land Management

Lands Legacy: In 1993, the effect of devel-
opment and urban sprawl on parks, fragile
coastal habitat, and open spaces was not as
widely understood as it is today. In some
areas, uncontrolled growth was undermining
people’s quality of life by fragmenting the
parks and forests that provide outdoor recre-
ation and threatening the ecosystems that pro-
vide habitat for wildlife and endangered spe-
cies.

Over the past eight years, the Clinton-
Gore Administration forged a consensus in
support of reliable funding for conservation
programs that temper the adverse environ-
mental effects of rapid development. In 1999,
the President announced his Lands Legacy
Initiative, which would double conservation
funding and provide dedicated, protected fund-
ing for: (1) land acquisition in national parks,
forests, refuges, and other public lands; (2)
grants to States and local communities to
restore urban parks and forests, protect wild-
life habitat, and plan for smart growth;
and, (3) protection of marine sanctuaries,
estuaries, and coastal areas. This led to
the enactment in October 2000 of a new
Conservation spending category under the
Budget Enforcement Act that, from 2002
through 2006, will set aside about $2 billion
annually to be used only for specific conserva-

tion, preservation, and related programs. This
category dedicates and protects funding to
maintain and build upon current efforts pre-
serving both the great places of this Nation
and the green spaces of local communities.

The conservation investments in this cat-
egory include funding for 25 distinct programs
in six bureaus within the Departments of
Agriculture (USDA), Commerce (DOC), and
the Interior (DOI). The protected funding
is allocated among six subcategories, plus
an unallocated amount available to all subcat-
egories. Actual funding levels for each program
will be determined through the annual appro-
priations process. Table 6-3 shows subcategory
allocations for 2002, plus the equivalent fund-
ing levels in prior years. The total amount
of protected funding will increase each year,
up to $2.4 billion in 2006.

Forest Planning Improvements: The Ad-
ministration made improved multiple-use for-
est planning one of its first and highest prior-
ities for the USDA’s Forest Service. In April
1993, President Clinton convened a Forest
Conference in Portland, Oregon, to bring to-
gether scientists, the forest products industry,
environmental groups, Indian Tribes, and
other concerned citizens to discuss issues sur-
rounding the management of Federal lands in
the Pacific Northwest and northern California.
In 1991, the Forest Service had been blocked
by a court injunction from issuing new timber
sales in this area because these sales threat-
ened the habitat of the northern spotted owl.

Table 6-3. Lands Legacy!
(Budget authority, in millions of dollars)

Subcategory

Estimate

2002 20062

Actual 2001
1993 2000 [nacted

State and Other Conservation Programs ............
Urban and Historic Preservation .....................
Federal Deferred Maintenance—new funds ...............
Payments in Lieu of Taxes (PILT)—new funds
NOAA/DOC Coastal Assistance
Unallocated

Land and Water Conservation Fund (LWCF) ................

283 467 545 540
26 68 270 300
71 113 166 160

..................................... 150 150
..................................... 50 50

45 161 283 440
.................................................. 120

1,760 2,400

10Only includes amounts in the new Conservation spending category.

2Total amounts increase each year up to $2.4 billion in 2006. Actual funding levels for each subcategory for
2003—2006 will be determined through the annual appropriations process.
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Working with all interested parties, the Forest
Service issued standards one year later that
broke the impasse by allowing timber sales
and protecting key watersheds and valuable
old-growth timber ecosystems. This difficult
but successful process demonstrated again that
economic and environmental interests are not
mutually exclusive, and can be brought to-
gether through forest plans that support the
multiple uses for which national forests were
created.

This high standard was expanded and
solidified in the new forest land and resource
management planning regulation that was
completed in October 2000. It replaced a
1982 regulation that emphasized timber pro-
duction targets. In order to manage multiple
uses in a forest, each national forest develops
a comprehensive plan, incorporating substan-
tial public involvement and sound science,
to guide future forest management. National
forests need to revise their forest plans
to address new information, changed condi-
tions, and/or new issues or trends. The forest
plans cover the permitted uses on the national
forest lands, including recreation uses, conces-
sion opportunities, timberland suitability, and
off-road vehicle access. The new rule, empha-
sizing ecological sustainability, will better
protect the environment, improve public par-
ticipation in forest activities, and integrate
science more effectively into Forest Service
decisions.

Reform of Payments to States: Because
Federal lands result in a reduction to a coun-
ty’s property tax base, the Federal Government
returns a percentage of revenues generated
from those lands, some of which are provided
from timber sales, to the States to fund county
schools and road maintenance. The need to ad-
dress environmental concerns on Federal
lands, however, has caused a reduction in tim-
ber sales over the last 10 years and a cor-
responding reduction in the Federal payments.
To offset the fiscal impact of this reduction
in Federal payments, the Administration pro-
posed legislation that would provide for perma-
nent, stable payments to States, made directly
from the Treasury. These payments would be
greater than the current payments and, impor-
tantly, sever the link between funding needs
for county education and road maintenance
from timber sales.

In November 2000, President Clinton signed
the Secure Rural Schools and Community
Self-Determination Act. This law will stabilize
the payments to States and counties at
historically high levels through 2006—increas-
ing payments over five years by almost
$1 billion. The law also creates citizen advisory
committees, and gives local communities the
opportunity to fund environmental restoration
projects on Federal and non-Federal lands
for activities such as salmon habitat restora-
tion or road maintenance projects.

Roadless Conservation Policy: Through
comprehensive rulemaking accompanied by an
environmental impact statement, the Adminis-
tration established a policy to prohibit most
road construction and reconstruction, as well
as timber harvesting (except as needed for
stewardship purposes) in inventoried roadless
areas of the National Forest System. The Final
Environmental Impact Statement estimated
that almost 60 million acres would be pro-
tected. In developing the roadless plan, the
Forest Service sought extensive public input,
holding over 600 public meetings across the
Nation. Hundreds of thousands of people par-
ticipated in this public process, generating over
one million comments. Roadless areas provide
the large, relatively unbroken blocks of undis-
turbed lands that are critical to a variety of
terrestrial and aquatic wildlife and plants, in-
cluding hundreds of threatened, endangered,
and sensitive species. Many inventoried
roadless areas function as biological reserves
and refuges for these species, and play a key
role in maintaining native plant and animal
biological diversity. If the Forest Service had
not acted to protect these areas, there would
have been an increased loss of biodiversity,
due to timber harvest, road-related fragmenta-
tion, and invasion by non-native species.

Increased Agricultural Conservation:
Fifty percent of the continental United States
is crop, pasture, and rangeland, and this land
is managed by two percent of the population
who are the Nation’s farmers and ranchers.
USDA’s conservation programs provide farm-
ers and ranchers with financial and technical
assistance to implement best management
practices that protect the environment while
sustaining agricultural productivity and boost-
ing farm income. In response to growing nat-
ural resource concerns, USDA, during this
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Administration, expanded its conservation mis-
sion beyond its original focus of preventing soil
erosion and now provides assistance for a wide
range of activities such as wetlands restora-
tion, wildlife habitat improvement, and farm-
land protection. The Administration strongly
supported conservation programs as a way to
help farmers and ranchers that were facing
economic hardship while providing environ-
mental benefits to all Americans.

USDA conservation programs restore more
of our Nation’s wetlands than any other
Federal program, and were an important
part of the Administration’s efforts to develop
strong and consistent Federal wetlands policies
and initiatives. USDA’s largest wetlands pro-
gram is the Wetlands Reserve Program (WRP),
which removes agricultural wetlands from
production through permanent or long-term
easements and restores their natural hydrol-
ogy. From 1993 to 2000, over 880,000 acres
were enrolled in WRP, leaving only approxi-
mately 40,000 acres available under its
975,000 acre cumulative enrollment cap in
2001. However, in 2000, the Administration
persuaded the Congress to increase the cap
by 100,000 acres, extending WRP for at
least one more year.

USDA’s Conservation Reserve Program
(CRP), authorized to enroll 36.4 million acres,
is the Nation’s largest private lands environ-
mental program. It provides farmers with
annual rental payments in exchange for re-
moving land from production for 10-15 years
and restoring natural vegetative cover. The
Administration significantly improved this
popular program by strengthening the Envi-
ronmental Benefits Index used to determine
eligibility and changing the way payment
rates were determined. As a result, the
environmental quality of enrolled acres has
increased since 1993, resulting in greater
natural resource protection, and taxpayers
have saved hundreds of millions of dollars
through the use of more accurate land rental
rates based on different soil types.

USDA conservation programs also made
up a key component of President Clinton’s
Clean Water Action Plan (CWAP), which
provided a blueprint for restoring and pro-
tecting the Nation’s waterways. As part of
the CWAP:

e USDA jointly issued with EPA in March
1999 a Unified Strategy for Animal Feed-
ing Operations, which called for all animal
feeding operations (AFOs) to voluntarily
implement comprehensive nutrient man-
agement plans (CNMPs) by 2009 to reduce
polluted runoff. In support of this guidance
and to help producers develop CNMPs, the
Administration sought and obtained addi-
tional AFO technical assistance funds. As
a result, USDA was able to steadily in-
crease technical assistance funding for
AFOs from $37 million in 1999 to $75 mil-
lion enacted for 2001.

» USDA aggressively promoted Conservation
Reserve Enhancement Program (CREP)
agreements with States. CREP agree-
ments combine Federal CRP funds with
State funds to remove environmentally
sensitive areas from production for at least
10 years and restore natural habitat. Cur-
rently, 13 States have CREP agreements
with USDA. The New York agreement,
which totals $11 million ($8 million Fed-
eral/$3 million State), targets the Catskill
and Delaware River watersheds that sup-
ply New York City’s drinking water. It is
estimated the agreement will reduce ero-
sion in these watersheds by 36,000 tons
of soil per year, allowing New York City
to avoid constructing a $6 billion drinking
water filtration plant, while also improv-
ing habitat for endangered fish and wild-
life.

Everglades Restoration: This Administra-
tion provided an unprecedented level of fund-
ing to restore the Everglades, which supports
68 threatened and endangered species, and
protects the water supply and bolsters the
economy of south Florida. Since 1993, the Ad-
ministration directed over $1.7 billion to land
acquisition, water projects, and scientific re-
search for Everglades restoration. Of this total,
over $500 million funded land acquisitions to
help preserve the Everglades in perpetuity.
Many of these funds resulted from the Vice
President’s 1996 Everglades restoration plan,
which proposed $100 million annually over
four years for land acquisition.

In 1999, the Vice President presented to
the Congress the Administration’s long-term
Everglades restoration plan. Developed by
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private, corporate, and governmental stake-
holders, it would increase water storage for
environmental and urban water supplies, en-
hance natural water flows to the Everglades,
and improve water quality. This Administra-
tion secured authorization of the first $1.4
billion in projects for this plan in November
2000. The Federal Government and Florida
will each pay half of the cost of this plan,
estimated at $7.8 billion over the next 35
years.

Wetlands Protection: The Administration
achieved major successes in protecting the Na-
tion’s wetlands. Since 1993, Federal policies
and programs protected wetlands by expand-
ing technical and financial assistance to pri-
vate landowners to enhance their land and
water management practices; permitting and
regulating developments affecting wetlands
and our Nation’s waters; restoring and cre-
ating wetlands; acquiring valuable wetlands
from willing sellers; and educating the public
about the benefits of wetlands. According to
the Interior Department, these efforts contrib-
uted to an 80-percent decrease in the annual
wetland loss rate—only 58,500 acres were lost
on average from 1986-1997, down significantly
from the average annual loss of 290,000 acres
in the previous 10 years. This is the largest
decrease in the annual wetland loss rate since
the Federal Government began compiling the
data in the 1950s. Federal activities included
in this effort to protect wetlands are the Inte-
rior Department’s Coastal and Partnership
programs and its North American Waterfowl
Management Plan; the Agriculture Depart-
ment’s Swampbuster and Wetlands and Con-
servation Reserve programs; the Army Corps
of Engineers and the Environmental Protection
Agency’s Clean Water Act wetlands programs;
the Administration’s Clean Water Action Plan;
and, various additions to national forests,
parks, monuments, wildlife refuges, and other
public lands.

California Bay-Delta Management: In
August 2000, after more than five years of
work, Federal and State policy officials signed
a Record of Decision finalizing the long-term
$8.7 billion CALFED plan for the California
Bay-Delta. This CALFED plan marks the Ad-
ministration’s successful creation, in coopera-
tion with the State of California and other
stakeholders, of a blueprint for effective man-

agement of the Bay-Delta and its water re-
sources, designed to end sixty years of chronic
conflict in the region. The 740,000-acre Bay-
Delta ecosystem not only serves as habitat to
more than 750 plant and animal species, but
also supplies drinking water for two-thirds of
all Californians and irrigation water for over
seven million acres of the most highly produc-
tive agricultural land in the world. The
CALFED plan will provide better water qual-
ity for all beneficial uses; enhance and increase
habitat and ecological functions in the Bay-
Delta to support plant and animal species; im-
prove water supply reliability for agricultural,
urban and environmental interests; and reduce
the risk to economic activities, water supply,
infrastructure, and the ecosystem from cata-
strophic breaching of Delta levees. To support
the Bay-Delta during development of the long-
term plan, the Administration also provided
from 1998 to 2000 a total of $190 million in
funding to support initial Bay-Delta ecosystem
restoration activities, and $30 million for
related CALFED efforts.

Preservation of Our Natural and Cul-
tural Treasures: For the past eight years,
this Administration took significant measures
to conserve the Nation’s natural and cultural
heritage. Just as we now are grateful for the
far-sighted efforts in the 19th and early 20th
centuries to protect Yellowstone and Yosemite,
so will Americans in the 21st Century appre-
ciate the measures taken by the Administra-
tion to conserve our natural and cultural treas-
ures. President Clinton protected more land
in the lower 48 States under the 1906 Antiq-
uities Act—over five million acres—than any
other President, designating new national
monuments and expanding others. Areas pro-
tected include: Grand Staircase-Escalante Na-
tional Monument in Utah, consisting of almost
1.9 million acres of spectacular red rock can-
yon lands and artifacts from three cultures;
Giant Sequoia National Monument in Cali-
fornia, a 328,000 acre monument characterized
by magnificent groves of towering giant se-
quoias (many as old as 3,200 years) inter-
spersed among bold granitic domes, spires, and
plunging gorges; Grand Canyon-Parashant Na-
tional Monument in Arizona, a one million
acre protection area situated on the Colorado
Plateau along the North Rim of the Grand
Canyon; and California Coastal National
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Monument, made up of thousands of islands,
rocks, exposed reefs, and pinnacles along the
entire coast of California.

The Administration also worked to protect
other natural treasures, such as the majestic
California Desert, and has consistently sup-
ported legislation to protect other natural
areas. Most recently, in 2000, the President
signed legislation establishing the Colorado
Canyons National Conservation Area in Colo-
rado, the Santa Rosa/San Jacinto Mountains
National Monument in California, and a
new cooperative management and protection
area for Steens Mountain in Oregon.

Baca Ranch: In July 2000, President Clin-
ton signed the Valles Caldera Preservation Act
authorizing the purchase of the Baca Ranch
in New Mexico, a 95,000-acre swath of forested
mountains and grassy valleys that includes the
Valles Caldera, a one million-year-old col-
lapsed volcano 14 miles in diameter. The pur-
chase of this property was completed later that
year, and title has now transferred to the For-
est Service. Located in the Jemez Mountains
region west of Santa Fe, the Ranch also in-
cludes one of the Nation’s largest wild elk
herds, and its acquisition will protect impor-
tant resources, and will offer unparalleled
recreation opportunities for the region and all
Americans.

Headwaters Forest: During 1998, the Ad-
ministration sought, and the Congress pro-
vided, $250 million to acquire the Headwaters
Forest in northern California, the largest pri-
vately owned stand of ancient redwoods. As
part of the acquisition, the Administration en-
sured that Headwaters and its threatened and
endangered inhabitant species were protected.
To promote collaborative species protection,
the Administration developed a scientifically
sound habitat conservation plan. The Federal
Government and the State of California jointly
acquired Headwaters in 1999.

Yellowstone Park: To protect Yellowstone
National Park, the Administration agreed in
August 1996 to acquire Crown Butte, Inc.’s in-
terest in the New World Mine in Montana,
the potential development of which posed a
severe environmental threat to Yellowstone’s
unique landscape and wildlife resources. In
1998, the Administration sought, and Congress
provided, $65 million to proceed with this

agreement, which will preserve one of the
crown jewels of the National Park System.
Crown Butte also dedicated $22 million to
clean up contamination at the site from earlier
mining activities. The Administration worked
with Crown Butte and other parties to com-
plete the acquisition in 1999.

Millennium Initiative to Save America’s
Treasures: The First Lady led an Administra-
tion initiative to commemorate the Millennium
by awarding grants through the National Park
Service to support the preservation of the
many historic sites and cultural artifacts that
are also America’s treasures. The Save Amer-
ica’s Treasures program received $95 million
over three years to provide dollar-for-dollar
matching grants for Federal, State, local, and
private entities to restore and preserve cul-
tural artifacts, documents, collections, and his-
toric structures across the Nation. Since 1999,
over 180 projects have been identified, with
others yet to be selected. Projects include re-
storing the Star Spangled Banner at the
Smithsonian in Washington, D.C., preserving
archeological sites at Mesa Verde in Colorado,
and stabilizing buildings at Angel Island Im-
migration Station in San Francisco.

Management of the Impacts of Wildfires
on Communities and the Environment: The
devastating wildfires of 2000 highlighted the
need to reassess Federal efforts in addressing
the impacts of wildfires on communities and
the environment. Though wildfires are part of
a natural process essential to the maintenance
of many ecosystems, intensive efforts to sup-
press all wildfires over the last century have
resulted in the buildup of fire fuels in many
areas, and in unnaturally intense fires that
spread rapidly, burn more completely, and are
often extremely difficult to suppress. Such fires
are more hazardous to communities and the
environment. Through a 55-percent funding in-
crease (to a total $2.9 billion for 2001) the
Administration took immediate steps to ad-
dress the consequences of fires and problems
that were highlighted during the 2000 fire sea-
son. Enacted funding increases totaling $1.6
billion included: $393 million for preparedness
activities to ensure that the Federal wildland
firefighting agencies have the necessary staff
and equipment for future fire seasons; $281
million for fire fuels reduction activities
primarily to alleviate immediate threats to
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communities in the wildland-urban interface;
and $227 million for the restoration of areas
burned by the 2000 fires.

Promotion of Responsible Mining on the
Public Lands: In 2000, the Department of
the Interior’s Bureau of Land Management
(BLM) completed a multi-year process of revis-
ing the agency’s “3809” surface mining regula-
tions that govern hardrock mining on public
lands. The scope and technology of hardrock
mining operations on Federal lands have
changed dramatically since 1980, when the
“3809” regulations were originally published.
The final regulations enable the agency to ful-
fill its duty under Federal law to prevent “un-
necessary or undue degradation” of BLM lands
from hardrock mining, thereby protecting pub-
lic health, public land resources, and the envi-
ronment. The rules will allow BLM to reject
plans of operation for mines that would cause
“substantial irreparable harm” to significant
scientific, cultural, or environmental resources
if the damage cannot be effectively mitigated.
The regulations also strengthen bonding re-
quirements for mining operators to ensure that
these operators, rather than the Nation’s tax-
payers, bear the costs of reclaiming mined
lands. In addition, the new regulations specifi-
cally address both cyanide leaching practices
and acid mine drainage.

The Endangered Species Act (ESA)—
Making It Work: Administration reforms
have increased ESA flexibility, furthering the
Act’s ability to protect at-risk species and to
reconcile species conservation with the needs
of landowners. These reforms include vol-
untary conservation agreements (Candidate
Conservation Agreement—CCAs) between In-
terior’s Fish and Wildlife Service and private
or public parties to implement conservation
measures and monitor activities, preventing
the need to add species to the Endangered
Species list. In 2000, the Fish and Wildlife
Service entered into 20 CCAs with private
landowners or State and local governments
that, together with other efforts, prevented six
species from being listed. Since 1994, the Serv-
ice has entered into more than 90 CCAs. In
addition, early intervention processes imple-
mented by the Department of Commerce’s Na-
tional Marine Fisheries Service to identify spe-
cies before they become endangered effectively

eliminated the need to list five threatened
aquatic species.

The Administration also significantly ex-
panded the use of Habitat Conservation Plans
(HCPs) to address potential conflicts between
development and protection of listed species.
HCPs give the private sector and State,
local, and Tribal governments the flexibility
to propose solutions that permit the protection
of endangered species and conservation of
habitat, while allowing for development. By
the end of 2001, HCPs will protect over
40 million acres and an estimated 435 species.

The Administration was successful in defeat-
ing legislative riders that sought to weaken
the Endangered Species Act. For example,
the Administration worked with the Congress
to allow the preservation of sea lions off
the coast of Alaska, and the re-introduction
of grizzly bears into the Bitterroot Mountains
of Montana and Idaho. The Administration
also worked with affected stakeholders to
ensure that necessary changes to the operation
of the Missouri River to protect listed species,
including the pallid sturgeon, the lest tern
and the piping plover, were allowed to go
forward.

National Estuarine Research Reserves—
Protecting and Restoring our Nation’s Es-
tuaries: Since 1993, Commerce’s National
Oceanic and Atmospheric Administration
(NOAA) and its State partners increased the
number of National Estuarine Research Re-
serves from 22 reserves in 19 States, to 25
reserves in 20 States, with two pending to be
established in 2001. This expansion more than
doubled the protected fragile estuarine habitat
to over one million acres. Estuaries are essen-
tial to our environment, serving as filters
where fresh water meets the ocean to help
maintain the health of our coasts.

Protection of National Marine Sanc-
tuaries: In 1993, 11 National Marine Sanc-
tuaries protected 14,733 square nautical miles
of valuable cultural and natural resources
along our Nation’s coasts. Today, as a result
of this Administration’s investments to pre-
serve these unique and important sites, there
are now 13 Marine Sanctuaries covering
18,000 square nautical miles of sensitive un-
derwater habitat and submerged cultural re-
sources, including the newest sanctuary in the



6. NATURAL RESOURCES AND ENVIRONMENT

89

Great Lakes. Other sanctuaries protect whales
off the coast of Hawaii, and splendid coral
reefs around the Florida Keys and American
Samoa. In December 2000, the President des-
ignated the first ever Northwestern Hawaiian
Islands Coral Reef Reserve protecting almost
100,000 square nautical miles.

Increased Participation in Coastal Zone
Management: The number of States partici-
pating in the Coastal Zone Management pro-
gram expanded from 29 in 1993 to 33 of 35
possible participants today. These States,
working in partnership with NOAA, developed
voluntary, comprehensive coastal management
programs to keep U.S. coastlines healthy and
productive. While no States had approved
Coastal Zone Management Non-point Pollution
Control programs in 1993, all of the 33 States
now have fully or conditionally approved Non-
point Pollution Control Programs and the rest
have conditionally approved programs to re-
duce pollution from runoff, one of the greatest
remaining threats to our Nation’s water qual-

ity.

Restoration of Ocean Resources: The Na-
tional Oceans Conference, held in June 1998,
drew together for the first time a full array
of ocean interests, including government, in-
dustry, science, and conservation. The Con-
ference resulted in new initiatives, including
steps to restore coastal reefs, rebuild marine
fisheries, preserve freedom of the seas, provide
public access to military data and technology,
enhance the competitiveness of America’s
ports, and protect our National marine sanc-
tuaries from oil drilling. A follow-up report to
the President and Vice President on the Na-
tional Oceans Conference was issued in Sep-
tember 1999, which highlighted the impor-
tance of preserving the oceans’ complex and
delicate balances. In keeping with the rec-
ommendations of the report, the Executive Of-
fice of the President convened the Ocean Re-
port Task Force to accomplish key, specific
oceans recommendations. The work of this
task force will be concluded shortly, and has
been very successful. Accomplishments in-
clude: gear restrictions protecting northern
right whales; expanded enforcement capabili-
ties for environmental ocean crime detection;
greater protection for sea turtles; and in-
creased funding for marine activities.

Scientific Support for Natural Re-
sources: The management of land and water,
and natural resource protection must be based
on sound and objective natural resource
science.

U.S. Geological Survey (USGS): The Depart-
ment of the Interior’s USGS provides research
and scientific information to land managers
and the public to better understand ecosystems
and species, land and water resources, and
natural hazards. Over the past eight years,
USGS became more responsive to the Nation’s
pressing and complex natural resource issues
by delivering scientific analysis, products, and
services in a useful, usable format to land
managers, other decision-makers, and the
public. USGS adopted a customer-driven focus
to enhance the relevance and usefulness of
its scientific information, and led the Govern-
ment in the standardization of scientific infor-
mation and digital data through major infra-
structure efforts such as the National Biologi-
cal Information Infrastructure. For 2001,
USGS also received increased funding to
expand State partnerships to acquire and
deliver scientific information for decision-mak-
ing. Examples of significant USGS accomplish-
ments since 1993 include:

e Real-time Data Availability—USGS oper-
ates national networks of stream gauges
and seismometers to monitor flooding and
earthquake activity. USGS accelerated the
development of real-time hazards informa-
tion delivery through significant invest-
ments to modernize and improve these
networks and other hazard networks and
provide information in real-time to the
public.

e Assessment of the Nation’s Biological Re-
sources at Century End— In June 1999,
USGS released the first large-scale assess-
ment of the Nation’s natural resources in
a two-volume report, Status and Trends
of the Nation’s Biological Resources. This
report synthesizes current information
within a historical perspective to docu-
ment how the Nation’s biological resources
are changing.

National Oceanic and Atmospheric Adminis-
tration (NOAA): The Administration’s support
for the modernization of NOAA’s National
Weather Service (NWS) and for the data



90

HIGHLIGHTS FROM FY 1994 TO FY 2001

collected by NOAA’s National Environmental
Satellite and Data Information Service greatly
improved weather forecasts and flood and
tornado warnings. Support to its Office of
Oceanic and Atmospheric Research provided
advances that now enable NOAA to predict
El Nino events with a level of skill and
enough lead time that the national and
international economies can save billions of
dollars a year in avoidable costs.

The benefits of the NWS modernization
and associated restructuring are dramatic
and have set the standard for weather agen-
cies worldwide. NWS’s modernization in-
creased warning lead time for flash floods
from 22 minutes in 1993 to an estimated
55 minutes in 2000, and the accuracy of
flash flood warning from 71 percent in 1993
to an estimated 86 percent in 2000; moderniza-
tion also increased the lead time for tornado
warnings by 100 percent and the accuracy
of tornado warnings by 62 percent. The
extra time and accuracy save lives. In addition,
three-to-four day weather forecasts are as
accurate as the two-day forecasts of 15 years
ago.

In 1993, NOAA identified 43,000 square
nautical miles of waters that were in critical
need of new hydrographic surveys around
major ports and harbors, as well as previously
unsurveyed areas of Alaska. With 98 percent
of cargo by weight coming into U.S. ports,
over half of it hazardous material, and ever
larger vessels pushing the limits of dredged
channels, the mariners’ need for accurate,
updated nautical charts was growing every
day. While NOAA estimated it would take
over 40 years to eliminate this critical survey
backlog, today, that estimate is cut in half,
thanks to increased resources, advances in
technology, and successful partnerships with
the private sector.

Recreational Resources

Enhanced Stewardship: This Administra-
tion took key steps to improve our investments
in national parks, wildlife refuges, national
forests, and other public lands, so that future
generations will have the same opportunity to
enjoy these national treasures that we have
today. Discretionary funding to maintain and
restore facilities on these lands has grown by

50 percent, from $1.0 billion in 1993 to over
$1.5 billion in 2001. Federal land management
agencies also now have temporary authority
to collect expanded recreation and user fees,
and reinvest the $200 million in annual fee
revenue in visitor facilities and services. Al-
though this authority is not yet permanent,
the experience over the past few years has
shown that the public is willing to pay fees
when they understand the funds will be used
to support the parks, forests, and refuges they
are visiting.

In addition to increased funding, the Admin-
istration initiated important management re-
forms to improve how these funds are spent.
The Department of the Interior’s National
Park Service, Fish and Wildlife Service, and
BLM have each begun extensive facility condi-
tion assessments to determine more accurately
where maintenance has been deferred. Facility
maintenance information systems are being
implemented to identify and track specific
maintenance and construction projects. Each
bureau ranks its projects to prepare a five-
year list of maintenance and construction
priorities, so that available funds may be
targeted at the most pressing needs. Other
reforms include: the development of capital
asset plans that identify up-front a project’s
cost, schedule, and performance goals; a re-
structuring of the National Park Service
construction planning process at its Denver
(Colorado) Service Center; and an increased
reliance on standardized designs and private
architectural firms. The Administration also
led the successful effort to improve manage-
ment of the National Wildlife Refuge System
by establishing wildlife conservation as the
dominant refuge goal and compatible wildlife-
dependent recreation (including hunting, fish-
ing, wildlife observation and photography,
and environmental education and interpreta-
tion) as priority public uses.

Pollution Control and Abatement

The Federal Government helps achieve the
Nation’s pollution control goals by: (1) taking
direct action; (2) funding actions by State,
local, and Tribal governments; and, (3) imple-
menting an environmental regulatory system.
The Environmental Protection Agency’s (EPA)
$7.8 billion in discretionary funds, a $0.9
billion or 13-percent increase over 1993,



6. NATURAL RESOURCES AND ENVIRONMENT

91

finances most activities in this area. EPA’s
discretionary funds have three major compo-
nents—the agency’s operating program, Super-
fund, and water infrastructure financing.

EPA’s $3.9 billion operating program pro-
vides the Federal funding to implement most
Federal pollution control laws, including the
Clean Air, Clean Water, Resource Conserva-
tion and Recovery, Safe Drinking Water,
Toxic Substances Control, and the Food Qual-
ity Protection Acts. Spending for the operating
program, which grew 40 percent during this
Administration, represents the backbone of
the Nation’s efforts to protect public health
and the environment.

Reduction of Air Pollution: Under the
Clean Air Act, EPA works to make the air
clean and healthy to breathe by setting stand-
ards for ambient air quality, toxic air pollutant
emissions, new pollution sources, and mobile
sources. During the last eight years, the Ad-
ministration took major steps to improve the

quality of the air we breathe, and helped re-
duce the number of metropolitan areas not in
compliance with the current Federal ozone
standard from 98 metropolitan areas in 1993
to 37 such areas today (see Chart 6-1). EPA
also promulgated new more health-protective
air quality standards for ozone and fine partic-
ulate matter that have yet to take effect.

Late in 1999, EPA established new rules
for the sulfur content of gasoline and for
tailpipe emissions from new cars and light
duty trucks that will result in vehicles that
are 77 to 95 percent cleaner than those
of today. These measures, to be phased
in from 2004 to 2009, may prevent thousands
of premature deaths, tens of thousands of
cases of respiratory illness, and hundreds
of thousands of lost work days. Late in
2000, EPA finalized similar rules for sulfur
content in diesel fuel and for heavy duty
truck engine emissions that will also have
a major impact in protecting public health.
In past years, EPA has also issued rules

Chart 6-1. Air Quality Trends
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to reduce toxic air pollution from chemical
plants by 90 percent, and put in place
a program to clear the haze and restore
pristine skies to our national parks.

Water Quality Improvement: Under the
Clean Water Act, EPA works to conserve and
enhance the ecological health of the Nation’s
waters, through regulation of point source dis-
charges and through multi-agency initiatives
such as the President’s Clean Water Action
Plan (CWAP). The CWAP focuses on three re-
maining challenges for restoring and pro-
tecting the 40 percent of the Nation’s water-
ways not attaining water qualit