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1. INTRODUCTION

Purpose of This Volume

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

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

The Analytical Perspectives volume this year con-
tinues to reflect an interest in publishing more informa-
tion on program performance, so that Executive agen-
cies, the Congress, and the public will become increas-
ingly informed about how well programs are per-
forming. Increased performance information can help
managers improve program effectiveness, and can help
Executive and Congressional policymakers improve the
allocation of public resources. The performance assess-
ment information is summarized in Chapter 2, “Budget
and Performance Integration,” and is discussed in many
other chapters, especially those in the section, “Cross-
cutting Programs.” One-page summaries of each pro-
gram assessment are available at www.ExpectMore.gov.

Again this year, several large tables are included as
part of the Budget on the enclosed Analytical Perspec-
tives CD-ROM. A list of the items on the CD-ROM
is in the Table of Contents of this volume.

Overview of the Chapters

Introduction

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

Performance and Management Assessments

2. Budget and Performance Integration. This chapter
summarizes the performance and management assess-
ments that have been completed to date using the Pro-
gram Assessment Rating Tool (PART). One-page sum-
maries of the program evaluations, as well as detail

on each of the assessments can be found at

www.ExpectMore.gov.

Crosscutting Programs

3. Homeland Security Funding Analysis. This chapter
discusses homeland security funding and provides infor-
mation on homeland security program requirements,
performance, and priorities. Additional detailed infor-
mation is available on the enclosed Analytical Perspec-
tives CD—-ROM.

4. Strengthening Federal Statistics. This chapter dis-
cusses the development of standards that principal sta-
tistical programs can use to assess their performance
and presents highlights of the related 2008 Budget pro-
posals.

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

6. Federal Investment. This chapter discusses spend-
ing across Federal agencies that yields long-term bene-
fits, and presents information on physical capital, re-
search and development, and education and training.
Also included in this chapter is material on the PART
assessments related to direct Federal investment spend-
ing. There is also a section on capital stocks.

7. Credit and Insurance. This chapter provides cross-
cutting analyses of the roles, risks, and performance
of Federal credit and insurance programs and Govern-
ment-sponsored enterprises (GSEs). It covers the cat-
egories of Federal credit (housing, education, business
including farm operations, and international) and insur-
ance programs (deposit insurance, pension guarantees,
disaster insurance, and insurance against security-re-
lated risks). Two detailed tables, “Table 7-10. Direct
Loan Transactions of the Federal Government” and
“Table 7-11. Guaranteed Loan Transactions of the Fed-
eral Government,” are on the enclosed Analytical Per-
spectives CD—-ROM.

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

9. Integrating Services with Information Technology.
This chapter presents a crosscutting look at invest-
ments in information technology (IT). It describes var-
ious aspects of the Administration’s information tech-
nology agenda, with special emphasis on the perform-
ance, efficiency, and effectiveness of the Government’s
IT investments. Five detailed tables: “Table 9-1. Effec-
tiveness of Agency’s IT Management and E-Gov Proc-
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esses,” “Table 9—2. Management Guidance,” “Table 9-3.
Agencies with IT Investments on the Management
Watch List,” “Table 9—4. Status of Presidential E-Gov-
ernment Initiatives,” and “Table 9-5. Lines of Business
(LoB) Update” are on the enclosed Analytical Perspec-
tives CD—-ROM.

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

11. California-Federal Bay-Delta Program Budget
Crosscut (CALFED). This chapter presents information
on Federal and State funding for the California-Federal
Bay-Delta Program, in fulfillment of the reporting re-
quirements for this program. Detailed tables on funding
and project descriptions are on the enclosed Analytical
Perspectives CD-ROM.

Economic Assumptions and Analyses

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

13. Stewardship. This chapter assesses the Govern-
ment’s financial condition and sustainability in an inte-
grated framework that includes Federal assets and li-
abilities; 75-year projections of the Federal budget
under alternative assumptions for discretionary spend-
ing, health costs, productivity, and demographics; actu-
arial estimates for the shortfalls in Social Security and
Medicare; a discussion of tax compliance; a national
balance sheet that shows the Federal contribution to
national wealth; and a table of economic and social
indicators. Together these elements serve similar ana-
lytical functions to a business’s accounting statements.

14. National Income and Product Accounts. This
chapter discusses how Federal receipts and outlays fit
into the framework of the National Income and Product
Accounts (NIPAs) prepared by the Department of Com-
merce. The NIPA measures are the basis for reporting
Federal transactions in the gross domestic product
(GDP) and for analyzing the effect of the budget on
aggregate economic activity.

Budget Reform Proposals

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

Federal Borrowing and Debt

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

Federal Receipts and Collections

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

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

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

Dimensions of the Budget

20. Comparison of Actual to Estimated Totals. This
chapter compares the actual receipts, outlays, and def-
icit for 2006 with the estimates for that year published
two years ago in the 2006 Budget. It also includes
a historical comparison of the differences between re-
ceipts, outlays, and the deficit as originally proposed
with final outcomes.

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

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

23. Off-Budget Federal Entities and Non-Budgetary
Activities. This chapter discusses off-budget Federal en-
tities (Social Security and Postal Service) and non-budg-
etary activities (such as cash flows for credit programs,
deposit funds, and regulation).

24. Federal Employment and Compensation. This
chapter provides summary data on the level and recent
trends in civilian and military employment, personnel
compensation and benefits, overseas staffing, and the
full compensation of military personnel.

Current Services Estimates

25. Current Services Estimates. This chapter presents
estimates, based on rules similar to those contained
in the Budget Enforcement Act (BEA), of what receipts,
outlays, and the deficit would be if no changes were
made to laws already enacted. It discusses the concep-
tual framework for these estimates and describes dif-
ferences with the BEA requirements. Two detailed ta-
bles, “T'able 25-13. Current Services Budget Authority
by Function, Category, and Program” and “Table 25-14.
Current Services Outlays by Function, Category, and
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Program,” are on the enclosed Analytical Perspectives Other
CD-ROM. The following material appears only on the enclosed
Budget System and Concepts Analytical Perspectives CD—-ROM:

. e Detailed Functional Tables. Table 27-1. “Budget
‘ 26. The Budget System and Concepts. This chapter Authority and Outlays by Function, Category, and
includes a basic reference to the budget process, con- Program”.
cepts, laws, and terminology, and includes a glossary o Federal Programs by Agency and Account. Table

of budget terms. 28-1. “Federal Programs by Agency and Account”.
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2. BUDGET AND PERFORMANCE INTEGRATION
I. INTRODUCTION

Good Government—a government fiscally responsible
to the people—must have as one of its core purposes
the achievement of results for the taxpayers. Taxpayers
expect the Federal Government to implement programs
that will ensure the Nation’s security and provide crit-
ical services. Taxpayers want their money spent wisely
and used to gain maximum benefit. Taxpayers have
the right to hold the Federal Government accountable
for its actions. To exercise this right, the taxpayers
must have clear, candid, and up-to-date information
about each program’s successes and failures. For the
second straight year, the Administration is providing
this type of information to all Americans on
ExpectMore.gov, a user-friendly government website
that describes which programs are performing, which
ones are not, and in both situations, what is being
done to improve them. (Greater detail about
ExpectMore.gov will be provided in a subsequent sec-
tion.)

The Administration is making the Federal Govern-
ment increasingly effective by making program budget
decisions based on program performance. The objective
of the President’s Budget and Performance Integration
(BPI) Initiative is to ensure that Federal dollars
produce the greatest results. Under the BPI Initiative,
agencies and OMB identify which programs work well,
which are deficient, and what can be done to improve
performance of each program. In some cases, the Ad-
ministration may find it necessary to reallocate funding
from less effective programs to more effective ones. The
final decisions about the scope of programs and the
size of program budgets are ultimately made jointly
by the Congress and the President. The BPI Initiative
provides information on program performance to help
the Executive and Legislative branches make better,
more informed decisions. Information about program
performance is now readily available and accessible to
the public on ExpectMore.gov.

The BPI Initiative measures a program’s success in
two principal ways:

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

o Greater Investment in Successful Programs: Over-
all, there are now more program-funding needs

and thus fewer resources to be allocated to each
funded program. These scarce resources need to
be allocated to programs that benefit the Nation
most effectively and efficiently. Though perform-
ance is not the only factor used to decide the size
of a program’s budget, Congress and the President
can utilize information about a program’s effec-
tiveness and efficiency in decision-making so that
taxpayer dollars are invested in programs that
provide the greatest return to the Nation. If poor
performing programs are unable to demonstrate
improved results, then their resources may be re-
allocated to programs that can demonstrate great-
er success and returns to the taxpayer.

Currently, the BPI Initiative is showing great
progress toward the first goal. Programs are becoming
more efficient and more effective through implementa-
tion of meaningful improvement plans.

Many programs are demonstrating improved results.
For example:

e The Social Security Administration increased
agency productivity by 13.1 percent since 2001
through increased use of information technology
and improved business processes. SSA would have
required $800 million more in 2006 to process the
same work if productivity improvements had not
been realized.

e In 2005, the Bureau of Prisons reduced the con-
struction cost per bed in high security facilities,
saving an estimated $54 million.

e The Federal Transit Administration implemented
its plan to process Formula Grants faster. In the
past, the highest reported processing time for
processing grants was 90 days. FTA now expects
to process such grants within only 36 days.

Agencies are identifying additional actions to improve
the performance of each of their programs. All agencies,
regardless of whether their programs perform poorly
or well, strive for increased program performance each
year.

Progress toward the second goal of improving re-
source allocation has been slow, but this year, the ad-
ministration had greater success. We have been suc-
cessful in terminating some low-performing programs
and better at targeting resources to well-performing
programs. In 2006, seven programs were terminated,
saving $230 million. Four programs were reduced, sav-
ing $300 million. Though no decision is based purely
on performance, overall, high performing programs re-
ceived larger funding increases than those that did not
perform as well.
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II. HOW THE BUDGET AND PERFORMANCE INTEGRATION INITIATIVE WORKS

Several aspects of the Budget Performance Integra-
tion (BPI) Initiative are designed to maximize program
performance. They include:

o Assessment of performance with the PART (Pro-
gram Assessment Rating Tool);

e Publishing a Scorecard to hold agencies account-
able for managing for results, addressing PART
findings, and implementing follow-up actions;

e Broadcasting results to the public on
ExpectMore.gov; and

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

Comprehensive Assessment with the Program
Assessment Rating Tool (PART)

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

History of the PART

The Federal Government spends trillions of dollars
on programs annually, but until the advent of the
PART, there was not a uniform basis for assessing how
well these programs actually work. For example, were
the billions of taxpayer dollars the Federal Government
spent on foster care actually preventing the maltreat-
ment and abuse of children? Are Federal efforts to re-
duce air pollution successful? Previous administrations
from President Johnson to President Clinton and Con-
gress have grappled with this problem. Each prior ad-
ministration has tried to come up with means by which
government programs are measured for results. The
most significant advance in bringing accountability to
government programs was the Government Perform-
ance and Results Act of 1993 (GPRA). This law requires

Federal agencies to identify both annual and long-term
goals and collect and report performance data. For the
first time, agencies were required to explicitly identify
measures and goals for judging the performance of each
of their programs and to collect information on an an-
nual basis in order to determine if they were meeting
those goals.

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

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

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

May 2002 | ——

[y 2002 ] —

g 2002 | —

Sept. 2002 | —

Nov. 2002 | —

Feb. 2003 | —|

June 2003 | —

*NAPA = National Academy
of Public Administration

PCIE = President's Council
on Integrity and Efficiency

PMAC = Performance
Measurement Advisory

PMC = President's
Management Council

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

Jan. 2004 | ——

July 2005 | —
Council Aug. 2005 | —

[Feb 2006 ] —

\J

Draft PART Tested on 67 Programs
Public Input Requested

External Review of PART -
NAPA/PCIE/PMAC*

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

PART Assessments Conducted with Agencies™*

First Congressional Hearing Held
PMAC Met

First Interagency Review Panel Conducted
Consistency Audit & Appeals Review

Published First Set of PARTs

Established Annual OMB Consistency Check

GAO Conducted Latest Review of PART

PART received Harvard's Innovations in American
Government Award

Online Tool - PARTWeb Launched

Established Formal Annual Appeals
Process

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

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

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

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

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

Rating Range
EffECHIVE oo 85-100
Moderately Effective ... 70-84
AJEQUALE ..o 50-69
INEffECtIVE ..o 0-49

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

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

Publish a Scorecard To Hold Agencies
Accountable

Agencies are achieving greater results with the help
of the habits and disciplines established through the
BPI Initiative. These agencies recognize that the PART
can be a useful tool to drive improvement in the per-
formance of their programs.

Agency success is judged by clear, Government-wide
goals or standards for Budget and Performance Integra-
tion. Agencies have developed and are implementing
detailed, aggressive action plans to achieve these goals.
Most importantly, agencies are held publicly account-
able for adopting these disciplines. To meet the Stand-
ards for Success for the BPI Initiative, an agency must:

¢ Demonstrate that senior agency managers meet
at least quarterly to examine reports that inte-
grate financial and performance information that
covers all major responsibilities of the Depart-
ment;

e Have strategic plans that contain a limited num-
ber of outcome-oriented goals and objectives. An-
nual budget and performance documents incor-
porate measures identified in the PART and focus
on the information used in the senior management
report described in the first criterion;

¢ Report the full cost of achieving performance goals
accurately in budget and performance documents
and accurately estimate the marginal cost of
changing performance goals;
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e Have at least one efficiency measure for all PART-
ed programs;

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

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

Each quarter, agencies receive two ratings. First,
they are rated on their status in achieving the overall
goals for each initiative. They are then given a green,
yellow or red rating to clearly announce their perform-
ance. Green status is for success in achieving each of
the criteria listed earlier; yellow is for an intermediate
level of performance; and red is for unsatisfactory per-
formance.

Second, agency progress toward reaching the Budget
and Performance Integration standards is assessed sep-
arately. This is reviewed on a case-by-case basis against
the work plan and related time lines established for
each agency. Progress is also given a color rating. Green
is given when implementation is proceeding according
to plans agreed upon with the agencies; Yellow for
when some slippage or other issues require adjustment
by the agency in order to achieve the initiative objec-
tives on a timely basis; and Red when the Initiative
is in serious jeopardy. In this case, it is unlikely to
realize objectives absent significant management inter-
vention.

As of December 31, 2006, fifteen agencies achieved
green status on the Budget and Performance Integra-
tion Initiative Scorecard. The agencies at green are:

1. Department of Agriculture

2. Department of Commerce

3. Department of Education

4. Department of Energy

5. Department of Justice

6. Department of Labor

7. Department of Transportation

8. Department of State

9. General Services Administration
10. National Aeronautics and Space Administration
11. National Science Foundation
12. Small Business Administration
13. Smithsonian
14. Social Security Administration
15. U.S. Agency for International Development

The Scorecard is an effective accountability tool to
ensure agencies manage the performance of their pro-

grams. Although a scorecard rating is not directly
linked to any specific consequences, it is quickly under-
stood at the highest levels of the Administration as
an indicator of an agency’s strength or weakness.

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

Broadcast Results on ExpectMore.gov

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

Up until the launch of ExpectMore.gov last year,
Americans had limited access to information on how
well the Federal Government performed. Now, every
American can see for themselves how their government
is performing. In many cases, the Federal Government
performs well. In some cases, it performs better than
the private sector.

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

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

e Increased public attention to performance;

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

be clearer; and

e Demand for better quality and more timely per-

formance data.
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Home About Contact

ExpectMore..

EXPECT FEDERAL PROGRAMS TO PERFORM WELL, AND BETTER EVERY YEAR.

The Federal Government is working to ensure its
programs perform well. Here we provide you
information about where we're successful and
where we fall short, and in both situations, what
we're doing to improve our performance next year.

Learn More o

Show me programs that are
PERFORMING co

Show me programs that are

NOT PERFORMING <o

Show me programs by
NAME or KEYWORD co

Show me programs by TOPIC &o
Show me programs by AGENCY o

Select an agency -

The content on ExpectMore.gov is developed by the U.S. Office of Management and Budget and Federal agencies.

FAQ Privacy Site Map Accessibility FOIA

Implement Inter-Agency Program Improvement

The Administration continues to look for new ways
to improve the performance of programs with similar
purposes or designs by using the PART to analyze per-
formance across agencies (i.e., cross-cutting analysis)
and State and local levels. Cross-cutting analysis can
improve coordination and communication by getting
managers from multiple agencies to agree to a common
set of goals and placing the focus on quantifiable re-
sults. This type of analysis breaks down barriers across
the Federal, State, and local levels so that all entities
work toward the same goal. Only topics that are ex-
pected to yield meaningful results are selected for cross-
cutting analyses. This past year the Administration
completed cross-cutting analysis of the government’s
math and science programs as part of the ACC (Aca-
demic Competitiveness Council).

Academic Competitiveness Council. The ACC set out
to identify all Federal education programs with a
science, technology, engineering, and math focus; clarify
the goals of these programs; identify the extent to

II1.

As mentioned above, the BPI Initiative measures its
success according to two measures:
e Improved Program Performance; and
e Greater Investment in Successful Programs
There has been greater success in achieving the goals
of the first measure. The BPI Initiative has caused
agencies to think more systematically about how they
measure and improve program performance. Though
there are many factors that impact program perform-
ance, it is clear that the BPI Initiative has framed
the discussion around results. Agencies have developed

which the programs have undergone independent, ex-
ternal evaluation based on sound, scientific principles
and have quantitative evidence of achieving their goals;
and identify better ways to measure and evaluate these
programs and efficiently integrate and coordinate Fed-
eral spending on Science, Technology, Engineering, and
Mathematics (STEM) education programs.

The ACC first identified 109 STEM education pro-
grams funded in 2006 for a total of $3.13 billion. Within
that total, elementary and secondary programs received
approximately $640 million (20 percent of the total),
postsecondary programs, including graduate and
postdoctoral programs, nearly $2.4 billion (76 percent)
and informal education and outreach programs close
to $103 million (4 percent). The group agreed on com-
mon goals for the programs, but found that few had
been rigorously evaluated and determined to be effec-
tive. These programs, like many managed by the Fed-
eral Government, must do more to gather and report
evidence of what activities are most effective at achiev-
ing common goals.

RESULTS

ways to measure their efficiency so they can figure
out how to achieve more with Americans’ tax dollars.

This marks the fifth year that the PART was used
to (1) assess program performance, (2) take steps to
improve program performance, and (3) help link per-
formance to budget decisions. To date, the Administra-
tion has assessed nearly 1000 programs, representing
approximately 96 percent of the Federal budget. Over
the next year, the Administration will use the PART
to assess the performance and management of most
of the remaining Federal programs.
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With the help of the PART, we have improved pro-
gram performance and transparency. There has been
a substantial increase in the total number of programs
rated either “Effective”, “Moderately Effective”, or “Ade-

quate”. This increase came from both re-assessments
and newly PARTed programs. The chart below shows
the percentage of programs by ratings category.

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

e 14 percent of programs improved their perform-
ance rating overall,

e 80 percent of programs have acceptable perform-
ance measures;

e 74 percent have achieved their long-term goals
and 80 percent have achieved their annual goals;
and

e 90 percent of programs have efficiency measures
and about half of them have achieved their effi-
ciency targets.

Unfortunately, there has not been a similar level of
accomplishment in the second measure: Greater Invest-
ment in Successful Programs. Though congressional use
of performance information has been limited, most in

Iv.

The BPI Initiative has identified several activities
to improve its effectiveness over the coming year:

Ensure Plans are Aggressive and Result in Improved
Performance.—Rigorous follow-up on recommendations
from the PART will accelerate improvements in the
performance of Federal programs. This will ensure that
the hard work done through the PART produces per-
formance and management improvements. Additionally,

the Congress are aware of the PART. This topic was
discussed extensively in a Government Accountability
Office (GAO) report issued last year.

GAO recommends that OMB select PART reassess-
ments and crosscutting reviews based on factors that
include the relative priorities, costs, and risks associ-
ated with clusters of related programs, and reflect con-
gressional input. Additionally, GAO recommended OMB
solicit congressional views on the performance issues
and program areas most in need of review; the most
useful performance data and the presentation of those
data. As mentioned above, OMB is using the PART
to improve the performance of similar programs in
areas that are expected to yield meaningful results.
OMB and agencies are also actively soliciting the views
of the Congress in PART assessments, on improvement
plans, and oversight efforts.

NEXT STEPS

implementation of these plans must be tracked and
reported.

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

Maximize ExpectMore.gov Impact.—The Federal Gov-
ernment should be accountable to the public for its
performance. This web-based tool provides candid infor-
mation on how programs are performing and what they
are doing to improve. The BPI Initiative will work to
increase the reach and impact of this valuable informa-
tion to improve program performance and account-
ability for results.

Note.—A table with summary information for all pro-
grams that have been reviewed using the Program As-
sessment Rating Tool (PART) is available at:
www.whitehouse.gov [omb [ budget [ fy2008 [ sheets /
part.pdf. This table provides program ratings, section
scores, funding levels, and other information. Addition-
ally, a complete data file and data model of all assess-
ments on  ExpectMore.gov is available at:
www.whitehouse.gov [omb [ expectmore [whatsnew.htm.
This is a comma-separated values file that academics
and researchers can use to analyze performance data.
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3. HOMELAND SECURITY FUNDING ANALYSIS

Since the terrorist attacks of September 11, 2001,
the Federal Government, with State, local and private
sector partners, has engaged in a broad, determined
effort to thwart terrorism, identify and pursue terrorists
abroad and implement an array of measures to secure
our citizens and resources at home. The Administration
has worked with the Congress to reorganize the Federal
Government; acquire countermeasures to chemical, bio-
logical, radiological, and nuclear (CBRN) weapons; en-
hance the security of our borders, transportation modes
and critical infrastructure; and strengthen America’s
preparedness and response capabilities in our cities and
local communities. Elements of our national homeland
security strategy—to prevent terrorist attacks within
the United States, reduce America’s vulnerability to ter-
rorism, and minimize the damage from attacks that
may occur—involve every level of government as well
as the private sector and individual citizens. Since Sep-
tember 11th, homeland security has continued to be
a major policy focus for all levels of government, and
one of the President’s highest priorities.

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

Data Collection Methodology and Adjustments

The Federal spending estimates in this analysis uti-
lize funding and programmatic information collected on
the Executive Branch’s homeland security efforts.!
Throughout the budget formulation process, the Office
of Management and Budget (OMB) collects three-year
funding estimates and associated programmatic infor-
mation from all Federal agencies with homeland secu-
rity responsibilities. These estimates do not include the
efforts of the Legislative or Judicial branches. Informa-

1All data in the Federal expenditures section are based on the President’s policy for
the 2008 Budget. Additional policy and baseline data is presented in the “Additional Tables”
section. Due to rounding, data in this section may not add to totals in other Budget
volumes.

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

tion in this chapter is augmented by a detailed appen-
dix of account-level funding estimates, which is avail-
able on the Analytical Perspectives CD—ROM.

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

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

Federal Expenditures

Total funding for homeland security has grown sig-
nificantly since the attacks of September 11, 2001. For
2008, the President’s Budget includes $61.1 billion of
gross budget authority for homeland security activities,
a $4.7 billion (8.4 percent) increase over the 2007 esti-
mated level.3 Not including the Department of De-
fense’s (DOD) funding, the gross non-defense 2008 re-
quest for homeland spending is $43.6 billion, or a $3.8
billion (9.5 percent) increase over the 2007 estimated
level. Excluding mandatory spending, fees, and the
DOD’s homeland security budget, the 2008 Budget pro-
poses a net, non-Defense discretionary increase of $3.4
billion (10.3 percent) over the 2007 level (see Table
3-1).

The 2008 Budget proposes homeland security funding
for a total of 31 agencies. Of those, five agencies—
the Departments of Homeland Security, Defense,
Health and Human Services (HHS), Justice (DOJ) and
Energy (DOE)—account for approximately 93 percent
of total Government-wide homeland security funding in
2008.

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

3Aside from DHS and DOD, all other agencies’ 2007 funding is at the estimated full-
year Continuing Resolution levels. Further, the FY07 gross homeland security funding ex-
cludes supplemental and emergency funding received in 2007 ($1.7 billion) and the Depart-
ment of Commerce’s mandatory borrowing authority for emergency communications inter-
operability grants ($1 billion).

19
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Table 3-1. HOMELAND SECURITY FUNDING BY AGENCY
(Budget authority, in millions of dollars)
2006 2007
: 2006 2007 2008
Budget Authority Actual SE%?&%T;V Enacted/CR Séﬁg'%@ﬁg;iv Request2

Department of Agriculture 5974 | o 522.5 | e 718.5
Department of Commerce 3 1811 | s 1941 | s 217.7
Department of Defense 16,479.3 1,030.5 16,538.3 | .oveveerererrienne, 17,461.2
Department of Education 2L A 24.0 232
Department of Energy .......ccooveveveninenns 1,702.1 | s 1,696.6 1,833.9
Department of Health and Human Services 4,424 1
Department of Homeland Security 29,666.5
Department of Housing and Urban Development .. 3.4
Department of the Interior ........cccccoevencnnee 48.4
Department of Justice 3,330.5
Department of Labor 51.8
Department of State ............ 1,405.7
Department of Transportation . 200.0
Department of the Treasury 118.0
Department of Veterans Affairs 270.0
Corps of Engineers ..........ccoeuuuuue 42.0
Environmental Protection Agency ... 152.4
Executive Office of the President 20.8
General Services Administration 423
National Aeronautics and Space Administration 193.9
National Science Foundation .........cccceeu... 375.4
Office of Personnel Management 2.3
Social Security Administration 217.1
District of Columbia .........cccccvevenenee 3.0
Federal Communications Commission ....... 3.6
Intelligence Community Management Account 58.0
National Archives and Records Administration 18.1
Nuclear Regulatory Commission ................. 68.9
Securities and Exchange Commission 18.3
Smithsonian Institution 92.8
United States Holocaust Memorial Museum 8.4
Corporation for National and Community Service 14.9
Total, Homeland Security Budget AUthority .............cccooeninicees 54,639.4 2,478.4 56,403.0 1,915.4 61,104.9

Less Department Of DEENSE .......ccvuieriiiumiineieiseeeieeise ettt -16,479.3 -1,030.5 =16,538.3 | oooerererereirans -17,461.2
Non-Defense Homeland Security Budget Authority, excluding Mandatory Interoperability

Communications Grants 4 38,160.1 39,864.7 43,643.7

Less Fee-Funded Homeland Security Programs .. -3,512.9 -4,396.4 -4,986.2

Less Mandatory Homeland Security Programs -2,256.9 -2,487.7 -2,291.0
Net Non-Defense Discretionary Homeland Security Budget Authority, excluding Mandatory

Interoperability Communications Grants 4 32,390.3 1,447.9 32,980.6 1,915.4 36,366.5

Plus Mandatory Interoperability COMMUNICAONS GIANES .........cvuurvvmeeeerirermecierinerinessseenssiseeinens | sevvsersnsssnesns | eveneessessessnesines 1,000.0 | oo | e
Net Non-Defense, Discretionary Homeland Security Budget Authority, including Mandatory

Interoperability Communications Grants 4 ... 32,390.3 1,447.9 33,980.6 1,915.4 36,366.5
Obligations Limitations
Department of Transportation Obligations LIMItation ..........cccccercinieinieinineneseessesesinens 121.0 | e 121.0 | o 121.3

1The 2007 supplemental and emergency funding levels for the Departments of Homeland Security (DHS), Justice (DOJ), and Treasury include both enacted and requested sup-
plemental funding. In the 2007 Global War on Terror (GWOT) supplemental request, DHS, DOJ, and Treasury request $120 million, $96 million, and $3 million, respectively, for

additional 2007 budget authority.

2The 2008 request levels for DHS and DOJ does not include additional budget authorities for 2008 requested in the 2007 GWOT supplemental request. Specifically, DHS and
DOJ request $225 million and $85 million, respectively, in additional budget authority for 2008 to be provided in the 2007 GWOT supplemental appropriation bill.
3DOC’s 2007 gross Continuing Resolution full-year estimate for homeland security excludes $1 billion in mandatory borrowing authority to provide Federal grants to public safe-
ty agencies for communications interoperability purposes. Although technically scored in 2007, this funding will be made available from proceeds of the Federal Communications

Commission’s 2008 auction of returned television spectrum.

4The Deficit Reduction Act of 2005 appropriated $1 billion from anticipated spectrum auction receipts for the Department of Commerce, in consultation with the Department of
Homeland Security, to make grants to public safety agencies for communications interoperability purposes.

The growth in Federal homeland security funding is
indicative of the efforts that have been initiated to se-
cure our Nation. However, it should be recognized that
fully developing the strategic capacity to protect Amer-
ica is a complex effort with many challenges. There

is a wide range of potential threats and risks from
terrorism. To optimize limited resources and minimize
the potential social costs to our free and open society,
homeland security activities should be prioritized based
on the highest threats and risks. Homeland security
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represents a partnership between the Federal govern-
ment and its State and local counterparts, the private
sector, and individual citizens, each with a unique role
in protecting our Nation.

The National Strategy for Homeland Security pro-
vides a framework for addressing these challenges. It
guides the highest priority requirements for securing
the Nation. As demonstrated below, the Federal govern-
ment has used the National Strategy to guide its home-
land security efforts. For this analysis, agencies cat-
egorize their funding data based on the critical mission
areas defined in the National Strategy: intelligence and
warning, border and transportation security, domestic
counterterrorism, protecting critical infrastructures and
key assets, defending against catastrophic threats, and
emergency preparedness and response.

The National Strategy is a dynamic document being
implemented through a robust interagency planning
and coordination process. It includes actions that agen-
cies use and must build upon to measure progress. In
some cases, progress may be easily measured. In others,
Federal agencies, along with State and local govern-
ments and the private sector, are working together to
develop measurable goals. Finally, in some areas, Fed-
eral agencies and partners must continue to develop
a better understanding of changing risks and threats—
such as the biological agents most likely to be used
by a terrorist group or the highest-risk critical infra-
structure targets—in order to develop benchmarks that
suit the needs of the moment and at the same time
align to long-term goals. For example, a major inter-
agency effort currently occurring at the Federal level
is the development of the National Implementation

Plan for the Global War on Terrorism and attendant
performance measures that address homeland security.

Funding presented in this report is analyzed in the
context of major “mission areas.” Activities in many
of the mission areas are closely related and certain
capabilities highlighted by a single mission area also
enhance capabilities captured by other mission areas.
For example, information gleaned from activities in the
intelligence and warning category may be utilized to
inform law enforcement activities in the domestic
counterterrorism category. Augmentation of pharma-
ceutical stockpiles, categorized as emergency prepared-
ness and response, may also address agents that rep-
resent catastrophic threats. However, for the purposes
of segmenting Federal homeland security funding by
mission areas, discussions of cross-cutting activities
have also been separated by mission areas.

Furthermore, there are a small number of notable
cross-cutting activities that are not specifically high-
lighted in any of the mission areas. For example, al-
though pandemic influenza preparedness is considered
an essential homeland security activity, it does not nec-
essarily fit into a single mission area, and general bio-
defense and preparedness activities of the Federal gov-
ernment encompass it. Nevertheless, the preparations
we are making for pandemic influenza have a direct
impact on our ability to defend against and respond
to terrorist Weapons of Mass Destruction (WMD)
threats.

The following table summarizes funding levels by the
National Strategy’s mission areas; more detailed anal-
yses are provided in subsequent mission-specific anal-
ysis sections.

Table 3-2. HOMELAND SECURITY FUNDING BY NATIONAL STRATEGY MISSION AREA
(Budget authority, in millions of dollars)
2007
2006 2006 2007 2008
Agency Supplemental/
Actual Supplemental | Enacted/CR Emergency Request
Intelligence and Warning ........cocvcvevencereeneeneninne 443.0 6.3 500.3 13.0 647.9
Border and Transportation Security 18,042.3 1,335.8 19,528.1 1,816.4 22,403.8
Domestic Counterterrorism ...........oecvveeveereennnens 4,535.6 89.8 4,980.3 83.0 4,889.4
Protecting Critical Infrastructure and Key Assets .. 17,933.2 862.4 17,919.7 3.0 19,096.1
Defending Against Catastrophic Threats 8,573.7 122.4 8,460.6 8,828.9
Emergency Preparedness and Response .. 4,992.3 61.6 4,935.9 5,022.0
ONBI oo 1193 | e 78.1 216.8
Total, Homeland Security Budget Authority ..... 54,639.4 2,478.4 56,403.0 1,915.4 61,104.9
Plus Mandatory Interoperability Communica-
HONS GIANS ...oovvercreecierrreererseereensseisene | ceverinensnesnens | veveeenineesenns 1,000.0 | coovveeerrrereres | s
Total Homeland Security Budget Authority
plus Mandatory Interoperability Communica-
tions Grants ... 54,639.4 2,478.4 57,403.0 1,915.4 61,104.9
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National Strategy Mission Area: Intelligence and
Warning

The intelligence and warning mission area covers ac-
tivities to detect terrorist threats and disseminate ter-
rorist-threat information. This category includes intel-
ligence collection, risk analysis, and threat-vulnerability
integration activities for preventing terrorist attacks.
It also includes information sharing activities among
Federal, State, and local governments, relevant private
sector entities, and the public at large. It does not

include most foreign intelligence collection—although
the resulting intelligence may inform homeland security
activities—nor does it fully capture classified intel-
ligence activities. In 2008, funding for intelligence and
warning is distributed between DHS (60 percent), pri-
marily in the Office of Intelligence and Analysis (I&A);
DOJ (27 percent), primarily in the Federal Bureau of
Investigation (FBI); and other Intelligence Community
members (9 percent). The 2008 funding for intelligence
and warning activities is 29.5 percent above the 2007
level.

Table 3-3. INTELLIGENCE AND WARNING FUNDING
(Budget authority, in millions of dollars)
2007
2006 2006 2007 2008
Agency Actual Supplemental | Enacted/CR Sgﬁéfgglt;l/ Request
Department of AGHCURUIE ........cvveeereeereeriicrireins 5.2 22.3
Department of Commerce ................. 1.8 1.8
Department of Homeland Security .... 380.1 388.4
Department of Justice ........c.ovuvenenne 54.8 173.8
Department of the Treasury ......c.ocveeeeererveenees 2.4 3.6
Intelligence Community Management Account ...... 56.0 | s 58.0
Total, Intelligence and Warning ................ccco.c.. 443.0 6.3 500.3 13.0 647.9

The major requirements addressed in the intelligence

and warning mission area include:

¢ Unifying and enhancing intelligence and analyt-
ical capabilities to ensure officials have the infor-
mation they need to prevent attacks; and
Implementing information sharing and warning
mechanisms, such as the Homeland Security Advi-
sory System, to allow Federal, State, local, and
private authorities to take action to prevent at-
tacks and protect potential targets.

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

In accordance with the IRTPA’s requirements for the
Information Sharing Environment (ISE), the DNI is
also ensuring that information sharing takes place in
an environment where access to terrorism information
is matched to the roles, responsibilities, and missions
of all the organizations across the intelligence commu-
nity. These changes allow the intelligence community
to “connect the dots” more effectively, develop a better
integrated system for identifying and analyzing ter-
rorist threats, and issue warnings more rapidly. The
DNI, in conjunction with the Homeland Security Coun-
cil (HSC) and relevant Federal agencies, has estab-
lished the ISE Implementation Plan and ISE Privacy

Guidelines in accordance with a Presidential directive
in December, 2005, which outlined new guidelines and
protocols for improving information sharing between
Federal, State, local, and foreign governments and the
private sector. The President has extended work on
the ISE for another two years and fully supports the
plan going forward to complete the ISE mandate as
outlined in IRTPA.

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

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

The 2008 budget request for the FBI supports im-
provements in its national security investigations and
intelligence analysis, as well as technical and tactical
support programs. Many of the improvements are tar-
geted at FBI’s National Security Branch, which inte-
grates the Intelligence Directorate, Counterterrorism
Division and Counterintelligence Division.

Over the past five years, the FBI has developed its
intelligence capabilities and improved its ability to pro-
tect the American people from threats to national secu-
rity. It has built on its established capacity to collect
information and enhanced its ability to analyze, dis-
seminate and utilize intelligence. The President’s 2008
Budget supports the FBI's priorities and its continuing
transformation by providing the resources needed to
enhance its national security capabilities and improve
supporting information technology and infrastructure.
These initiatives will increase the number of agents
and specialists working national security cases; enhance
intelligence collection, systems, and training; improve
IT systems that reduce paperwork and facilitate infor-
mation sharing; and upgrade biometric identification
systems to improve the identification of terrorists.

As a result of the Department of Homeland Security’s
2006 re-organization (Second Stage Review), a new Of-
fice of Intelligence and Analysis was established to
strengthen intelligence functions and information shar-
ing within DHS. 1&A gathers information to analyze
terrorist threats to critical infrastructure, transpor-
tation systems, or other targets inside the homeland.
Led by the DHS Chief Intelligence Officer reporting
directly to the Secretary, this office not only relies on
personnel from the former Information Analysis and
Infrastructure Protection Directorate, but also draws
on the expertise of other DHS components with infor-
mation collection and analytical capabilities. For exam-
ple, improved coordination and information sharing be-
tween border agents, air marshals, and intelligence an-
alysts deepens the Department’s understanding of ter-
rorist threats. By maintaining and expanding its part-
nership with the NCTC, DHS will better coordinate
its activities with other members within the Intel-
ligence Community and the DNI.

I&A also serves as the focal point for disseminating
homeland security information to State and local enti-
ties. For example, I&A is connected to homeland secu-
rity directors of States, counties, and territories through
the Homeland Security Information Network (HSIN)
and it is deploying the Homeland Security Data Net-
work (HSDN) to them as well. All fifty States and
major urban areas are connected to HSIN, and HSIN
is being rolled out to major counties as well. Further-
more, in recognition of the limitations of virtual inter-
actions through electronic communications networks,
beginning in late 2006, I&A has begun deploying liai-
sons and intelligence analysts to State and Local Intel-
ligence Fusion Centers across the nation to improve
the flow and quality of homeland security information
to State, local and private sector partners and ensure
a more accurate situational awareness for DHS and
its Federal partners.

National Strategy Mission Area: Border and

Transportation Security

This mission area covers activities to protect border
and transportation systems, such as screening airport
passengers, detecting dangerous materials at ports

Table 3-4. BORDER AND TRANSPORTATION SECURITY FUNDING

(Budget authority, in millions of dollars)

2007
2006 2006 2007 2008
Agency Actual Supplemental | Enacted/CR Sgﬁéfgglt;l/ Request
Department of AGHCURUIE ........cvvereerreereeriierinenns 210.2 221.7
Department of COMMEICE ........couvverererermeeereeienens 15 1.6
Department of ENEIGY ..o | e | cvveiesineensinnees | svevenesessneeeees 7.1
Department of Homeland Security ..........ccocceenen. 16,732.1 1,335.8 18,086.3 20,812.8
Department of JUSHCE .....vvvvereeeeeecireireeseiseessisnennens 304 | s 25.4 4.6
Department of State ........cccvervmevreeenerneerncenenens 1,056.6 1,188.3 1,346.0
Department of Transportation ............ccccccvvreereernenee 17.7 | e 16.4 10.0
Total, Border and Transportation Security ....... 18,042.3 1,335.8 19,528.1 22,403.8
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overseas and at U.S. ports-of-entry, and patrolling our
coasts and the land between ports-of-entry. The major-
ity of funding in this mission area ($20.9 billion, or
93 percent, in 2008) is in DHS, largely for the U.S.
Customs and Border Protection (CBP), the Transpor-
tation Security Administration (TSA), and the U.S
Coast Guard. Other DHS bureaus and other Federal
Departments, such as the Departments of State and
Justice, also play significant roles. The President’s 2008
request would increase funding for border and transpor-
tation security activities by 6.7 percent over the 2007
level.

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

The 2008 Budget provides approximately $8.8 billion
for the Border Patrol (an increase of 36 percent over
2007) including funding for 3,000 new agents. The
President has committed to doubling the size of the
Border Patrol to over 18,000 agents before he leaves
office. At the start of the President’s Administration,
there were 9,096 Border Patrol agents. This Budget
will bring the total number of agents to 17,819, and
the next one will meet the President’s goal. To gain
control of our borders, the Budget also continues fund-
ing for fencing technology and other infrastructure
along the border. For example, in September of 2006,
DHS awarded a contract to implement the technological
and infrastructure component of its Secure Border Ini-
tiative effort, SBInet. SBInet will concentrate on using
proven technology to significantly improve the avail-
ability of information and tools to Border Patrol agents
so they can better detect, identify, classify and confront
illegal border activity by those who pose a threat to
the United States. The Budget includes $1 billion for
this priority. This investment will support smarter and
more secure borders.

The Administration has effectively ended the practice
of “catch and release” along the northern and southern
borders. Non-Mexican illegal aliens apprehended at the
border are now detained and then returned to their
home countries as quickly as possible and all non-crimi-
nal Mexicans apprehended for crossing the border ille-
gally are returned to Mexico immediately. The 2008
Budget includes $2.2 billion in detention and removal
resources to continue this success and supports a total

of 28,450 detention beds across the country to house
illegal aliens apprehended by DHS.

To improve coordination and provide assistance to
State and local law enforcement officials, the Budget
will expand a successful Federal, State and local part-
nership—the 287(g) program, which provides State/local
law enforcement officials with guidance and training
in immigration law, subject to the direction of the Sec-
retary of Homeland Security. The 2008 Budget includes
an increase of $26 million for the 287(g) program and
the Law Enforcement Support Center, including the
training of 250 State and local law enforcement officers,
detention beds for apprehended illegal aliens, and per-
sonnel to assist State and local law enforcement when
they encounter aliens. The Budget also includes an in-
crease of $29 million to identify criminal aliens in Fed-
eral, State, and local prison facilities and remove those
aliens from the United States, $13 million for inves-
tigating smuggling and border criminal activity and $5
million for identifying, apprehending, prosecuting and
removing aliens involved in gang activities.

Key to the Federal Government’s screening of inter-
national visitors is the US-VISIT program, which is
designed to expedite the clearance of legitimate trav-
elers while identifying and denying clearance to those
who may intend harm. US-VISIT currently collects two
digital fingerprints and a digital photograph of all for-
eign visitors entering the United States. The ability
to screen foreign visitors against criminal and terrorist
databases as well as confirming the identity of travelers
has improved border security. However, in the future,
to improve accuracy in the identification of visitors,
first-time visitors to the United States will be enrolled
in the program by submitting ten fingerprints, allowing
for improved accuracy in identifying foreign visitors and
preventing the entry of known terrorists and criminals
to the United States. DHS, in conjunction with the
Departments of State and Justice, will implement this
multiyear project to improve screening, and the 2008
Budget includes $462 million for US-VISIT, of which
$228 million is for 10-print deployment and interoper-
ability with the FBI’s fingerprint system, the Integrated
Automated Fingerprint Identification System.

In the area of aviation security, the Administration
continues to enhance the multiple levels of security im-
plemented in the wake of the September 11th attacks.
The Transportation Security Administration has made
significant improvements in aviation security since Sep-
tember 11t by implementing a layered, risk-based secu-
rity approach. These advances include hardened cockpit
doors, a greatly expanded Federal Air Marshals pro-
gram, arming some pilots through the Federal Flight
Deck Officers program, offering voluntary self defense
training to crew members, and screening 100 percent
of passenger and checked baggage. TSA will further
strengthen these efforts in 2008 by requesting $4 billion
for aviation screening operations. TSA will also commit
$729 million to the purchase, installation, and mainte-
nance of baggage screening devices, including inline
systems that will increase baggage throughput up to
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250 percent. The Budget also provides more than $82
million for emerging technology at passenger check-
points. This technology will enhance the detection of
prohibited items, especially firearms and explosives,
through the use of additional sensors such as whole
body imaging, liquid bottle scanners, automated explo-
sive sampling, and cast and prosthesis scanners.
Safeguarding our seaports is critical since terrorists
may seek to use them to enter the country or introduce
weapons or other dangerous materials. With 95 percent
of all U.S. cargo passing through the Nation’s 361 ports,
a terrorist attack on a major seaport could slow the
movement of goods and be economically devastating to
the nation. The Maritime Transportation Security Act
(MTSA) and its implementing regulations, issued by
DHS in October 2003, require ports, vessels, and facili-
ties to conduct security assessments. In 2008, the Coast
Guard will continue to ensure compliance with MTSA
port and vessel security standards and regulations. The
2008 Budget provides nearly $3 billion for port security
across DHS, primarily for Coast Guard port security
activities such as Maritime Safety and Security Teams
and harbor patrols. In addition, the Coast Guard’s
budget funds operations to strengthen intelligence col-
lection and surveillance capabilities in the maritime
environment, both of which contribute to the broader
Coast Guard effort to enhance Maritime Domain
Awareness. In 2007, Congress passed P.L. 109-347, the
SAFE Port Act, which requires enhanced screening of
cargo bound for the Unites States, among other port
security measures. In addition, port operators are eligi-
ble for grants to fund security enhancements under
DHS’ Infrastructure Protection Program (IPP) which
falls under the Infrastructure Protection mission area.
The State Department Bureau of Consular Affairs
is the second largest contributor to border and transpor-
tation security. The State Border Security program in-
cludes visa, passport, American Citizen Services and
International Adoption programs. In 2008, the State
Department will continue working with interagency
partners to enable the transition of the US-VISIT pro-
gram to a ten fingerprint system. For visitors that re-
quire a visa, the Department of State collects the visi-
tor’s biometric and biographic data, which is then
checked against watch lists, thereby improving the abil-

ity to make a visa determination. When the visitor
arrives in the United States, US-VISIT procedures
allow DHS to determine whether the person applying
for entry is the same person who was issued the visa
by the Department of State. This and additional watch
list checks improve the ability of DHS to make admissi-
bility decisions.

In addition, the Department of State will also lead
the implementation of the Western Hemisphere Travel
Initiative in 2008, which mandates that all persons
travelling internationally within the Western Hemi-
sphere travel with a passport or other authorized docu-
ment by 2009. Under this initiative, United States citi-
zens and foreign visitors traveling to and from the Car-
ibbean, Bermuda, Panama, Canada or Mexico will be
required to have a passport or standardized travel card
that establishes the bearer’s identity and nationality
to enter or re-enter the United States. The initiative
will improve security at our borders by standardizing
entry and exit information and increasing the ability
of Government agencies to work together.

National Strategy Mission Area: Domestic

Counterterrorism

Funding in the domestic counterterrorism mission
area covers Federal and Federally-supported efforts to
identify, thwart, and prosecute terrorists in the United
States. The largest contributors to the domestic
counterterrorism mission are law enforcement organiza-
tions: within DOJ (largely the FBI) and DHS (largely
ICE), which account for 53.3 and 45 percent of total
funding for 2008, respectively.

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

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

¢ Apprehending potential terrorists; and

e Improving law enforcement cooperation and infor-
mation sharing to enhance domestic
counterterrorism efforts across all levels of govern-
ment.

Table 3-5. DOMESTIC COUNTERRORISM FUNDING
(Budget authority, in millions of dollars)
2007
2006 2006 2007 2008
Agency Actual Supplemental | Enacted/CR SE‘?&?&%@;V Request
Department of Homeland Security ..........cccoceneeneee 2,201.0
Department of INtEHOT .....c.vvveveireerererereseirsirsernens 0.3
Department of JUSHCE ........cccoovevreiniiniiriniicinis 2,604.0
Department of Transportation ............ccccccvvreereernenee 21.0
Department of the Treasury ........cocvveveneneninne 61.7
Social Security Administration ..........c.cccoeerernienen. 1.4
Total, Domestic Counterterrorism ...................... 4,889.4
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The President’s 2008 Budget supports the FBI’s top
strategic priority: to protect the United States from ter-
rorist attacks. FBI continues to build its
counterterrorism capabilities post-September 11t. Over
the past six years, FBI has shifted resources to
counterterrorism from lower priority programs, hired
and trained additional field investigators, enhanced
science and technology capabilities, and strengthened
headquarters oversight of the counterterrorism pro-
gram. In addition, FBI has integrated its
counterterrorism, counterintelligence, and intelligence
functions by establishing the National Security Branch
to oversee all three programs. More recently, the FBI
has created a Weapons of Mass Destruction Directorate
to coordinate all investigative and analytical efforts di-
rected at WMD issues. Overall, FBI resources in the
domestic counterterrorism category have increased from
$0.9 billion in 2002 to $2 billion in 2008. Among the
largest 2008 initiatives for enhancing counterterrorism
capabilities are $38 million to improve FBI’s data inter-
cept and access program, $26 million to fund additional
counterterrorism agents, and $19 million to expand the
WMD Directorate.

Within DHS, ICE focuses on a broad array of national
security, financial, and smuggling violations, including
illegal arms exports, financial crimes, commercial fraud,
and human trafficking. The 2008 Budget provides $2
billion for these enforcement activities.

National Strategy Mission Area: Protecting Crit-
ical Infrastructure and Key Assets

Funding in the protecting critical infrastructure and
key assets mission area captures the efforts of the U.S.
Government to secure the Nation’s infrastructure, in-
cluding information infrastructure, from terrorist at-
tacks. Protecting the Nation’s key assets is a complex
challenge for two reasons: (1) the diversity of infrastruc-
ture and (2) the high level of private ownership (85
percent) of the Nation’s key assets. DOD continues to

report the largest share of funding in this category
for 2008 ($12 billion, or 62.8 percent), which includes
programs focusing on physical security and improving
the military’s ability to prevent or mitigate the con-
sequences of attacks against departmental personnel
and facilities. Nevertheless, DHS has overall responsi-
bility for prioritizing and executing infrastructure pro-
tection activities at the national level and accounts for
$3 billion (16 percent) of 2008 funding. In addition,
a total of 25 other agencies report funding to protect
their own assets and work with States, localities, and
the private sector to reduce vulnerabilities in their
areas of expertise. The President’s 2008 request in-
creases funding for activities to protect critical infra-
structure and key assets by $1.2 billion (6.6 percent)
over the 2007 level.

Securing America’s critical infrastructure and key as-
sets is a complex task. The major requirements include:

e Unifying disparate efforts to protect critical infra-
structure across the Federal Government, and
with State, local, and private stakeholders;
Building and maintaining an accurate assessment
of America’s critical infrastructure and key assets
and prioritizing protective action based on risk;
Enabling effective partnerships to protect critical
infrastructure; and
Reducing threats and wvulnerabilities in cyber-
space.

Homeland Security Policy Directive 7 (HSPD-7),
signed in December 2003, established a national policy
to protect critical infrastructure and key resources from
attack, to ensure the delivery of essential goods and
services, and to maintain public safety and security.
Under HSPD-7, DHS is responsible for coordinating
Federal critical infrastructure programs and working
closely with State and local governments and the pri-
vate sector to align protection efforts. To provide the
overall framework to integrate various critical infra-
structure protection activities, DHS developed the Na-

Table 3-6. PROTECTING CRITICAL INFRASTRUCTURE AND KEY ASSETS FUNDING

(Budget authority, in millions of dollars)

2007
2006 2006 2007 2008
Agency Actual Supplemental | Enacted/CR Sgﬁéfgglt;l/ Request

Department of Agriculture 90.7 31.1 64.0
Department of Defense ... 11,150.5 11,254.0 11,966.2
Department of Energy ...... 1,520.6 1,515.1 1,607.1
Department of Health and 181.7 184.8 180.2
Department of Homeland Security ..........cccocvveune 2,698.3 2,779.6 3,035.5
Department of JUSHCE .....coveeeeereercineireirereineineineene 541.1 531.2 494.3
Department of Transportation ............cccccvvveurerrrenee 131.9 131.9 166.1
Department of Veterans Affairs ........c.cocveneneninne 262.5 208.3 221.9
National Aeronautics and Space Administration .... 212.6 199.2 193.9
National Science Foundation 317.2 317.2 350.4
Social Security Administration ... 174.6 191.9 215.0
Other AQENCIES ..ucevuvermrererierieesseeiesieesiessssennes 651.7 575.4 601.6
Total, Protecting Critical Infrastructure and Key

ASSELS oottt 17,933.2 862.4 17,919.7 3.0 19,096.1
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tional Infrastructure Protection Plan (NIPP). The plan’s
risk-management approach provides the framework for
government and industry to work together on common
protective goals, while focusing resources where they
are needed the most.

Recognizing that each infrastructure sector possesses
it own unique characteristics, HSPD-7 also designated
sector-specific agencies to coordinate infrastructure pro-
tection efforts within each sector. This approach enables
agencies to rely on specialized expertise and long-stand-
ing relationships with industry in conducting infra-
structure protection activities. There are 17 critical in-
frastructure sectors and 9 sector-specific agencies, in-
cluding DHS. In December of 2006, DHS received the
first set of sector-specific plans that address how each
critical infrastructure sector will work together to col-
lect infrastructure information, prioritize assets and
protective programs, and develop metrics to inform fu-
ture initiatives.

Although these efforts aimed at protecting critical in-
frastructure and key assets nationwide are in motion,
the Administration has also been focusing on a select
number of high-priority areas in parallel with NIPP
implementation. For example, the 2008 Budget provides
$25 million to DHS to focus on chemical security regu-
lation enforcement activities, such as requiring security
vulnerability assessments and facility security plans
and inspecting chemical facilities for compliance. The
budget for the Environmental Protection Agency in-
cludes $22 million in 2008 to begin testing the last
of its pilot systems for the Water Security Initiative.
The program develops pilot systems for cost effective,
early warning of disease, pest, or poisonous agents in
drinking water systems and offers subsequent con-
sequence management. The Department of Agriculture
also has completed extensive physical security assess-
ments to make sure that agricultural physical security
issues throughout the United States are in line with
the latest best practices. Many other departments and
agencies have critical infrastructure protection pro-
grams underway that support the mission of the NIPP
and will benefit from the NIPP process.

DHS recently reorganized and combined its prepared-
ness and response functions to fulfill requirements of
the 2007 Homeland Security Appropriations Act. DHS
also created the National Protection and Programs Di-
rectorate (NPPD), which includes offices that were
omitted from the transfer to FEMA by statute. These
offices, which focus on physical and cyber infrastructure
protection, communications, as well as other major se-
curity initiatives, will be part of the newly created
NPPD.

The Office of Infrastructure Protection (IP), located
within this new directorate, is responsible for managing
and prioritizing infrastructure protection at the na-
tional level. The Office operates the national asset data-
base, which aggregates infrastructure data from across
the nation. The database supports DHS in developing
a risk-based strategy for protection and can be used
to identify critical infrastructure under certain sce-

narios. IP also conducts site visits and assessments
each year, and has used this information to develop
site security guidelines for nuclear power plants and
chemical facilities. The 2008 Budget provides $240 mil-
lion for these activities. In conjunction with funding
for the Office of Infrastructure Protection, the Adminis-
tration supports the Infrastructure Protection Program,
which consists of five grant programs funding security
enhancement projects in and around transportation as-
sets and other critical infrastructure sites. Awarded
through the Office of Grant Programs, IPP grants sup-
plement State and local infrastructure security efforts,
especially detection and prevention investments.

Cyberspace security is a key element of infrastructure
protection because the Internet and other computer sys-
tems link infrastructure sectors. The consequences of
a cyber attack could cascade across the economy, imper-
iling public safety and national security. To address
this threat, DHS established the National Cyber Secu-
rity Division (NCSD) in 2003—in response to the Presi-
dent’s National Strategy to Secure Cyberspace—in order
to identify, analyze and reduce cyber threats and
vulnerabilities, coordinate incident response, and pro-
vide technical assistance. NCSD, now part of NPPD,
works collaboratively with public, private, and inter-
national entities to secure cyberspace and America’s
cyber assets. NCSD has also established the U.S. Com-
puter Emergency Response Team (US-CERT), which op-
erates a cyber watch, warning, and incident response
center. US-CERT supports a watch and warning capa-
bility responsible for tracking incident and trend data,
ranking associated severity, and generating real-time
alerts.

NCSD also operates a Control Systems Security Pro-
gram. Today, many critical infrastructures such as pipe-
lines, water and pumping stations, and pharmaceutical
production are run by computerized control systems.
These systems make our critical infrastructure assets
more automated, more productive, more efficient, and
more innovative, but they also may expose those phys-
ical assets to cyber-related threats. NCSD works to ad-
dress these weaknesses and enhance control systems
security. To evaluate readiness and response programs
such as the National Response Plan, NCSD has con-
ducted national cyber exercises such as Cyber Storm
with public and private sector entities. These exercises
test our capabilities and improve our ability to respond
to an incident. To support these critical preparedness
activities, the Budget includes $98 million for the
NCSD in 2008.

National Strategy Mission Area:
Against Catastrophic Threats

Defending

The defending against catastrophic threats mission
area covers activities including research, development,
and deployment of technologies, systems, and medical
measures to detect and counter the threat of chemical,
biological, radiological, and nuclear weapons. The agen-
cies with the most significant resources to help develop
and field technologies to counter CBRN threats are:
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(1) DOD ($5 billion, or 57.6 percent, of the 2008 total);
(2) HHS, largely for research at the National Institutes
of Health (NIH) ($1.9 billion, or 22.1 percent, of the
2008 total); and (3) DHS ($1.3 billion, or 14.5 percent,

of the 2008 total). The President’s 2008 request would
increase funding for activities to defend against cata-
strophic threats by $368 million (4 percent) over the
2007 level.

Table 3-7. DEFENDING AGAINST CATASTROPHIC THREATS FUNDING

(Budget authority, in millions of dollars)

2007
2006 2006 2007 2008
Agency Actual Supplemental | Enacted/CR Sgﬁéfg‘e%?;v Request
Department of Agriculture 238.3 | s 226.0 343.5
Department of Commerce ... 80.6 | corririiiis 88.7 90.7
Department of Defense ....... 4,988.5 122.0 4,889.8 5,007.9
Department of ENErgy ........cccooveemveenereriscrniinens 62.1 62.1 63.2
Department of Health and Human Services .......... 1,806.0 1,848.5 1,954.2
Department of Homeland Security ..........ccccoceveneene 1,306.1 1,255.1 1,276.7
Department of JUstice .......c.ccvevrveenee 374 40.0 43.9
Department of the Treasury ... | corevnnienniiens | cvvererneissnnies | veveneiesineeenes 1.8
National Science Foundation ........ 27.0 27.0 25.0
Nuclear Regulatory Commission ............ccceuveeen. 278 | s 234 | e 21.9
Total, Defending Against Catastrophic Threats 8,573.7 122.4 8,460.6 | .......cccocvrernnn. 8,828.9

The major requirements addressed in this mission
area include:

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

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

To protect against a nuclear or radiological weapon
entering the country, the Domestic Nuclear Detection
Office (DNDO) was created in 2005 within DHS to co-
ordinate the Nation’s nuclear detection efforts. DNDO,
together with the Departments of State, Energy, De-
fense, and Justice, is responsible for developing and
deploying a comprehensive system to detect and report
any attempt to import a nuclear explosive device or
radiological material into the United States. DNDO is
also responsible for establishing response protocols to
ensure that the detection of a nuclear explosive device
or radiological material leads to timely and effective
action by military, law enforcement, emergency re-
sponse, and other appropriate Government assets. The
2008 Budget includes $562 million for DNDO, a 17
percent increase from the 2007 level.

In 2008, DNDO will invest $100 million in trans-
formational research and development aimed at en-
hancing our ability to detect, identify, and attribute
nuclear and radiological materials. This research looks
beyond current capabilities and seeks to find new sci-
entific tools and methodologies that may prove useful
in broad efforts to focus the Nation’s resources toward
countering the threat of nuclear and radiological de-
vices. DNDO’s budget also includes $178 million for
the deployment of both fixed and mobile radiation por-
tal monitors at strategic points of entry throughout the

country. An additional $30 million will be used to im-
prove the detection of radiological and nuclear mate-
rials in and around the Nation’s major urban areas
under a program called Securing the Cities. Together
with overseas non-proliferation efforts led by the De-
partment of State, and overseas detection capabilities
managed by the Department of Energy, these programs
seek to create a seamless approach toward preventing
terrorists anywhere in the world from acquiring, trans-
porting, or introducing these materials into the United
States.

To counter the threat of CBRN weapons, the Budget
continues to invest in efforts to decrease the time be-
tween an attack and implementation of Federal, State
and local response protocols. Unlike an attack with con-
ventional weapons, a CBRN attack may not be imme-
diately apparent. Working to ensure earlier detection
and characterization of an attack helps protect and save
lives. DHS will therefore continue to support efforts
such as the BioWatch environmental monitoring pro-
gram, which samples and analyzes air in over 30 metro-
politan areas to continually check for dangerous biologi-
cal agents. The program is designed to provide early
warning of a large-scale biological weapon attack, there-
by allowing the distribution of life-saving treatment and
preventative measures before the development of seri-
ous and widespread illnesses. Beginning in 2008, DHS
bio-defense programs such as BioWatch and biosurveil-
lance will be consolidated in the newly established Of-
fice of Health Affairs. However, on-going research and
development into next-generation bio-sensors that are
able to better detect biological pathogens will continue
in DHS’s Science and Technology Directorate.

A key element in defending against catastrophic
threats is developing and maintaining adequate coun-
termeasures for a CBRN attack. This not only means
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stockpiling countermeasures that are currently avail-
able, but developing new countermeasures for agents
that currently have none, and next-generation counter-
measures that are safer and more effective than those
that presently exist. The Budget continues HHS’s in-
vestment in developing medical countermeasures to
CBRN threats with $1.9 billion in funding, which is
more than $1.8 billion over the level prior to September
11t (this includes funding for programs focused on
chemical and radiological and nuclear countermeasures
referenced below). For 2008, the Budget includes nearly
$190 million for the advanced development of medical
countermeasures against threats of bioterrorism. Large
investments in basic research of medical counter-
measures at HHS have helped create multiple prom-
ising products to protect the public against the threat
of a terrorist attack. These investments will accelerate
the development of these products to help Project Bio-
Shield acquire them more quickly for inclusion in the
Strategic National Stockpile.

HHS will also continue to improve human health sur-
veillance with $88 million dedicated to biosurveilance
activities, including the BioSense program (allowing
local, State, and national public health authorities to
monitor “real-time” trends in data from hospitals, emer-
gency departments, and laboratories to identify and
characterize potential human health threats), increas-
ing laboratory capacity, and augmenting the number
and quality of border health and quarantine stations.
The Food and Drug Administration and the Department
of Agriculture will also conduct surveillance to ensure
the security of the food supply. Information collected
from these programs will be disseminated to the Na-
tional Biosurveillance Integration Center at DHS.

DOD defends the nation against catastrophic threats
by undertaking long-term research on chemical and bio-
logical threats and by developing strategies to counter
the risk of such attacks. DOD’s efforts in maritime
defense and interdiction provide early detection and re-
sponse to possible CBRN threats. DOD also conducts
anti-terrorism planning to defend against a potential

CBRN or other terrorist attack against a military base
or installment. Finally, the U.S. Northern Command,
the military command responsible for DOD’s homeland
defense activities, is included in this category.

National Strategy Mission Area: Emergency Pre-
paredness and Response

The Emergency Preparedness and Response mission
area covers agency efforts to prepare for and minimize
the damage from major incidents and disasters, particu-
larly terrorist attacks that endanger lives and property
or disrupt Government operations. The mission area
encompasses a broad range of agency incident manage-
ment activities, as well as grants and other assistance
to States and localities. Response to natural disasters,
including catastrophic natural events such as Hurricane
Katrina, does not directly fall within the definition of
a homeland security activity for funding purposes, as
defined by Section 889 of the Homeland Security Act
of 2002. However, in preparing for terrorism-related
threats, many of the activities within this mission area
also support preparedness for catastrophic natural dis-
asters. Additionally, lessons learned from the response
to Hurricane Katrina will help to revise and strengthen
catastrophic response planning.

HHS, the largest participant in this mission area
($2.3 billion, or 48.4 percent, in 2008), assists States,
localities and hospitals to upgrade public health capac-
ity and maintains a national stockpile of medicines and
vaccines for use following an event. DHS maintains
the second largest share of funding in this category
($1.5 billion, or 30.7 percent, for 2008), mainly for pre-
paredness grant assistance to State and local first re-
sponders. A total of 23 other agencies include emer-
gency preparedness and response funding. A number
of agencies maintain specialized response assets that
may be called upon in select circumstances, and others
report only funding for their agency’s internal prepared-
ness capability. The major requirements addressed in
this mission area include:

Table 3-8. EMERGENCY PREPAREDNESS AND RESPONSE FUNDING

(Budget authority, in millions of dollars)

2007
2006 2006 2007 2008
Agency Actual Supplemental | Enacted/CR Sgﬁéfgglt;l/ Request

Department of Defense ........ccocvevveerereeveereensennnnens 340.4 46.2 394.5 4871
Department of Energy .......cooveevevenivieinnns 1194 | 119.4 156.3
Department of Health and Human Services 2,364.2 0.1 2,279.9 2,289.7
Department of Homeland Security .............. 1,842.9 15.3 1,821.6 1,755.6
Other AGENCIES .....c.uvuevrrieeriereieeiereseierisee s 3254 | s 320.5 333.3
Total, Emergency Preparedness and Response ... 4,992.3 61.6 4,935.9 | i 5,022.0

Plus Mandatory Communications Interoper-

ability Grants ... | v | e 1,000.0 | oo | e

Total, Emergency Preparedness and Re-

sponse, including Mandatory Communica-

tions Interoperability Grants ................cc.ccc.... 4,992.3 61.6 5,935.9 | .o 5,022.0
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o Establishing measurable goals for national pre-
paredness and ensuring that Federal funding sup-
ports these goals;

e Ensuring that Federal programs to train and
equip States and localities meet national pre-
paredness goals in a coordinated and complemen-
tary manner;

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

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

¢ Implementing the National Incident Management
System;

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

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

Many of the key elements of the national emergency
response system are already in place. During 2004, sep-
arate Federal response plans were integrated into a
single all-hazards National Response Plan. The Na-
tional Incident Management System was simulta-
neously developed to integrate a standardized Incident
Command System throughout Federal, State and local
response agencies and organizations. Additionally, the
release of a unified National Preparedness Goal will
provide a new framework for guiding Federal, State,
and local investments. In order to ensure that these
investments translate into improvements in prepared-
ness, we must continue to identify capability gaps and
improve response and recovery efforts at all levels of
government. A related challenge is ensuring that in-
vestments in State and local preparedness are focused
on building and enhancing response capabilities, and
not simply supplanting normal operating expenses.
DHS is leading an interagency effort to better match
Federal resources with achieving national preparedness
goals.

From 2001 through 2007, the Federal Government
has allocated over $16 billion in State and local ter-
rorism preparedness funding from the Departments of
Homeland Security, Health and Human Services, and
Justice, increasing spending from an annual level of
approximately $350 million in 2001 to $2.9 billion in
the 2008 request. The funding growth has been directed
to Federal programs and grant assistance which sup-
port State and local preparedness and response activi-
ties, including equipping, training and exercising first
responders, and preparing the public health infrastruc-
ture, for a range of terrorist threats. The Federal Gov-
ernment has taken steps to rationalize and simplify
the distribution of State and local assistance; better
target funds based on risk and effectiveness; and de-
velop and implement the seven national priorities and
37 target capabilities identified in the National Pre-
paredness Goal.

The 2008 Budget provides over $100 million for DHS
programs which train and exercise first responders in
preparation for catastrophic events including the Na-

tional Exercise Program and the Center for Domestic
Preparedness. In addition to these programs, DHS will
provide grant funding to State and local agencies to
support approximately 1,200 all-hazards preparedness
exercises annually in 2007 and in 2008. The 2008 Budg-
et also provides grants which support coordinated ter-
rorism preparedness training and equipment for State
and local responders across the various responder agen-
cies. The 2008 request includes over $1.5 billion for
terrorism preparedness grants to be administered by
the Office of Grant Programs within DHS, and proposes
to continue current progress on the grant allocation
process to better address threats and needs. In addi-
tion, to supplement assistance for public safety commu-
nications projects available through the DHS grants,
the Department of Commerce, in consultation with
DHS, will be awarding $1 billion in additional grants
for first responder communications interoperability to
qualified applicants from anticipated spectrum auction
receipts. The full outlay and impact of these funds will
begin to be realized in FY 2008. The Budget also sup-
ports a range of Federal response capabilities, including
providing $110 million for the Department of Energy’s
Nuclear Emergency Support Team, $20 million within
DHS for the Federal Emergency Management Agency’s
Urban Search and Rescue teams, $53 million for the
National Disaster Medical System, and other emer-
gency response, management, and operations assets.
The capabilities of these teams range from providing
radiological assistance in support of State and local
agencies to responding to major incidents worldwide.

In order to ensure that the nation is prepared for
dealing with a biological attack, including pandemic in-
fluenza, the Administration continues to make signifi-
cant investments in medical countermeasures through
Project BioShield.4# While the stockpiling of medical
countermeasures is the primary goal, BioShield is also
designed to stimulate the development of the next gen-
eration of countermeasures by allowing the Federal
Government to buy critically needed vaccines and medi-
cations for biodefense as soon as experts agree that
they are safe and effective enough to be added to the
Strategic National Stockpile. As a result, this program
also provides an incentive for the development and
manufacturing of advanced countermeasures, ensuring
that new and improved countermeasures will be avail-
able in the future. The Budget includes $581 million
to maintain and augment this supply of vaccines and
other countermeasures that can be made available
within 12 hours in the event of a terrorist attack or
other public health emergency. This includes funding
for storage and maintenance of products purchased
through BioShield.

Finally, HHS has the lead role in preparing public
health providers for catastrophic terrorism. In addition
to providing additional funding to expand HHS’s public
health and medical response capabilities, including dis-
aster medical assistance, the 2008 Budget also provides

4BioShield is a shared responsibility, joining the intelligence capabilities of DHS with
the medical expertise of HHS.
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nearly $414 million to continue improvements for hos-
pital infrastructure and $698 million for upgrades to
State and local public health capacity. This investment
will bring the total assistance provided by HHS to
States, local governments and health care providers
since 2001 to over $9 billion.

Non-Federal Expenditures?5

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

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

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

supplemented funds provided by States and the Federal
Government. However, the same survey revealed that
54 percent of counties had not used any of their own
funds. é

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

Additional Tables

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

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

Table 3-9. DISCRETIONARY FEE-FUNDED HOMELAND SECURITY ACTIVITIES BY AGENCY
(Budget authority, in millions of dollars)
2007
2006 2006 2007 2008
Agency Actual Supplemental | Enacted/CR SE%?S;%T;V Request
Department of ENErgy ........cccooveemveenereriscrniinens 1.9 3.3
Department of Homeland Security . 2,422.0 3,319.0
Department of State .......ccccoveverencnenenenenencne 815.0 1,323.1
General Services Administration ............c.coeeeveeenee 91.8 34.3
Social Security Administration™ ........... 175.0 215.7
Federal Communications Commission . 2.3 36
Nuclear Regulatory Commission .............. o | 68.9
Securities and Exchange Commission .................. 5.0 18.3
Total, Discretionary Homeland Security Fee-
Funded Activities ... 3,512.9 | i 4,396.4 | ..o 4,986.2

1 Social Security physical and computer security measures are financed by amounts from the Social Security trust funds and

payroll taxes.

Table 3-10. MANDATORY HOMELAND SECURITY FUNDING BY AGENCY

(Budget authority, in millions of dollars)

2007
2006 2006 2007 2008
Agency Actual Supplemental | Enacted/CR Sgﬁé%“e%fg?/ Request
Department of AGrCUItUTE .........coovoviinvirriiriiesienenn. 177.4 182.0 194.5
Department of Commerce ... 14.1 16.3 18.3
Department of Energy .........ccocovvvecveiennee 12.0 12.0 13.0
Department of Health and Human Services 16.6 15.9 14.3
Department of Homeland Security ......... 2,032.8 2,257.5 2,042.2
Department of Labor ... 3.9 3.9 8.8
Total, Homeland Security Mandatory Programs .... 2,256.9 | ..o 2,487.7 | oo 2,291.0
Plus Mandatory Communications Interoperability
GIANS ooovverirerieeienreeriesiesrresessssessesssessenns | eeneesesssnesinnns | vesseensenssnnins 1,000.0 | ceovevereerreerenns | e
Total, Homeland Security Mandatory Programs
including Mandatory Communications Inter-
operability Grants ... 2,256.9 | .o, 34877 | o 2,291.0




3. HOMELAND SECURITY FUNDING ANALYSIS

33

Table 3-11. BASELINE ESTIMATES—TOTAL HOMELAND SECURITY FUNDING BY AGENCY

(Budget authority, in millions of dollars)

2007 Baseline
Agency Enacted/
CR? 2008 2009 2010 2011 2012

Department of Agriculture 523 545 559 574 587 602
Department of Commerce 2 193 200 205 210 215 222
Department of Defense 16,538 17,064 17,569 18,077 18,591 19,110
Department of Education 24 25 25 26 26 27
Department of Energy ......ccooveveninne 1,695 1,738 1,777 1,817 1,856 1,896
Department of Health and Human Services 4,313 4,422 4,532 4,640 4,752 4,853
Department of Homeland Security 28,572 29,562 30,549 31,508 32,480 33,466
Department of Housing and Urban DEVEIOPMENL ..........ccueeeierieiminircrineieneeeiseisesesisesesisessesesseseseenenes 2 2 2 2 2 3
Department 0f the INTEIOL ...t 45 46 48 50 53 55
Department of Justice 3,090 3,210 3,327 3,446 3,566 3,694
Department of Labor 49 54 51 52 52 53
Department Of STAE .......vuceeiieiirieieric st 1,239 1,268 1,299 1,327 1,354 1,380
Department of TranSportation ...t 179 187 193 202 210 219
Department of the Treasury 109 113 116 120 123 127
Department of Veterans Affairs 245 252 259 268 276 282
COrPS Of ENGINEETS .....cvorieiiriiiii ittt 43 44 45 46 47 48
Environmental Protection AGENCY ........cccviiiiiiiriniiisissinsss st 133 137 141 145 148 153
Executive Office of the President 20 20 21 21 22 23
General Services Administration 74 75 78 79 80 81
National Aeronautics and Space AdMINISTTAtION ........cccoeeureenirriieirsen s sressenaes 199 203 208 213 217 222
National SCIENCE FOUNGALION .......cuuiuuieiieiieieiieiseeie sttt bbbt 344 352 360 368 376 384
Office of Personnel Management 3 3 3 3 3 3
Social Security Administration 194 217 186 190 192 196
District Of COIUMDIA .......cvuivriiiriririrriseiss bbb nsen s 8 8 8 9 9 9
Federal Communications COMMISSION ........c...cciereriurreiieisseesseseesessessssssess st sssss st sesss st ssssinn 2 2 2 2 2 2
Intelligence Community Management Account 56 57 59 60 61 62
National Archives and Records Administration 18 18 19 19 20 20
Nuclear Regulatory Commission ................. 66 69 71 74 75 78
Securities and Exchange Commission 14 18 18 19 19 20
Smithsonian Institution 80 84 88 92 96 100
United States Holocaust Memorial Museum 8 8 8 8 9 9
Corporation for National and Community Service 20 20 21 21 21 22
Total, Homeland Security Budget AUthOFity ..o 58,098 60,023 61,847 63,688 65,540 67,421

Less Department Of DEENSE .......cviueuiueiiniieiineiiecese ettt -16,538 -17,064 -17,569 -18,077 -18,591 -19,110
Non-Defense Homeland Security Budget Authority, excluding Mandatory Interoperability

Communications Grants and BioShield 3 41,560 42,959 44,278 45,611 46,949 48,311

Less Fee-Funded Homeland Security Programs .. -4,397 -4,833 -4,909 -5,020 -5,124 -5,228

Less Mandatory Homeland Security Programs -2,489 -2,290 -2,426 -2,531 -2,631 -2,735
Net Non-Defense, Discretionary Homeland Security Budget Authority, excluding Mandatory

Interoperability Communications Grants and Bioshield 3 34,674 35,836 36,943 38,060 39,194 40,348

Plus Mandatory Communications Interoperability Grants ..... 1,000 | oo | s | e | e | e

PIUS BIOSHIBIA ...ouvviirereircieiieieierec ettt sttt ssnsestensennnes | sesssssssnsine | ovesnessnesnnees 2175 | e | e | e
Net Non-Defense, Discretionary Homeland Security Budget Authority, including Mandatory

Interoperability Communications Grants and BioShield3 .................ccccoooninninninnnes 35,674 35,836 39,118 38,060 39,194 40,348
Obligations Limitations

Department of Transportation Obligations LIMItation ..........cccc.eereueneininineeeseseseseseseseienens 121 124 126 130 133 135

12007 levels include enacted supplemental appropriations ($1,696 million in DHS) but exclude GWOT supplemental requests in DHS, DOJ, and Treasury totaling $219 million.
2DOC’s 2007 gross Continuing Resolution full-year estimate for homeland security excludes $1 billion in mandatory borrowing authority to provide Federal grants to public safe-
ty agencies for communications interoperability purposes. Although technically scored in 2007, this funding will be made available from proceeds of the Federal Communications

Commission’s 2008 auction of returned television spectrum.

3The Deficit Reduction Act of 2005 appropriated $1 billion from anticipated spectrum auction receipts for the Department of Commerce, in consultation with the Department of

Homeland Security, to make grants to public safety agencies for communications interoperability purposes.
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Estimates by Budget Function:

Table 3-12.  HOMELAND SECURITY FUNDING BY BUDGET FUNCTION

(budget authority, in millions of dollars)

2007
2006 2008
Agency Actual ! Er}?ggd/ Request 3
National Defense 22,056 20,463 21,359
International Affairs ........ccocreeerererenennnee 1,107 1,239 1,406
General Science Space and Technology 616 602 635
ENErgy oo 124 106 122
Natural Resources and the Environment 288 264 292
Agriculture ... 581 506 679
Commerce an 149 154 180
Transportation 8,186 9,161 9,453
Community and Regional Development ...........cccc..... 2,212 2,257 2,010
Education, Training, Employment and Social Services . 177 174 179
Health 4,393 4,317 4,451
Medicare ... 12 15 14
Income Security 8 8 14
Social Security ........ccoucrreenennee 175 193 216
Veterans Benefits and Services . 299 245 270
Administration of Justice ........ 15,917 17,792 18,941
General Government 816 821 890
Total, Homeland Security Budget Authority 57,116 58,317 61,111
Less National Defense, DoD -17,508 -16,538 | -17,465
Non-Defense Homeland Security Budget Authority, excluding Mandatory
Interoperability Communications Grants 4 39,608 41,779 43,646
Less Fee-Funded Homeland Security Programs .. -3,509 4,317 -4,899
Less Mandatory Homeland Security Programs -2,257 -2,489 -2,290
Net Non-Defense, Discretionary Homeland Security Budget Authority,
excluding Mandatory Interoperability Communications Grants4 ..................... 33,842 34,973 36,457
Plus Mandatory Interoperability Communications Grants ............cceeeeenenminenniinees | coveeenevinnens 1,000 | coovvrene
Net Non-Defense, Discretionary Homeland Security Budget Authority,
including Mandatory Interoperability Communications Grants# ...................... 33,842 35,973 36,457

12006 actual levels include enacted supplemental appropriations.

2For 2007, only DOD and DHS have enacted appropriations; all other agencies’ funding levels are based on their full-
year CR rates. 2007 funding levels also include enacted supplemental appropriations ($1,696 million) and requested

2007 supplemental budget authority ($219 million) in the GWOT supplemental request.

3DOC’s 2007 gross Continuing Resolution full-year estimate for homeland security excludes $1 billion in mandatory
borrowing authority to provide Federal grants to public safety agencies for communications interoperability purposes. Al-
though technically scored in 2007, this funding will be made available from proceeds of the Federal Communications

Commission’s 2008 auction of returned television spectrum.

4The Deficit Reduction Act of 2005 appropriated $1 billion from anticipated spectrum auction receipts for the Depart-
ment of Commerce, in consultation with the Department of Homeland Security, to make grants to public safety agencies

for communications interoperability purposes.
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Table 3-13. BASELINE ESTIMATES—HOMELAND SECURITY FUNDING BY BUDGET FUNCTION
(Budget authority, in millions of dollars)
2007 Baseline
Budget Authority Enacted/
CR? 2008 2009 2010 2011 2012

National Defense 20,264 20,897 21,508 22,120 22,738 23,364
INtEMNALONEL AFFAIFS .......veeeririeie bbb 1,239 1,268 1,299 1,327 1,354 1,380
General Science Space and TECHNOIOGY ......c..cueeuururrerierrireiseeierissiseesee bbbt ssees 602 616 630 644 657 672
ENBIGY oot 106 11 112 116 117 121
Natural Resources and the ENVIFONMENT ..ot 264 271 279 287 295 304
AGICURUIE .ottt bbb 506 528 541 555 568 583
Commerce and HOUSING Credit2 ..ottt 154 164 167 172 175 181
TRANSPOMALION ....cvuiiieiiieiiit et 9,161 9,537 9,832 10,132 10,438 10,745
Community and Regional DEVEIOPMENT ........c.cuuiuiiiiiiieieeie et sseen 2,257 2,312 2,367 2,418 2,469 2,523
Education, Training, Employment and Social SEIVICES ..........coeuviuriineriiineiniiiiesierseesseeesissesssenens 174 179 186 192 197 204
Health ... . 4,317 4,425 4,536 4,644 4,755 4,855
MEAICAIE ...t 15 16 16 17 18 19
INCOME SECUMLY ..vuveeereeeiseestieie ettt bbb 8 13 8 8 8 9
SOCIAI SECUMLY .vvuveeeririiiii bbb 193 216 185 189 191 195
Veterans BenefitS @Nd SEIVICES ...t 245 252 259 268 276 282
AIMINISTAtON Of JUSHICE ....oucveieiiiiiciecii bbb 17,775 18,379 19,057 19,712 20,375 21,053
General Government 818 839 865 887 909 931
Total, Homeland Security Budget Authority 58,098 60,023 61,847 63,688 65,540 67,421

Less National Defense, DoD -16,538 | -17,064 | -17,569 | -18,077 | -18,591 -19,110
Non-Defense, Discretionary Homeland Security Budget Authority, excluding Mandatory

Interoperability Communications Grants and Bioshield3 ................cccccooninnnnnnnces 41,560 42,959 44,278 45,611 46,949 48,311

Less Fee-Funded Homeland Security Programs —-4,397 4,833 —-4,909 -5,020 -5,124 -5,228

Less Mandatory Homeland Security Programs 2,489 -2,290 2,426 -2,531 -2,631 2,735
Net Non-Defense, Discretionary Homeland Security Budget Authority, excluding Mandatory

Interoperability Communications Grants and Bioshield 3 ... 34,674 35,836 36,943 38,060 39,194 40,348

Plus Mandatory Communications Interoperability Grants .............ccoeeuveveemrenecneeiereseeeesseeeeeenns 1,000 | v | e | e | e | e

PIUS BIOSKIIT .....o.veievereciiiere ettt s bbb ss bbb s bes e ss s bes s sensssensssensenes | sesessensnssnins | reesessssneens 2175 | e | v | e
Net Non-Defense, Discretionary Homeland Security Budget Authority, including Mandatory

Interoperability Communications Grants and BioShield3 ................cccccooninnnnnncnces 35,674 35,836 39,118 38,060 39,194 40,348
Obligations Limitations

Department of Transportation Obligations LIMItation ............cccceueiurinriniineineiinesese e eseesieses 199 203 208 213 217 222

12007 levels include enacted supplemental appropriations ($1,696 million in DHS) but exclude GWOT supplemental requests in DHS, DOJ, and Treasury totaling $219 million.
2DOC’s 2007 gross full-year CR estimate for homeland security excludes $1 billion in mandatory borrowing authority to provide Federal grants to public safety agencies for
communications interoperability purposes. Although technically scored in 2007, this funding will be made available from proceeds of the Federal Communications Commission’s

2008 auction of returned television spectrum.

3The Deficit Reduction Act of 2005 appropriated $1 billion from anticipated spectrum auction receipts for the Department of Commerce, in consultation with the Department of

Homeland Security, to make grants to public safety agencies for communications interoperability purposes.

Detailed Estimates by Budget Account:

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






4. STRENGTHENING FEDERAL STATISTICS

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

The Federal statistical community remains on alert
for opportunities to strengthen these measures of our
Nation’s performance. For example, during 2006, Fed-
eral statistical agencies improved their measures of the
knowledge economy by releasing a preliminary Re-
search and Development Satellite Account that esti-
mates the effect of investment in research and develop-
ment on U.S. economic growth (BEA and NSF); pub-
lished, for the first time, estimates of households expe-
riencing identity theft victimization and its con-
sequences (BJS); developed procedures to ease the re-
porting burden of the 2007 Economic Census by en-
hanced electronic reporting, and to collect product data
from all 350 service industries, up from 80 in the last
census (Census Bureau); published data on the labor
force status of persons who evacuated their homes due
to Hurricane Katrina (BLS); developed and tested qual-
ity improvements to the Commodity Flow Survey, the

most comprehensive source of nationwide data on the
transportation of goods (BTS and Census Bureau); in-
troduced new interactive web-based tools to facilitate
access to, and use of, health statistics information
(NCHS); expanded internet data collection systems to
securely process energy survey data more quickly and
obtain better quality data (EIA); provided Internet ac-
cess to forecasts of current year farm income (ERS);
offered podcasts of farm broadcast news stories (NASS);
and continued the modernization and reengineering of
the decennial census to improve its accuracy and use-
fulness while containing costs (Census Bureau).

For Federal statistical programs to effectively benefit
their wide range of users, the underlying data systems
must be viewed as credible. In order to foster this credi-
bility, Federal statistical programs seek to adhere to
high quality standards and to maintain integrity and
efficiency in the production of data. As the collectors
and providers of these basic statistics, the responsible
agencies act as data stewards—balancing public and
private decision makers’ needs for information with
legal and ethical obligations to minimize reporting bur-
den, respect respondents’ privacy, and protect the con-
fidentiality of the data provided to the Government.
This chapter discusses the development of standards
that principal statistical programs use to assess their
performance and presents highlights of their 2008
budget proposals.

Performance Standards

Statistical programs maintain the quality of their
data or information products as well as their credibility
by setting high performance standards for their activi-
ties. The statistical agencies and statistical units rep-
resented on the Interagency Council on Statistical Pol-
icy (ICSP) have collaborated on developing an initial
set of common performance standards for use under
the Government Performance and Results Act and in
completing the Administration’s Program Assessment
Rating Tool (PART). Federal statistical agencies have
agreed that there are six conceptual dimensions within
two general areas of focus that are key to measuring
and monitoring statistical programs. The first area of
focus is Product Quality, encompassing the traditional
dimensions of relevance, accuracy, and timeliness. The
second area of focus is Program Performance, encom-
passing the dimensions of cost, dissemination, and mis-
sion achievement.

Statistical agencies historically have focused on meas-
uring performance in the area of product quality, espe-
cially dimensions of accuracy and timeliness that are
most amenable to quantitative measurement. Rel-

evance, also an accepted measure of quality, can be
either a qualitative description of the usefulness of
products or a quantitative measure such as a customer
satisfaction score. Relevance is more difficult to meas-
ure, and the indicators that do exist are more varied.

Program performance standards form the basis for
evaluating effectiveness. They address questions such
as: Are taxpayer dollars spent most effectively? Are
products made available to those who need them? Are
agencies meeting their mission requirements or making
it possible for other agencies to meet their missions?
The indicators available to measure program perform-
ance for statistical activities currently are less well de-
veloped.

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

With the exception of cost indicators, where three agen-
cies (ERS, NCES, and NCHS) are still planning their

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

Dimension BEA| BJS BLS| BTS Census

Product Quality

EIA| ERS| NASS NCES NCHS ORES SOI| SRS

Relevance VI IivIiv |V v
Accuracy vIivIvI v v
Timeliness 4 v | v v 4

Program Performance

Cost v v | Vv v v
Dissemination v v | v v v
Mission

Achievement . v | v v v

v Indicator Available

Description of Dimensions

Product Quality

P Indicator Planned

Relevance: Qualitative or quantitative descriptions of the degree to which products and services are useful to users and responsive to users’ needs.
Accuracy: Qualitative or quantitative measure of important features of correctness, validity, and reliability of data and information products measured as degree of closeness

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

Program Performance

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

Key to Statistical Agencies

BEA =Bureau of Economic Analysis, Department of Commerce

BJS =Bureau of Justice Statistics, Department of Justice

BLS =Bureau of Labor Statistics, Department of Labor

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

EIA=Energy Information Administration, Department of Energy

ERS =Economic Research Service, Department of Agriculture

NASS = National Agricultural Statistics Service, Department of Agriculture
NCES = National Center for Education Statistics, Department of Education

NCHS = National Center for Health Statistics, Department of Health and Human Services

ORES =Office of Research, Evaluation, and Statistics, Social Security Administration
SOl = Statistics of Income, Internal Revenue Service, Department of the Treasury
SRS =Science Resources Statistics Division, National Science Foundation

measures, the ICSP agencies have now developed per-
formance measures for all six dimensions. Use of the
indicators may be for internal management, strategic
planning, or annual performance reporting. The dimen-
sions shown in the chart reflect an overall set of indica-
tors for statistical activities, but the specific measures
vary among the individual programs depending on their
unique characteristics and requirements. Annual per-
formance reports and PARTSs provide these specific
measures, as well as additional information about per-
formance goals and targets and whether a program is
meeting, or making measurable progress toward meet-

ing, its performance goals. The examples below illus-
trate different ways agencies track their performance
on each dimension.

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

Relevance: Qualitative or quantitative descriptions
of the degree to which products and services are
useful and responsive to users’ needs. Relevance
of data products and analytic reports may be mon-

tion involves making sure customers receive the infor-
mation they need via the most appropriate mechanisms.
Mission achievement means that the information pro-
gram makes a difference. Hence, three key dimensions
are being used to indicate program performance: cost
(input), dissemination (output), and mission achieve-
ment (outcome).

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

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

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

Program Performance: Statistical agencies agree
that program performance encompasses balancing the
dimensions of cost, dissemination, and mission accom-
plishment for the agency as a whole; operating effi-
ciently and effectively; ensuring that customers receive
the information they need; and serving the information
needs of the Nation. Costs of products or programs
may be used to develop efficiency measures. Dissemina-

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

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

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

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

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

In the absence of preferred quantitative indicators,
qualitative narratives can indicate how statistical
agency products contribute to and evaluate
progress toward important goals established for
government or private programs. In particular,
narratives can highlight how statistical agencies
measure the Nation’s social and economic struc-
ture, and how the availability of the information
influences changes in policies and programs.
These narratives contribute to demonstrating mis-
sion accomplishment, particularly in response to
questions in Section I of the PART, “program pur-
pose and design.” Narratives may describe statis-
tical information’s effects on measuring agency
policy or change of policy, supporting research fo-
cused on policy issues, informing debate on policy
issues, or providing in-house consulting support.

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

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

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

Summary Rating

Bureau of Economic Analysis Effective

Bureau of Justice Statistics
Criminal Justice Statistics Program
National Criminal History Improvement
Program

Bureau of Labor Statistics

Effective
Moderately Effective

Effective

Bureau of Transportation Statistics Moderately Effective

Census Bureau

Current Demographic Statistics

Decennial Census

Intercensal Demographic Estimates

Survey Sample Redesign

Economic Census

Current Economic Statistics
/Census of Governments

Effective
Moderately Effective
Moderately Effective
Effective
Effective

Moderately Effective

Economic Research Service Effective

Energy Information Administration Results Not Demonstrated

National Agricultural Statistics Service Moderately Effective

National Center for Education Statistics
Statistics

Assessment

Effective
Effective

National Center for Health Statistics Moderately Effective

Science Resources Statistics Division,
NSF
NSF’s Infrastructure and Instrumenta-
tion component

Effective
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Highlights of 2008 Program Budget Proposals

The programs that provide essential statistical infor-
mation for use by governments, businesses, researchers,
and the public are carried out by more than 70 agencies
spread across every department and several inde-
pendent agencies. Approximately 40 percent of the
funding for these programs provides resources for 13
agencies or units that have statistical activities as their
principal mission. (Please see Table 4-1.) The remain-
ing funding supports work in 60-plus agencies or units
that carry out statistical activities in conjunction with
other missions such as providing services or enforcing
regulations. More comprehensive budget and program
information about the Federal statistical system will
be available in OMB’s annual report, Statistical Pro-
grams of the United States Government, Fiscal Year
2008, when it is published later this year. The following
highlights elaborate on the Administration’s proposals
to strengthen the programs of the principal Federal
statistical agencies.

Bureau of Economic Analysis: Funding is re-
quested to: (1) extend the prototype Research & Devel-
opment satellite account, funded by the National
Science Foundation in 2006 and 2007, with annual up-
dates and extensions to BEA’s Gross Domestic Product
and other estimates between 2008 and 2012, and full
incorporation into the economic accounts in 2013; (2)
complete BEA’s five-year program to improve the accu-
racy and timeliness of the Nation’s economic accounts
by addressing data gaps and measurement problems,
expanding integration with other accounts, and improv-
ing consistency with international standards; and (3)
continue to improve the accuracy of statistics on serv-
ices, profits, compensation, international trade in serv-
ices, and off-shoring.

Bureau of Justice Statistics: Funding is requested
to provide for BJS’s core statistical programs and for
two initiatives: (1) a redesign of the National Crime
Victimization Survey based on anticipated recommenda-
tions from the Committee on National Statistics of the
National Research Council; and (2) development of a
national recidivism statistical series, which will provide
baseline data, as well as representative data every 3
years, on the rates of rearrest, reconviction, and re-
incarceration among released State and Federal pris-
oners to provide a quantitative basis for evaluating the
effectiveness of reentry programs, post-custody surveil-
lance, and State policies related to parole revocation.

Bureau of Labor Statistics: Funding is requested
to support the production, dissemination, and improve-
ment of BLS economic measures, including: (1) the in-
troduction of continuous updating to the housing and
geographic area samples in the Consumer Price Index
(CPI), which will improve the accuracy and timeliness
of the CPI; (2) the continuation of efforts to modernize
the computing systems for monthly processing of the
Producer Price Index (PPI) and U.S. Import and Export

Price Indexes (IPP); and (3) the publication, for the
first time, of local area Employment Cost Index (ECI)
and Employer Costs for Employee Compensation (ECEC)
series as deemed feasible as a result of testing com-
pleted in 2007.

Bureau of Transportation Statistics: Funding is
requested to: (1) conduct the Commodity Flow Survey,
a major national benchmark survey of shippers; (2) re-
lease monthly statistics on the commodities and mode
of transportation used in trading with our largest part-
ners; (3) produce a core set of economic data and indica-
tors, including the Government Transportation Finan-
cial Statistics Report, multi-factor productivity meas-
ures, the State Transit Expenditure Survey, and the
Air Travel Price Index; (4) produce and release the
National Transportation Atlas Data Base, a compen-
dium of national geospatial transportation data; and
(5) conduct the biennial Census of Ferry Operations
in the U.S.

Census Bureau: Funding is requested for the Cen-
sus Bureau’s ongoing economic and demographic pro-
grams and for a re-engineered 2010 Census. For the
Census Bureau’s economic and demographic programs,
funding is requested to: (1) collect and process economic
census returns for the 2007 Economic Census; (2) create
the universe frame and develop organizational informa-
tion for the 2007 Census of Governments, as well as
collect and process data for the employment phase, and
collect and process data from States and other sources
for the finance phase; (3) undertake an initiative to
close the current gap in service sector coverage; and
(4) continue reengineering the Survey of Income and
Program Participation. For the 2010 Census program,
funding is requested to continue to: (1) conduct plan-
ning, testing, and development activities to support a
re-engineered 2010 Census, including the 2008 Census
Dress Rehearsal and early operations for the 2010 Cen-
sus; (2) improve the accuracy of map feature locations
for the remaining 367 counties of the total of 3,232
counties; and (3) continue to conduct the American
Community Survey to provide socio-economic data on
an ongoing basis rather than only once-a-decade.

Economic Research Service: Funding is requested
to: (1) strengthen and enhance the ERS market anal-
ysis and outlook program to provide timely analysis
of global agricultural product markets; and (2) strength-
en ERS’s research and modeling capacity in the area
of bio-energy with particular emphasis given to the
changing economics of livestock feeding and the role
of ethanol byproducts.

Energy Information Administration: Funding is
requested to continue ongoing operations to: (1) main-
tain critical energy data coverage, analysis, and fore-
casting; (2) improve data reliability and statistical accu-
racy through redesigning key petroleum and natural
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gas surveys; (3) initiate monthly ethanol and biofuels
data collections on a national and regional basis as
mandated in Section 1508 of the Energy Policy Act of
2005; (4) strengthen global oil and gas data and mod-
eling capabilities; and (5) improve the ability to assess
and forecast supply, demand, and technology trends af-
fecting U.S. and world energy markets.

National Agricultural Statistics Service: Funding
is requested to support printing, postage and handling
of questionnaire packages, logging returned question-
naires, capturing reported data, and conducting tele-
phone and personal follow-up interviews with non-
respondents for the quinquennial Census of Agriculture
via questionnaires that are scheduled to be mailed to
the Nation’s agricultural producers in December 2007.

National Center for Education Statistics: Fund-
ing is requested to: (1) conduct the National Assessment
of Educational Progress, including 12th grade reading
and mathematics assessments in 2009; (2) plan for a
new high school longitudinal study that will begin with
a cohort of 9th graders in 2009 and follow them through
postsecondary education and into the workforce; (3)
analyze data from international studies such as the
2007 Trends in International Mathematics and Science
Study and plan for new international assessments; (4)
undertake a pilot study on the development of postsec-
ondary unit records, an essential restructuring of sev-
eral components of the Integrated Postsecondary Edu-
cation Data System; (5) carry out the 2007-08 Schools
and Staffing Survey to obtain information on public
and private schools, principals, and teachers; and (6)
conduct the Beginning Postsecondary Student Longitu-
dinal Survey, which provides information on the
progress of postsecondary students, as well as the 2008
National Postsecondary Student Aid Survey.

National Center for Health Statistics: Funding
is requested to: (1) continue data collection, analysis,
and dissemination for key national health data systems,
including the National Vital Statistics System, National
Health Interview Survey, National Health and Nutri-
tion Examination Survey, and National Health Care
Survey; (2) continue gains in timeliness by imple-
menting systems improvements in data collection and
processing; (3) continue efforts to develop survey data

that address the health care delivery system; and (4)
work collaboratively with States and other agencies on
upgrading the technology for collecting data from State
birth and death certificates.

Office of Research, Evaluation, and Statistics,
SSA: Funding is requested to: (1) continue strategic
planning to modernize ORES’s processes for developing
and disseminating data from the Social Security Ad-
ministration’s major administrative data files for statis-
tical purposes; (2) support outside surveys and linkage
of SSA administrative data to surveys; (3) create a new
public use file of administrative data on earnings his-
tories and benefits for a sample of Social Security num-
bers; and 4) evaluate the analytic validity of a synthetic
data file based on data from the 1990-1993 and 1996
Survey of Income and Program Participation (SIPP)
panels matched to SSA and IRS administrative data.

Science Resources Statistics Division, NSF: Fund-
ing is requested to: (1) implement ongoing programs
on the science and engineering enterprise; (2) continue
to implement redesign and improvement activities for
a broad range of surveys, particularly the suite of
research and development (R&D) surveys; (3) support
the NSF/SBE initiative on the Science of Science and
Innovation Policy to develop the data, tools, and knowl-
edge needed for a new science of science policy by en-
hancing the comparability, scope and availability of
international data; and (4) develop data on innovation
and R&D conducted or funded by nonprofit organiza-
tions.

Statistics of Income Division, IRS: Funding is re-
quested to: (1) maintain and modernize tax data collec-
tion systems, including developing interfaces with mod-
ern electronic tax return filing systems; (2) implement
a databank repository for SOI and IRS population file
data to more efficiently build longitudinal databases
and enable sub-national estimates; (3) examine means
to more effectively mask individual records to minimize
the possibility of identification in the Individual Public
Use Sample files; and (4) modernize and expedite dis-
semination of data and publications, including enhance-
ment of products and features on the www.irs.gov/
taxstats website.
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Table 4-1. 2006-2008 BUDGET AUTHORITY FOR PRINCIPAL STATISTICAL AGENCIES!

(In millions of dollars)

2006 Estimate
Actual 2007 2008
Bureau of Economic Analysis 75 75 81
Bureau of Justice Statistics? ... 50 50 62
Bureau of Labor Statistics 537 537 573
Bureau of Transportation SatiStics ..........c.cveevrerrernrrerinimernerecneissisenininnes 27 27 27
Census Bureau3 822 817 1250
Salaries and Expenses 3 216 210 223
Periodic Censuses and Programs 606 607 1027
Economic ReSearch SEIVICE 4 .......ccvvuevereieriereieese st ssssssessssssssssssnes 75 75 83
Energy Information AdmINIStration ... 85 85 105
National Agricultural Statistics SErviCe s ............coemirrinrrnineinireneseinei 139 140 168
National Center for Education Statistics 183 183 236
Statistics 90 90 119
Assessment 88 88 111
National Assessment Governing Board 5 5 6
National Center for Health Statistics 6 .........cccoeververerieveiscicscssessesnnnns 109 109 110
Office of Research, Evaluation, and Statistics, SSA ..........cccceeverveivnivsiennns 16 18 15
Science Resources Statistics Division, NSF ...........cccoooevieviciieiieeiens 33 33 37
Statistics of Income Division, IRS ..o 38 4 4

1 Reflects any recissions.

2|ncludes funds for management and administrative costs of $11, $11, and $17 million in 2006, 2007, 2008, re-
spectively that were previously displayed separately.

3Includes Mandatory Appropriations of $20 million for each year for the Survey of Program Dynamics and collection
of data related to the allocation to States of State Children’s Health Insurance Program funds.

42007 funding assumes the reallocation of $350,000 provided in 2006 for a comprehensive report on the economic
development and current status of the sheep industry in the United States. Funding for that purpose will not be need-
ed in 2007.

5Includes funds for the periodic Census of Agriculture of $29, $29, and $54 million in 2006, 2007, and 2008, re-
spectively. The FY 2008 Budget includes an increase of $24.7 million due to cyclical activities.

S All funds from the Public Health Service Evaluation Fund. Administrative costs for NCHS that previously were dis-
played as part of the NCHS budget line are now reflected in two consolidated CDC-wide budget lines for management
and administrative costs.
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The U.S. economy is the largest in the world, and
has been growing faster than any other G-7 industri-
alized nation. In large measure, the U.S. economy owes
its strength to its willingness to build innovation capac-
ity through the creation and growth of a world-class
science and technology research enterprise and a high-
quality scientific and technical education infrastructure.
The relationship between support for science and eco-
nomic growth is well documented. Investments in basic
research lead to knowledge breakthroughs that fuel in-
novation, drive productivity, grow the economy, and im-
prove our understanding of the world. Economists esti-
mate that as much as half of post-World War II eco-
nomic growth is directly due to technological progress
fueled by research and development (R&D).

Economic payoffs from research come in the form of
process and product innovations that reduce the costs
of production, lower product prices, and result in new
and better products and services. Consumers ultimately
benefit from less expensive, higher quality and more
useful products and services, and of course, from earn-
ings accruing to innovative companies. Today’s trans-
forming technologies and most popular consumer items
have deep roots in basic and applied research.

To sustain the Nation’s economic competitiveness, the
President, in last year’s State of the Union address,
called for a long-term vision to strengthen Federal sup-
port for the Nation’s innovation enterprise in an inte-
grated package of investments and policies called the
American Competitiveness Initiative (ACI).

Chart 5-1. Research in the American
Competitiveness Initiative
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I. THE AMERICAN COMPETITIVENESS INITIATIVE

The President’s 2008 Budget maintains a strong com-
mitment, through the ACI, to invest in basic research
areas that advance knowledge and technologies used
by scientists in nearly every field. Through the ACI,
the President plans to double, over 10 years, invest-
ment in innovation-enabling research at three Federal
agencies—the National Science Foundation (NSF), the
Department of Energy’s (DOE’s) Office of Science, and

the Department of Commerce’s National Institute of
Science and Technology (NIST) laboratories.

In 2008, the second year of the American Competi-
tiveness Initiative, President Bush proposes $11.4 bil-
lion total for NSF, DOE’s Office of Science, and NIST
laboratories, an overall funding increase of $764 mil-
lion, or 7.2 percent, above his 2007 Budget of $10.7
billion. To reach doubling within ten years, overall an-
nual increases will average roughly seven percent.

45
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Research Agencies in the American Competitiveness Initiative

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

The Department of Energy’s Office of Science supports grants and infrastructure for a wide range of basic re-
search related to economically significant innovations including nanotechnology, biotechnology, high-end com-
puting and advanced networking, and energy technologies. The 2008 Budget increases funding for both research
and cutting edge facilities in these critical mission areas, such as an expansion in the number of bio-energy re-
search centers, major growth in the United States’ contribution to the international fusion energy project known
as ITER, expanded supercomputing facilities and related research, and design or construction activities for world-
leading next generation light sources.

The Department of Commerce’s National Institute of Standards and Technology invests in technological innova-
tion through research and standards development. These investments will improve nanotechnology manufacturing
capabilities; expand NIST’s neutron facility to aid in characterizing novel materials in high-growth research fields;
construct new, high-performance laboratories at NIST’s Boulder, Colorado facility; and improve our understanding
of quantum information science that has the potential to dramatically improve computer processing speeds and

enable more secure communications.

II. IMPROVING THE PERFORMANCE OF R&D PROGRAMS

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

R&D Investment Criteria

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

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

As directed by the President’s Management Agenda,
the R&D Investment Criteria accommodate the wide
range of R&D activities, from basic research to develop-

ment and demonstration programs, by addressing three
fundamental aspects of R&D:

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

e Quality—Programs must justify hAow funds will be
allocated to ensure quality; and

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

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

As part of the President’s Management Agenda’s
Budget and Performance Integration initiative, the Ad-
ministration uses the Program Assessment Rating Tool
(PART) to consistently assess the effectiveness of pro-
grams. A section of the PART specifically addresses
the assessment of R&D program management and per-
formance and is aligned with the R&D Investment cri-
teria. In the last five years, agencies completed 977
PART assessments, of which 121 were for R&D pro-
grams. The results of these PART assessments may
be found on the web at www.expectmore.gov.
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Performance assessments help policy makers identify
those programs that are the most effective and worthy
of funding; however, the Administration does not allo-
cate funding levels and initiate management reforms
strictly by formula or based solely on PART results.
While programs rated Effective are typically favored
for additional funding over related programs that do
not perform as well, PART ratings do not automatically

relate to specific funding levels. For instance, a program
rated Effective that has achieved what it set out to
do may have its funding reduced. On the other hand,
a program rated Ineffective might receive more money
to correct a deficiency that would help it become more
effective. The PART provides information that leads to
more informed decisions.

Chart 5-2. Scores of R&D PART Assessments
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Research Earmarks

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

Unfortunately, the practice of earmarking funds to
colleges, universities, and other entities for specific re-
search projects has expanded dramatically in recent
years. Some argue that earmarks help spread the re-
search money to states or institutions that would re-
ceive less research funding through other means. The

Chronicle of Higher Education has reported that this
is not the main role earmarks play. Often only a minor
portion of academic earmark funding goes to the states
with the smallest shares of Federal research funds.

Some proponents of earmarking assert that earmarks
provide a means of funding unique projects that would
not be recognized by the conventional peer-review proc-
ess. To address this concern, a number of research
agencies have procedures and programs to reward “out-
of-the-box” thinking. For example, the Defense Ad-
vanced Research Projects Agency, within the Depart-
ment of Defense (DOD), seeks out high-risk, high-payoff
scientific proposals, the National Institutes of Health
has established a similarly focused “Pioneer Award,”
and program managers at the NSF set aside a share
of funding for higher-risk projects in which they see
high potential.

Earmarks that are outside of an agency’s mission
can detract from an efficient and effective Federal effort
on behalf of taxpayers. For instance, the Congress di-
rected DOD to fund research on a wide range of dis-
eases including diabetes, neurofibromatosis (a genetic
disorder of the nervous system), and childhood cancer.
Congressional adds in DOD’s budget for medical re-
search projects totals about $500 million in 2007 alone.
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While research on these diseases is very important,
these diseases are generally not unique to the U.S.
military and the research can be better selected, carried
out and coordinated within civil medical research agen-
cies, without disruption to the military mission. At the
same time, intrusion of earmarks into the peer-review
processes of civilian medical research agencies would

have a significant detrimental impact on funding the
most important and promising research.

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

III. PRIORITIES FOR FEDERAL RESEARCH AND DEVELOPMENT

The 2008 Budget requests $143 billion for Federal
R&D funding, and targets key research investments
within agencies, in particular, the three ACI agencies:
NSF, the DOE’s Office of Science, and the NIST labora-
tories. (Table 5—1 provides details by agency).

Multi-Agency R&D Priorities

The 2008 Budget continues to target important re-
search investments that must be coordinated across
multiple agencies. The Administration will continue to
analyze other areas of critical need that could benefit
in the future from improved focus and coordination
among agencies.

Combating Terrorism R&D: A robust R&D effort
continues to be a key asset in advancing technologies
in support of the President’s national strategy for home-
land security. Though there have been numerous
achievements over the past four years, many challenges
remain. A number of these challenges are being ad-
dressed through multi-agency research efforts that are
coordinated through the National Science and Tech-
nology Council (NSTC) and other inter-agency forums.

In 2006, key multi-agency R&D efforts made signifi-
cant progress towards improving the Nation’s
counterterrorism capability. Using the 2006 Adminis-
tration R&D budget priorities memorandum as a guide,
agencies, for example:

e improved radiation portal monitors with the abil-
ity to discern threatening sources of radiation
from non-threatening sources;

e advanced technology to meet new international
electronic passport standards that enables biomet-
ric screening of individuals entering the country;

o developed standards for technologies that enable
the detection and interception of nuclear and ra-
dioactive material before it enters the U.S.;

e developed and established standard methodologies
and practices for the sampling and detection of
biological agents; and

o developed rapid diagnostics and next generation
vaccines.

The 2008 Budget provides continued support for these
and many other R&D related to combating terrorism,
including: pursuing stand-off detection and imaging ca-
pabilities to locate and identify nuclear threat materials
at a distance; advancing cargo screening capabilities
to recognize and expedite safe cargo while securing the

borders against other entries; improving the capabilities
and implementation planning of biometric systems; ini-
tiating the 2008-2012 R&D plan for high-consequence
foreign animal diseases; and focusing on critical medical
countermeasures that do not have a pre-existing market
to stimulate their development.

Networking and Information Technology R&D:
The Budget provides $3 billion for the multi-agency
Networking and Information Technology Research and
Development (NITRD) Program, which plans and co-
ordinates agency research efforts in high-end computing
systems, cyber security, large-scale networking, soft-
ware development, high-confidence systems, informa-
tion management, and other information technologies.
The agencies involved in this program coordinate efforts
to accelerate research advancement in information tech-
nology, upon which every economic sector now depends.

In 2006, agencies participating in high-end computing
R&D continued to make significant progress in imple-
menting the recommendations contained in the Federal
Plan for High-End Computing. The 2008 Budget con-
tinues the path toward the development of petascale
systems for science by both DOE and NSF. Relevant
agencies will continue to conduct research in highly
scalable systems software and applications to ensure
that Federal investments in high-end computing
achieve maximal impact.

Participating agencies also completed and published
the Federal Plan for Cyber Security and Information
Assurance R&D in 2006, and are now undertaking the
development of the roadmap for addressing any identi-
fied R&D gaps as recommended in the Plan.

In 2007, participating agencies will undertake the
development of a Federal Plan for Advanced Net-
working R&D, analogous to the recent Plans for High-
End Computing and for Cyber Security and Information
Assurance R&D. The Federal Plan for Advanced Net-
working R&D will provide a strategy for addressing
current and future networking needs of the Federal
government in support of science and national security
missions, and provide a process for developing a more
detailed roadmap to guide future multi-agency invest-
ments in advancing networking R&D. Reports and gen-
eral information about NITRD are available at
www.nitrd.gov/.
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Nanotechnology R&D: The Budget provides $1 bil-
lion for the multi-agency National Nanotechnology Ini-
tiative (NNI). The NNI focuses on R&D that creates
materials, devices, and systems that exploit the fun-
damentally distinct properties of matter as it is manip-
ulated at the atomic and molecular levels. The results
of NNI-supported R&D are already leading to break-
throughs in disease detection and treatment, manufac-
turing at the nanoscale level, environmental monitoring
and protection, energy production and storage, and cre-
ating electronic devices that have even greater capabili-
ties than those available today. Research opportunities
cover a similarly broad spectrum. Advances that will
be foundational for all aspects of nanotechnology R&D
in particular include: instrumentation for characterizing
nanoscale materials in the laboratory, in the body, and
in the environment; and computational research to
model and predict properties at the nanoscale, for de-
signing novel materials, and for determining their be-
havior under various conditions and environments.

Guided by the NNI, participating agencies will con-
tinue to support discovery, development and application
of nanotechnology through investigator-led fundamental
and applied research; multidisciplinary centers of excel-
lence; education and training of nanotechnology re-
searchers, teachers, workers, and the public; and infra-
structure development, including user facilities and net-
works that are broadly available to support research
and innovation. In addition, agencies continue to main-
tain a focus on the responsible development of
nanotechnology, with attention to the human and envi-
ronmental health impacts, as well as ethical, legal, and
other societal issues. Reports and general information
about the NNI are available at www.nano.gov/.

Climate Change R&D: The 2008 Budget for the
Climate Change Science Program (CCSP) continues to
support the implementation of the CCSP Strategic
Plan, which was released in July 2003. The 13 depart-
ments and agencies that participate in the CCSP co-
ordinate preparation of the budget and program imple-
mentation. During 2008, the CCSP will continue re-
search into important scientific uncertainties and prep-
aration of a series of Synthesis and Assessment reports.
Working within the overarching priorities defined in
the Strategic Plan, the CCSP’s interagency coordination
and integration efforts will give particular emphasis
in 2008 to the following activities: abrupt climate
change; integrated Earth system analysis; coping with
drought through research and regional partnerships; in-
tegration of water cycle observations, research and mod-
eling; carbon cycle research integration; aerosol forcing
and interactions with clouds and non-carbon dioxide
trace gases; impacts of climate variability and change
on ecosystem productivity and biodiversity; and inter-
actions on land use/land cover change and climate.

The program expects to receive input from the Na-
tional Research Council under the terms of a continuing
advisory agreement. This advice will include findings
and recommendations on the process for evaluating
progress toward the five goals in the CCSP Strategic

Plan, and a preliminary assessment of progress made
toward the program’s goals. The CCSP will continue
to track deliverables and milestones for each of its pro-
grams in order to assess overall performance. Addi-
tional detail on individual agency activities will be pro-
vided in the Administration’s 2008 edition of Our
Changing Planet. Reports and general information
about the CCSP are available on the program’s website:
www.climatescience.gov/.

The Climate Change Technology Program (CCTP)
continues to provide strategic direction, planning, and
analysis to help coordinate and prioritize activities
within the portfolio of Federally funded climate change
technology R&D consistent with the President’s Na-
tional Climate Change Technology Initiative (NCCTI).
In 2005, the CCTP published a Vision and Framework
for Strategy and Planning and released a draft Stra-
tegic Plan for review by the scientific community and
the public. In 2006, the CCTP addressed the nearly
300 comments received and published a final Strategic
Plan. The CCTP has also identified within its portfolio
a subset of NCCTI priority activities, defined as dis-
crete R&D activities that address technological chal-
lenges, which, if solved, could advance technologies with
the potential to dramatically reduce, avoid, or sequester
greenhouse gas emissions. In 2008, CCTP’s focus will
be on implementing the Strategic Plan, which lays out
a series of next steps. Reports and general information
about the CCTP are available on the program’s website:
www.climatetechnology.gov/.

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

Ocean Research: The 2008 Budget supports ocean
and coastal research as outlined in the recently re-
leased report Charting the Course for Ocean Science
in the United States for the Next Decade: An Ocean
Research Priorities Plan and Implementation Strategy.
Developed by the National Science and Technology
Council’s Joint Subcommittee on Ocean Science and
Technology, plan implementation will deploy key com-
ponents of an ocean observing system that can better
and more accurately describe actual conditions, enhance
our understanding and capability to forecast ocean proc-
esses and phenomena, and provide scientific support
for ecosystem-based management. These three over-
arching goals represent tremendous potential for ocean
science, as well as for maintaining U.S. leadership in
ocean technology and enhancing U.S. competitiveness.
These goals are supported by 20 separate national
ocean research priorities, established with extensive
community input and oriented around the most compel-
ling issues of interaction between society and the ocean.
The Joint Subcommittee on Ocean Science and Tech-
nology will coordinate this multi-agency research into
key aspects of the oceans, coasts and Great Lakes and
work closely with the other coordinating bodies of the
President’s Ocean Action Plan.

Hydrogen R&D: In 2006, the Hydrogen R&D Inter-
agency Task Force led coordination among nine agen-
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cies in hydrogen-related manufacturing and innovation,
safety, codes and standards, and fundamental research
on fuel cells, hydrogen production, and hydrogen stor-
age. The Task Force improved and updated its web
portal (www.hydrogen.gov) for hydrogen and fuel cell
information. Additionally, the Task Force works with
the International Partnership for the Hydrogen Econ-
omy, which coordinates hydrogen research among 15
nations representing two thirds of global energy con-
sumption.

DOE will continue to lead the President’s Hydrogen
Fuel Initiative to accelerate the worldwide availability
and affordability of hydrogen-powered fuel cell vehicles
and the infrastructure to support them. The initiative
focuses on research to advance hydrogen production,
storage, conversion, and infrastructure technologies.
The 2008 Budget completes the President’s five-year,
$1.2 billion commitment announced in his 2003 State
of the Union address, but work will continue on the
many technical challenges that remain.

Biomass R&D: The Biomass R&D Act of 2000 estab-
lished the Biomass R&D Board to guide interagency
coordination and bring coherence to Federal strategic
planning on biomass-related issues. Since 2002, the De-
partments of Agriculture and Energy have been pre-
paring joint annual reports on a subset of coordinated
biomass activities. In 2006, the Board began prepara-
tion of an interagency coordination and planning docu-

ment that will be reviewed by the National Academy
of Sciences. In addition to assessing the goals and plans
for interagency biomass research, the Academy will be
tasked with considering economic and other impacts
of increased biomass utilization under various energy
price and policy scenarios. Additional information on
the Biomass R&D Board is available online at
www.biomass.govtools.us.

Stimulating Private Investment

Along with direct spending on R&D, the Federal Gov-
ernment has sought to stimulate private R&D invest-
ment through incentives in the Internal Revenue Code.
A long-standing credit, which had provided a 20-percent
tax credit for private research and experimentation ex-
penditures above a certain base amount, was extended
for two years through the end of 2007 and enhanced
through the Tax Relief and Health Care Act of 2006.
The Administration proposes making the enhanced Re-
search and Experimentation tax credit permanent start-
ing in 2008. The proposed extension will cost $42 billion
over the period from 2008 to 2012. In addition, a per-
manent tax provision lets companies deduct, up front,
the costs of certain kinds of research and experimen-
tation, rather than capitalize these costs. Also, equip-
ment used for research benefits from relatively rapid
tax depreciation allowance.

IV. FEDERAL R&D DATA

Federal R&D Funding

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

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

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

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

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

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

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

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

The “Federal Science and Technology” (FS&T) budget
(shown in Table 5-2) highlights the creation of new
knowledge and technologies more consistently and accu-
rately than the overall R&D data. The FS&T budget
emphasizes research; does not count funding for defense
development, testing, and evaluation; and totals less
than half of Federal R&D spending. The 2008 Budget
requests $61 billion for FS&T.
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Table 5-1. FEDERAL RESEARCH AND DEVELOPMENT

(Budget authority, dollar amounts in millions)

2006 2007 2008 Dollar Change: | Percent Change:
Actual Estimate Proposed | 2007 to 2008 | 2007 to 2008
By Agency
Defense 73,723 77,881 78,862 981 1%
Health and Human Services .. . 28,531 28,743 29,027 284 1%
NASA ..o, . 11,317 11,613 12,428 815 7%
Energy . 8,596 8,389 9,224 835 10%
National Science Found . . 4227 4,232 4,880 648 15%
Agriculture .......c.covcreeenee. . 2,438 2,316 2,010 -306 -13%
Commerce ........ 1,090 920 1,088 168 18%
Homeland Security 1,455 1,079 1,068 -1 -1%
Veteran Affairs 824 818 822 4 0%
Transportation . 820 752 812 60 8%
(1010 639 636 621 -15 -2%
Environmental Protection Agency . 622 567 562 -5 -1%
Other ..o 1,250 1,223 1,251 28 2%
TOMAl .o e 135,532 139,169 142,655 3,486 3%
Basic Research
DEIENSE ..oovriiiceiit bbb 1,457 1,565 1,428 -137 -9%
Health and Human Services .. . 15,546 15,545 15,615 70 0%
NASA ..o . 2,299 2,259 2,226 -33 -1%
ENergy ..ocoveeneeeneenenns . 2,930 2,957 3,409 452 15%
National Science Foundation . . 3,520 3,499 3,993 494 14%
Agriculture ..o . 853 799 771 -28 4%
Commerce .......... 118 118 164 46 39%
Homeland Security . 85 105 132 27 26%
Veteran Affairs ... 343 328 330 2 1%
Transportation . e | s | s | N/A
(19101 To] SRR . 42 42 39 -3 7%
Environmental Protection Agency 105 94 94| o | e
OHNET ettt bbb 158 163 170 7 4%
SUDTOTAL ... s 27,456 27,474 28,37 897 3%
Applied Research
Defense 4,948 5,330 4,357 -973 -18%
Health and Human Services .. 12,827 12,964 13,237 273 2%
NASA .. . 1,680 1,010 1,127 117 12%
Energy ..o . 2,700 2,707 2,869 162 6%
National Science Foundation . . 286 281 380 99 35%
Agriculture .......cccovereennee. . 1,149 1,117 984 -133 -12%
Commerce .......... 729 617 696 79 13%
Homeland Security . 662 518 533 15 3%
Veteran Affairs ... 435 442 444 2 0%
Transportation . 497 501 541 40 8%
Interior 546 534 525 -9 2%
Environmental Protection Agency 400 369 364 -5 1%
Other 590 549 581 32 6%
SUDIOTAL ... e 27,449 26,939 26,638 -301 -1%
Development
DEIENSE ..ottt s 67,154 70,926 72,873 1,947 3%
Health and Human Services 22 22 22| o | e
NASA ..o . 5,141 6,451 6,707 256 4%
ENergy ...cooeveeneereeeneens 1,939 1,843 1,891 48 3%
National Science FOUNGAION .........ccoiurierriniireiiieiinsieeseseiseeeiesississsssinsisssens | reeseesesinnes | cenesseesessensnns | eesessssssessnssns | sevessesssssnsssnses N/A
Agriculture ... 164 158 156 -2 -1%
Commerce .......... 93 55 72 17 31%
Homeland Security . 659 325 269 -56 -17%
Veteran Affairs ... 46 48 LN (RIS IO
Transportation ..... 305 232 252 20 9%
19101 To] SRR 46 53 55 2 4%
Environmental Protection Agency . 117 104 104 | oo | e
Other 464 455 454 -1 0%
SUDOTAl ... s 76,150 80,672 82,903 2,231 3%
Facilities and Equipment
Defense 164 60 204 144 240%
Health and Human Services 136 212 153 -59 -28%
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Table 5-1. FEDERAL RESEARCH AND DEVELOPMENT—Continued
(Budget authority, dollar amounts in millions)

2006 2007 2008 Dollar Change: | Percent Change:

Actual Estimate Proposed 2007 to 2008 | 2007 to 2008
2,197 1,893 2,368 475 25%
Energy .o 1,027 882 1,055 173 20%
National Science Foundation . 421 452 507 55 12%
Agriculture 272 242 99 -143 -59%
Commerce 150 130 156 26 20%
Homeland Security . 49 131 134 3 2%
VEEEIAN AfAIIS ..ottt ettt et ensssssessnnins | stsesssnssnssnns | seisessssssessnsses | sessesesesssessessas | seeeessssiesiissins N/A
Transportation 18 19 L] [P N/A
Interior 5 7 2 -5 -71%
Environmental Protection AGENCY .......cvereeeerienieniinrineninnenieseeenenenseseesensenssnneens | neenessssssenes | vessesessensensens | oseseenesssssssnses | sessessesseesenensens N/A
Other 38 56 46 -10 -18%
Subtotal 4,477 4,084 4,743 659 16%
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Table 5-2. FEDERAL SCIENCE AND TECHNOLOGY BUDGET

(Budget authority, dollar amounts in millions)

Dollar Percent
2006 2007 2008 Change: Change:
Actual Estimate' | Proposed 2007 to 2007 to
2008 2008
By Agency
National Institutes of Health 2 ...t 28,242 28,269 28,700 431 2%
NASA3 7,670 7,173 7,124 -49 -1%
Science ... 5,110 5,330 5,516 186 3%
Aeronautics ............ 893 724 554 -170 -23%
Exploration Systems . 1,452 921 856 -65 7%
INNOVALIVE PAMNEISNIPS ....couveieuieitserieiseiiee ettt bbbt 215 198 198 | s | e
Energy 5 5,625 6,186 6,906 720 12%
Science Programs . 3,596 4,102 4,398 296 7%
Electricity Transmission & DISHDUNON ..........cuiiiirciiniieiniiie et 136 96 86 -10 -10%
INUCIBAE ENEIGY ..ttt 416 560 811 251 45%
Energy Efficiency and Renewable Energy Resources ® . 896 963 1,047 84 9%
FOSSII ENEIGY RED 7 ...t e 581 465 564 99 21%
National Science FOUNAAtION ................ccoviviiiiiicceec et s s s s s s 5,581 6,020 6,429 409 7%
DBFEIISE ......oeeucereirceseei ittt 6,405 6,895 5,785 -1,110 -16%
Basic Research 1,457 1,565 1,428 -137 -9%
Applied Research 4,948 5,330 4,357 -973 -18%
Agriculture ................... 2,170 1,921 1,934 13 1%
CSREES Research and Education 675 569 566 -3 -1%
Economic Research Service ............ . 75 83 83 | s | e
AGHCUIUFAl RESEAMCH SEIVICE 9 ......veeieeiiieeieieee ettt 1,141 1,001 1,022 21 2%
Forest Service: Forest and Rangeland RESEarch ... 279 268 263 -5 2%
INTEHIOF (USGIS) ..ottt bbb bbb bbb bbb 965 945 975 30 3%
COMIMEICE .....couveenriseseeeeses et es e8RS ER £ 939 869 944 75 9%
NOAA: Oceanic & Atmospheric Research . . 369 338 358 20 6%
NIST Intramural Research and FaCIIES ...........ocvwireerrmniriirreiceieeri st esssenes 570 531 586 55 10%
VEterans AFFAIrS 10 ...t 769 765 822 57 7%
Environmental Protection AGENCY 11 ...ttt 761 816 781 -35 -4%
Transportation 563 598 570 -28 -5%
Highway research: Federal Highway Administration . 426 468 430 -38 8%
Federal Aviation Administration: Research, Engineering, and Development . . 137 130 140 10 8%
EQUCAION ... 342 342 342 | L |
Special Education Research and INNOVALION ..ottt 72 72 72
National Institute on Disability and Rehabilitation Research . 107 107 107
Research, Development, and DISSEMINALION 12 ..ot 163 163 163
TOMAL ..o R R 60,032 60,799 61,312 513 1%

1The amounts included as 2007 Estimates in this table reflect the 2007 Budget levels, with the exception of the numbers for the Department of Defense, which are the enacted levels.

2]n 2006, the Department of Health and Human Services allocated an additional $18 million to NIH for Pandemic Influenza research from the Department of Defense Emergency Supplemental Ap-
propriations to Address Hurricanes in the Gulf of Mexico, and Pandemic Influenza Act, 2006.

3Due to recent changes in NASA’s approach to budgeting overhead costs, 2008 funding levels are not comparable to 2006 and 2007 levels.

“Includes Exploration Technology Development, the Human Research Program, and the Lunar Precursor Robotic Program.
T 5Dfata do not reflect actual transfers to Science Programs from other Department of Energy R&D programs to support the Small Business Innovation Research and the Small Business Technology

ransfer programs.

61n 2006, Congress merged the Energy Supply and Energy Conservation accounts. The amount reported under the new Energy Efficiency and Renewable Energy Resources line within this account
reflects a combination of the former Energy Conservation line item (excluding Weatherization and State grants) and the Renewables line item.

7Excludes funding for the Alaska Natural Gas Pipeline project.

8Includes the appropriation of earnings from the Native American Endowment Fund, but not the appropriation to the Endowment's principal.

9 Excludes building and facilities. Excludes $6 million transfer to the account in 2006.

10|ncludes the medical care and prosthetic research appropriation and VA medical care support transfer to research.

11 Science and Technology, plus superfund transfer.

12Does not include funding for Regional Educational Labs.
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Table 5-3. AGENCY DETAIL OF SELECTED INTERAGENCY R&D EFFORTS

(Budget authority, dollar amounts in millions)

2006 2007 2008 Dollar Change: | Percent Change:
Actual Estimate ! Proposed | 2007 to 2008 | 2007 to 2008
Networking and Information Technology R&D 2

Defense 1,106 1,046 1,027 -19 2%
National Science Foundation . 812 904 994 90 10%
Health and Human Services? ... 486 541 463 -78 -14%
Energy 282 389 404 15 4%
National Aeronautics and Space Administration 78 82 85 3 4%
COMMETCE .oceueeiiieieiie et 64 73 £ I N/A
Environmental Protection Agency 6 6 [C] [P N/A
National Archives and Records AAmMINIStration ...........ccccocueeueneneincineeneineineeneineneens 4 4 5 1 25%
TOtal ..o —————————————— 2,838 3,045 3,057 12 0%

National Nanotechnology Initiative
National Science Foundation 360 373 390 17 5%
Defense 424 417 375 42 -10%
Energy 231 293 332 39 13%
Health and Human Services 4 . 196 175 208 33 19%
Commerce (NIST) ...ccovevrvireens . 78 89 97 8 9%
National Aeronautics and Space Administration 50 25 24 -1 4%
Environmental Protection Agency 5 9 10 1 1%
Agriculture .........ccoeeveenne . 6 7 8 1 14%
Transportation . 1 1 L 1 [P N/A
Justice ISV I 1 L 1 [P N/A
HOMEIAND SECUMLY ..vuvvrvercerereeeciiiseeeii ettt ees 2 1 L 1 [ N/A
TOMAL ..ot 1,353 1,391 1,447 56 4%

Climate Change Science Program
National Aeronautics and Space Administration® 1,045 981 871 -110 -11%
National Science Foundation 197 205 208 3 1%
Commerce (NOAA) 157 173 174 1 1%
Energy ..oooeveveceenns . 130 126 130 4 3%
Agriculture 61 60 59 -1 2%
National Institutes of Health 50 57 50 -7 -12%
Interior (USGS) 27 4%
Environmental Protection Agency . 19 N/A
Smithsonian .........c.cceceeuee 6 N/A
Transportation 1 N/A
U.S. Agency for International Development® ... 13 N/A
TOMAL ..o 1,706 1,667 1,544 -123 7%

1The amounts included as 2007 Estimates in these tables reflect the 2007 Budget levels, with the exception of the numbers for the Department of Defense and the De-
partment of Homeland Security, which are the enacted levels.

2DHS NITRD funding information is not yet available.

3Includes funds from offsetting collections for the Agency for Healthcare Research and Quality.

“4Includes funds from both the National Institutes of Health and National Institute of Occupational Safety and Health.

5Beginning with the 2007 Estimate, NASA is no longer counting its Ground Network and Research Range within its CCSP totals.

6USAID CCSP funding information for 2008 is not yet available.
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Investment spending is spending that yields long-
term benefits. Its purpose may be to improve the effi-
ciency of internal Federal agency operations or to in-
crease the Nation’s overall stock of capital for economic
growth. The spending can be direct Federal spending
or grants to State and local governments. It can be
for physical capital, which yields a stream of services
over a period of years, or for research and development
or education and training, which are intangible but also
increase income in the future or provide other long-
term benefits.

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

PART I:

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

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

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

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

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

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

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

DESCRIPTION OF FEDERAL INVESTMENT

nal Federal agency operations, such as computer
systems.

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

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

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

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

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

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

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

Composition of Federal Investment Outlays

Major Federal Investment

The composition of major Federal investment outlays
is summarized in Table 6-1. They include major public
physical investment, the conduct of research and devel-
opment, and the conduct of education and training. De-
fense and nondefense investment outlays were $430.4
billion in 2006. They are estimated to increase to $434.9
billion in 2007 and are projected to decline to $430.1
billion in 2008. Major Federal investment outlays will
comprise an estimated 15 percent of total Federal out-
lays in 2008 and 3.0 percent of the Nation’s gross do-
mestic product. Greater detail on Federal investment
is available in Table 6-2 at the end of this section.
That table includes both budget authority and outlays.

Physical investment. Outlays for major public physical
capital investment (hereafter referred to as physical in-
vestment outlays) are estimated to be $221.1 billion
in 2008. Physical investment outlays are for construc-
tion and rehabilitation, the purchase of major equip-
ment, and the purchase or sale of land and structures.
Approximately two-thirds of these outlays are for direct
physical investment by the Federal Government, with
the remainder being grants to State and local govern-
ments for physical investment.

Direct physical investment outlays by the Federal
Government are primarily for national defense. Defense
outlays for physical investment are estimated to be
$117.6 billion in 2008. Almost all of these outlays, or
an estimated $107.8 billion, are for the procurement
of weapons and other defense equipment, and the re-
mainder is primarily for construction on military bases,
family housing for military personnel, and Department
of Energy defense facilities.

Outlays for direct physical investment for nondefense
purposes are estimated to be $31.6 billion in 2008.
These outlays include $18.3 billion for construction and
rehabilitation. This amount includes funds for water,

power, and natural resources projects of the Corps of
Engineers, the Bureau of Reclamation within the De-
partment of the Interior, and the Tennessee Valley Au-
thority; construction and rehabilitation of veterans hos-
pitals and Indian Health Service hospitals and clinics;
facilities for space and science programs; Postal Service
facilities; construction for the administration of justice
programs (largely in the Department of Homeland Se-
curity), construction of office buildings by the General
Services Administration, and construction for embassy
security. Outlays for the acquisition of major equipment
are estimated to be $13.4 billion in 2008. The largest
amounts are for the air traffic control system; law en-
forcement activities, largely in the Department of
Homeland Security and the Federal Bureau of Inves-
tigation; and information systems in the Department
of Veterans Affairs.

Grants to State and local governments for physical
investment are estimated to be $71.8 billion in 2008.
More than two-thirds of these outlays, or $51.6 billion,
are to assist States and localities with transportation
infrastructure, primarily highways. Other major grants
for physical investment fund sewage treatment plants,
community and regional development, and public hous-
ing.

Conduct of research and development. Outlays for the
conduct of research and development are estimated to
be $127.0 billion in 2008. These outlays are devoted
to increasing basic scientific knowledge and promoting
research and development. They increase the Nation’s
security, improve the productivity of capital and labor
for both public and private purposes, and enhance the
quality of life. More than half of these outlays, an esti-
mated $72.9 billion, are for national defense. Physical
investment for research and development facilities and
equipment is included in the physical investment cat-
egory.

Nondefense outlays for the conduct of research and
development are estimated to be $54.1 billion in 2008.
These are largely for the National Aeronautics and
Space Administration, the National Science Foundation,
the National Institutes of Health, and research for nu-
clear and non-nuclear energy programs.

A more complete and detailed discussion of research
and development funding appears in Chapter 5, “Re-
search and Development,” in this volume.

Conduct of education and training. Outlays for the
conduct of education and training are estimated to be
$82.1 billion in 2008. These outlays add to the stock
of human capital by developing a more skilled and pro-
ductive labor force. Grants to State and local govern-
ments for this category are estimated to be $53.6 billion
in 2008, more than three-fifths of the total. They in-
clude education programs for the disadvantaged and
individuals with disabilities, other education programs,
training programs in the Department of Labor, and
Head Start. Direct Federal education and training out-
lays are estimated to be $28.5 billion in 2008. Programs
in this category are primarily aid for higher education
through student financial assistance, loan subsidies, the
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Table 6-1. COMPOSITION OF FEDERAL INVESTMENT OUTLAYS
(In billions of dollars)
2006 Estimate
Actual 2007 2008
Major public physical capital investment:
Direct Federal:
National defenSe ... 97.3 113.3 117.6
NONAEIENSE ...t 29.0 325 316
Subtotal, direct major public physical capital investment ...........cccooccverrerins 126.3 145.8 149.2
Grants to State and local OVEINMENLS ..........cccovveceierrnecrneiseerseeeerseeeees 64.1 69.2 71.8
Subtotal, major public physical capital investment ..o 190.4 215.0 221.1
Conduct of research and development:
National defense 73.0 75.5 72.9
NONGEIENSE ...t 49.8 52.7 54.1
Subtotal, conduct of research and development ...........coeveuerercrviineeneereeenenns 122.8 128.1 127.0
Conduct of education and training:
Grants to State and 0cal GOVEINMENLS .........ovuerererimerinecesrieriseceiseesessseeiesens 56.2 57.3 53.6
DireCt FEderal ..o s 61.0 34.5 28.5
Subtotal, conduct of education and training ........c.ccveereereenereeererneinerseereeenenns 117.2 91.8 82.1
Total, major Federal investment outlays ... 430.4 434.9 430.1
MEMORANDUM
Major Federal investment outlays:
NAtIONAI ABIENSE .....veeivrririci s 170.3 188.7 190.6
NONGEIENSE ...t 260.1 246.2 239.5
Total, major Federal investment OUtIAYS ... 430.4 434.9 430.1
Miscellaneous physical investment:
CommOdity INVENOMES ........ooiveieriririiriiise s -1.0 -0.2 0.2
Other physical investment (direct) 3.1 3.2 34
Total, miscellaneous physical INVESIMEN ..o 2.1 3.0 3.6
Total, Federal investment outlays, including miscellaneous physical investment ....... 4325 437.9 433.7

veterans GI bill, and health training programs. The
decline in spending from 2006 to 2007 reflects a signifi-
cant decrease in estimates of Federal subsidies due to
reduced student loan consolidation activity.

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

Miscellaneous Physical Investment

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

Outlays for commodity inventories are primarily for
the purchase or sale of agricultural products pursuant
to farm price support programs. Purchases are esti-
mated to exceed sales by $0.2 billion in 2008.

Outlays for other miscellaneous physical investment
are estimated to be $3.4 billion in 2008. This category
includes primarily conservation programs. These are
entirely direct Federal outlays.

Detailed Table on Investment Spending

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

(In millions of dollars)

Budget Authority Outlays
Description 2006 2007 2008 2006 2007 2008
Actual Estimate Estimate Actual Estimate Estimate
GRANTS TO STATE AND LOCAL GOVERNMENTS
Major public physical investments:
Construction and rehabilitation:
Transportation:
HIGNWAYS ...t 36,357 37,555 39,943 33,975 34,914 37,621
Mass transportation 9,768 8,738 9,273 8,430 10,048 10,276
Air transportation 3,070 4,267 2,750 3,841 3,821 3,711
Subtotal, tranSPOMAtION ..ot 49,195 50,560 51,966 46,246 48,783 51,608
Other construction and rehabilitation:
Pollution control and abatement 1,878 1,961 1,748 1,740 1,685 1,546
Community and regional development 22,054 5,173 3,535 6,310 9,147 9,231
Housing assistance 6,169 6,127 5,525 7,750 7,566 7,563
Other construction 579 311 289 553 533 379
Subtotal, other construction and rehabilitation ...........ccccvevreenerncneneierneeeens 30,680 13,572 11,097 16,353 18,931 18,719
Subtotal, construction and rehabilitation ...........ccoceveevieeiieiee e 79,875 64,132 63,063 62,599 67,714 70,327
Oher PhYSICAl @SSELS ......ucuureieieciiireireireineiser e bbb 1,423 1,372 1,299 1,515 1,494 1,507
Subtotal, major public physical Capital ...........ccorerrierinieiie s 81,298 65,504 64,362 64,114 69,208 71,834
Conduct of research and development:
AGHCUIUIE .ottt 266 275 229 270 284 276
OFNBT ettt 169 165 164 17 130 130
Subtotal, conduct of research and deVEIOPMEN .........c.oviererniinrineireineeeieieee e 435 440 393 441 414 406
Conduct of education and training:
Elementary, secondary, and vocational education 38,295 36,230 36,936 37,984 38,258 35,467
Higher education ..., . 501 500 337 540 582 510
Research and general education aids 764 784 694 727 813 710
Training and employment ... 4,965 5,157 4,803 4,801 4,749 4,543
Social services ............. 10,109 10,239 9,567 10,015 10,255 9,873
Agriculture ... 456 456 436 423 443 496
Other 1,700 2,216 1,997 1,682 2,189 1,979
Subtotal, conduct of education and traiNiNgG ...........ccccoeeeeemreriiniinrineieieeeies e eeseees 56,790 55,582 54,770 56,172 57,289 53,578
Subtotal, grants for iNVESIMENt ...........cc.ccooiiiiii 138,523 121,526 119,525 120,727 126,911 125,818
DIRECT FEDERAL PROGRAMS
Major public physical investment:
Construction and rehabilitation:
National defense:
Military construction and family housing 9,500 9,407 11,527 6,439 8,870 9,426
Atomic energy defense activities and other 668 628 489 654 577 504
Subtotal, NAtioNal EfENSE ........cvcveiecvieeteiceceee e 10,168 10,035 12,016 7,093 9,447 9,930
Nondefense:
International affairs 1,357 924 1,492 1,585 1,542 1,228
General science, space, and technology . 2,114 1,941 2,285 2,183 2,879 3,261
Water resources projects ...........cconevene 4,815 2,823 2,746 3,161 4,289 3,000
Other natural resources and environment 1,144 860 884 982 990 956
Energy 1,387 1,245 1,275 1,354 1,215 1,352
Postal Service . 950 1,288 1,214 737 793 1,122
Transportation 130 136 64 91 218 123
Veterans hospitals and other health facilities 2,867 1,343 2,006 1,946 1,844 1,937
Administration of justice 821 1,658 1,518 467 1,397 1,799
GSA real property activities 1,911 949 1,420 1,484 1,476 1,839
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Table 6-2. FEDERAL INVESTMENT BUDGET AUTHORITY AND OUTLAYS: GRANT AND DIRECT FEDERAL PROGRAMS—Continued

(In millions of dollars)

Budget Authority Outlays
Description 2006 2007 2008 2006 2007 2008
Actual Estimate Estimate Actual Estimate Estimate
Other CONSHIUCHION ....vevevicvcicteee ettt sttt st 1,938 1,776 1,342 1,991 1,966 1,680
Subtotal, nondefense 19,434 14,943 16,246 15,981 18,609 18,297
Subtotal, construction and rehabilitation ... 29,602 24,978 28,262 23,074 28,056 28,227
Acquisition of major equipment:
National defense:
Department of Defense 105,370 126,244 137,220 89,796 103,508 107,398
Atomic energy defense activities 510 490 383 444 344 354
Subtotal, national defENSE ..........ccceveiireieieee s 105,880 126,734 137,603 90,240 103,852 107,752
Nondefense:
General science and basic research 604 637 926 578 608 890
Space flight, research, and supporting activities .. 360 290 492 291 543 405
Postal Service ... 1,339 1,782 1,442 1,430 1,017 1,294
Air transportation ........ 3,310 3,333 860 2,615 2,737 1,817
Water transportation (Coast Guard) 1,340 1,264 892 882 1,094 1,115
Other transportation (railroads) ............. 1,293 1,114 900 1,257 1,188 900
Hospital and medical care for veterans .... 1,132 236 770 784 633 604
Law enforcement activities ........cccccceveerrerennne, 1,802 1,902 2,054 1,448 1,891 1,939
Department of the Treasury (fiscal operations) 237 251 331 261 214 278
Department of Commerce (NOAA) ........ccocuunnee 944 935 890 1,000 875 900
GSA general services funds 763 816 833 719 824 865
OHNBT ettt 2,038 1,767 2,544 1,473 1,952 2,425
Subtotal, NONAEIENSE ......cuevriiicierssse bbb sanes 15,162 14,327 12,934 12,738 13,576 13,432
Subtotal, acquisition of major equipment 121,042 141,061 150,537 102,978 117,428 121,184
Purchase or sale of land and structures:
National defense -65 -39 =37 -65 -39 =37
Natural resources and environment 97 115 -323 145 129 -301
General government 168 164 156 162 164 156
Other 42 160 25 18 25 2
Subtotal, purchase or sale of land and StrUCIUES .........covuureercireereeneineieieeeeeeens 242 400 -179 260 279 -180
Subtotal, major public physical INVESIMENt .........cccvieirrr s 150,886 166,439 178,620 126,312 145,763 149,231
Conduct of research and development:
National defense:
Defense military 73,559 77,821 78,243 69,323 71,755 69,856
Atomic energy and other ... 3,917 3,608 3,645 3,720 3,726 3,079
Subtotal, NAtioNAl EfENSE ........cccivevireiireee bbbt 77,476 81,429 81,888 73,043 75,481 72,935
Nondefense:
International @ffairS .........cccouevieiiiecc e 255 255 255 258 258 258
General science, space, and technology:
NASA bbb 8,227 9,131 9,330 6,807 8,438 9,445
National Science Foundation 3,806 3,780 4,373 3,707 3,943 3,894
Department of Energy 2,914 2,943 3,39%4 2,966 3,013 3,192
Subtotal, general science, space, and technology ........ccccoeeveermieneemeererneireeneereeeneens 15,202 16,109 17,352 13,738 15,652 16,789
ENMBIGY oottt R 1,219 1,364 1,409 1,156 1,241 1,409
Transportation:
Department of Transportation 792 729 788 563 576 499
NASA 893 589 730 722 736 669
Other 17 17 18 20 13 13
Subtotal, tranSPOMAtION ..ottt 2,921 2,699 2,945 2,461 2,566 2,590
Health:
National Institutes Of HEAIN ........c.ccvvveiieiiirisesess s 27,524 27,641 27,956 26,695 26,974 27,580
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Table 6-2. FEDERAL INVESTMENT BUDGET AUTHORITY AND OUTLAYS: GRANT AND DIRECT FEDERAL PROGRAMS—Continued

(In millions of dollars)

Budget Authority Outlays
Description 2006 2007 2008 2006 2007 2008
Actual Estimate Estimate Actual Estimate Estimate
All Other REAIN ........eeveeeeceeeet ettt 694 676 671 653 659 670
Subtotal, NBAIN .........eveeeee e 28,218 28,317 28,627 27,348 27,633 28,250
AGECUIUIE oottt bbb bbb bbbt 1,588 1,485 1,397 1,509 1,511 1,458
Natural resources and environment .............. 2,106 1,922 1,947 1,513 1,613 1,674
National Institute of Standards and Technology 366 319 398 398 378 409
Hospital and medical care for veterans ........ 824 818 822 799 809 799
All other research and develOPMENL ..o 1,919 1,547 1,728 1,545 2,084 1,701
Subtotal, NONAEENSE ......uiuuieriiiree b 53,144 53,216 55,216 49,311 52,246 53,670
Subtotal, conduct of research and deVEIOPMEN .........c.ovrierreniinsineirneireieeieeeee s 130,620 134,645 137,104 122,354 127,727 126,605
Conduct of education and training:
Elementary, secondary, and vocational €dUCAHON ............veeeerrienirnrircriineenieeeseresesensiees 1,355 1,326 1,080 1,656 1,634 1,343
Higher education ... 57,017 24,128 20,691 50,716 23,441 17,841
Research and general education aids .. 1,993 1,933 2,173 1,902 2,050 2,057
Training and employment .................. 359 359 364 469 549 534
Health ..o 1,353 1,351 994 1,334 1,311 1,222
Veterans education, training, and rehabilitation 3,338 2,842 3,332 2,980 3,321 3,316
General science and basic research ............ 889 886 945 902 909 992
National defense ........covevrrervirernnnee. e [ L3 SRR IR
International affairs ... 485 474 515 448 462 499
Other 655 555 611 595 826 672
Subtotal, conduct of education and traiNiNgG ........ccccreereereerernrineiereeeeesee s 67,444 33,854 30,705 61,007 34,503 28,476
Subtotal, direct Federal investment ... s 348,950 334,938 346,429 309,673 307,993 304,312
Total, Federal inVeStMENt ... 487,473 456,464 465,954 430,400 434,904 430,130

PART II:

Introduction. In recent years there has been
increased emphasis on improving the performance of
Government programs. This emphasis began with the
Government Performance and Results Act of 1993,
which requires agencies to prepare strategic plans and
annual performance plans, and then report on their
actual performance annually.

This Administration set out to ensure that agencies
worked to improve their performance, not just report
on it. Beginning in the 2004 Budget, the Administration
began to assess every Federal program by a method
known as the Program Assessment Rating Tool, or
PART. The Administration set a target of assessing
all Federal programs over five years. With this budget,
the fifth year of using the PART, the Administration
has assessed nearly 1,000 programs, approximately 96
percent of the Federal budget.

The PART assesses each program in four components
(purpose, planning, management, and results/account-
ability) and gives a score for each of the components.
The scores for each component are then weighted—
results/accountability carries the greatest weight—and
the program is given an overall score. A program is
rated Effective if it receives an overall score of 85 per-

PERFORMANCE OF FEDERAL INVESTMENT

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

This section summarizes the results of the PART for
direct investment programs, defined to include capital
assets, research and development, and education and
training. Because an entire program is assessed, not
just the investment portion of the program, the assess-
ments for some programs may cover more than just
the investment spending. PART assessments of pro-
grams that are grants to State and local governments
are not summarized in this chapter but are summarized
in Chapter 8, “Aid to State and Local Governments,”
in this volume.

This section summarizes 244 programs:

¢ Programs for capital assets are essentially those
identified in the PART system as “capital assets
and service acquisition” (92 programs);
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¢ Programs for research and development are essen-
tially those identified in the PART system as “re-
search and development” (121 programs); and

e Programs for education and training (31 pro-
grams) are primarily programs in the Department
of Education (e.g., Federal Pell Grants) that are
not grants to State and local governments. This
category also includes programs in other agencies,
such as the Montgomery GI Bill in the Depart-
ment of Veterans Affairs, the Health Professions
program in the Department of Health and Human
Services, and the Job Corps program in the De-
partment of Labor.

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

Summary of ratings. Table 6-3 shows that the aver-
age rating for the 244 investment programs that have
been rated by PART was “Moderately Effective”. Of
these programs:

e 57 were rated Effective;
83 were rated Moderately Effective;
55 were rated Adequate;
8 were rated Ineffective; and
41 were rated “Results Not Demonstrated”.

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

(Excludes grants to State and local governments for investment)

Criteria

Type of Investment

Physical ~ Research and ~ Education  All investment

capital development  and training programs

Average scores
PUIPOSE oot 84% 92% 80% 88%
PIANNING .oovcevovirerieieeeeeriecieesses sttt 80% 83% 74% 81%
Management ... 83% 87% 72% 84%
Results/Accountability .. 56% 60% 35% 55%
Weighted AVerage ' ... 69% 74% 55% 70%
Average Rating ..o Adequate Moderately Adequate Moderately
effective effective
Number of Programs

EffECtIVE oo 20 35 2 57
Moderately effective 31 49 3 83
Adequate ........c..c..... 20 21 14 55
Ineffective .......ccoocvvenirenene 2 3 3 8
Results not demonstrated ... 19 13 9 41
Total number of investment programs rated .........ccccoeeveervireineennees 92 121 31 244

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

cent).

2The rating of Effective indicates a score of 85 percent or more; Moderately Effective, 70-84 percent; Adequate, 50-69 per-

cent; and Ineffective, 49 percent or less.

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

Capital Assets

Department of Defense. Air Force Acquisition Sys-
tems. ($31.8 billion in 2006). Rating: Moderately Effec-
tive. This program acquires the equipment and other
materiel needed by the Air Force to enable it to fulfill
its mission of defeating enemy forces and protecting
American troops.

The Air Force acquisition system delivers equipment
that generally meets its required performance goals and
fulfills the warfighters’ needs. The acquisition system
does not include control mechanisms to effectively limit
factors which contribute to cost and schedule overruns.
While the acquisition system already includes a limited
number of specific performance measures, additional
measures would help to better determine how well the
acquisition system is performing.

Department of Defense. Marine Corps/Expeditionary
Warfare. ($14.0 billion in 2006). Rating: Moderately Ef-
fective. Expeditionary warfare is the temporary use of
Marine Corps force in foreign countries. The expedi-
tionary warfare program consists of specific investment
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programs for aviation assets, amphibious ships, weap-
ons systems, equipment, vehicles, ammunition, and re-
search and development.

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

Department of Defense. Navy Shipbuilding ($13.4 bil-
lion in 2006). Rating: Adequate.This program buys new
ships and overhauls existing ships. New ships are built
at six privately-owned shipyards. Overhauls of existing
ships are performed at both privately-owned and pub-
licly-owned shipyards. The Navy currently has 281
ships in the fleet.

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

Department of Defense (DoD). Air Combat Program
($13.4 billion in 2006). Rating: Moderately Effective. The
purpose of this program is to enable DoD to successfully
wage war in the air by developing and producing a
variety of tactical fighter and strike aircraft.

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

Department of Defense. Future Combat Systems/
Modularity Land Warfare ($9.7 billion in 2006). Rating:
Moderately Effective. The Army’s complementary trans-
formation initiatives, Modularity and the Future Com-
bat Systems, are designed to provide regional combat-
ant commanders and soldiers with a lighter, faster,
more survivable and rapidly deployable force with
which to fight and win the United States’ current and
future land conflicts.

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

Tennessee Valley Authority. Tennessee Valley Author-
ity Power ($9.3 billion in 2006). Rating: Moderately Ef-
fective. The Tennessee Valley Authority (TVA) is the
Nation’s largest public power company. Through 158

locally owned distributors, TVA provides power to near-
ly 8.5 million residents of the Tennessee Valley. Some
of TVA’s former performance measures such as cents/
KWH are no longer tracked. It is unclear how some
of the new efficiency measures tracked by TVA relate
to program performance. The Tennessee Valley Author-
ity committed to a debt reduction plan that will reduce
its total debt $3 billion - $5 billion over a ten to twelve
year period. TVA has since increased that debt reduc-
tion total to $7.8 billion by 2016.

Department of Energy. Environmental Management
($7.9 billion in 2006). Rating: Adequate. This program
protects human health and the environment by cleaning
up millions of gallons of radioactive waste, thousands
of tons of spent nuclear fuel and special nuclear mate-
rial, along with huge quantities of contaminated soil
and water.

Managers are implementing reforms that are improv-
ing program performance. For example, the program
is renegotiating cleanup contracts to include perform-
ance incentives. The program is also reorganizing oper-
ations to focus on risk reduction. The program needs
to develop annual cost and schedule performance meas-
ures. The Department of Energy Inspector General and
the Government Accountability Office have identified
better performance measures as critical to assessing
program achievements.

Department of Defense. Missile Defense ($7.7 billion
in 2006). Rating: Adequate. The mission of the Missile
Defense Agency (MDA) is to defend the United States,
deployed forces, and allies from ballistic missile attack.
MDA is researching, developing and fielding a global,
integrated and multi-layered Ballistic Missile Defense
System (BMDS), comprising multiple sensors, intercep-
tors and battle management capabilities.

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

Education

Department of Education. Federal Pell Grants ($17.3
billion in 2006). Rating: Adequate. This program helps
ensure access to postsecondary education for under-
graduate students by providing need-based grants that,
in combination with other sources of student aid, help
meet education costs. The program also promotes life-
long learning by encouraging low-income adults to re-
turn to school.

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

Department of Education. Federal Family Education
Loan Program ($17.3 billion (subsidy cost) in 2006).
Rating: Adequate. This program provides default insur-
ance and interest subsidies to encourage private lenders
to make postsecondary education loans to wunder-
graduate and graduate students. The program also pro-
vides interest subsidies for eligible low-income students
to cover interest accrued while in school.

Overall, the assessment concluded that both this pro-
gram and the William D. Ford Direct Student Loan
program fulfill their purpose of ensuring that low- and
middle-income students can afford the costs of postsec-
ondary education. The two programs combined provide
over $70 billion a year in new loans to students. While
the PART found that the program had meaningful per-
formance measures and outcome data, it also found
that it could be more cost efficient.

PART III: FEDERALLY FINANCED CAPITAL STOCKS

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

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

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

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

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

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

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

The Stock of Physical Capital

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

Trends. Table 6-4 shows the value of the net feder-
ally financed physical capital stock since 1960, in con-
stant fiscal year 2000 dollars. The total stock grew at
a 2.2 percent average annual rate from 1960 to 2006,
with periods of faster growth during the late 1960s
and the 1980s. The stock amounted to $2,315 billion
in 2006 and is estimated to increase to $2,454 billion
by 2008. In 2006, the national defense capital stock
accounted for $700 billion, or 30 percent of the total,
and nondefense stocks for $1,615 billion, or 70 percent
of the total.
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Table 6-4. NET STOCK OF FEDERALLY FINANCED PHYSICAL CAPITAL
(In billions of 2000 dollars)

Nondefense
. National Direct Federal Capital Capital Financed by Federal Grants
Fiscal Year Total Defense Total :
Non- Water Trans. | Community Natural
defense Total Pand Other Total portation q and | Resources Other
ower egiona
Five year intervals:
1960 849 608 242 95 59 36 146 89 27 21 10
1965 ... 937 589 348 123 74 49 225 158 32 22 13
1970 ... 1,101 630 470 146 88 58 324 230 47 26 21
1975 ... 1,137 545 592 166 102 64 426 282 76 42 25
1980 ... 1,258 494 763 195 123 72 568 342 121 79 27
1985 ... 1,462 572 890 222 136 86 668 397 146 100 26
1990 ... 1,740 722 1,018 256 147 109 762 462 158 113 28
1995 1,882 714 1,168 297 157 141 871 534 168 123 46
Annual data:
2000 i 1,979 635 1,345 337 160 178 1,007 618 183 131 75
2001 ... 2,023 631 1,391 351 163 188 1,040 640 186 132 81
2002 ... 2,078 636 1,442 366 165 201 1,076 666 189 134 87
2003 ... 2,138 646 1,492 380 166 213 1,112 690 193 135 94
2004 ... 2,198 662 1,536 391 168 223 1,146 714 196 136 100
2005 ... 2,256 680 1,576 400 168 232 1,176 736 198 137 105
2006 .....ccoeine 2,315 700 1,615 410 169 240 1,205 758 200 138 109
2007 estimate ...... 2,387 729 1,658 421 171 250 1,236 781 203 139 114
2008 estimate .......ccocevverervererrerereren. 2,454 756 1,697 431 172 259 1,267 804 207 139 117

Real stocks of defense and nondefense capital show
very different trends. Nondefense stocks have grown
consistently since 1970, increasing from $470 billion
in 1970 to $1,615 billion in 2006. With the investments
proposed in the budget, nondefense stocks are esti-
mated to grow to $1,697 billion in 2008. During the
1970s, the nondefense capital stock grew at an average
annual rate of 5.0 percent. In the 1980s, however, the
growth rate slowed to 2.9 percent annually, with growth
continuing at about that rate since then.

Real national defense stocks began in 1970 at a rel-
atively high level, and declined steadily throughout the
decade as depreciation from investment in the Vietnam
era exceeded new investment in military construction
and weapons procurement. Starting in the early 1980s,
a large defense buildup began to increase the stock
of defense capital. By 1987, the defense stock exceeded
its earlier Vietnam-era peak. In the early 1990s, how-
ever, depreciation on the increased stocks and a slower
pace of defense physical capital investment began to
reduce the stock from its previous levels. The increased
defense investment in the last few years has reversed
this decline, increasing the stock from a low of $631
billion in 2001 to $756 billion in 2008.

Another trend in the Federal physical capital stocks
is the shift from direct Federal assets to grant-financed
assets. In 1960, 39 percent of federally financed non-
defense capital was owned by the Federal Government,
and 61 percent was owned by State and local govern-
ments but financed by Federal grants. Expansion in
Federal grants for highways and other State and local

capital, coupled with slower growth in direct Federal
investment for water resources, for example, shifted the
composition of the stock substantially. In 2006, 25 per-
cent of the nondefense stock was owned by the Federal
Government and 75 percent by State and local govern-
ments.

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

The Stock of Research and Development Capital

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

Trends. As shown in Table 6-5, the R&D -capital
stock financed by Federal outlays is estimated to be
$1,142 billion in 2006 in constant 2000 dollars. Roughly
half is the stock of basic research knowledge; the re-
mainder is the stock of applied research and develop-
ment.
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The nondefense stock accounted for about three-fifths
of the total federally financed R&D stock in 2006. Al-
though investment in defense R&D has exceeded that
of nondefense R&D in nearly every year since 1981,
the nondefense R&D stock is actually the larger of the
two, because of the different emphasis on basic research
and applied research and development. Defense R&D
spending is heavily concentrated in applied research
and development, which depreciates much more quickly
than basic research. The stock of applied research and
development is assumed to depreciate at a ten percent
geometric rate, while basic research is assumed not
to depreciate at all.

The defense R&D stock rose slowly during the 1970s,
as gross outlays for R&D trended down in constant
dollars and the stock created in the 1960s depreciated.
Increased defense R&D spending from 1980 through

1990 led to a more rapid growth of the R&D stock.
Subsequently, real defense R&D outlays tapered off,
depreciation grew, and, as a result, the real net defense
R&D stock stabilized at around $420 billion. Renewed
spending for defense R&D in recent years has begun
to increase the stock, and it is projected to increase
to $468 billion in 2008.

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

Table 6-5. NET STOCK OF FEDERALLY FINANCED RESEARCH AND DEVELOPMENT 1
(In billions of 2000 dollars)
National Defense Nondefense Total Federal
' Applied Applied Applied
Fiscal Year Total Basic Reggarch Total Basic Reggarch Total Basic Reggarch
Research and Research and Research and
Development Development Development
Five year intervals:
1970 ... 261 16 245 215 67 148 475 82 393
1975 ... 276 21 255 262 97 165 538 118 421
1980 ... 279 25 255 311 131 179 590 156 434
1985 ... 321 30 291 339 174 165 659 204 455
1990 ... 403 36 367 382 229 154 785 265 520
1995 423 43 380 461 294 167 884 336 547
Annual data:

2000 e 423 48 375 542 368 175 966 416 549
2001 ... 421 50 37 563 386 177 984 436 548
2002 ... 420 52 368 587 406 181 1,007 458 549
2003 ... 423 53 370 613 428 186 1,036 481 555
2004 ... 431 54 376 639 449 190 1,070 504 566
2005 ... 442 56 386 665 471 194 1,107 527 580
2006 ....ccoverernes 452 57 395 690 493 197 1,142 549 593
2007 estimate ... 462 58 404 716 513 203 1,178 572 606
2008 €StiMAte ....cvcvcvcererreseeee s 468 59 409 742 535 207 1,210 594 616

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

The Stock of Education Capital

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

As shown in Table 6-6, the federally financed edu-
cation stock is estimated at $1,451 billion in 2006 in
constant 2000 dollars. The vast majority of the Nation’s
education stock is financed by State and local govern-

ments, and by students and their families themselves.
This federally financed portion of the stock represents
about 3 percent of the Nation’s total education stock.!
Nearly three-quarters is for elementary and secondary
education, while the remainder is for higher education.

1For estimates of the total education stock, see table 13-5 in Chapter 13, “Stewardship.”
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The federally financed education stock has grown The expansion of the education stock is projected to

steadily in the last few decades, with an average an-
nual growth rate of 5.2 percent from 1970 to 2006.

continue under this budget, with the stock rising to
$1,557 billion in 2008.

Table 6-6. NET STOCK OF FEDERALLY FINANCED EDUCATION

CAPITAL
(In billions of 2000 dollars)
) Total Elementary Higher
Fiscal Year Edsut%actll(on an(liE c;Suec%(:iT)%ary Education
Five year intervals:
1960 71 51 20
1965 .. 102 74 28
1970 .. 234 184 50
1975 .. 349 282 67
1980 482 379 103
1985 577 434 143
1990 .. 736 549 188
1995 880 643 237
Annual data:

2000 e s 1,133 825 308
1,184 859 325

2002 .o 1,227 890 336
2003 s 1,267 924 343
2004 1,328 961 367
2005 .. 1,383 1,013 370
2006 ....ccoceeenee 1,451 1,057 394
2007 estimate ... 1,505 1,099 406
2008 €SHMALE ..vuvvverreerereereeeireie e sseniesrenna 1,557 1,141 415




7. CREDIT AND INSURANCE

Federal credit and insurance programs are alter-
natives to direct spending programs as means of achiev-
ing a variety of policy objectives. Federal credit pro-
grams offer direct loans and loan guarantees to support
a wide range of activities including housing, education,
business and community development, and exports. At
the end of 2006, there were $251 billion in Federal
direct loans outstanding and $1,120 billion in loan
guarantees. Through its insurance programs, the Fed-
eral Government insures bank, thrift, and credit union
deposits, guarantees private defined-benefit pensions,
and insures against other risks such as natural disas-
ters.

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

guaranteed. By law, GSE securities carry a disclaimer
of any U.S. obligation.

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

e The first section emphasizes the roles of Federal
credit and insurance programs in addressing mar-
ket imperfections that may prevent the private
market from efficiently providing credit and insur-
ance. Federal programs are more useful where
market imperfections remain serious even though
the continued evolution and deepening of financial
markets may have in part corrected many of the
imperfections.

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

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

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

I. FEDERAL PROGRAMS IN CHANGING FINANCIAL MARKETS

The Federal Role

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

Relevant market imperfections include insufficient in-
formation, limited ability to secure resources, imperfect
competition, and externalities. Although these imperfec-

tions can cause inefficiencies, the presence of a market
imperfection does not mean that Government interven-
tion will be always effective. To be effective, a credit
or insurance program should be carefully designed to
reduce inefficiencies in the targeted area without caus-
ing inefficiencies elsewhere.

Insufficient Information. Financial intermediaries
may fail to allocate credit to the most deserving bor-
rowers if there is little objective information about some
of the borrowers. Some groups of borrowers, such as
start-up businesses and some families, have limited in-
comes and credit histories. Many creditworthy bor-
rowers belonging to these groups may fail to obtain
credit or be forced to pay excessively high interest. For
very irregular events, such as natural and man-made
disasters, there may not be sufficient information to
estimate the probability and magnitude of the loss. This
pricing difficulty may prevent insurers from covering
those risks at reasonable premiums.

Limited Ability to Secure Resources. The ability
of private entities to absorb losses is more limited than

67
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that of the Federal Government, which has general tax-
ing authority. For some events potentially involving a
very large loss concentrated in a short time period,
therefore, Government insurance commanding more re-
sources can be more credible and effective. Such events
include massive bank failures and some natural and
man-made disasters that can threaten the solvency of
private insurers.

Imperfect Competition. Competition can be imper-
fect in some markets because of barriers to entry or
economies of scale. Imperfect competition may result
in higher prices of credit and insurance in those mar-
kets.

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

Effects of Changing Financial Markets

Financial markets have become much more efficient
through technological advances and financial services
deregulation. By facilitating the gathering and proc-
essing of information and lowering transaction costs,
technological advances have significantly contributed to
improving the screening of credit and insurance appli-
cants, enhancing liquidity, refining risk management,
and spurring competition. Deregulation, represented by
the Riegle-Neal Interstate Banking and Branching Act
of 1997 and the Financial Services Modernization Act
of 1999, has increased competition and prompted effi-
ciency-improving consolidation by removing geographic
and industry barriers.

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

The need for the Federal government to address the
information problem has diminished steadily over the
years. Nowadays, lenders and insurers have easy access
to large databases, powerful computing devices, and so-
phisticated analytical models. This advancement in
communication and information processing technology
enables lenders to evaluate risk more objectively and
accurately. Also, potential borrowers tend to have ac-
cess to a much wider array of possible local, national,
and global lenders. As a result, most borrowers can
easily obtain credit at a fair interest rate reflecting
their risk. The improvement, however, may be uneven
across sectors. Credit scoring (an automated process
that converts relevant borrower characteristics into a
numerical score indicating creditworthiness), for exam-
ple, is considered as a breakthrough in borrower screen-
ing. While credit scoring is widely applied to home
mortgages and consumer loans, it is applied to a limited
extent for small business loans and agricultural loans
due to the difficulty of standardizing unique character-
istics of small businesses and farmers. It is also pos-
sible that banking consolidation adversely affects those
borrowers with unique characteristics; small, local
banks could serve those borrowers better if they had
more borrower-specific information gained through
long-term relations. With technological advances such
as computer simulation, pricing catastrophe risks has
become easier, but it remains much more difficult than
pricing more regular events such as automobile acci-
dents. It is still difficult for insurers to estimate with
confidence the probability of a major natural disaster
occurring. The difficulty may be greater for man-made
disasters that lack scientific bases.

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

Imperfect competition is much less likely to justify
Federal involvement than was the case only a few years
ago due to financial deregulation and improved commu-
nication and financing technology. Financial deregula-
tion removed geographic and industry barriers to com-
petition. As a result, major financial holding companies
offer both banking and insurance products nationwide.
Internet-based financial services have further lowered
the cost of financial transactions and reduced the im-
portance of physical location. These developments have
been especially beneficial to small and geographically
isolated customers who could not afford to bear large
transactions costs and otherwise had limited access to



7. CREDIT AND INSURANCE

69

financial services. In addition, there are more financing
alternatives for both commercial and individual bor-
rowers that used to rely heavily on banks. Venture
capital, for example, has become a much more impor-
tant financing source for small businesses. Finance
companies have also become a prominent player both
in business and consumer financing.

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

Overall, the financial market has become more effi-
cient and safer. Financial evolution and other economic

developments, however, are often accompanied by new
risks. Federal agencies need to be vigilant to identify
and manage new risks to the economy and to the Budg-
et. For example, financial derivatives enable their users
either to decrease or to increase risk exposure. If some
beneficiaries of Federal programs use financial deriva-
tives to take more risk, the costs of Federal programs,
especially insurance programs, can rise sharply. The
sheer size of some financial institutions has also created
a new risk. While well-diversified institutions are gen-
erally safer, even a single failure of a large private
institution or a GSE, such as Fannie Mae, Freddie Mac,
and the Federal Home Loan Banks, could shake the
entire financial market. A more visible risk to the
Budget today is posed by the Pension Benefit Guaranty
Corporation (PBGC). PBGC has a large shortfall in as-
sets and projected earnings relative to the claims it
is already obligated to pay due to unfavorable develop-
ments in recent years and to flaws in program structure
that the Administration proposes to remedy.

II. PERFORMANCE OF CREDIT AND INSURANCE PROGRAMS

The Program Assessment Rating Tool (PART) has
evaluated 977 Federal programs, including 34 credit
programs and seven insurance programs. The PART
evaluates programs in four areas (program purpose and
design, strategic planning, program management, and
program results) and assigns a numerical score (0 to
100) to each category. The overall rating (effective, mod-
erately effective, adequate, ineffective, or results not
demonstrated) is determined based on the numerical
scores and the availability of reliable data.

The ratings for credit and insurance programs are
clustered around the middle; 78 percent of credit and
insurance programs (compared with 58 percent for
other programs) are rated “adequate” or “moderately
effective,” while only seven percent (17 percent for other
programs) are rated “effective.” These results suggest
that most credit and insurance programs meet basic
standards, but need to improve. In individual cat-
egories, credit and insurance programs have scored no-
ticeably low in program purpose and design and high
in program results relative to other programs.

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

Program Purpose and Design. To be effective,
credit and insurance programs should serve those who
deserve to be served but are left out by the private
market due to market imperfections. Extending credit
to those who are not creditworthy, for example, would
result in economic inefficiencies and large budget costs.
Lending to those who can obtain credit at a reasonable
rate in the private market would be unnecessary and
might interfere with the market mechanism. To achieve
intended outcomes without causing unintended con-
sequences, therefore, credit and insurance programs
need to be carefully designed; they should target the

SUMMARY OF PART SCORES

Purpose ; Program
and | B | Meneger | oS
Design 9 ment
Credit and Insurance Programs
AVEIAGE oot 78.5 742 86.0 55.7
Standard Deviation ............coceevmervireinninnen. 19.9 24.0 18.4 19.0
All Others Excluding Credit and Insurance
Programs
Average ........... 87.1 75.0 82.2 48.2
Standard Deviation ... 18.4 246 17.9 26.6




70

ANALYTICAL PERSPECTIVES

intended beneficiaries, and all parties in the transaction
should face the correct incentives.

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

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

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

Program Management. Risk management is a crit-
ical element of credit and insurance programs. The
cashflow is uncertain both for credit and insurance pro-
grams. The default rate and the claim rate can turn
out to be significantly different than expected. Credit
programs also face prepayment and interest rate risks.
These risks must be carefully managed to ensure the
program cost stays within a reasonable range.

Credit and insurance programs show strengths in
basic financial and accounting practices, such as spend-
ing funds for intended purposes and controlling routine

III.

Housing Credit Programs and GSEs

Through housing credit programs, the Federal Gov-
ernment promotes homeownership among various tar-
get groups, including low-income people, minorities, vet-
erans, and rural residents. Housing GSEs increase li-
quidity in the mortgage market.

Federal Housing Administration

In June 2002, the President issued America’s Home-
ownership Challenge to increase the number of first-
time minority homeowners by 5.5 million through 2010.
During the first three and a quarter years since the
goal was announced, nearly 2.5 million minority fami-
lies have become homeowners. Through 2006, the De-
partment of Housing and Urban Development’s (HUD’s)
Federal Housing Administration (FHA) helped almost
542,000 of these first-time minority homebuyers
through its loan insurance funds, mainly the Mutual

costs. However, some weaknesses are found in areas
that are more critical for effective risk management,
such as collecting timely information and using sophis-
ticated financial tools.

Program Results. The main difficulty in evaluating
program performance is measuring the net outcome of
the program (improvement in the intended outcome net
of what would have occurred in the absence of the
program). Suppose that an education program is in-
tended to increase the number of college graduates.
Although it is straightforward to measure the number
of college graduates who were assisted by the program,
it is difficult to tell how many of those would not have
obtained a college degree without the program’s assist-
ance. Credit and insurance programs face an additional
difficulty of estimating the program cost accurately. In
evaluating programs, the outcome must be weighed
against the cost. In the above example, the ultimate
measure of effectiveness is not the net number of col-
lege graduates produced by the program but the net
number per Federal dollar spent on the program. Thus,
an inaccurate cost estimate would lead to incorrect pro-
gram evaluation—an underestimation (overestimation)
of the cost would make the program appear unduly
effective (ineffective). Results for credit and insurance
programs need to be interpreted in conjunction with
the accuracy of cost estimation.

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

CREDIT IN FOUR SECTORS

Mortgage Insurance (MMI) Fund. FHA mortgage insur-
ance guarantees mortgage loans that provide access to
homeownership for people who lack the traditional fi-
nancial resources or credit history to qualify for a home
mortgage in the conventional marketplace. In 2006,
FHA endorsed purchase and refinance mortgages for
more than 425,000 households. For purchase mort-
gages, over 79 percent were for first-time homebuyers
and about 31 percent were for minority buyers. FHA
also endorsed over 76,000 home equity conversion mort-
gages for elderly homeowners.

While FHA has been a primary mortgage source for
first-time and minority buyers since the 1930s, its loan
volume has fallen precipitously in the past four years.
This is due in part to lower interest rates that have
made uninsured mortgages affordable for more families.
Moreover, private lenders—aided by automated under-
writing tools that allow them to measure risks more
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accurately—have expanded lending to people who pre-
viously would have had no option but FHA—those with
few resources to pay for downpayments and/or weaker
credit histories that the private sector considered too
risky. The development of new products and under-
writing approaches has allowed private lenders to offer
loans to more homebuyers. While this is a positive de-
velopment when the private sector is offering favorable
terms, some borrowers either end up paying too much
or receiving unfair terms.

As private lenders have expanded their underwriting
to cover more borrowers, FHA’s business has changed.
First, the percentage of FHA-insured mortgages with
initial loan-to-value (LTV) ratios of 95 percent or higher
has increased substantially, from 62.7 percent in 1995
to 78 percent in 2006. Second, the percentage of FHA
loans with downpayment assistance from seller-fi-
nanced nonprofit organizations has grown rapidly, from
0.3 percent in 1998 to nearly 33 percent in 2006. Recent
studies show that these loans are riskier than those
made to borrowers who received downpayment assist-
ance from other sources. In 2006, FHA’s cumulative
default claim rate for its core business is projected to
have risen from approximately 10 percent to 12 percent.

The FHA single-family mortgage program was as-
sessed in 2005 using the PART. The assessment found
that the program was meeting its statutory objective
to serve underserved borrowers while maintaining an
adequate capital reserve. However, the program lacked
quantifiable annual and long-term performance goals
that would measure FHA’s ability to achieve its statu-
tory mission. In addition, both the PART and subse-
quent reports by the General Accountability Office and
the Inspector General noted that the program’s credit
model does not accurately predict losses to the insur-
ance fund, and that despite FHA efforts to deter fraud
in the program, it has not demonstrated that these
steps have reduced such fraud.

In response to these findings, FHA measured its 2006
performance against new goals, such as the percentage
of FHA Single Family loans for first-time and minority
homeowners, and exceeded its goals. FHA has also im-
proved the accuracy of its annual actuarial review claim
and prepayment estimates. In 2007, it will continue
to develop performance goals for fraud detection and
prevention.

Proposals for Program Reform

In order to enable FHA to fulfill its mission in today’s
changing marketplace, the Administration has intro-
duced legislation that will give FHA the ability to re-
spond to current challenges to homeownership among
its traditional target borrowers: low and moderate-in-
come first-time homebuyers. FHA has already taken
steps, within its current authority, to streamline its
paperwork requirements and remove impediments to
its use by lenders and buyers. However, additional re-
forms will enable it to expand homeownership opportu-
nities to its target borrowers on an actuarially sound
basis.

To remove two large barriers to homeownership—
having limited savings for a downpayment or impaired
credit—the Administration again proposes new FHA
mortgage products. These products will replace the cur-
rent flat premium structure with one that varies with
the risk of default as indicated by the percentage of
downpayment to the loan amount or borrower credit
quality. This will create more opportunities for poten-
tial homeowners who may face limited mortgage op-
tions. For example, first-time buyers with a strong cred-
it record but little savings could finance a higher per-
cent of the purchase than FHA currently allows. Alter-
natively, a borrower with a poor credit history could
qualify for more favorable terms by accumulating sav-
ings for a larger downpayment.

This flexible premium structure, which is tiered risk-
based pricing, is a way to more fairly price the FHA
guarantee to individual borrowers. It creates incentives
(lower premium payments) for borrowers to take steps
to improve their credit or save more for a downpay-
ment. At the same time it eliminates the current incen-
tive for higher risk borrowers to use FHA because they
are undercharged relative to the risk they pose. FHA
proposes to base its mortgage insurance premiums upon
a borrower’s consumer credit score from Fair, Isaac,
and Company (FICO), and on the amount and source
of downpayment (e.g., the borrower’s own resources, rel-
atives, employer, non-profit organization or public agen-
cy). Mortgage insurance premiums will be based on
FHA’s historical experience with similar borrowers.
This change will decrease premiums for many of FHA’s
traditional borrowers, thereby increasing their access
to homeownership.

This price structure has many advantages. First,
FHA will reflect a borrower’s risk via the mortgage
insurance premium, not through a higher interest rate
as done in the subprime market. With mortgage insur-
ance, borrowers will pay a market rate of interest, and,
as a result, will incur lower monthly payments and
lower total costs than if they paid a higher mortgage
interest rate throughout the life of the loan. Second,
by using this pricing structure, FHA will promote price
transparency. Each borrower will know why they are
paying the premium that they are being charged and
will know how to lower their borrowing costs—i.e., by
raising their FICO score or their downpayment. Third,
risk-based pricing will allow FHA to review the per-
formance of its programs annually in conjunction with
the preparation of its credit subsidy estimates and ad-
just its premiums as necessary to assure the financial
soundness of the MMI Fund.

A reformed FHA will adhere to sound management
practices that include a new framework of standards
and incentives tied to principles of good credit program
management. Further, the proposed reforms will better
enable FHA to meet its objective of serving first-time
and low-income home buyers by managing its risks
more effectively.
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VA Housing Program

The Department of Veterans Affairs (VA) assists vet-
erans, members of the Selected Reserve, and active
duty personnel to purchase homes as recognition of
their service to the Nation. The program substitutes
the Federal guarantee for the borrower’s down pay-
ment. In 2006, VA provided $23.5 billion in guarantees
to assist 135,151 borrowers.

Since the main purpose of this program is to help
veterans, lending terms are more favorable than loans
without a VA guarantee. In particular, VA guarantees
zero downpayment loans. VA provided 90,399 zero
downpayment loans in 2006.

To help veterans retain their homes and avoid the
expense and damage to their credit resulting from fore-
closure, VA intervenes aggressively to reduce the likeli-
hood of foreclosures when loans are referred to VA after
missing three payments. VA’s successful actions re-
sulted in 54 percent of such delinquent loans avoiding
foreclosure in 2006.

Rural Housing Service

The U.S. Department of Agriculture’s Rural Housing
Service (RHS) offers direct and guaranteed loans and
grants to help very low- to moderate-income rural resi-
dents buy and maintain adequate, affordable housing.
The single-family guaranteed loan program guarantees
up to 90 percent of a private loan for low- to moderate-
income (115 percent of median income or less) rural
residents. In 2006, nearly $4.3 billion in assistance was
provided by RHS for homeownership loans and loan
guarantees; $3.07 billion in guarantees went to more
than 31,000 households, of which 30 percent went to
very low and low-income families (with income 80 per-
cent or less than median area income).

Additionally in 2006, Hurricane Supplemental loans
and guarantees totaling $260 million allowed nearly
2,500 households to obtain homes. In addition, $19 mil-
lion of low-interest loans and grants was used to repair
more than 2,300 homes of families in need. In addition,
RHS granted moratoriums on payments, and sheltered
survivors in its inventory properties to provide relief.

Historically, RHS has offered both direct and guaran-
teed homeownership loans. Beginning in 2008, RHS will
only offer guaranteed loans. The budget provides no
funding for the 502 direct single family housing loan
program. The direction of Rural Development’s single-
family housing mortgage assistance over the last two
decades has been towards guaranteed loans. The single-
family housing guaranteed loan program was newly au-
thorized in 1990 at $100 million and has grown into
a $3 billion plus loan program annually, equaling that
of the Veterans Affairs (VA) guaranteed housing loan
program. Meanwhile the single-family direct loan pro-
gram has been stagnant at approximately a $1 billion
loan level.

Solely utilizing guarantees for single-family housing
mortgage is consistent with the other Federal home-
ownership programs. In fact, there are no Federal sin-
gle family direct loan home ownership programs for

urban areas. Furthermore, financial markets have be-
come more efficient and increased the reach of mort-
gage credit to lower credit qualities and incomes. While
some rural areas remain isolated from broad credit
availability, these areas are shrinking as broadband
internet access and correspondent lending grow. There-
fore, relying on the private banking industry to provide
this service, with a guarantee from the Federal govern-
ment, is a more efficient way to deliver that assistance.

To replace the loss of assistance to the very low-
to low-income rural borrowers still seeking assistance
for mortgage credit, the Administration expects to pro-
pose legislation to authorize a subsidized guaranteed
single-family housing program.

For the already established 502 guarantee programs
in 2008, RHS will increase the guarantee fee on new
loans to 3 percent from 2 percent. This allows the loans
to be less costly for the Government without a signifi-
cant additional burden to the borrowers, given that
they can finance the fee as part of the loan. The guar-
antee fee for refinance loans remains 0.5 percent. Fund-
ing in 2008 is requested at an increased amount of
$4.8 billion for purchase loans to compensate for no
funding for direct loans.

RHS also offers multifamily housing loans and guar-
antees to provide rural rental housing, including farm
labor housing. The farm labor housing combined grant
and loan level will provide $18 million in 2008 for new
construction as well as repair and rehabilitation. RHS
also expects to be able to guarantee $200 million in
multifamily housing construction loans for 2008. RHS
will continue to propose funding and legislative changes
to address the preservation issues surrounding the over
40-year old program. A long-term initiative has been
developed to revitalize the 17,000-property portfolio.
During 2008, $28 million will be directed to the revital-
ization initiative, primarily to assist existing residents
in properties leaving the program. No funds are re-
quested for the direct rural rental housing program
because fixing the current portfolio is the first priority.

RHS partnered with its multifamily program bor-
rowers and made available all the vacant units in the
loan portfolio to house evacuees from Hurricanes
Katrina and Rita. Costs were covered by an emergency
allotment of rental assistance for a six-month period.
Multifamily Programs instituted a number of waivers
designed to ease the regulatory burden for housing
evacuees on an emergency basis. RHS housed over
3,000 families in RHS-financed housing

Government-Sponsored Enterprises in the Hous-
ing Market

Homeownership has long been recognized as an im-
portant part of the American economy and part of the
American dream. However, it has not always been with-
in reach for the average American. During the Great
Depression, housing markets were in turmoil. A typical
mortgage required a downpayment of around 50 percent
and a balloon payment of principal within a few years.
Limitations in financial and communication technology
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and restrictions on financial institutions made it dif-
ficult for surplus funds in one part of the country to
be shifted to other parts of the country to finance resi-
dential housing. Starting in 1932, the Congress re-
sponded by creating a series of entities and programs
that together promoted the development of long-term,
amortizing mortgages and facilitated the movement of
capital to support housing finance.

A key element of this response was the creation of
the Federal Housing Administration in 1934. Another
element was the establishment of several entities de-
signed to develop secondary mortgage markets and to
facilitate the movement of capital into housing finance.
These entities, known today as Government-Sponsored
Enterprises (GSEs), were chartered by the Congress
with a public mission, and endowed with certain bene-
fits that give them competitive advantages when com-
pared with fully private companies.

The Federal Home Loan Bank System, created in
1932, is comprised of twelve individual banks with
shared liabilities. Together they lend money to financial
institutions—mainly banks and thrifts—that are in-
volved in mortgage financing to varying degrees, and
they also finance some mortgages on their own balance
sheets. The Federal National Mortgage Association, or
Fannie Mae, created in 1938, and the Federal Home
Loan Mortgage Corporation, or Freddie Mac, created
in 1970, were established to support the stability and
liquidity of a secondary market for residential mortgage
loans. Together these three GSEs currently are in-
volved, in one form or another, with nearly one half
of the $10-plus trillion residential mortgages out-
standing in the U.S. today. Their market share peaked
at 54 percent in 2003, after which management and
internal control problems started to surface.

As with other financial institutions, the Congress also
established regulatory regimes to ensure the safety and
soundness of the housing GSEs. The Office of Federal
Housing Enterprise Oversight (OFHEO), established in
1992 as an independent agency within the Department
of Housing and Urban Development, oversees Fannie
Mae and Freddie Mac. The Federal Housing Finance
Board (FHFB), established in 1989, oversees the Fed-
eral Home Loan Bank system. Numerous reports and
studies have pointed to various shortcomings with the
current regulatory structure for the housing GSEs. The
Administration is proposing to strengthen this structure
and combine OFHEO and FHFB into a new regulator.

Mission

The mission of the housing GSEs is to support certain
aspects of the U.S. mortgage market. Fannie Mae and
Freddie Mac’s mission is to promote affordable housing,
respond to private capital markets, and provide liquid-

ity and stability to the secondary mortgage market.
Currently, they engage in two major lines of business.

1. Credit Guarantee Business—Fannie Mae and
Freddie Mac guarantee the timely payment of
principal and interest on mortgage-backed securi-
ties (MBS). They create MBS by either buying

and pooling whole mortgages or by entering into
swap arrangements with mortgage originators.
Over time these MBS held by the public have
averaged about one-quarter of the U.S. mortgage
market.

2. Mortgage Investment Business—Fannie Mae
and Freddie Mac manage retained mortgage port-
folios composed of their own MBS, MBS issued
by others, and whole mortgages. As of June 30,
2006, these retained mortgages totaled $1.4 tril-
lion. Given Fannie Mae and Freddie Mac’s serious
accounting, internal control, risk management,
and systems problems, the growth of these port-
folios is temporarily constrained through consent
agreements with OFHEO.

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

Risks That GSEs Face and Cause

Like other financial institutions, the GSEs face a full
range of risks, including market (interest rate) risk,
credit risk, and operational risk. Several of the Federal
Home Loan Banks and Fannie Mae have faced serious
market risks due to inadequate hedging. More recently,
Fannie Mae and Freddie Mac have faced serious oper-
ational risk. Due to earnings manipulation, poor ac-
counting systems, lack of proper controls, lack of proper
risk management, and misapplication of accounting
principles, earnings at Fannie Mae were misstated by
$6.3 billion through June of 2004, and at Freddie Mac
by $5.0 billion through December of 2002.

The GSEs also pose risks to the financial system.
Systemic risk is the risk that unanticipated problems
at a financial institution or group of institutions could
lead to problems more widely in the financial system
or economy—the risk that a small problem could mul-
tiply to a point where it could jeopardize the country’s
economic well-being. The particular systemic risk posed
by the GSEs is the risk that a miscalculation, failure
of controls, or other unexpected event at one company
could unsettle not only the mortgage and mortgage fi-
nance markets but other vital parts of the financial
system and economy. To understand this risk, one must
understand the interdependencies among the GSEs and
other market participants in the financial system and
the lack of market discipline imposed on the GSEs be-
cause investors perceive that the GSEs are implicitly
backed by the U.S. Government.

The GSEs are among the largest borrowers in the
world. As of September 2006 their combined debt and
guaranteed MBS totaled $5.2 trillion, higher than the
total publicly held debt of the United States. The inves-
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tors in GSE debt include thousands of banks, institu-
tional investors such as insurance companies, pension
funds, and foreign governments, and millions of individ-
uals through mutual funds and 401k investments.
Based on the prices paid by these investors, they act
as if the Federal Government guarantees GSE debt.
In fact, there is no such guarantee or Federal backing
of GSE debt.

Because investors act as if there is an “implicit guar-
antee” by the Federal Government to back GSE debt,
investors on average lend their money to the GSEs
at interest rates roughly 30 to 40 basis points less
($300-$400 less per year for every $100,000 borrowed)
than to other highly rated privately held companies.
In addition, investors do not demand the same financial
disclosures as for other privately owned companies. Nei-
ther Fannie Mae nor Freddie Mac currently file quar-
terly earnings reports with the Securities and Exchange
Commission, though Fannie Mae is required to and
Freddie Mac volunteered to. Yet there has been no sig-
nificant impact on the pricing of GSE debt securities.
This lack of market discipline facilitates the growth
of the GSE asset portfolios, thereby increasing systemic
risk.

Retained Asset Portfolios Have Significantly
Grown While Achieving Little for the GSEs’ Hous-
ing Mission

Fannie Mae and Freddie Mac have used their funding
advantage to amass large retained asset portfolios. To-
gether these GSEs have more than $1.5 trillion in debt
outstanding, almost entirely for the purpose of funding
these portfolios. From 1990 through 2005, the GSEs’
competitive funding advantage enabled them to in-
crease their portfolios of mortgage assets ten-fold,
which far exceeds the growth of the overall mortgage
market. Due to the risks associated with the portfolios,
the Administration is proposing that the new regulatory
structure empower the regulator to address and miti-
gate these risks.

As chart 7-1 shows, almost 54 percent of Fannie
Mae and Freddie Mac’s combined retained mortgage
portfolio at the end of 2005 was comprised of holdings
of their own guaranteed MBS, which could easily be
sold.

Chart 7-1. Fannie Mae and Freddie Mac
Combined Retained Mortgage Portfolios
Year-End 2005
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Source: Office of Federal Housing Enterprise Oversight.

The function of these portfolio holdings is largely to
increase profits, not facilitate affordable housing. In
1992, the Congress broadened Fannie Mae and Freddie
Mac’s mission to include promoting affordable housing.
To measure this performance, the Congress mandated
that HUD establish three affordable housing goal tar-
gets that Fannie Mae and Freddie Mac must meet each
year. HUD has also implemented home purchase
subgoals to encourage homeownership opportunities for
first-time homeowners and minority homeowners. Given

that Fannie Mae and Freddie Mac have a mission to
help more families achieve homeownership as well as
to expand rental opportunities, their retained portfolios
should be tied to that mission. However, currently only
about 30 percent of Fannie Mae and Freddie Mac’s
retained portfolio holdings would be eligible to qualify
for any of the affordable housing goals. About half of
the MBS issued by others and whole loans qualify to-
ward their affordable housing goals. Their performance
under the housing goals over time indicate that Fannie
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Mae and Freddie Mac should be doing more to help
mission-targeted families achieve homeownership or ac-
quire affordable rental housing.

Debt Issuance Subject to Treasury Approval

Fannie Mae and Freddie Mac fund their portfolios
by issuing debt, and the U.S. Department of the Treas-
ury has the responsibility to review and approve these
GSEs’ debt-issuances. The Treasury Department’s debt
approval authority is contained in Fannie Mae’s and
Freddie Mac’s Charter Acts, and the Department has
approved Fannie Mae and Freddie Mac’s debt on a
regular basis. Treasury is developing a more formalized
approach to their debt approval authority. As part of
that approach, Treasury is developing new debt ap-
proval procedures to enhance the clarity, transparency,
standardization, and documentation of Fannie Mae’s
and Freddie Mac’s debt issuances.

Thin Capital Cushions Need Reform

The risks of the GSEs’ large portfolios are exacer-
bated because they are not required to hold cushions
of capital against potential losses comparable to the
capital requirements for other large financial institu-
tions. Where commercial banks that are part of a finan-
cial holding company must hold a 5 percent capital-
to-total assets cushion, Fannie Mae and Freddie Mac’s
requirement is half that, while FHLB’s is 4 percent.
The risk-based capital requirements for the GSEs also
differ dramatically from those applicable to commercial
banks. This highlights an important shortcoming of the
statutory framework governing Federal oversight of the
GSEs. The minimum capital and risk-based capital
rules for the GSEs were written into law in 1992. Much
has changed since then with regard to financial risk
analysis, risk modeling, and capital requirements for
comparable financial institutions. The reforms proposed
by the Administration would repeal the statutory risk-
based capital stress test, and would provide the new
GSE regulator with the authority and flexibility to es-
tablish new risk-based capital requirements for the
GSEs to help ensure that they operate with sufficient
capital and reserves to support the risks that arise
in the operations and management of each enterprise.
A world-class regulator needs the flexibility and author-
ity to change both the risk-based and minimum capital
requirements without undue restriction in response to
changing conditions.

Although the GSEs’ mortgage investments are of rel-
atively low default risk, other types of risk in the GSEs’
asset portfolios are substantial. Mortgage portfolios
carry considerable interest-rate risk, partly because of
the risk that homeowners may prepay their mortgages
through refinancing or home sales. This risk can be
mitigated—for example, through purchase of interest-
rate hedges—but the GSEs protect themselves against
only some of the interest rate risk of their portfolios.
Moreover, hedges are imperfect because predicting in-
terest-rate movements and mortgage refinancing activ-
ity is difficult. As GSE asset portfolios have grown in
size, the GSEs’ participation in the market for hedging

instruments has become dominant enough to cause in-
terest rate spikes in the event that a GSE needs to
make large and sudden adjustments to its hedging posi-
tion.

New Activities and Technological Development
Require Oversight

Over the last decade, Fannie Mae and Freddie Mac
have begun engaging in a wide range of new activities
that were not anticipated when their charters were
written. To address these changes, HUD developed a
new activity review initiative under its general regu-
latory authority. HUD has reviewed a number of busi-
ness initiatives at Fannie Mae and Freddie Mac, includ-
ing international activities; partnership offices; senior
housing; skilled nursing facilities; employer assisted
housing plans; third party real-estate-owned programs;
Commercial Mortgage-Backed Securities (CMBS);
Asset-Backed Securities (ABS); multifamily variable-
rate bond certificates; and whole loan REMICs. HUD
concluded that some of these activities were not author-
ized. For example, HUD’s review of the GSEs’ Commer-
cial MBS programs resulted in OFHEO seeking Freddie
Mac’s divestiture of certain CMBS holdings, and HUD
ordered Fannie Mae to end its third party Real-Estate-
Owned program based on its review. In 2007, HUD
will complete a Financial Activities Review that will
provide a baseline of information on Fannie Mae’s and
Freddie Mac’s business and program activities. As part
of this review, HUD will examine specific transactions
to determine whether they are consistent with Fannie
Mae’s and Freddie Mac’s charter authorities. The Ad-
ministration proposes to move this authority to the new
regulator.

Because of their enormous presence in the secondary
market, Fannie Mae and Freddie Mac are able to exert
significant leverage in the primary mortgage market.
First, their unparalleled size in the residential mort-
gage market gives the GSEs a unique level of access
to market information. The applicability of that infor-
mation to the management of mortgage risk gives them
a competitive edge in the development of new tech-
nology that can change relationships between primary
market participants as well as the distribution of eco-
nomic returns between the primary and secondary mar-
kets. Second, their funding advantage enables the GSEs
to borrow at reduced rates in order to make invest-
ments in new areas at below-market prices, thus dis-
couraging competition while gaining experience in those
areas.

Through the development and delivery of new 