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THE BUDGET DOCUMENTS

Budget of the United States Government, Fiscal
Year 2014 contains the Budget Message of the President,
information on the President’s priorities, budget over-
views organized by agency, and summary tables.

Analytical Perspectives, Budget of the United
States Government, Fiscal Year 2014 contains analy-
ses that are designed to highlight specified subject ar-
eas or provide other significant presentations of budget
data that place the budget in perspective. This volume
includes economic and accounting analyses; information
on Federal receipts and collections; analyses of Federal
spending; information on Federal borrowing and debt;
baseline or current services estimates; and other techni-
cal presentations.

The Analytical Perspectives volume also contains sup-
plemental material with several detailed tables, including
tables showing the budget by agency and account and by
function, subfunction, and program, that is available on
the Internet and as a CD-ROM in the printed document.

Historical Tables, Budget of the United States
Government, Fiscal Year 2014 provides data on budget
receipts, outlays, surpluses or deficits, Federal debt, and
Federal employment over an extended time period, gener-
ally from 1940 or earlier to 2014 or 2018.

To the extent feasible, the data have been adjusted to
provide consistency with the 2014 Budget and to provide
comparability over time.

Appendix, Budget of the United States
Government, Fiscal Year 2014 contains detailed infor-
mation on the various appropriations and funds that con-
stitute the budget and is designed primarily for the use of
the Appropriations Committees. The Appendix contains
more detailed financial information on individual pro-

grams and appropriation accounts than any of the other
budget documents. It includes for each agency: the pro-
posed text of appropriations language; budget schedules
for each account; legislative proposals; explanations of
the work to be performed and the funds needed; and pro-
posed general provisions applicable to the appropriations
of entire agencies or group of agencies. Information is also
provided on certain activities whose transactions are not
part of the budget totals.

AUTOMATED SOURCES OF
BUDGET INFORMATION

The information contained in these documents is avail-
able in electronic format from the following sources:

Internet. All budget documents, including documents
that are released at a future date, spreadsheets of many
of the budget tables, and a public use budget database
are available for downloading in several formats from the
Internet at www.budget.gov /budget. Links to documents
and materials from budgets of prior years are also pro-
vided.

Budget CD-ROM. The CD-ROM contains all of the
budget documents in fully indexed PDF format along with
the software required for viewing the documents. The
CD-ROM has many of the budget tables in spreadsheet
format and also contains the materials that are included
on the separate Analytical Perspectives CD-ROM.

For more information on access to electronic versions
of the budget documents (except CD-ROMs), call (202)
512-1530 in the D.C. area or toll-free (888) 293-6498. To
purchase the budget CD-ROM or printed documents call
(202) 512-1800.

Budget request.
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tivities, full-year appropriations data included in the current year column (2013) in the budget Appendix, and
in tables that show details on discretionary spending amounts in the Analytical Perspectives volume, reflect
the annualized level provided by the continuing resolution. In the main Budget volume and the Historical
Tables volume, current year totals by agency and for the total Government will match the President’s 2013
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1. INTRODUCTION

The Analytical Perspectives volume presents analyses
that highlight specific subject areas or provide other sig-
nificant data that place the Budget in context and as-
sist the public, policymakers, the media, and research-
ers in better understanding the budget’s effects on the
Nation. This volume complements the main Budget vol-
ume, which presents the President’s budget policies and
priorities by agency, and the Budget Appendix volume,
which provides appropriations language, schedules for
budget expenditure accounts, and schedules for selected
receipt accounts.

Presidential budgets have included separate analyti-
cal presentations of this kind for many years. The 1947
Budget and subsequent budgets included a separate sec-
tion entitled “Special Analyses and Tables” that covered

four and sometimes more topics. For the 1952 Budget,
the section was expanded to 10 analyses, including many
subjects still covered today, such as receipts, investment,
credit programs, and aid to State and local governments.
With the 1967 Budget this material became a separate
volume entitled “Special Analyses,” and included 13 chap-
ters. The material has remained a separate volume since
then, with the exception of the Budgets 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 Perspectives.

As in previous years, several large supplemental ta-
bles are available at http://www.budget.gov/budget/
Analytical_Perspectives and on the Budget CD-ROM. A
list of these items is in the Table of Contents.

OVERVIEW OF THE CHAPTERS

Economic and Budget Analyses

Economic Assumptions and Interactions Between the
Economy and the Budget. This chapter reviews recent
economic developments; presents the Administration’s
assessment of the economic situation and outlook, includ-
ing the effects of macroeconomic policies; compares the
economic assumptions on which the Budget is based with
the assumptions for last year’s Budget and those of oth-
er forecasters; illustrates how different economic paths
would produce different budget results even if current
law remained unchanged; and provides sensitivity esti-
mates for the effects on the Budget of changes in specified
economic assumptions. It also provides estimates of the
cyclical and structural components of the budget deficit.
Past errors in economic projections are reviewed.

Financial Stabilization Efforts and Their Budgetary
Effects. This chapter focuses on Federal efforts to stabi-
lize the economy and promote financial recovery in the
wake of the deep recession of 2008, including the Troubled
Asset Relief Program (TARP), reform of financial regula-
tion, and other measures. The chapter also includes spe-
cial analyses of the TARP as described in Section 203(a) of
the Emergency Economic Stabilization Act of 2008.

Long-Term Budget Outlook. This chapter assesses the
long-term budget outlook and the sustainability of cur-
rent budget policy by focusing on 75-year projections of
the Federal budget and showing how alternative long-
term budget assumptions would produce different results.
The chapter presents information on the size of the fiscal
gap, and the budgetary effects of growing health costs.

Federal Borrowing and Debt. This chapter analyzes
Federal borrowing and debt and explains the budget es-
timates. It includes sections on special topics such as the

trends in debt, agency debt, investment by Government
accounts, and the statutory debt limit.

Performance and Management

Social Indicators. This chapter presents a selection
of statistics that offer a numerical picture of the United
States. Included are economic, demographic, socioeco-
nomic and health statistics. There are also indicators of
safety and security, and environment and energy.

Delivering a High-Performance Government. This
chapter describes this Administration’s approach to per-
formance management—the Federal Government’s use
of performance goals, measurement, regular data-driven
reviews, and information dissemination to improve out-
comes that matter to the American people and deliver
returns on the taxpayer’s investment. It explains why
this approach was chosen, progress made, and future
plans. It also discusses implementation of the GPRA
Modernization Act.

Program Evaluation and Data Analytics. This chapter
underscores this Administration’s commitment to using
taxpayer dollars effectively and efficiently. It highlights
the role of performance measurement and program eval-
uation, discusses several of the Administration’s efforts
to use evidence and evaluation in decision-making and
program design, and highlights the Administration’s com-
mitment to use more and better empirical evidence.

Benefit-Cost Analysis. This chapter discusses the use
of benefit-cost analysis to design programs and policies to
ensure that they achieve the maximal benefit to society
and do not impose unjustified or excessive costs.

Improving the Federal Workforce. Strengthening the
Federal workforce is essential to building a high-perform-
ing Government. This chapter presents summary data
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on Federal employment and compensation; examines the
challenges posed by an aging Federal workforce; presents
opportunities for strengthening the personnel system to
achieve critical agency missions; and discusses progress
in improving employee performance and human capital
management.

Budget Concepts and Budget Process

Budget Concepts. This chapter includes a basic de-
scription of the budget process, concepts, laws, and termi-
nology, and includes a glossary of budget terms.

Coverage of the Budget. This chapter describes those
activities that are included in budget receipts and outlays
(and are therefore classified as “budgetary”), as distin-
guished from those activities that are not included in the
budget (and are therefore classified as “non-budgetary”).
The chapter also defines the terms “on-budget” and “off-
budget.”

Budget Process. This chapter discusses proposals to
improve budgeting and fiscal sustainability within indi-
vidual programs as well as across Government, describes
the system of scoring mandatory and revenue legislation
for purposes of the Statutory Pay-As-You-Go Act of 2010,
and presents proposals to revise the budget baseline and
improve budget presentation.

Federal Receipts

Governmental Receipts. This chapter presents infor-
mation on estimates of governmental receipts, which con-
sist of taxes and other compulsory collections. It includes
detailed descriptions of tax legislation enacted in the last
year and the receipts proposals in the Budget.

Offsetting Collections and Offsetting Receipts. This
chapter presents information on collections that offset
outlays, including collections from transactions with the
public and intragovernmental transactions. In addition,
this chapter presents information on “user fees,” charges
associated with market-oriented activities and regulatory
fees. The user fee information includes a description of
each of the user fee proposals in the Budget.

Tax Expenditures. This chapter describes and pres-
ents estimates of tax expenditures, which are defined as
revenue losses from special exemptions, credits, or other
preferences in the tax code.

Special Topics

Aid to State and Local Governments. This chapter
presents crosscutting information on Federal grants to
State and local governments, including highlights of
Administration proposals, a table displaying budget au-
thority and outlays for all grant programs, and informa-
tion on historical trends and data. An appendix to this
chapter includes State-by-State spending estimates of
major grant programs.

Strengthening Federal Statistics. This chapter discuss-
es 2014 Budget proposals for the Government’s principal
statistical programs.

Information Technology. This chapter gives an over-
view of Federal spending on information technology, and
the major initiatives through which the Administration

is seeking to improve Federal information technology to
deliver better value to taxpayers through improved pro-
gram performance, greater efficiency and cost savings,
and extending the transparency of Government and
participation of citizens. The chapter also discusses the
Administration’s plans to extend its accomplishments in
Federal information technology from its first four years
while continuing to provide strong information security
and protection of privacy.

Federal Investment. This chapter discusses federally
financed spending that yields long-term benefits. It pres-
ents information on annual spending on physical capital,
research and development, and education and training,
and on the cumulative capital stocks resulting from that
spending.

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

Credit and Insurance. This chapter provides cross-
cutting analyses of the roles, risks, and performance of
Federal credit and insurance programs and Government-
sponsored enterprises (GSEs). The general portion of the
chapter covers the categories of Federal credit (housing,
education, small business and farming, energy and infra-
structure, and international) and insurance programs (de-
posit insurance, pension guarantees, disaster insurance,
and insurance against terrorism-related risks). It also
offers occasional discussions of special issues. This year,
the chapter includes discussion of issues relating to “fair
value” cost estimates for Federal credit programs. Two
detailed tables, “Table 22—11, Direct Loan Transactions of
the Federal Government” and “Table 22—12, Guaranteed
Loan Transactions of the Federal Government,” are avail-
able at the Internet address cited above and on the Budget
CD-ROM.

Homeland Security Funding Analysis. This chapter
discusses homeland security funding and provides infor-
mation on homeland security program requirements, per-
formance, and priorities. Additional detailed information
is available at the Internet address cited above and on the
Budget CD-ROM.

Federal Drug Control Funding. This chapter displays
enacted and proposed drug control funding for Federal de-
partments and agencies.

California Bay-Delta Federal Budget Crosscut. This
chapter presents information on Federal funding for the
environmental restoration of California’s Bay-Delta, one
of the Administration’s priority ecosystems. Additional
detailed tables on Bay-Delta funding and project descrip-
tions are available at the Internet address cited above
and on the Budget CD-ROM.

Technical Budget Analyses

Current Services Estimates. This chapter presents es-
timates of what receipts, outlays, and the deficit would
be if current policies remained in effect, using modi-
fied versions of baseline rules in the Balanced Budget
Emergency Deficit Control Act (BBEDCA), as amended by
the Budget Control Act of 2011. A detailed table, “Table
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26-13, Current Services Budget Authority and Outlays
by Function, Category, and Program” is available at the
Internet address cited above and on the Budget CD-ROM.

Trust Funds and Federal Funds. This chapter provides
summary information about the two fund groups in the
budget—Federal funds and trust funds. In addition, for the
major trust funds and several Federal fund programs, the
chapter provides detailed information about income, outgo,
and balances.

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 Commerce. The
NIPA measures are the basis for reporting Federal trans-
actions in the gross domestic product (GDP) and for an-
alyzing the effect of the Budget on aggregate economic
activity.

Comparison of Actual to Estimated Totals. This chap-
ter compares the actual receipts, outlays, and deficit for
2012 with the estimates for that year published in the
2012 Budget. It also includes a historical comparison of
the differences between receipts, outlays, and the deficit
as originally proposed with final outcomes.

Budget and Financial Reporting. This chapter sum-
marizes information about the Government’s financial
performance that is provided by three complementary
sources—the Budget, the financial statements, and the
integrated macroeconomic accounts.

The following materials are available at the Internet
address cited above and on the Budget CD-ROM:

Detailed Functional Table

Detailed Functional Table. Table 31-1, “Budget
Authority and Outlays by Function, Category, and
Program,” displays budget authority and outlays for ma-
jor Federal program categories, organized by budget func-
tion (such as health care, transportation, or national de-
fense), category, and program.

Federal Programs by Agency and Account

Federal Programs by Agency and Account. Table 32—1,
“Federal Programs by Agency and Account,” displays bud-
get authority and outlays for each account, organized by
agency, bureau, fund type, and account.






ECONOMIC AND BUDGET ANALYSES







2. ECONOMIC ASSUMPTIONS AND INTERACTIONS WITH THE BUDGET

This chapter presents the economic forecast on which
the 2014 Budget projections are based.! When the
President took office in January 2009, the economy was
in the midst of an historic economic crisis. The first or-
der of business for the new Administration was to arrest
the rapid decline in economic activity that threatened to
plunge the country into a second Great Depression. The
President and the Congress took unprecedented actions
to restore demand, stabilize financial markets, and put
people back to work. These steps included passage of the
American Recovery and Reinvestment Act (ARRA), signed
by the President just 28 days after taking office. They
also included the Financial Stability Plan, announced in
February 2009, which encompassed wide-ranging mea-
sures to strengthen the banking system, increase con-
sumer and business lending, and stem foreclosures and
support the housing market. These and a host of other
actions walked the economy back from the brink. The
economy bottomed out in June 2009 and gradually start-
ed to recover in late 2009.2 Further measures to aid the
recovery were taken in December 2010, such as cutting
payroll taxes and extending unemployment insurance.
Over the past 14 quarters, through the fourth quarter of
2012, real Gross Domestic Product (GDP) has grown at
an average annual rate of 2.1 percent, and since February
2010, 6.4 million jobs have been added in the private sec-
tor. Meanwhile, the unemployment rate has fallen from
its October 2009 peak of 10.0 percent to 7.7 percent (as of
February 2013).

At the start of this year, the American Taxpayer Relief
Act 0of 2012 (ATRA) prevented income tax increases on the
vast majority of taxpayers in 2013 and provided greater
certainty for the years ahead. With this legislation, the
recovery is projected to gain momentum in 2013 and to
strengthen further in 2014. However, even with healthy
economic growth, unemployment is expected to be higher
than is consistent with full employment for several more
years. The Administration is projecting unemployment to
continue to decline over the next five years, stabilizing at
5.4 percent by 2018.

This chapter contains several sections:

e The first section of this chapter reviews recent eco-
nomic performance.

e The second section discusses the Administration’s
economic projections.

e The third section compares the Administration’s to

1 In the Budget, economic performance is discussed in terms of calen-
dar years. Budget figures are discussed in terms of fiscal years.

2 The dating of U.S. business cycles is done by the National Bureau of

Economic Research, a private institution that has supported economic
research on business cycles and other topics for many decades.

other forecasts and to the Administration’s projec-
tion in last year’s Budget.

e The fourth section describes how changes in eco-
nomic variables result in changes in receipts, out-
lays, and the deficit.

° The fifth section presents information on fore-
cast errors for growth, inflation, and interest rates
and how these forecast errors compare to those in
forecasts made by the Congressional Budget Office
(CBO) and the private-sector Blue Chip Consensus
forecast.

e The sixth section presents alternatives to the cur-
rent Administration forecast—based on both more
optimistic and less optimistic assumptions with re-
spect to real economic growth and unemployment—
and describes the resulting effects on the deficit.

e The seventh section shows a probabilistic range of
budget outcomes based on past errors in projecting
the deficit.

o The last section discusses the relationship between
structural and cyclical deficits, showing how much
of the actual deficit is related to the economic cycle
(e.g., the recent recession) and how much would per-
sist even if the economy were at full employment.

Recent Economic Performance

The accumulated stresses from a contracting housing
market and the resulting strains on financial markets
brought the 2001-2007 expansion to an end in December
2007. In its early stages, the 2008-2009 recession was
relatively mild, but financial conditions worsened sharply
in the fall of 2008, and from that point forward the reces-
sion became much more severe. Before it ended, real GDP
had fallen further and the downturn had lasted longer
than any previous post-World War II recession. Looking
ahead, the likely strength of the recovery is one of the key
issues for the forecast, and the aftermath of the housing
and financial crises has an important bearing on the ex-
pected strength of the recovery.

Housing Markets Begin to Show Strength.—The
housing market has shown clear signs of recovery, after
its collapse in 2007 and 2008 which was a major cause of
the financial crisis and recession. In 2006-2007, hous-
ing prices peaked, and from 2007 through 2008, housing
prices fell sharply according to all available measures.?

3 There are several measures of national housing prices. Two respected
measures that attempt to correct for variations in housing quality are
the S&P/Case-Shiller Home Price Index and the Federal Housing Finance
Agency (FHFA) Purchase-Only House Price Index. The Case-Shiller
index peaked in 2006, while the FHFA index peaked in 2007.
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During the downturn, as house prices fell, investment in
housing plummeted, reducing the annualized rate of real
GDP growth by an average of 1 percentage point per quar-
ter. Housing prices started to rise again in 2012, with a
modest gain of 4 percent over the year. Residential in-
vestment began to increase steadily in the second quarter
of 2011, and rose by more than 14 percent during 2012.

In April 2009, housing starts fell to an annual rate of
just 478,000 units, the lowest level ever recorded for this
series, which dates from 1959. Housing starts rose mod-
estly over the next two years, but increased 37 percent to
over 950,000 units over the 12 months through December
2012. Typically, at least 1.5 million starts a year are
needed to accommodate the needs of an expanding popu-
lation and to replace older units, indicating potential for
a substantial housing rebound. Although a large over-
hang of vacant homes must be reduced before a robust
housing recovery can become firmly established, there are
indications that this is gradually happening with reduced
vacancies and fewer foreclosures. The Administration
forecast assumes a continued recovery in housing activity
that adds moderately to real GDP growth over the fore-
cast horizon.

The Risk of an International Slowdown.—While
the U.S. economy has returned to moderate growth, world-
wide recovery is uneven. Europe continues to confront
financial uncertainty stemming from the troubled finan-
cial condition of several countries in the Euro zone. After
the Euro was established as the common currency for 17
European countries in 1999, interest rates in those coun-
tries moved close together as their inflation rates tended
to converge. However, recent events have led markets to
reassess the long-run solvency of some of the countries
using the Euro, and the result has been a striking diver-
gence in the interest rates charged on sovereign debt of
the various countries. High interest rates on their debt
make it difficult for the most threatened of these coun-
tries to address the pressing fiscal issues that have put
some countries’ long-run solvency at risk.

At the beginning of 2012, many private forecasters were
expecting the recovery to accelerate over the course of the
year. Instead, 2012 saw subpar growth due to unexpected
headwinds. A persistent source of sluggishness has been
the sovereign debt crisis in Europe, which has curbed
global equity markets and will likely continue to weigh
on confidence and the global recovery going forward. The
European Union and European Central Bank have acted
to confront these issues, and the affected governments
have attempted to cut their budget deficits. Despite these
actions, however, the European recovery remains at risk
because of on-going structural adjustments and because
the necessary austerity measures taken to address the
fiscal crisis have in some cases limited demand and wag-
es, resulting in social unrest. Several European countries
have had slowing or negative growth in recent quarters,
and there also has been a slowdown in growth in many
emerging market economies.

Deleveraging has Slowed Consumption Growth.—
Between the third quarter of 2007 and the first quarter
of 2009, the real net worth of American households de-
clined by $16 trillion (24 percent) — the equivalent of more
than one year’s GDP. A precipitous decline in the stock
market, along with falling house prices over this period,
were the main reasons for the drop in household wealth.
Since then, real household wealth, including financial as-
sets, has risen substantially to near its previous peak,
although total net worth remains below the prior peak
level because housing prices have only recently started
to recover.*

Americans reacted to this massive loss of wealth by sav-
ing more. The personal saving rate had been declining
since the 1980s, and it reached a low point of 1.3 percent
in the third quarter of 2005. It remained low, averaging
only 2.2 percent through the end of 2007, but since then,
as wealth has declined, the saving rate has increased to an
average of 4.4 percent over the past three years. A sudden

4 Real wealth is computed by deflating household net worth from
the Flow-of-Funds Accounts by the Chained Price Index for Personal
Consumption Expenditures. Data are available through 2012:Q3.

Chart 2-1. Private Job Gains and Losses
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increase in the desire to save implies a corresponding re-
duction in consumer demand, and a fall-off in consumption
had a negative effect on the economy during the recession
of 2008 and early 2009. During that period, real consumer
spending fell at an annual rate of 2.3 percent. Since then,
real consumer spending has recovered and now exceeds
its previous peak level, although it has increased only 1.9
percent over the past four quarters. Continued growth in
consumption is essential to a healthy recovery, and, as in-
come also grows, increased consumption is compatible with
a higher but stable saving rate.

Rebound in Business Investment.—Business fixed
investment fell sharply during the 2008-2009 contraction.
It rose rapidly in 2010 through 2012, but even after the
substantial increases in business spending for structures,
equipment and software over the past 10 quarters, real
investment remains well below its pre-recession levels
implying room for further growth. The cost of capital is
low and American corporations at the end of 2012 held
substantial levels of cash reserves, which could provide
funding for future investments as the economy continues
to recover. The main constraint on business investment

Table 2-1.  ECONOMIC ASSUMPTIONS
(Calendar years; dollar amounts in billions)
Actual Projections
2011 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 2022 | 2023
Gross Domestic Product (GDP):
Levels, dollar amounts in billions:
Current dollars .........ceevveeeeerneeriereeeneeens 15,076 15,705| 16,384| 17,235 18,181 19,192| 20,247| 21,275| 22,247| 23219 24,216 25253| 26,331
Real, chained (2005) dollars ............ccoeveeuenen. 13,299 13,600 13,907 14,358 14,864| 15,399 15943| 16,441 16,873| 17,283 17,692| 18,104| 18,526
Chained price index (2005 = 100), annual
FE AT 0L 1134 1155 117.8] 120.1| 1224| 124.7) 127.0 1294 131.9] 1344| 1369 1395 1422
Percent change, fourth quarter over fourth
quarter:
Current dollars ... 4.0 4.1 45 5.4 5.6 5.6 55 4.9 4.4 44 43 4.3 43
Real, chained (2005) dollars .............ccccevuuen. 2.0 2.0 2.6 34 3.6 3.6 35 2.9 24 24 2.3 2.3 2.3
Chained price index (2005 = 100) ........ccccouue. 2.0 2.1 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9
Percent change, year over year:
Current dollars .........eeeeeeeeereeerneereeineeeenens 4.0 42 4.3 5.2 55 5.6 55 5.1 46 4.4 4.3 43 43
Real, chained (2005) dollars ....... 1.8 2.3 2.3 3.2 35 3.6 35 3.1 2.6 2.4 2.4 2.3 2.3
Chained price index (2005 = 100) ........cocceuee. 2.1 1.9 2.0 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9
Incomes, billions of current dollars:
Domestic Corporate Profits .........cccccoueereeenn. 1,388 1,511] 1,566/ 1,743 1,833] 1,939 1,950 1,855 1,742 1,658 1,504| 1,422 1,328
Employee Compensation 8,295 8591 8903 9353 9,891 10,460, 11,070 11,671] 12,253| 12,841| 13,456 14,065| 14,708
Wages and salaries 6,661 6,902 7,182 7,549 7,970, 8,438 8,945 9,435 9,911] 10,387| 10,879| 11,364| 11,885
Other taxable iNCOME? ..........oovvvvvvvvrrrrrrerinns 3252| 3387 3519| 3,643| 3,828| 4,032 4300 4,585 4,832 5054/ 5257 5455/ 5,666
Consumer Price Index (all urban):®
Level (1982-84 = 100), annual average ......... 2249| 229.6| 2345 239.7| 2449| 250.3| 255.8| 2615 267.2| 273.1| 2791 2852| 2915
Percent change, fourth quarter over fourth
(OTVL: g (<] PR 33 1.9 22 2.2 22 22 22 2.2 22 22 22 2.2 22
Percent change, year over year ..........cc......... 3.1 2.1 2.1 2.2 2.2 2.2 2.2 2.2 2.2 2.2 2.2 2.2 2.2
Unemployment rate, civilian, percent:
Fourth quarter 18vel ............ccvvvevrvernerneeenrenne 8.7 79 75 7.0 6.5 6.0 5.6 5.4 5.4 54 5.4 5.4 5.4
Annual average ... 8.9 8.1 7.7 72 6.7 6.2 57 5.5 5.4 5.4 5.4 5.4 5.4
Federal pay raises, January, percent:
Military* 14 1.6 1.7 1.0 NA NA NA NA NA NA NA NA NA
Civilian® 0.0 0.0 05 1.0 NA NA NA NA NA NA NA NA NA
Interest rates, percent:
91-day Treasury bills® ...........coovvrrrrrreerrrrrnnee 0.1 0.1 0.1 0.2 0.4 1.3 2.3 32 36 37 37 37 37
10-year Treasury NOtES .......cowwnrvmernrecnneens 2.8 1.8 2.0 2.6 3.1 3.7 4.1 4.4 4.6 4.8 5.0 5.0 5.0

N/A = Not Available

1Based on information available as of mid-November 2012.

2Rent, interest, dividend, and proprietors’ income components of personal income.
3 Seasonally adjusted CPI for all urban consumers.

4 Percentages apply to basic pay only; percentages to be proposed for years after 2014 have not yet been determined.
5Qverall average increase, including locality pay adjustments. Percentages to be proposed for years after 2014 have not yet been determined.

6 Average rate, secondary market (bank discount basis).
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Chart 2-2. Real GDP Growth Following a

Percent

Recession: 7-Year Average

7.2

5.2

5 47 4.9

3.4
31

1 4

4.3

3.6

2.7

0

1933 1949 1954 1958 1961

is poor sales expectations, which have been dampened by
the slow pace of recovery. However, if consumption picks
up, businesses are in a good position to expand invest-
ment. Nevertheless, the pace of future growth could prove
to be uneven, as investment tends to be volatile.

Steady Progress in the Labor Market.—The un-
employment rate peaked in 2009. It has declined since
then, but it remains well above its historical average of
under 6 percent, and the rate of long-term unemploy-
ment (those out of work for more than 6 months) re-
mains high. The high rate of unemployment has had
devastating effects on American families, and the recov-
ery will not be real for most Americans until the job mar-
ket strengthens further. Historically, when the economy
grows, so does employment, and there are signs that this
pattern is repeating itself in the current recovery, albeit
slowly. Private employment has grown for 36 straight
months, although at a relatively modest rate. The posi-
tive job growth has far exceeded the job gains in the re-
covery following the 2001 recession, and is only slightly
less than equivalent in comparison to the 1990s expan-
sion (see Chart 2-1).

Economic Projections

The economic projections underlying the 2014 Budget
estimates are summarized in Table 2—1. The assumptions
are based on information available as of mid-November
2012. This section discusses the Administration’s projec-
tions, and the next section compares these projections with
those of the Federal Reserve’s Open Market Committee
(FOMC), the CBO, and the Blue Chip Consensus of pri-
vate forecasters.

Real GDP.—The Administration projects the econom-
ic recovery that began in mid-2009 will continue with real
GDP growing at an average annual rate of 2.9 percent
over the next 10 years. At the beginning of 2013, the en-
actment of the American Taxpayer Relief Act removed
much of the uncertainty about tax changes that existed
when the Administration finalized its economic assump-
tions in November. However, the projected growth rate

1970

41
2.7
2.2

1975 1982 1991 2001 Average Forecast

in November was based on policy assumptions that were
similar to ATRA in regard to tax extensions. The middle
class tax cuts were made permanent, tax rates on regular
income were raised for the wealthiest taxpayers; and rates
were also raised on dividends and capital gains (relative
to 2012 tax law). The temporary two percentage point
payroll tax cut of 2011-12 expired. The effective increase
in the payroll tax rate is expected to produce some fis-
cal drag during 2013, and as a result the Administration
projects 2.6 percent GDP growth over the four quarters
of the year, accelerating to 3.4 percent growth in 2014
when increased private demand is expected to play a
larger role in supporting continued recovery. This eco-
nomic forecast, as always, is based on the assumption that
the Administration’s budget proposals are enacted in full,
including a proposal for infrastructure spending to boost
the economy and lay a foundation for long-term growth,
and that the sequester that took effect on March 1st of
this year is avoided and the harmful, across-the-board
cuts are reversed. The economy is expected to continue
to grow at a pace of about 3.5 percent over the following
three years. Real GDP growth is projected to return to its
“potential” growth rate of 2.4 percent by 2019, and to grow
at a steady 2.3 percent rate for the remaining four years
of the forecast. The slight drop off in the last few years is
due to demographic factors that lower the labor force par-
ticipation rate as the baby boom generation retires.

As shown in Chart 2-2, the Administration’s projec-
tions for real GDP growth over the first seven years of
the expected recovery imply an average growth rate be-
low the average for historical recoveries. Recent recov-
eries have been somewhat weaker than average, but the
last two expansions were preceded by mild recessions
with relatively little pent-up demand when conditions
improved. Because of the depth of the recent recession,
there is much more room for a rebound in spending and
production than was true either in 1991 or 2001. On the
other hand, lingering effects from the credit crisis and
other special factors have limited the pace of the recovery
until now.
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BOX 2-1. SUPPLY-SIDE ANALYSIS OF LONG-TERM GROWTH

The growth rate of the economy over the long run is determined by the growth of its supply-side components, demographics,
and technological change. The growth rate that characterizes the long-run trend in real U.S. GDP—or potential GDP—plays
an important role in guiding the Administration’s long-run forecast. Through 2020, potential real GDP is projected to grow at
a 2.4 percent annual rate, before slowing to 2.3 percent during the three years 2021-23, reflecting the increasing size of the
retiring baby-boom cohorts.

Table 2-2 shows the Administration’s forecast for the contribution of each supply-side factor to the growth in potential real
GDP: the working-age population, the rate of labor force participation, the employed share of the labor force, the ratio of non-
farm business employment to household employment, the length of the workweek, labor productivity, and the ratio of real GDP
to nonfarm output. Each column in Table 2-2 shows the average annual growth rate for each factor over a specific period of
time. The first column shows the long-run average growth rates between the business-cycle peak of 1953 and the business-
cycle peak of 2007, with business-cycle peaks chosen as end points to remove the substantial fluctuations within cycles so as
to reveal long-run trends. The second column shows average growth rates between the fourth quarter of 2007 and the third
quarter of 2012, a period that includes the 2007—09 recession and the recovery so far. The third column shows the Administra-
tion’s projection for the entire 11-year forecast period, from the third quarter of 2012 to the fourth quarter of 2023. And the
fourth column shows average projected growth rates between the fourth quarter of 2020 and the fourth quarter of 2023, that
is, the last three years of the forecast interval when the economy is assumed to settle into steady-state growth.

Summing the growth rates of these components, real GDP is projected to rise at an average 2.8 percent a year over the
projection period (line 8, column 3), somewhat faster than the 2.4 percent annual growth rate for potential real GDP (line 9,
column 3). Actual GDP can and is expected to grow faster than potential GDP primarily because of the projected rise in the
employment rate (line 3, column 3) as millions of currently unemployed workers find jobs. Real potential GDP (line 9, columns
3 and 4) is projected to grow more slowly than the long-term historical growth rate of 3.2 percent a year (line 9, column 1). The
projected slowdown in real potential GDP growth primarily reflects the lower projected growth rate of the working-age popula-
tion and the retirement of the baby-boom cohort.

Table 2-2. COMPONENTS OF ACTUAL AND POTENTIAL
REAL GDP GROWTH, 1952-2023

Average Annual Growth rate@
History, peak- | Recent history, Out-year
Component to-peak since peak Forecast forecast
1953:Q2 to 2007:Q4 to 2012:Q3 to 2020:Q4 to
2007:Q4° 2012:Q3 2023:Q4 2023:Q4
1 |Civilian noninstitutional population aged
1B oot 14 1.2 1.0 1.0
2 |Labor force participation rate . 0.2 -0.8 -0.1 -0.4
3 |Employed share of the labor force ......... -0.0 -0.7 0.3 0.0
4 |Ratio of nonfarm business employment
to household employment .................. 0.0 -0.7 -0.0 0.0
5 |Average weekly hours (nonfarm
DUSINESS) ...oovvvvevvrerrrrierieerieeeenas -0.3 -0.0 -0.1 -0.1
6 |Output per hour (productivity, nonfarm
business) 2.1 1.6 2.2 2.2
7 |Ratio of real GDP to nonfarm business
OULPUL .o -0.2 0.0 -0.3 -04
8 |Sum:Actual real GDP ...... 32 05 2.8 2.3
9 |Memo: Potential real GDP 3.2 2.0 24 2.3

a All contributions are in percentage points at an annual rate, forecast finalized in mid-November 2012.

b 1953:Q2 and 2007:Q4 are business-cycle peaks.

Note: Population, labor force, and household employment have been adjusted for discontinuities in the
population series. Nonfarm business employment, workweek, and productivity come from the Labor Productivity
and Costs database maintained by the Bureau of Labor Statistics.

Source: Bureau of Labor Statistics, Current Population Survey, Labor Productivity and Costs; Bureau of
Economic Analysis, National Income and Product Accounts; Department of the Treasury; Office of Management
and Budget; CEA calculations.

The U.S. economy has enormous room for growth, al-
though there are factors that could continue to limit
that growth in the years ahead. On the positive side,
the unemployment rate has fallen since the recession

trough and further progress is expected

particularly if the President’s Budget proposals are
adopted. The Federal Reserve’s recent directive states

that a “highly accommodative stance of monetary pol-
icy will remain appropriate for a considerable time.”
However, financial markets here and in Europe have
been troubled by weak economic growth and the sus-

in 2013-14, tainability of fiscal policy in some European countries.

The drag from a European slowdown could hold back
the U.S. economy.
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Long-Term Growth.—The Administration’s forecast
does not attempt to project cyclical developments beyond
the next few years. The long-run projection for real eco-
nomic growth and unemployment assumes that they will
maintain trend values in the years following the return to
full employment. Real GDP, reflecting the slower growth
in productivity outside the nonfarm business sector, grows
at a rate of 2.3 percent in the final years of the projection.
That is markedly slower than the average growth rate of
real GDP since 1947 of 3.2 percent per year. In the 215t
Century, real GDP growth in the United States is likely to
be permanently slower than it was in earlier eras because
of a slowdown in labor force growth initially due to the re-
tirement of the post-World War II baby boom generation,
and later due to a decline in the growth of the working-
age population.

Box 2-1 describes the components of long-term growth
rates and how they relate to the Administration’s forecast
in more detail.

Unemployment.—In February 2013, the overall un-
employment rate was 7.7 percent. In line with the in-
creased growth in the economy projected after 2013, the
unemployment rate is expected to ease to 5.4 percent
by 2018 and to remain at that level during the period of
trend growth during the last few years of the forecast.

Inflation.—The Consumer Price Index for all urban
consumers (CPI-U) rose by 1.7 percent for the 12 months
ending in December 2012. Over the previous 12 months
it had risen by 3.0 percent. The decrease in inflation in
2012 was due almost entirely to sharp movements in food
and energy prices. The “core” CPI, excluding both food
and energy, was up 1.9 percent through the 12 months
ending in December, little changed from the 2.2 percent
during 2011.

Weak demand continues to hold down prices for many
goods and services, and continued high unemployment is
expected to result in a relatively low inflation rate. As the
economy recovers and the unemployment rate declines, the
rate of inflation should remain near the Federal Reserve’s
target of around 2 percent per year. With the recovery
path assumed in the Administration forecast, the risk of
outright deflation appears minimal. The Administration
assumes that the rate of change in the CPI will average
2.2 percent and that the GDP price index will increase at
a 1.9 percent annual rate in the long run.

Interest Rates.—Interest rates on Treasury securi-
ties fell sharply in late 2008, as both short-term and
long-term rates declined to their lowest levels in decades.
Since then Treasury rates have fluctuated, but they have
not returned to the levels before the financial crisis, and
at the end of 2012 long-term rates were especially low. In
the first week of January, the yield on 10-year Treasuries
was just 1.9 percent. Investors have sought the security
of Treasury debt during the heightened financial uncer-
tainty of the last few years, which has kept yields low.
At the short end of the yield curve, the Federal Reserve
is holding short-term rates near zero as it seeks to foster
economic growth and lower unemployment. The Federal
Reserve’s policy of purchasing long-term Treasury securi-
ties may also be helping to hold down long-term rates.

In the Administration projections, interest rates are ex-
pected to rise, but only gradually as financial concerns
are alleviated and the economy recovers from recession.
The 91-day Treasury bill rate is projected to remain near
zero into 2015 consistent with the Federal Reserve’s an-
nounced intentions, and then to rise to 3.7 percent by
2017. The 10-year rate begins to rise in 2013 and reaches
5.0 percent by 2021. After adjusting for inflation, the pro-
jected real interest rates are close to their historical aver-
ages.

Income Shares.—The share of labor compensation in
GDP was extremely low by historical standards in 2012.
It is expected to remain low for the next few years fall-
ing to a low point of 54.3 percent of GDP in 2013-2014.
As the economy grows faster in the middle years of the
forecast period, and as employment increases as a result,
compensation is projected to rise, reaching 55.9 percent of
GDP in 2023. In the expansion that ended in 2007, labor
compensation tended to lag behind the growth in produc-
tivity, and that has also been true for the surge in produc-
tivity growth in 2009-2010. The share of taxable wages,
which is strongly affected by changes in health insurance
costs, is expected to rise from 43.8 percent of GDP in 2013
to 45.1 percent in 2023. The share of domestic corporate
profits is expected to decline from 12.4 percent of GDP in
2012 to 8.2 percent in 2023, which is close to its historical
average.

Comparison with Other Forecasts

Table 2—-3 compares the economic assumptions for the
2014 Budget with projections by CBO, the Blue Chip
Consensus — an average of about 50 private-sector econom-
ic forecasts — and, for some variables, the Federal Reserve
Open Market Committee. These other forecasts differ
from the Administration’s projections, but the forecast dif-
ferences are relatively small compared with the margin of
error in all economic forecasts. Like the Administration,
the other forecasts project that real GDP will continue to
grow as the economy returns to a normal level of unem-
ployment. The forecasts also agree that inflation will be
low while outright deflation is avoided, and that interest
rates will eventually rise to more normal levels.

There are some conceptual differences between the
Administration forecast and the other economic forecasts.
The Administration forecast assumes that the President’s
Budget proposals will be enacted, and passage of those
proposals will boost growth. The 50 or so private fore-
casters in the Blue Chip Consensus make differing policy
assumptions, and some may not assume that the seques-
ter will be successfully replaced with balanced deficit re-
duction or that the Congress will enact other polices the
Administration has proposed to boost growth. CBO is re-
quired to assume that current law will continue in mak-
ing its projections. As a result, their February projections
assumed that the sequester would take place, as well as
other fiscal tightening actions that would lower growth
in 2013. Specifically, CBO stated that its 1.4 percent pro-
jection for real GDP growth this year could be as much



2. ECONOMIC ASSUMPTIONS AND INTERACTIONS WITH THE BUDGET

15

Table 2-3. COMPARISON OF ECONOMIC ASSUMPTIONS

(Calendar years)
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Nominal GDP:
15,705| 16,384| 17,235| 18,181 19,192| 20,247| 21,275 22,247| 23219| 24,216| 25253| 26,331
15,692| 16,149/ 16,863| 17,913| 19,087| 20,224| 21,178 22,129| 23,099| 24,093| 25,117 26,180
15,682| 16,239| 16,993| 17,888 18,793| 19,725 20,684| 21,667| 22,676 23,730| 24,835 26,002
2.3 2.3 32 35 36 35 3.1 26 24 24 23 2.3
2.3 1.4 2.6 4.1 4.4 38 2.6 24 2.3 22 22 2.2
2.2 1.8 27 31 29 2.8 2.7 2.6 25 25 25 25
2.0 2.6 34 36 3.6 35 2.9 24 24 2.3 2.3 23
1.9 14 3.4 4.4 43 3.2 2.5 24 2.2 2.2 22 2.2
BIUE ChiP e 1.6 23 2.8 3.2 2.8 2.8 2.6 26 25 25 25 25
Federal Reserve Central Tendency ..o 2.3-28] 29-34| 29-37
GDP Price Index:!
2014 BUAGEL ..o, 1.9 2.0 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9
CBO oo 1.8 1.5 1.8 2.0 2.1 2.1 241 2.0 2.1 2.0 2.0 2.0
BIUE ChiP v 1.8 1.7 1.9 2.1 2.1 2.1 2.1 2.1 2.1 2.1 2.1 2.1
Consumer Price Index (CPI-U):!
2014 BUAGEL ..o 2.1 2.1 2.2 22 2.2 2.2 22 2.2 2.2 22 2.2 2.2
CBO 2.1 1.6 1.9 2.1 2.1 2.2 23 2.3 2.3 23 2.3 2.3
2.1 1.8 2.1 23 24 24 24 24 2.3 23 2.3 2.3
8.1 7.7 7.2 6.7 6.2 5.7 55 5.4 5.4 54 5.4 5.4
8.1 7.9 7.8 741 6.3 5.6 55 55 5.4 54 5.3 5.3
Blu€ Chip ..eeoeeerereeceeierieeeenne 8.1 77 7.3 6.7 6.3 6.0 57 56 5.6 5.6 5.6 5.6
Federal Reserve Central Tendency® ..........cccoooo....... 7.3-75| 6.7-7.0| 6.0-6.5
Interest Rates:?
91-Day Treasury Bills (discount basis):
2014 BUAGEL ..o 0.1 0.1 0.2 0.4 1.3 2.3 3.2 3.6 3.7 3.7 3.7 3.7
CBO e 0.1 0.1 0.2 0.2 15 3.4 4.0 4.0 4.0 4.0 4.0 4.0
Blue Chip ..o, 0.1 0.1 0.2 0.9 2.1 3.0 33 35 3.6 3.6 3.6 3.6
10-Year Treasury Notes:
2014 Budget 1.8 2.0 2.6 3.1 37 4.1 4.4 46 4.8 5.0 5.0 5.0
CBO oot 1.8 2.1 27 35 43 5.0 5.2 5.2 5.2 5.2 5.2 5.2
Blue ChiP oo 1.8 21 2.7 34 441 45 47 4.7 47 47 4.7 47

N/A = Not Available

Sources:Administration;CBO, The Budget and Economic Outlook: Fiscal Years 2013 to 2023; March 2013 Blue Chip Economic Indicators, Aspen Publishers, Inc.; Federal Reserve

Open Market Committee, March 20, 2013.
1Year-over-year percent change.
2 Annual averages, percent.
3 Average of 4th quarter values.

as 1-1/2 percentage points higher if the sequester, payroll
tax increase, and other actions were not taken.

The Administration projections were completed in mid-
November. The five-month lag between that date and the
Budget release is due in part because the budget process
requires lead time to complete the estimates for agency
programs that are incorporated in the Budget. Forecasts
made at different dates will differ if economic news be-
tween the two dates alters the economic outlook. The
Blue Chip Consensus for 2013-2023 in this table was the
latest available, from early March. The FOMC members’

central tendency of their forecasts are from March 2013.
The CBO forecast is from its February 2013 report.

Real GDP Growth.— In 2013, the Administration
expects more growth than the other forecasters, mainly
because the forecast assumes that all of the Budget pro-
posals will be enacted. Other forecasters make different
assumptions. In 2014, the Administration expects growth
to increase, while most other forecasters also look for an
increase but to a lesser degree.

The Administration projects that real GDP will eventu-
ally recover much of the loss from the 2008-2009 recession.
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This implies a few years of higher-than-normal growth as
real GDP makes up the lost ground. The Blue Chip aver-
age shows only a very limited recovery in this sense. In the
Blue Chip projections, real GDP growth exceeds its long-
run average only briefly in the 11-year forecast period, and
much of the loss of real GDP experienced during the reces-
sion is permanent. CBO anticipates a stronger recovery
than Blue Chip that would return real GDP to nearly the
same level as in the Administration forecast. In the long
run, the real growth rates projected by the forecasters are
similar, ranging between 2.3 and 2.5 percent.

All economic forecasts are subject to error, and looking
back the forecast errors are usually much larger than the
forecast differences discussed above. As discussed in a
section later in this chapter, past forecast errors among
the Administration, CBO, and the Blue Chip have been
roughly similar.

Unemployment, Inflation, and Interest Rates.—The
Administration forecasts unemployment falling steadily
over the next few years to a level of 5.4 percent. The Blue
Chip and CBO also show a decline in unemployment, but
at a slower rate. By the end of the forecast, CBO and the
Administration have about the same level of unemployment,
while the Blue Chip has it declining to only 6.0 percent.
The Administration’s unemployment projection is within
the range of the Federal Reserve forecast. Nevertheless,
the CBO projection of unemployment is higher than the

Administration in 2013-2015, reflecting the different policy
assumptions underlying the two forecasts. Over time the
Administration projects a return to the average unemploy-
ment rate that prevailed in the 1990s and 2000s.

The Administration, CBO, and the Blue Chip Consensus
anticipate a subdued rate of inflation over the next two
years. In the medium term, inflation is projected to return
to a rate of around two percent per year, which is consis-
tent with the Federal Reserve’s long-run policy goal for
inflation. All forecasts all have interest rates increasing
substantially in the long run to similar levels. However,
the path of interest rate adjustment differs substantially,
with the Blue Chip showing a rise in rates that begins
before the other forecasters.

Changes in Economic Assumptions.—The 2014
Budget forecast reflects economic developments over the
past year, but some of the forecast values are similar
to those of the 2013 Budget, especially in the long run
(see Table 2—4). The previous Budget anticipated more
rapid growth in 2013-2017 than the current Budget, and
assumed a slightly higher rate of potential GDP growth
in the long run. The projection for the long-term unem-
ployment rate has remained unchanged, but the forecast
starts from a lower level, reflecting the sharper-than-ex-
pected decline in 2012. Projected interest rates are lower
in the medium term, reflecting the additional actions by
the Federal Reserve to keep rates low for an extended

Table 2-4. COMPARISON OF ECONOMIC ASSUMPTIONS IN THE 2013 AND 2014 BUDGETS

(Calendar years; dollar amounts in billions)

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Nominal GDP:

2013 Budget Assumptions’ 15,779| 16,522 17,397| 18,448| 19,533| 20,651| 21,689| 22,666| 23,659| 24,688 25,760

2014 Budget ASSUMPHONS ........cveeevmmererieeriresiiseeienns 15,705| 16,384| 17,235| 18,181| 19,192| 20,247| 21,275 22,247| 23219| 24,216 25253
Real GDP (2005 dollars):

2013 Budget Assumptions’ 13,687| 14,097 14,606] 15211| 15821| 16,431| 16,952| 17,403| 17,844| 18,290 18,748

2014 Budget ASSUMPLIONS ........cvevrrieerrcrerieerireeienns 13,600 13,907| 14,358| 14,864| 15399| 15943| 16,441| 16,873| 17,283| 17,692| 18,104
Real GDP (percent change):2

2013 Budget ASSUMPLIONS ........cceurvemrerrcicrieerineeiens 27 3.0 3.6 4.1 4.0 39 32 2.7 25 25 25

2014 Budget ASSUMPLIONS .......c.cvverercreiererineieriiiinnines 2.3 2.3 3.2 35 3.6 3.5 3.1 2.6 24 2.4 2.3
GDP Price Index (percent change):2

2013 Budget ASSUMPHONS ......cccvurvereiereineicineineiseinees 1.7 1.7 1.6 1.8 1.8 1.8 1.8 1.8 1.8 1.8 1.8

2014 Budget ASSUMPLONS .........cveurvmmrrereeerieeiineeienes 1.9 2.0 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9 1.9
Consumer Price Index (all-urban; percent change):2

2013 Budget ASSUMPLONS ........cveuvverrerrercrieerineeeenes 22 1.9 2.0 2.0 2.1 2.1 2.1 2.1 2.1 2.1 2.1

2014 Budget ASSUMPLONS ........vvevrrrrerrcrerieerineeeenns 2.1 2.1 22 2.2 22 22 22 2.2 22 22 22
Civilian Unemployment Rate (percent):?

2013 Budget ASSUMPLIONS .........vvuremcrmeireeieierecrinnines 8.9 8.6 8.1 7.3 6.5 5.8 55 54 5.4 5.4 5.4

2014 Budget ASSUMPLIONS ........cvvverecreiirerineierisiinnines 8.1 7.7 7.2 6.7 6.2 5.7 55 54 54 5.4 54
91-day Treasury bill rate (percent):?

2013 Budget ASSUMPLONS ......cocvuvueeieneireincineiseiseiseees 0.1 0.2 1.4 2.7 3.9 41 41 4.1 441 41 41

2014 Budget ASSUMPLONS ......ccevuvueecireireiiineiseiseineies 0.1 0.1 0.2 04 1.3 2.3 3.2 3.6 3.7 3.7 3.7
10-year Treasury note rate (percent):®

2013 Budget ASSUMPLONS ......coucvvvmrecereireieiseineiseisnis 2.8 35 3.9 4.4 47 5.0 5.1 5.1 5.1 5.3 5.3

2014 Budget ASSUMPLIONS ......ccrevcrreiiriiniciseisiesesnenns 1.8 2.0 2.6 3.1 3.7 41 4.4 4.6 4.8 5.0 5.0

T Adjusted for July 2012 NIPA revisions.
2 Calendar year over calendar year.
3 Calendar year average.
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period, and they are slightly lower in the long term as
well. As in last year’s projections, inflation is also pro-
jected to return to its long-run average consistent with
Federal Reserve policy, now estimated at 0.1 percentage
point higher than last year at 2.2 percent for the CPI-U
and 1.9 percent for the GDP price index.

Sensitivity of the Budget to Economic Assumptions

Both receipts and outlays are affected by changes in
economic conditions. Budget receipts vary with individu-
al and corporate incomes, which respond to both real eco-
nomic growth and inflation. At the same time, outlays
for many Federal programs are directly linked to develop-
ments in the economy. For example, most retirement and
other social insurance benefit payments are tied by law

to consumer price indices. Medicare and Medicaid out-
lays are affected directly by the price of medical services.
Interest on the debt is linked to market interest rates and
the size of the budget surplus or deficit, both of which in
turn are influenced by economic conditions. Outlays for
certain benefits such as unemployment compensation and
the Supplemental Nutrition Assistance Program vary
with the unemployment rate.

This sensitivity complicates budget planning because
differences in economic assumptions lead to changes in the
budget projections. Economic forecasting inherently entails
uncertainty. It is therefore useful to examine the implica-
tions of possible changes in economic assumptions. Many
of the budgetary effects of such changes are fairly predict-
able, and a set of general principles or “rules of thumb”
embodying these relationships can aid in estimating how

Table 2-5. SENSITIVITY OF THE BUDGET TO ECONOMIC ASSUMPTIONS

(Fiscal years; in billions of dollars)

Total of
Budget effect Effects,
2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 [2013-2023
Real Growth and Employment
Budgetary effects of 1 percent lower real GDP growth:
(1) For calendar year 2013 only, with real GDP recovery in
2014-15:
RECEIPES ..ottt -162| -245 -112] -1.1 0.4 0.4 0.4 0.4 0.3 0.4 0.3 -50.5
OUHAYS oot 4.0 9.4 47 0.8 1.2 2.0 24 2.6 2.7 2.8 29 35.6
Increase in deficit (+) 20.2 33.9 15.9 1.9 0.8 1.6 2.0 2.3 2.4 25 2.6 86.1
(2) For calendar year 2013 only, with no subsequent recovery:
RECEIPES ..o -16.2| -329 -37.8| -404| -434| -462| -49.1| -51.9| -55.0/ -58.0| -61.3] —492.3
OUHAYS oot 40 11.4] 130/ 153] 193] 245] 295| 337 378 4241 46.6 2772
Increase in defiCit (+) ..o 20.2| 443] 508/ 557 627/ 707| 786 857 92.8/ 100.1| 107.9 769.5
(3) Sustained during 2013 - 2023, with no change in
unemployment:
RECEIPES ... -16.4| -50.6| -93.9| -143.4| -200.4| -262.1| -330.1| —402.1| -480.2| -564.0| -654.4| -3,197.6
OULAYS .ot -03] -07] 09 0.1 49| 148 280 417 574 75.6]  97.0 317.2
Increase in defiCit (+) ...evevrrrreererenerrerrsecseresrecseeenns 16.1 499 930 1436 2052| 2769 358.2| 443.8| 537.3] 639.6] 751.4] 35149
Inflation and Interest Rates
Budgetary effects of 1 percentage point higher rate of:
(4) Inflation and interest rates during calendar year 2013 only:
RECEIPLS .oovveriiicie ettt 21.3 415 41.6 411 445 47.8 50.9 53.9 57.1 60.3 63.4 523.4
Outlays .....ccovevueenee 221 39.5 32.0 32.7 32.0 31.9 30.5 30.4 29.0 29.8 29.5 339.4
Decrease in deficit ( 08 200 -97| -84 -125 -159| -205 -234| -28.0 -30.5 -33.9 -184.0
(5) Inflation and interest rates, sustained during 2013 - 2023:
Receipts 21.3| 637 111.0] 1652| 229.6| 296.7| 369.2| 4483 b540.3] 638.6] 741.0f 3,624.8
Outlays ... 19.8) 68.0/ 111.8] 155.3] 196.2| 236.2 278.4| 321.4| 3638 4118 4544 261741
Decrease in deficit (-) -15 43 08 99| -334| -60.5 -90.8| -126.8| -176.5| -226.8| —286.6] —-1,007.6
(6) Interest rates only, sustained during 2013 - 2023:
RECEIPES ... 50 138/ 192 249 325 366 393 427 501 572 606 381.8
OUHAYS oot 11.00 415 645 833 101.3] 1191| 1352 151.0] 164.00 177.3 188.9] 1,237.2
Increase in defiCit (+) w..eveeererrerreerereerreeereseeeeeeenne 59 277 453 585 688 826/ 959 108.3] 114.0f 1202 128.3 855.4
(7) Inflation only, sustained during 2013 - 2023:
RECEIPES oot 16.2 49.7 91.3 139.7 196.2]| 259.0f 3285 403.8] 488.0 5788 6774 32285
OULIAYS ettt 8.8 26.8] 48.0, 73.3 97.2] 120.9] 149.0f 178.8] 211.2] 249.7| 285.3 1,449.0
Decrease in AefiCit (=) ... -74 229 434 -66.4| -99.0 -138.1| -179.5| -224.9| -276.9] -329.1] -392.0f -1,779.5
Interest Cost of Higher Federal Borrowing
(8) Outlay effect of $100 billion increase in borrowing in 2013 ..... 0.1 0.2 0.3 0.9 2.0 3.2 4.0 4.4 4.6 4.8 5.0 295

The unemployment rate is assumed to be 0.5 percentage point higher per 1.0 percent shortfall in the level of real GDP.
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changes in the economic assumptions would alter outlays,
receipts, and the surplus or deficit. These rules of thumb
should be understood as suggesting orders of magnitude;
they do not account for potential secondary effects.

The rules of thumb show how the changes in economic
variables affect Administration estimates for receipts and
outlays, holding other factors constant. They are not a
prediction of how receipts or outlays would actually turn
out if the economic changes actually materialized. The
rules of thumb are based on a fixed budget policy that is
not always a good predictor of what might actually hap-
pen to the budget should the economic outlook change
substantially. For example, unexpected downturns in
real economic growth, and attendant job losses, usually
give rise to legislative actions to stimulate the economy
with additional countercyclical policies. Also, the rules
of thumb do not reflect certain “technical” changes that
often accompany the economic changes. For example,
changes in capital gains realizations often accompany
changes in the economic outlook. On the spending side
of the budget, the rules of thumb do not capture changes
in deposit insurance outlays, even though bank failures
are generally associated with weak economic growth and
rising unemployment.

Economic variables that affect the budget do not al-
ways change independently of one another. Output and
employment tend to move together in the short run: a
high rate of real GDP growth is generally associated with
a declining rate of unemployment, while slow or negative
growth is usually accompanied by rising unemployment,
a relationship known as Okun’s Law. In the long run,
however, changes in the average rate of growth of real
GDP are mainly due to changes in the rates of growth
of productivity and the labor force, and are not necessar-
ily associated with changes in the average rate of unem-
ployment. Expected inflation and interest rates are also
closely interrelated: a higher expected rate of inflation
increases nominal interest rates, while lower expected in-
flation reduces them.

Changes in real GDP growth or inflation have a much
greater cumulative effect on the budget if they are sus-
tained for several years than if they last for only one year.
However, even temporary changes can have lasting ef-
fects if they permanently raise the level of the tax base or
the level of Government spending. Moreover, temporary
economic changes that affect the deficit or surplus change
the level of the debt, affecting future interest payments.
Highlights of the budgetary effects of these rules of thumb
are shown in Table 2-5.

For real growth and employment:

e The first block shows the effect of a temporary reduc-
tion in real GDP growth by one percentage point sus-
tained for one year, followed by a recovery of GDP to
the base-case level (the Budget assumptions) over the
ensuing two years. In this case, the unemployment
rate is assumed to rise by one-half percentage point
relative to the Budget assumptions by the end of the
first year, then return to the base case rate over the
ensuing two years. After real GDP and the unemploy-

ment rate have returned to their base case levels, most
budget effects vanish except for persistent out-year in-
terest costs associated with larger near-term deficits.

e The second block shows the effect of a reduction in
real GDP growth by one percentage point sustained
for one year, with no subsequent “catch up,” accom-
panying a permanent increase in the natural rate
of unemployment (and of the actual unemployment
rate) of one-half percentage point relative to the
Budget assumptions. In this scenario, the level of
GDP and taxable incomes are permanently lowered
by the reduced growth rate in the first year. For that
reason and because unemployment is permanently
higher, the budget effects (including growing inter-
est costs associated with larger deficits) continue to
grow in each successive year.

e The budgetary effects are much larger if the growth
rate of real GDP is permanently reduced by one per-
centage point even leaving the unemployment rate
unchanged, as might result from a shock to produc-
tivity growth. These effects are shown in the third
block. In this example, the cumulative increase in
the budget deficit is many times larger than the ef-
fects in the first and second blocks.

For inflation and interest rates:

e The fourth block shows the effect of a one percent-
age point higher rate of inflation and one percentage
point higher nominal interest rates maintained for
the first year only. In subsequent years, the price
level and nominal GDP would both be one percent-
age point higher than in the base case, but inter-
est rates and future inflation rates are assumed to
return to their base case levels. Receipts increase
by somewhat more than outlays. This is partly due
to the fact that outlays for annually appropriated
spending are assumed to remain constant when pro-
jected inflation changes. Despite the apparent im-
plication of these estimates, inflation cannot be re-
lied upon to lower the budget deficit, mainly because
policy-makers have traditionally prevented inflation
from permanently eroding the real value of spend-
ing.

e In the fifth block, the rate of inflation and the level
of nominal interest rates are higher by one percent-
age point in all years. As a result, the price level
and nominal GDP rise by a cumulatively growing
percentage above their base levels. In this case,
again the effect on receipts is more than the effect
on outlays. As in the previous case, these results as-
sume that annually appropriated spending remains
fixed under the discretionary spending limits. Over
the time period covered by the budget, leaving the
discretionary limits unchanged would significantly
erode the real value of this category of spending.

e The effects of a one percentage point increase in inter-
est rates alone are shown in the sixth block. The out-
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Table 2-6. FORECAST ERRORS, JANUARY 1982-PRESENT

REAL GDP ERRORS
2-Year Average Annual Real GDP Growth Admin. CBO| Blue Chip
MEAN ETTOX ..ottt 0.1 -0.1 -0.2
Mean ADSOIULE EFTOF ..ot 1.2 1.1 1.1
Root Mean Square EIOr ... 1.6 1.4 1.5
6-Year Average Annual Real GDP Growth
MEAN EITOT ...ttt 0.2 -0.1 -0.1
Mean ADSOIUE EFTOT ..o 0.9 0.8 0.8
Root Mean Square EIOr ... 1.1 1.1 1.1
INFLATION ERRORS
2-Year Average Annual Change in the GDP Price Index Admin. CBO| Blue Chip
MEAN EITOF ..ottt ennes 0.2 0.2 0.4
Mean ADSOIUE EFFOT .........cviueirieinierisisieiseeseesissiesneni 0.7 0.7 0.7
Root Mean SQUAre EIOr ..o 0.8 0.9 0.9
6-Year Average Annual Change in the GDP Price Index
MEAN EITOF ...t 0.3 0.4 0.7
Mean ADSOIULE EFTOF ..o 0.7 0.8 0.9
Root Mean Square EIOr ......ccccreneneisinsssssesssssessessessessennns 0.8 0.9 1.1
INTEREST RATE ERRORS
2-Year Average 91-Day Treasury Bill Rate Admin. CBO| Blue Chip
MEAN EITOF ...t 0.3 0.4 0.6
Mean ADSOIULE EFTOF .......c.ovvireeecicrccreseeese e 1.0 0.9 1.0
Root Mean Square EIOr ......ccceeeeneinsnsssssissssssssssessessennes 1.3 1.1 1.3
6-Year Average 91-Day Treasury Bill Rate
MEAN EITOF ..ottt nsnnes 0.4 0.9 1.1
Mean ADSOIUE EITOT .........ccruiuciniieiinrierisiesiessesrenisnienia 1.0 1.1 1.2
Root Mean Square EIror ... 1.2 1.3 1.4

lay effect mainly reflects higher interest costs for Fed-
eral debt. The receipts portion of this rule-of-thumb
is due to the Federal Reserve’s deposit of earnings on
its securities portfolio and the effect of interest rate
changes on both individuals’ income (and taxes) and
financial corporations’ profits (and taxes).

e The seventh block shows that a sustained one per-
centage point increase in CPI and GDP price index
inflation decreases cumulative deficits substantially,
due in part to the assumed erosion in the real value of
appropriated spending. Note that the separate effects
of higher inflation and higher interest rates shown in
the sixth and seventh blocks do not sum to the effects
for simultaneous changes in both shown in the fifth
block. This is because the gains in budget receipts
due to higher inflation result in higher debt service
savings when interest rates are also assumed to be
higher in the fifth block than when interest rates are
assumed to be unchanged in the seventh block.

e The last entry in the table shows rules of thumb for
the added interest cost associated with changes in the
budget deficit, holding interest rates and other eco-
nomic assumptions constant.

The effects of changes in economic assumptions in the
opposite direction are approximately symmetric to those

shown in the table. The impact of a one percentage point
lower rate of inflation or higher real growth would have
about the same magnitude as the effects shown in the ta-
ble, but with the opposite sign.

Forecast Errors for Growth,
Inflation, and Interest Rates

As can be seen in Table 2-5, the single most important
variable that affects the accuracy of the budget projections
is the forecast of the growth rate of real GDP. The rate
of inflation and the level of interest rates also have sub-
stantial effects on the accuracy of projections. Table 2-6
shows errors in short- and long-term projections in past
Administration forecasts, and compares these errors to
those of CBO and the Blue Chip Consensus of private fore-
casts for real GDP, inflation and short-term interest rates.5

5 Two-year errors for real GDP and the GDP price index are the
average annual errors in percentage points for year-over-year growth
rates for the current year and budget year. For interest rates, the error
is based on the average error for the level of the 91-day Treasury bill
rate for the two-year and six-year period. Administration forecasts are
from the budgets released starting in February 1982 (1983 Budget) and
through February 2010 (2011 Budget), so that the last year included in
the projections is 2011. The six-year forecasts are constructed similarly,
but the last forecast used is from February 2006 (2007 Budget). CBO
forecasts are from “The Budget and Economic Outlook” publications in
January each year, and the Blue Chip forecasts are from their January
projections.
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Table 2-7. BUDGET EFFECTS

OF ALTERNATIVE SCENARIOS

(Fiscal years; in billions of dollars)

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Alternative Budget Deficit Projections:
Administration Economic Assumptions ......... 973 744 576 528 487 475 498 503 501 519 439
Percent of GDP 6.0% 4.4% 3.2% 2.8% 2.4% 2.3% 2.3% 2.2% 2.1% 2.1% 1.7%
Alternative SCenario 1 ........cocvveeverneevneeens 992 787 640 624 633 663 71 732 742 768 696
Percent of GDP ..o 6.2% 4.7% 3.6% 3.4% 3.3% 3.3% 3.3% 3.3% 3.2% 3.2% 2.8%
Alternative SCENario 2 ........cccvevevevreeeneen 978 744 567 523 504 501 506 481 443 424 304
Percent of GDP ..o 6.1% 4.4% 3.2% 2.8% 2.5% 2.4% 2.3% 2.1% 1.8% 1.7% 1.1%

Over both a two-year and six-year horizon, the average
annual real GDP growth rate was very slightly overesti-
mated by the Administration and slightly underestimat-
ed by the CBO and Blue Chip in the forecasts made since
1982. Overall, the differences between the three forecast-
ers were minor. The mean absolute error in the annual
average growth rate was about 1.5 percentage point per
year for all forecasters for two-year projections, and was
about one-third smaller for all three for the six-year pro-
jections. The greater accuracy in the six-year projections
could reflect a tendency of real GDP to revert at least
partly to trend, though the overall evidence on whether
GDP growth is mean reverting is mixed. Another way
to interpret the result is that it is hard to predict GDP
around turning points in the business cycle, but some-
what easier to project the six-year growth rate based on
assumptions about the labor force, productivity, and other
factors that affect GDP.

Inflation, as measured by the GDP price index, was
overestimated by all forecasters (with Blue Chip having
the largest errors) for both the two-year and six-year pro-
jections, with larger errors for the six-year projections.
This reflects the gradual disinflation over the 1980s and
early 1990s, which was greater than most forecasters ex-
pected. Average errors for all three sets of forecasts since
1994 were close to zero (not shown).

The interest rate on the 91-day Treasury bill was also
overestimated by all three forecasters, with errors larg-
er for the six-year time horizon. Again this reflects the
secular decline in interest rates over the past 30 years,
reflecting lower inflation for most of the period, as well as
a decline in real interest rates since 2000 resulting from
weakness in the economy and Federal Reserve policy. The
errors were somewhat less for the Administration than
for CBO and the Blue Chip forecasts.

Alternative Scenarios

The rules of thumb described above can be used in com-
bination to show the effect on the budget of alternative
economic scenarios. Considering explicit alternative sce-
narios can also be useful in gauging some of the risks to
the current budget projections. For example, the strength
of the recovery over the next few years remains highly
uncertain. Those possibilities are explored in the two al-
ternative scenarios presented in this section and shown
in Chart 2-3.

The first alternative scenario assumes that real GDP
growth and unemployment beginning in 2012:Q4 follow
the projections in the March 2013 Blue Chip forecast
through the end of 2023, which includes their semi-an-
nual long-run extension of the Blue Chip forecast. In this

Chart 2-3. Real GDP: Alternative Projections
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Chart 2-4. Range of Uncertainty for the
Budget Deficit
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case, after 2012, the level of GDP remains lower than the
Administration’s forecast throughout the projection peri-
od. This alternative includes a smaller real recovery from
the loss of output during the 2008-2009 recession. Growth
returns to normal, but without a substantial catch-up to
make up for previous output losses.

The second alternative is the average of the highest 10
real GDP projections of the Blue Chip forecasters, also
based on the March forecasts. This forecast is close to the
Administration’s forecast through 2017 with the high-10
Blue Chip growth exceeding the Administration’s in the
out years.

Table 2-7 shows the budget effects of these alterna-
tive scenarios compared with the Administration’s eco-
nomic forecast. Under the first alternative, budget defi-
cits are significantly higher in each year compared to the
Administration’s forecast. In the second alternative, the
deficit is close to the Administration’s projection in the
near term, but results in a lower deficit in the long run
and cumulatively over 10 years.

Many other scenarios are possible, of course, but the
point is that the most important influences on the budget
projections beyond the next year or two are the rate at
which GDP and employment recover from the recession.

Uncertainty and the Deficit Projections

The accuracy of budget projections depends not only on
the accuracy of economic projections, but also on technical
factors and the differences between proposed policy and
enacted legislation. Chapter 29 provides detailed infor-
mation on these factors for the budget year projections
(Table 29-6), and also shows how the deficit projections
compared to actual outcomes, on average, over a five-year
window using historical data from 1982 to 2012 (Table
29-7). The error measures can be used to show a proba-
bilistic range of uncertainty of what the range of deficit
outcomes may be over the next five years relative to the
Administration’s deficit projection. Chart 2-4 shows this
cone of uncertainty, which is constructed under the as-

sumption that future forecast errors would be governed by
the normal distribution with a mean of zero and standard
error equal to the root mean squared error, as a percent
of GDP, of past forecasts. The deficit is projected to be 2.3
percent of GDP in 2018, but has a 90 percent chance of be-
ing within a range of a surplus of 4.8 percent of GDP and
a deficit of 9.4 percent of GDP.

Structural and Cyclical Deficits

As shown above, the budget deficit is highly sensitive
to the business cycle. When the economy is operating be-
low its potential and the unemployment rate exceeds the
level consistent with price stability, receipts are lower,
outlays are higher, and the deficit is larger than it would
be otherwise. These features serve as “automatic stabi-
lizers” for the economy by restraining output when the
economy threatens to overheat and cushioning economic
downturns. They also make it hard to judge the overall
stance of fiscal policy simply by looking at the unadjusted
budget deficit.

An alternative measure of the budget deficit is called
the structural deficit. This measure provides a more use-
ful perspective on the stance of fiscal policy than does the
unadjusted unified budget deficit. The portion of the defi-
cit traceable to the automatic effects of the business cycle
is called the cyclical component. The remaining portion of
the deficit is called the structural deficit. The structural
deficit is a better gauge of the underlying stance of fis-
cal policy than the unadjusted unified deficit because it
removes most of the effects of the business cycle. So, for
example, the structural deficit would include fiscal policy
changes such as the 2009 Recovery Act, but not the auto-
matic changes in unemployment insurance or reduction
in tax receipts that would have occurred without the Act.

Estimates of the structural deficit, shown in Table 2-8,
are based on the historical relationship between changes
in the unemployment rate and real GDP growth, as well
as relationships of unemployment and real GDP growth
with receipts and outlays. These estimated relationships
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Table 2-8. THE STRUCTURAL BALANCE

(Fiscal years; in billions of dollars)

2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023
Unadjusted surplus (-) or deficit .... 161 459 1,413| 1,293| 1,300| 1,087| 973| 744| 576| 528| 487 475 498| 503| 501| 519] 439
Cyclical component .................. -107 —41 311 437 451 454 522 482 404 291 169 64 10 -3 2 -1 0
Structural surplus (-) or deficit ...... 268| 499| 1,102| 857| 849| 633] 450| 262| 172| 237| 318] 411] 488| 506| 499| 520, 439
(Fiscal years; percent of Gross Domestic Product)
Unadjusted surplus (-) or deficit ... | 1.2%| 3.2%| 10.1%| 9.0%| 8.7%| 7.0%| 6.0%| 4.4%| 32%| 2.8%| 24%| 2.3%| 23%| 22%| 21%| 21%| 1.7%
Cyclical component .................. —0.8%| -0.3%| 2.2%| 3.0%| 3.0%| 2.9%| 3.2%| 2.8%| 23%| 1.5%| 0.8%| 0.3%| 0.0%| —0.0%| 0.0%| -0.0%| 0.0%
Structural surplus (-) or deficit ...... 1.9%| 3.5%| 7.9%| 6.0%| 57%| 41%| 2.8%| 1.5%| 1.0%| 1.3%| 1.6%| 2.0%| 22%| 2.2%| 21%| 21%| 17%

NOTE: The NAIRU is assumed to be 5.4%.

take account of the major cyclical changes in the economy
and their effects on the budget, but they do not reflect all
the possible cyclical effects on the budget, because econ-
omists have not been able to identify the cyclical factor
in some of these other effects. For example, the sharp
decline in the stock market in 2008 pulled down capital
gains-related receipts and increased the deficit in 2009
and beyond. Some of this decline is cyclical in nature, but
economists have not identified the cyclical component of
the stock market with any precision, and for that reason,
all of the stock market’s contribution to receipts is count-
ed in the structural deficit.

Another factor that can affect the deficit and is related
to the business cycle is labor force participation. Since
the official unemployment rate does not include workers
who have left the labor force, the conventional measures
of potential GDP, incomes, and Government receipts un-
derstate the extent to which potential work hours are
under-utilized because of a decline in labor force partici-
pation. The key unresolved question here is to what ex-
tent changes in labor force participation are cyclical and
to what extent they are structural. By convention, in esti-
mating the structural budget deficit, all changes in labor
force participation are treated as structural.

There are also lags in the collection of tax revenue that
can delay the impact of cyclical effects beyond the year in
which they occur. The result is that even after the unem-
ployment rate has fallen, receipts may remain cyclically

depressed for some time until these lagged effects have dis-
sipated. The recent recession has added substantially to
the estimated cyclical component of the deficit, but for all
the reasons stated above, the cyclical component is prob-
ably understated. As the economy recovers, the cyclical
deficit is projected to decline. After unemployment reaches
5.4 percent, the level assumed to be consistent with stable
inflation, the estimated cyclical component vanishes, leav-
ing only the structural deficit, although some lagged cycli-
cal effects would arguably still be present.

Despite these limitations, the distinction between cy-
clical and structural deficits is helpful in understanding
the path of fiscal policy. The large increase in the deficit
in 2009 and 2010 is due to a combination of both compo-
nents of the deficit. There is a large increase in the cycli-
cal component because of the rise in unemployment. That
is what would be expected considering the severity of the
recent recession. Finally, there is a large increase in the
structural deficit because of the policy measures taken
to combat the recession. This reflects the Government’s
decision to make active use of fiscal policy to lessen the
severity of the recession and to hasten economic recovery.
Between 2014 and 2018, the cyclical component of the def-
icit is projected to decline sharply as the economy recov-
ers at an above-trend rate of GDP growth. The structural
deficit shrinks during 2012—-2014, reflecting the measures
of fiscal constraint that have been enacted combined with
the Administration’s policy proposals.
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In response to the financial crisis of 2008, the U.S.
Government took unprecedented and decisive action
to mitigate damage to the U.S. economy and financial
markets. The Department of the Treasury, the Board of
Governors of the Federal Reserve System, the Federal
Deposit Insurance Corporation, the National Credit
Union Administration, the Office of the Comptroller of
the Currency, the Securities and Exchange Commission,
and the Commodity Futures Trading Commission worked
cooperatively with the Administration to expand access
to credit, strengthen financial institutions, restore confi-
dence in U.S. financial markets, and stabilize the housing
sector. In 2010, the President signed into law comprehen-
sive Wall Street reform to ensure that the Government
has the tools and authority to prevent another crisis of
this magnitude, to resolve significant financial institution
failures more effectively, and to protect consumers of fi-
nancial products. In 2012, the Administration continued
its work to operationalize these Wall Street reforms.

This chapter provides a summary of key Government
programs supporting economic recovery and financial
market reforms, followed by a report analyzing the cost
and budgetary effects of the Treasury’s Troubled Asset
Relief Program (TARP), consistent with Sections 202 and
203 of the Emergency Economic Stabilization Act (EESA)
of 2008 (P.L. 110-343), as amended. This report analyz-
es transactions as of December 31, 2012, and expected
transactions as reflected in the Budget. The TARP costs
discussed in the report and included in the Budget are
the estimated net present value of the TARP investments,
reflecting the actual and expected dividends, interest, and
principal redemptions the Government receives against
its investments; this credit reform treatment of TARP
transactions is authorized by Section 123 of EESA.

The Treasury’s authority to make new TARP commit-
ments expired on October 3, 2010. However, Treasury
continues to manage the outstanding TARP investments,
and is authorized to expend additional TARP funds pur-
suant to obligations entered into prior to October 3, 2010.
In July 2010, the Dodd-Frank Wall Street Reform and
Consumer Protection Act (P.L. 111-203) reduced total
TARP purchase authority to $475 billion.

The Administration’s current estimate of TARP’s defi-
cit cost for $457.8 billion in cumulative obligations is
$47.5 billion (see Tables 3—1 and 3—7). This estimated di-
rect impact of TARP on the deficit has been reduced by
$294 billion from the highest cost estimate, published in
the Mid-Session Review of the 2010 Budget (2010 MSR),
due to realized returns on TARP investments that exceed-
ed expectations, and lower overall TARP obligations. The
Treasury has received higher-than-expected repayments
and redemptions from TARP recipients. Notably, a total
of $245 billion was invested in banking institutions, and

as of December 31, 2012, Treasury had recovered more
than $268 billion from these institutions through repay-
ments, dividends, interest, and other income. Section 123
of EESA requires TARP costs to be estimated on a net
present value basis adjusted to reflect a premium for mar-
ket risk. As investments are liquidated, their actual costs
(including any market risk effects) become known and are
reflected in reestimates. It is likely that the total cost of
TARP to taxpayers will eventually be lower than current
estimates as the market risk premiums are returned, but
the total cost will not be fully known until all TARP in-
vestments have been extinguished. (See Table 3-9 for an
estimate of TARP subsidy costs stripped of the market-
risk adjustment.) Additionally, Treasury has benefited
from $17.5 billion in non-TARP AIG receipts.

Progress in Implementation of Wall Street Reforms

On July 21, 2010, just over a year after the
Administration delivered its financial reform proposal to
Congress, the President signed into law the Dodd-Frank
Wall Street Reform and Consumer Protection Act! (the
“Wall Street Reform Act” or the “Act”). The Act embod-
ies the Administration’s critical objectives for achieving
a more stable financial system, which include: helping
prevent future financial crises in part by filling gaps in
the U.S. regulatory regime; better protecting consumers
of financial products and services; preventing unneces-
sary and harmful risk-taking that threatens the economy;
and providing the Government with more effective tools
to manage financial crises. Important milestones in the
implementation of the Act include:

Orderly Liquidation Authority (OLA): The Act makes
clear that no financial company will be considered “too big
to fail” in the future, and that taxpayers will not be on the
hook for the costs of those that do fail. Instead, the Federal
Deposit Insurance Corporation (FDIC) now may unwind
failing systemically-significant, nonbank financial insti-
tutions in an orderly manner to prevent widespread dis-
ruptions to U.S. financial stability. Through its new order-
ly liquidation authority under the Act, the FDIC serves
as receiver of non-depository financial companies whose
failure and resolution under otherwise applicable law is
determined to pose a significant systemic risk to U.S. fi-
nancial stability. After issuing a joint final rule in 2011 to
implement resolution plan requirements or “living wills”
for certain nonbank financial companies and bank hold-
ing companies, in July of 2012 the Federal Reserve and
the FDIC received the first such plans from covered insti-
tutions. On June 12, 2012, the FDIC also approved a re-
vised notice of proposed rulemaking (NPR) that outlines
standards for determining if a company is predominantly
engaged in financial activities and, thus, resolvable under

L1 PL. 111-208.
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OLA. Additionally, on June 22, 2012, the Treasury and
the FDIC, in consultation with the Financial Stability
Oversight Council (FSOC), published a joint final rule
governing the calculation of the Maximum Obligation
Limitation, which limits the aggregate amount of out-
standing obligations that the FDIC may issue or incur in
connection with the orderly liquidation of a non-deposito-
ry financial company. The Act requires that all net costs
of liquidation be recovered by assessing fees after the fact
on large financial companies and certain non-bank finan-
cial companies so that taxpayers bear no losses from the
exercise of OLA. According to Title II of the Act, certain
FDIC implementation expenses associated with adminis-
tering OLA are treated as expenses of the FSOC and are
included in this Budget.

While the Budget includes an estimated cost to the
Government that is based on the probability of default
under this new orderly liquidation authority, the total
costs of any liquidation will be, by law, recovered in full,
so there is no cost to the taxpayer. The displayed cost from
this authority of $20 billion over the budget window is
due to the fact that cost recovery occurs only over a period
of years after liquidation expenses are incurred.

Monitoring Systemic Risk: The Act established the
Financial Stability Oversight Council (FSOC) to identify,
monitor, and respond to emerging threats to U.S. finan-
cial stability. The FSOC is also charged with facilitating
information sharing and coordination among Federal and
state agencies regarding domestic financial services pol-
icy development and identifying gaps in the U.S. regula-
tory regime that could pose risks to U.S. financial stabil-
ity. The FSOC is chaired by the Secretary of the Treasury,
with the heads of the Federal financial regulators and an
independent insurance expert serving as voting members.
The FSOC has held more than 25 meetings, with the ini-
tial focus on fulfilling statutory requirements established
by the Wall Street Reform Act. The FSOC has moved
quickly to identify key issues and firms posing risks to
systemic stability, while emphasizing the importance of
transparency and stakeholder collaboration throughout
the process. As part of its macro-prudential mandate, the
FSOC published a final rule and guidance in April 2012
describing how nonbank financial companies will be eval-
uated for designation for Federal Reserve supervision and
enhanced prudential standards. In addition, on July 18,
2012, the FSOC designated eight systemically important
financial market utilities that will be subject to enhanced
risk management standards. On November 19, 2012, the
FSOC published proposed recommendations for the SEC
to implement structural reforms of money market mutual
funds. The FSOC has also conducted studies and made
recommendations on a number of topics, notably on the
effective implementation of the Volcker Rule under the
Wall Street Reform Act. The Volcker Rule was created to
reduce risk-taking and increase stability in the banking
sector by prohibiting Federally-insured banking institu-
tions, subject to certain exceptions, from engaging in pro-
prietary trading and investing in hedge funds and private
equity firms. Going forward, the FSOC will continue to
monitor emerging threats to financial stability and moni-

tor risks in the financial system including risks related
to housing, commodity market volatility, the European
financial markets, and the U.S. fiscal position.

The Act established the Financial Research Fund (FRF)
to fund the FSOC, the Office of Financial Research (OFR),
and certain OLA implementation expenses of the FDIC.
The OFR, housed within the Treasury Department, was
created to improve the quality of financial data available
to policymakers and to facilitate more robust and sophis-
ticated analysis of the financial system. The OFR is in the
process of comprehensively cataloguing the data that are
currently collected by U.S. financial regulators in order
to identify deficiencies and redundancies in the existing
regulatory framework, as well as enhancing the quality
of the financial data infrastructure through the develop-
ment of a global Legal Entity Identifier (LEI) for entities
engaged in financial transactions. As specified in the Act,
for the first two years after the date of the enactment,
funding for the FRF was provided through transfers from
the Federal Reserve; in 2014 and thereafter, the FRF will
be fee-funded through assessments on bank holding com-
panies with total consolidated assets of $50 million or
greater and nonbank financial companies supervised by
the Federal Reserve.

Enhanced Consumer Financial Protection: The Wall
Street Reform Act created a single independent regula-
tor — the Consumer Financial Protection Bureau (CFPB)
— whose sole mission is to look out for consumers in the
increasingly complex financial marketplace. The CFPB
is an independent bureau in the Federal Reserve System
responsible for the regulation and enforcement of exist-
ing consumer financial products, services and laws, and
issues and enforces new regulations on nonbank financial
institutions (e.g., payday lenders and credit providers). On
July 21, 2011, as designated by the Treasury Department,
the authorities of seven regulatory agencies were trans-
ferred to the CFPB — one year after the agency was cre-
ated by the Wall Street Reform Act. On January 4, 2012,
Richard Cordray was appointed Director of the CFPB.
The CFPB is authorized to supervise and enforce exist-
ing consumer financial protection regulations affecting a
bank and its affiliates if the bank has assets of $10 billion
or more. Notable existing regulations include those issued
under the Fair Credit Reporting Act, Truth in Lending
Act, and the Real Estate Settlement Procedures Act. The
CFPB is also authorized to issue new rules; enforce pro-
hibitions against unfair, deceptive, or abusive practices;
and improve disclosures about the features of consumer
financial products and services. In 2012, the CFPB, work-
ing with other Federal banking regulators, acted under
this authority in bringing four enforcement actions that
benefited 5.75 million harmed individuals and resulted
in approximately $536 million in consumer refunds and
penalties.

In addition, the CFPB is charged with supervising
nonbank financial firms in specific markets regardless
of size, such as mortgage lenders and servicers, consum-
er reporting agencies, debt collectors, private education
lenders, and payday lenders. In 2012, the rules imple-
menting many of these authorities were finalized. In July,
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the CFPB adopted a rule to begin supervising larger con-
sumer credit reporting agencies; in October, the CFPB
adopted another rule allowing the agency to supervise
large consumer debt collectors. This is the first time ei-
ther of these types of businesses will be supervised at the
Federal level. In addition, the CFPB proposed rules that
will help consumers better understand mortgage costs
and compare home loans. In 2012, the CFPB also released
reports on student loans, credit scores, and reverse mort-
gages. In addition to handling consumer complaints about
mortgages and credit cards, in 2012 the Bureau began ac-
cepting and responding to consumer complaints about
credit reporting, private student loans, bank accounts
and services, and consumer loans. The CFPB is funded
through transfers from the Federal Reserve and, and un-
til the end of FY 2014, it has authority, in the event of
a funding shortfall, to request that Congress appropriate
additional discretionary funds. No such request is expect-
ed over the Budget horizon. The Budget reflects funding
for the CFPB through these authorized transfers from the
Federal Reserve, estimated at $497 million in 2014.

Deposit and Share Insurance and their Coverage: The
Wall Street Reform Act permanently increased the stan-
dard maximum deposit and share insurance amounts
from $100,000 to $250,000, which applies to both the
FDIC and the National Credit Union Administration, and
requires the FDIC to base deposit insurance premiums
on an insured depository institution’s total assets less
tangible equity instead of domestic insured deposits. To
strengthen the insurance fund’s resources, the Act re-
quires the reserve ratio of the Deposit Insurance Fund
(DIF) to reach at least 1.35 percent of total insured de-
posits by September 30, 2020. These changes are reflected
in the Budget and their effects are discussed in greater
detail in the Credit and Insurance chapter in this volume.

Increased Transparency in Financial Markets: As the
regulators of U.S. financial markets, the Securities and
Exchange Commission (SEC) and Commodity Futures
Trading Commission (CFTC) are key components of the
Administration’s efforts to reform dangerous Wall Street
trading practices that increase economic volatility and
undermine market stability. Both agencies continue to
work tirelessly to address many of the root causes of the
crisis, to adapt their organizations to more effectively
monitor ever-changing regulated industries and activi-
ties, and to implement enforcement strategies designed to
both punish violators and deter wrongdoing. In 2012, the
SEC brought new sophistication to core agency functions,
began implementing complex and comprehensive Wall
Street Reform Act mandates, advanced an investor-fo-
cused agenda, and improved the productivity of its 3,800
member staff.

In 2012, the SEC’s Enforcement Division filed 734 en-
forcement actions—the second highest number ever in a
single year. The agency also continued to hold account-
able those whose actions contributed to the financial cri-
sis, and has now charged 154 entities and individuals, in-
cluding 65 CEOs, CFOs, and senior corporate officers, and
obtained nearly $2.7 billion in monetary relief. The en-
forcement program also ferreted out insider trading, filing

cases against financial professionals, hedge fund manag-
ers, and corporate insiders, many with direct ties to some
of the nation’s largest companies, and worked to ensure
the integrity of our financial markets. The SEC’s strong
performance is due in large part to the Enforcement
Division’s strategic reforms — including an expansion of
in-house expertise, flatter management structure, stream-
lined processes, increased use of information technology,
and enhanced market intelligence capabilities — that are
now bearing fruit. As a result, the SEC stands ready to
address increasingly sophisticated misconduct in the rap-
idly growing and complex financial markets.

The Wall Street Reform Act tasked the SEC with writ-
ing a large number of new rules. In addition to manag-
ing the complexity and interrelatedness of the mandated
rules, the SEC has worked to provide certainty to finan-
cial markets and participants by finalizing rules as quick-
ly as possible without compromising the agency’s ability
to review, evaluate, and make changes to reflect the large
number of public comments received on its proposed rule-
makings. As of February 2013, the SEC had proposed or
adopted more than 80 percent of the rules required by the
Act. For example, the SEC has proposed or adopted sub-
stantially all the rules needed to create a new regulatory
system to bring greater efficiency and transparency to
the derivatives market. Additionally, the SEC announced
that more than 1,400 new advisers to major hedge funds
and other private funds had registered with the agency
and begun reporting information that the SEC will share
with the Financial Stability Oversight Commission.

The Commission also began work on the rulemaking
required under the Jumpstart Our Business Startups
Act (JOBS Act), including proposing rules to eliminate
the prohibition against general solicitation and general
advertising in certain securities offerings, and provided
related guidance on submitting draft registration state-
ments to companies. The agency also approved rules sub-
mitted by the Financial Industry Regulatory Authority
(FINRA) and U.S. exchanges that will limit investors’ ex-
posure to unusual volatility in individual securities and
the broader U.S. stock market. One initiative prevents
trades in individual exchange-listed stocks from occur-
ring outside of a specified price band, while another up-
dates the circuit breakers that, when triggered, halt trad-
ing in all exchange-listed securities throughout the U.S.
markets. In addition, the agency took important steps
to upgrade its institutional capabilities for regulating to-
day’s electronic marketplace by adopting rules that ex-
pand available information about the most active traders
in the market and will enhance the ability of the agency
to surveil the markets and enforce trading rules. The
agency also implemented a new system, MIDAS, to col-
lect and analyze market data offered by the exchanges to
their customers.

In addition to its longstanding responsibility to ensure
fair, open, and efficient future markets, the Wall Street
Reform Act authorized the CFTC to regulate the swaps
marketplace through oversight of swap dealers and open
trading and clearing of standardized derivatives on regu-
lated platforms. Despite its constrained funding due to
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congressional appropriations that in recent years have
been significantly below the Administration’s request, the
CFTC has adapted its mission to include these new respon-
sibilities, the CFTC has drafted numerous rules required
to implement the Act. Through September 30,2012, CFTC
issued 64 proposed rules and finalized 40 final rules and
orders, including most of the foundational requirements
for substantive swap market reform. Registration of data
repositories, swap execution facilities, swap dealers and
other swap intermediaries began in 2012 and is expected
to be essentially complete in 2013. Central clearing for
swaps is underway and real-time reporting of swaps trade
data will commence imminently. The CFTC has actively
consulted with other Federal financial regulators, as well
as international counterparts, to ensure harmonization
of new rules. Additionally, the CFTC has demonstrated a
commitment to public transparency in its adoption of Wall
Street Reform Act implementing regulations, requesting
and incorporating input from the public during the earli-
est stages of rule development, publishing a wide variety
of materials and disclosures on its website, and conduct-
ing many Commission reviews of proposed and final rules
in open forums.

While devoting significant resources to timely and
thorough implementation of new Wall Street Reform
Act authorities, the CFTC has continued its market sur-
veillance and enforcement activities in the historically-
regulated futures and options markets. The Commission
continued to increase the annual number of enforcement
actions, filing 102 cases in 2012 and opening 350 new in-
vestigations. In addition, the Commission obtained orders
imposing more than $931 million in sanctions, including
more than $475 million in civil monetary penalties and
over $456 million in restitution and disgorgement.

In a landmark case in June 2012, the Commission
filed charges against Barclays PLC and two affiliates
for attempted manipulation and false reporting concern-
ing global benchmark interest rates. The charges were
simultaneously settled pursuant to an Order requiring
Barclays to pay $200 million, then the largest fine ever
imposed by the CFTC, and requiring Barclays to imple-
ment a number of measures to ensure the integrity of the
bank’s benchmark submissions.

The Commission filed numerous charges related to
protection of customer funds 2012. In response to these
actions, and other high-profile cases, the Commission
has published a rule, and held a public meeting to re-
ceive input on, enhancing protection of customers and
customer funds held by futures commission merchants
and Derivatives Clearing Organizations (DCOs). The
Commission is also seeking resources in order to conduct
periodic reviews of these entities to ensure compliance
with Commission regulations related to segregation and
protection of customer funds.

The CFTC conducts systematic examinations of
Designated Contract Markets (DCOs), and Designated
Self-Regulatory Organizations (and soon, swap data re-
positories and swap execution facilities) to provide as-
surance to the public and other regulators of the market
participants’ ongoing compliance with the core principles

of the Commodities Exchange Act. Resource constraints
have severely limited the Commission’s ability to conduct
annual examinations of even the most significant enti-
ties, compromising the Commission’s effectiveness in pro-
tecting the public interest. Designation by the FSOC of
two DCOs as systemically important mandates that the
Commission perform annual examinations of these enti-
ties, an activity that the Commission cannot adequately
perform given current staffing levels.

The next two years will be critical for the SEC and
the CFTC as the agencies continue to identify and pur-
sue wrongdoing in the markets and to operationalize the
mandates of the Wall Street Reform Act. On top of its tra-
ditional market oversight and investor protection respon-
sibilities, the SEC will fully implement the following new
authorities in 2013 and 2014: oversight and examination
of new security-based swap clearing agencies, dealers,
and data repositories; oversight and examination of pri-
vate fund advisers managing thousands of pooled invest-
ment vehicles that will be newly registered with the SEC;
reviewing disclosures of asset-backed securities issuers;
registration of municipal advisers; and enhanced supervi-
sion of credit rating agencies. In addition, the SEC will
continue the work of strengthening its core programs and
operations, including detecting and pursuing securities
fraudsters, reviewing public company disclosures and
financial statements, inspecting the activities of invest-
ment advisers, investment companies, broker-dealers,
and other registered entities, and maintaining fair and
efficient markets. Building on its 2009 reorganization and
recommendations from consultants and auditors, the SEC
will focus its efforts on increasing coverage of registered
investment advisory firms by adding new positions to the
examination program; enhancing disclosure reviews of
large or financially significant companies; and leveraging
technology to streamline operations and bolster program
effectiveness. All of these responsibilities are essential to
restoring investor confidence and trust in financial in-
stitutions and markets in the wake of the 2008 financial
crisis. In support of the SEC’s mission, the President’s
Budget provides $1,674 million in new resources in 2014.
The Budget also projects that the SEC will obligate $50
million from its mandatory Reserve Fund for investments
in information technology systems and other necessary
improvements.

In 2014, CFTC will have fully integrated the swaps
market into its span of responsibilities, including market,
trade practice, financial and risk surveillance; routine ex-
aminations of significant entities and “for cause” examina-
tions as needed on an expanded population of entities; and
both punitive and deterrence-based enforcement actions.
The President’s Budget provides significant increases
for the CFTC in 2014 in support of base regulatory work
as well as Wall Street Reform Act implementation. For
CFTC, $315 million is provided, an increase of $7 million
over the 2013 President’s Budget ($109 million or 50 per-
cent over 2012 levels). Additionally, the Administration
supports legislation authorizing the CFTC to collect user
fees to fund its activities. Such legislation would bring the



3. FINANCIAL STABILIZATION EFFORTS AND THEIR BUDGETARY EFFECTS

27

CFTC into line with other Federal financial regulators,
which are funded in whole or in part through user fees.

Streamlined Insurance Sector Regulation: The Federal
Insurance Office (FIO), housed within the Treasury
Department, was established by the Wall Street Reform
Act to “monitor all aspects of the insurance industry, in-
cluding identifying issues or gaps in the regulation of in-
surers that could contribute to” systemic risk. The FIO
was created, in part, to streamline what is currently a
decentralized regulatory regime. On October 17, 2011,
the FIO announced that it was seeking public comment
for its first mandatory report under the Act on how to
modernize and improve the country’s insurance regula-
tory system. The FIO will also play a role in support of
FSOC,; it will advise the Secretary on international issues
related to insurance investment risk and regulation, and
it will assist the Secretary in administering Treasury’s
Terrorism Risk Insurance Program. In November 2011,
Treasury launched a fifteen-member Federal Advisory
Committee on Insurance to offer recommendations to the
FIO on issues related to the FIO’s responsibilities. The
Advisory Committee demonstrated its responsiveness
in November 2012, holding a public meeting soon after
Hurricane Sandy struck the East Coast of the U.S. to dis-
cuss the future of flood insurance. On June 27, 2012, the
FIO published a notice requesting views from interested
parties on the office’s mandated report on the global re-
insurance market. The vision for the FIO is that it will
also provide the Federal Government with the ability to
immediately estimate exposures related to catastrophic
events, such as the September 11th terrorist attacks or
Hurricane Katrina. The FIO is funded with discretionary
resources through the Treasury’s Departmental Offices
(DO) request, and the Budget includes funding for this
office.

International Financial Reform. The financial cri-
sis was an international event not limited to U.S. mar-
kets, corporations, and consumers. In addition to its dem-
onstrated commitment to achieving meaningful financial
reform at home, the Administration continues to ensure
coordination of financial reform principles across the
globe. At the G-20 Summit in Pittsburgh in September
2009, President Obama and other G-20 leaders estab-
lished the G-20 as the premier forum for international
economic cooperation. Over the course of Summits held
in London (April 2009), Pittsburgh (September 2009),
Toronto (June 2010), Seoul (November 2010), and Cannes
(November 2011), and Los Cabos (June 2012), the
Administration and G-20 leaders have committed to an
ambitious agenda for financial regulatory reform. Their
reform commitments have extended the scope of regula-
tion, will improve transparency and disclosure, and will
strengthen banks through increased and higher quality
capital and introduction of a leverage ratio that will limit
the amount banks may lend relative to their capital re-
serves. In June 2012, the Federal banking regulators in-
vited comment on three joint proposed rules that would
revise and replace the agencies’ current capital rules.
The proposals would implement certain aspects of Basel

IT and Basel III capital reforms. Together, the U.S. and
its global allies are building effective resolution regimes,
including cross-border resolution frameworks, and are
developing higher prudential standards for systemically
important financial institutions to reflect the greater risk
those institutions pose to financial system stability. To fa-
cilitate bilateral discussions and cooperation, the FDIC
is negotiating memoranda of understanding with certain
foreign counterparts that will provide a basis for inter-
national information sharing and cooperation relating
to cross-border resolution planning and implementation.
The Treasury Department, working together with other
agencies, has ensured that these commitments are fully
consistent with our domestic financial reform agenda.

The Administration continues to work cooperatively
with its G-20 partners to close regulatory gaps. These ef-
forts reflect the parties’ recognition of the interconnected-
ness of financial markets and the need to preclude op-
portunities for regulatory arbitrage, in which firms seek
jurisdictions and financial instruments that are compara-
tively less regulated and, in doing so, allow risk to build
up covertly, posing a threat to financial stability. In devel-
oping regulatory reforms that strengthen the resilience of
the financial system to withstand the level of stress seen
in the crisis, the Administration and its G-20 partners
have remained mindful of the need to undertake reform
in ways consistent with cultivating vibrant, innovative,
and healthy markets that can do what financial markets
do best: allocate scarce resources efficiently.

Federal Reserve Programs

Beginning in August 2007, the Federal Reserve re-
sponded to the crisis by implementing a number of pro-
grams designed to support the liquidity positions of fi-
nancial institutions and foster improved conditions in
financial markets. The Federal Reserve actions can be
divided into three groups. The first set of tools involved
the provision of short-term liquidity to banks and other
financial institutions through the traditional discount
window to stem the precipitous decline in interbank lend-
ing. The Term Auction Facility (TAF), which was created
in December 2007, allowed depository institutions to ac-
cess Federal Reserve funds through an auction process,
wherein depository institutions bid for TAF funds at an
interest rate that was determined by the auction. The fi-
nal TAF auction was held in March 2010 and, in total,
the Federal Reserve disbursed over $3.8 trillion in TAF
loans. All TAF loans were repaid in full, with interest.
The Federal Reserve also initiated the Term Securities
Lending Facility (TSLF) and the Primary Dealer Credit
Facility (PDCF), both of which provided additional liquid-
ity to the system and helped stabilize the broader finan-
cial markets. The PDCF and TSLF expired on February
1, 2010, consistent with the Federal Reserve’s June 2009
announcement.

The second set of tools involved the provision of liquid-
ity directly to borrowers and investors in key credit mar-
kets. The Commercial Paper Funding Facility (CPFF),
Asset-Backed Commercial Paper Money Market Mutual
Fund Liquidity Facility (AMLF), Money Market Investor
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Funding Facility (MMIFF), and the Term Asset-Backed
Securities Loan Facility (TALF) fall into this category. As
a third set of instruments, the Federal Reserve expanded
its traditional tool of open market operations to support
the functioning of credit markets through the purchase of
longer-term secondary market securities for the Federal
Reserve’s System Open Market Account portfolio. In light
of improved functioning of financial markets, many of the
new programs have expired or been closed including the
MMIFF (October 30, 2009), AMLF (February 1, 2010),
and CPFF (February 1, 2010).

To address the frozen consumer and commer-
cial credit markets, the Federal Reserve announced
on November 25, 2008, that in conjunction with the
Treasury Department it would lend up to $200 billion to
holders of newly issued AAA-rated asset-backed securi-
ties through the TALF. The program was expanded as
part of the Administration’s Financial Stability Plan and
launched in March 2009. The program supported the is-
suance of asset-backed securities collateralized by stu-
dent loans, auto loans, credit card loans, Small Business
Administration guaranteed loans, commercial mortgage
loans, and certain other loans. As part of the program,
Treasury provided through TARP authorities protec-
tion to the Federal Reserve by originally covering the
first $20 billion in losses on all TALF loans. However,
in July 2010, Treasury, in consultation with the Federal
Reserve, reduced its loss-coverage to $4.3 billion, which
represented approximately 10 percent of the total $43
billion outstanding in the facility when the program was
closed to new lending on June 30, 2010. Borrowers have
continued to repay their loans early at a rapid pace, in
part because interest rates on TALF loans were designed
to be higher than market rates in more-normal condi-
tions. In June 2012, Treasury, in consultation with the
Federal Reserve, further reduced its loss-coverage to
$1.4 billion. Finally, Treasury and the Federal Reserve
announced in January 2013 that Treasury’s commit-
ment of TARP funds to provide credit protection was no
longer necessary due to the fact that the accumulated
fees collected through TALF exceeded the total principal
amount of outstanding TALF loans. As of January 15,
2013, Treasury had recognized a gain of $424 million on
TALF, with additional gains expected in the future.

To support mortgage lending and housing markets, the
Federal Reserve began purchasing up to $175 billion of
Government-Sponsored Enterprise (GSE) debt and up to
$1.25 trillion of GSE mortgage-backed securities (MBS)
beginning in December 2008. The Federal Reserve com-
pleted its purchase of $1.25 trillion in GSE MBS in March
2010, and purchased $172.1 billion of GSE debt as of
December 2011. Purchasing GSE debt and MBS provided
liquidity to the mortgage market, which facilitated the is-
suance of new mortgage loans to homebuyers at afford-
able interest rates. The Federal Reserve also purchased
$300 billion in longer-term Treasury securities in 2009 to
improve interest rate conditions in mortgage and other
private credit markets.

To support a stronger paced economic recovery in
November 2010 the Federal Reserve announced plans

to purchase up to $600 billion of additional long-term
Treasury securities as part of its “quantitative easing
two” program. The purchases were extended over an
eight-month period and, ultimately, the program conclud-
ed in June 2011. Starting in September 2011, the Federal
Open Market Committee (FOMC) announced “operation
twist” which planned to extend the average maturity of
the Fed’s portfolio by replacing $400 billion in short-term
bonds with longer-term bonds, thereby keeping long-term
interest rates low with less chance of increasing infla-
tion. In a June 2012 FOMC meeting, the program was ex-
tended though the end of calendar year 2012. In a signifi-
cant shift away from the Federal Reserve’s time-limited
approach to monetary policy, on December 12, 2012, the
FOMC announced that the Federal Reserve would con-
tinuing to purchase MBS and longer-term Treasury secu-
rities every month to keep interest rates low until speci-
fied thresholds are met. The FOMC indicated that this
extraordinary support would continue until either unem-
ployment drops below 6.5 percent, or inflation exceeds 2.5
percent.

Earnings resulting from the expansion of the Federal
Reserve’s balance sheet through the purchase of GSE debt,
GSE MBS, and long-term Treasury securities have, over
the last several years increased the surplus the Federal
Reserve deposits in the Treasury, reducing the budget def-
icit, though various factors in 2012 led to a slight decline
in year-over-year deposits. In 2012, Treasury received $82
billion from the Federal Reserve, which represents a less
than 1 percent decrease below 2011 deposits. The Budget
projects Treasury will receive $82.9 billion and $92.0 bil-
lion from the Federal Reserve in 2013 and 2014, respec-
tively.

Federal Deposit Insurance
Corporation (FDIC) Programs

Using its existing authority, the FDIC created the
Temporary Liquidity Guarantee Program (TLGP) in
October 2008, to help restore confidence in the bank-
ing sector and prevent large scale deposit flight. There
were two components to the TLGP: the Debt Guarantee
Program and the Transaction Account Guarantee
Program (TAG). The Debt Guarantee Program (DGP) al-
lowed participating institutions (banks and their hold-
ing companies and affiliates) to issue FDIC-guaranteed
senior secured debt. Therefore, if a participating insti-
tution defaulted on its debt, the FDIC would make re-
quired principal and interest payments to holders of
senior unsecured debt. The FDIC charged additional
fees and surcharges for any participating institutions
that voluntarily opted into this program. Originally, the
guarantee was limited to unsecured debt issued between
October 14, 2008, and June 30, 2009, and the FDIC debt
guarantee coverage extended through June 30, 2012. On
March 17, 2009, the FDIC extended coverage to debt is-
sued through October 31, 2009, and extended the guar-
antee through December 31, 2012. The FDIC also levied
a surcharge on debt issued between April 1, 2009, and
October 31, 2009, which was transferred to the Deposit
Insurance Fund. On October 23, 2009, the FDIC adopted
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a final rule reaffirming that the FDIC would not guaran-
tee any debt issued after October 31, 2009. The rule also
established a limited, six-month emergency guarantee
facility upon expiration of the program; however, this fa-
cility was never utilized. As of December 31, 2012, there
was no debt outstanding in the senior unsecured debt
guarantee program.

TAG, the second component of the TLGP, extended
an unlimited FDIC guarantee to participating insured
depository institutions on non-interest bearing transac-
tion account deposits, which included low-interest nego-
tiable order of withdrawal (NOW) accounts and Interest
on Lawyers Trust Accounts (IOLTAs). The FDIC charged
additional premiums for any banks that voluntarily opt-
ed into this program. This guarantee helped to facilitate
economic recovery by, among other things, promoting
business confidence in the banks that held their payroll
deposits. The original Transaction Account Guarantee ex-
pired on December 31, 2010.

The Wall Street Reform Act provided two additional
years of unlimited insurance for non-interest bearing
transaction accounts—starting on December 31, 2010,
and ending on December 31,2012. The Permanent Federal
Deposit Insurance Coverage for Interest on Lawyers
Trust Accounts Act (P.L. 111-343) enacted on December
29, 2010, extended the two years of unlimited coverage to
IOLTAs as well, though not to NOW accounts. The cover-
age extended through the Act was provided to all insured
institutions and there were no separate fees associated
with this coverage.

The FDIC has further collaborated with the Treasury
Department and the Federal Reserve to provide ex-
ceptional assistance to institutions such as Citigroup.
Alongside the Treasury and the Federal Reserve, the
FDIC guaranteed up to $10 billion of a $301 billion port-
folio of residential and commercial mortgage-backed se-
curities at Citigroup. The guarantee was terminated in
December 2009 as part of a larger Citigroup initiative to
repay Federal support.

For a more detailed analysis of active FDIC programs,
see the section titled, “Deposit Insurance” in the Credit
and Insurance chapter in this volume.

National Credit Union Administration
(NCUA) Programs

The NCUA has continued to take aggressive actions, as
well as implement new policies, in response to dislocations
in financial markets in order to maintain member and in-
vestor confidence, limit losses, and promote recovery in
the credit union system. These actions have included rais-
ing the deposit insurance coverage to $250,000 in 2009,
providing liquidity loans to member credit unions totaling
$24 billion, and stabilizing five credit unions through con-
servatorship. NCUA has also executed multiple programs
amidst the economic crises to ensure liquidity and ulti-
mately the continued safety and soundness of the credit
union system, including the Corporate System Resolution
Program under the Temporary Corporate Credit Union
Stabilization Fund.

For a more detailed analysis of active NCUA programs,
see the section titled, “Deposit Insurance” in the Credit
and Insurance chapter in this volume.

Housing Market Programs under the
Housing and Economic Recovery Act

To avoid a possible collapse of the housing finance
market and further risks to the broader financial mar-
ket, the Federal Housing Finance Agency (FHFA) placed
the Federal National Mortgage Association (Fannie
Mae) and the Federal Home Loan Mortgage Corporation
(Freddie Mac) into conservatorship on September 6, 2008.
On the following day, the U.S. Treasury launched three
new programs to provide temporary financial support to
these housing Government-Sponsored Entities (GSEs)
and to stabilize the housing market under the broad au-
thority provided in the Housing and Economic Recovery
Act (HERA) of 2008 (P.L. 110-289). First, the Treasury
Department provided capital to the GSEs through Senior
Preferred Stock Purchase Agreements (PSPAs) to ensure
that the GSEs maintain a positive net position (i.e., as-
sets are greater than or equal to liabilities). On December
24, 2009, Treasury announced that the funding commit-
ments in the purchase agreements would be modified to
the greater of $200 billion or $200 billion plus cumulative
net worth deficits experienced during calendar years 2010
through 2012, less any surplus remaining as of December
31, 2012. Second, the Treasury established a line of credit
for Fannie Mae, Freddie Mac, and the Federal Home Loan
Banks to ensure they have adequate funding on a short-
term, as-needed basis. This line of credit was never used.
The Treasury also initiated purchases of GSE guaranteed
mortgage-backed securities (MBS) in the open market
(separate from the Federal Reserve’s MBS purchase pro-
gram discussed above), with the goal of increasing liquid-
ity in the secondary mortgage market. In December 2009,
the Treasury initiated two additional purchase programs
under HERA authority to support housing assistance pro-
vided through new and existing State and local Housing
Financing Agencies (HFAs) revenue bonds. Treasury’s
authority to enter new obligations under the GSE PSPA
agreement, MBS purchase, and HFA support programs
expired on December 31, 2009. However, Treasury’s exist-
ing commitments continue to support any needed capi-
tal infusions through PSPAs, and new and existing HFA
housing bond issuances, and Treasury will continue to
collect proceeds from the sale or repayment of the securi-
ties that it owns.

As of December 31, 2012, Treasury has provided
$187.5 billion to Fannie Mae and Freddie Mac under the
PSPAs. The PSPAs also require that the GSEs pay quar-
terly dividends to Treasury. Prior to calendar year 2013,
the quarterly dividend amount was based on an annual
rate of 10 percent of the redemption value of Treasury’s
senior preferred stock. Amendments to the PSPAs ef-
fected on August 17th, 2012, replace the 10 percent divi-
dend with an amount equivalent to the GSE’s positive
net worth above a capital reserve amount. The capital
reserve amount for each company is initially set at $3.0
billion for calendar year 2013, and declines by $600 mil-
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lion at the beginning of each calendar year thereafter
until it reaches zero. GSEs have paid $55.2 billion in
dividends as of December 31, 2012. The Budget estimates
additional net dividend receipts of $183.3 billion from
January 1, 2013 through 2023. The cumulative budget-
ary impact of the PSPA agreements from the first PSPA
purchase through 2023 is estimated to be savings of $51
billion. The Temporary Payroll Tax Cut Continuation Act
of 2011 signed into law on December 23, 2011, required
that the GSEs increase their fees by an average of at
least 0.10 percentage points above the average guaran-
tee fee imposed in 2011. Revenues generated by this fee
increase are remitted directly to the Treasury for deficit
reduction and are not included in the PSPA amounts. The
Budget estimates resulting deficit reductions from this
fee of $21 billion from 2012 through 2023.In addition,
significant assistance has been provided to the mortgage
market through the Federal Housing Administration,
through Federal Reserve Bank purchases of GSE MBS
(as described above), and through the Department of the
Treasury (as described below). A more detailed analysis of
these housing assistance programs and the future of the
GSEs is provided in the “Credit and Insurance” chapter of
this volume.

Treasury Programs

Small Business Lending Programs. To increase the
availability and affordability of credit to help small busi-
nesses drive economic recovery and create jobs, the Small
Business Jobs Act of 2010 (P.L. 111-240) created two
new programs proposed by the Administration that are
being administered by the Department of the Treasury:
the State Small Business Credit Initiative (SSBCI),
which provides capital through grants to State programs
that support lending to small businesses, and the Small
Business Lending Fund (SBLF), which was authorized to
provide up to $30 billion in capital to qualified community
banks and other targeted lenders with assets of less than
$10 billion to encourage their lending to small businesses.

The SSBCI authorizes Treasury to disburse $1.5 bil-
lion to new and existing State programs such as Capital
Access Programs (CAPs) and Other Credit Support
Programs (OCSPs) that will leverage private financing to
spur up to $15 billion in new lending to small business-
es and small manufacturers. For every dollar of Federal
funding, SSBCI requires at least $10 in private lending. A
total of 53 States and territories (out of a possible 56)
applied to take part in the SSBCI. A total of 5 munici-
palities in the three States that did not apply (Wyoming,
North Dakota, and Alaska) submitted their applications
directly to SSBCI by the statutory deadline of September
27, 2011, for a total of 58 applications received by the
program. Through 2012, SSBCI approved funding for 47
States, the District of Columbia, five U.S. territories and
four municipalities. SSBCI estimates that approximately
$1.46 billion will be disbursed by the end of September
2014, with $1.1 billion disbursed by the end of September
2013. (Note: SSBCI funds States in three equal tranches.
States, territories, and municipalities must prove that
they have disbursed at least 80 percent of prior funds be-

fore receiving the remaining tranches.) Treasury expects
to disburse nearly all of the $1.5 billion funds. While it is
still too early to measure the success of the SSBCI pro-
gram, initial reports are promising, with 54 Participating
States, territories, and municipalities reporting using
SSBCI funds to support loans and investments. SSBCI
receives quarterly reports from Participating States show-
ing the gross amount of funds used and more detailed an-
nual reports on a transaction level basis. Annual reports
for the period ending December 31, 2012, are due March
31, 2013 and will represent the first full year of activity
for most Participating States. SSBCI uses the reports to
assess performance and provide tailored technical assis-
tance, including assessment and communication across
states of “best practices” to maximize the effectiveness of
funding. In 2013 and 2014 Treasury will provide more
intensive technical assistance.

The SBLF authorized Treasury to lend up to $30 billion
of capital to eligible financial institutions (those having
less than $10 billion in assets) and participating institu-
tions are required to pay dividends based on the volume
growth of their small business lending portfolio. Providing
this low-cost capital to lenders is designed to increase their
loans to small businesses. The application period closed in
June 2011 and all awards were made by September 27,
2011, the statutory end of the funding phase of the pro-
gram. Treasury received 933 applications totaling $11.8
billion. Of these, 332 institutions were approved for over
$4.0 billion, with some institutions screened out due in
part to stringent credit requirements aimed at protecting
taxpayer dollars and avoiding lending to institutions that
were likely to default on their SBLF obligations. Banks in-
eligible for the program included: (1) institutions listed on
the regulator’s problem bank list with expected CAMELS
score greater than 4; and (2) TARP Capital Purchase
Program (CPP) participants with more than one missed
CPP dividend payment. As of September 30, 2012, SBLF
participants had increased their small business lending
by $7.4 billion over the baseline with 78 percent of SBLF
participants increasing small business lending by 10 per-
cent or more. SBLF is expected to create a positive return
for taxpayers given the prudent lending standards estab-
lished by the program. For more information on SSBCI
and SBLF, please see the “Credit and Insurance” chapter,
in this volume.

Troubled Asset Relief Program (TARP). The 2008
EESA authorized the Treasury to purchase or guaran-
tee troubled assets and other financial instruments to
restore liquidity and stability to the financial system of
the United States while protecting taxpayers. Treasury
has used its authority under EESA to provide capital to
and restore confidence in U.S. financial institutions, to re-
start markets critical to financing American households
and businesses, and to address housing market problems
and the foreclosure crisis. Under EESA, the Secretary’s
authority was originally limited to $700 billion in obliga-
tions at any one time, as measured by the total purchase
price paid for assets and guaranteed amounts outstand-
ing. The Helping Families Save Their Homes Act of 2009
(P.L. 111-22) reduced total TARP purchase authority by
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$1.3 billion, and in July 2010, the Wall Street Reform Act
further reduced total TARP purchase authority to a maxi-
mum of $475 billion in cumulative obligations.

On December 9, 2009, and as authorized by EESA, the
Secretary of the Treasury certified to Congress that an ex-
tension of TARP purchase authority until October 3, 2010,
was necessary “to assist American families and stabilize
financial markets because it will, among other things, en-
able us to continue to implement programs that address
housing markets and needs of small businesses, and to
maintain the capacity to respond to unforeseen threats.”
On October 3, 2010, the Treasury’s authority to make new
TARP commitments expired. The Treasury continues to
manage existing investments and is authorized to expend
previously committed TARP funds pursuant to obliga-
tions entered into prior to October 3, 2010.

In extending TARP authority through October 3, 2010,
the Secretary outlined the Government’s four elements of
its strategy to wind down TARP and related programs:
First, the Treasury would wind down those programs that
are no longer necessary, such as the Capital Purchase
Program (CPP); funding for the CPP ended on December
31, 2009. Second, new planned programs in 2010 under
the extension of the purchase authority would be lim-
ited to three areas: (1) continued foreclosure mitigation
for responsible American homeowners and stabilization
of the housing market; (2) initiatives to provide capital
to small and community banks; and (3) potentially in-
creased commitment to the Term Asset-Backed Securities
Loan Facility (TALF) to improve securitization markets
that facilitate consumer and small business loans, as well
as commercial mortgage loans. Third, the Government
would maintain the capacity to respond to unforeseen
threats. The Government would not use remaining TARP
funds unless necessary to respond to an immediate and
substantial threat to the economy stemming from finan-
cial instability. Fourth, the Government would manage
equity investments acquired through TARP while pro-
tecting taxpayer interests. It would continue to manage
those investments in a commercial manner and seek to
dispose of them as soon as practicable.

Section 202 of EESA requires the Office of Management
and Budget (OMB) to report the estimated cost of TARP
assets purchased and guarantees issued pursuant to
EESA. The most recent report was issued August 31,
2012.2 Consistent with the requirement to analyze trans-
actions occurring no less than thirty days before publica-
tion, the 2014 Budget data presented in this report reflect
revised subsidy costs for the TARP programs using actual
performance and updated market information through
December 31, 2012. For information on subsequent TARP
program developments, please consult the Treasury
Department’s Troubled Asset Relief Program Monthly
105(a) Reports.

2 See “OMB Report under the Economic Stabilization Act, Section
202,” August 31, 2012. http:/ /www.whitehouse.gov / sites/ default/files/
omb/reports/tarp_report_august_2012.pdf

TARP Market Impact

Although challenges in the economy remain, TARP’s
support to the banking sector through the Capital
Purchase Program (CPP), Targeted Investment Program
(TIP), Asset Guarantee Program, and the Community
Development Capital Initiative (CDCI) helped stabilize
the financial system and strengthen the financial position
of the Nation’s banking institutions. Net income of insured
financial institutions for the quarter ending September
30, 2012, was $37.6 billion, which marked the highest
quarterly net income reported by the industry since the
third quarter (calendar year) of 2006.3 This growth in
earnings is attributable to financial institutions reduc-
ing the loan loss provisions on their balance sheets based
on improved forecasts of their asset quality and higher
revenues in the form of non-interest income and gains on
asset sales. As of September 30, 2012, total provisions for
loan losses for all insured depository institutions declined
year over year for a 12th consecutive quarter, falling to
$14.8 billion from $18.6 billion in the prior year. This con-
tinued reduction in loan loss reserves points to improving
credit and market conditions.

The on-going healing of the banking sector, coupled with
the TARP programs aimed at reviving the credit markets,
have facilitated the improved flow of credit in both the com-
mercial and consumer markets. Together, the Term Asset
Backed Securities Loan Facility (TALF) and the Public
Private Investment Program (PPIP) helped to improve
the overall credit climate for businesses, as evidenced by
the declining cost of long-term investment grade borrow-
ing, which has fallen from a peak of roughly 570 basis
points over benchmark Treasury securities at the height
of the crisis to just 160 basis points over Treasuries as of
December 31, 2012.* However, additional progress is need-
ed to increase small businesses’ access to credit, and enable
the economy to achieve its full potential.

Emergency loans to General Motors and Chrysler via
the TARP Automotive Industry Financing Program (AIFP)
spurred the resurgence of the U.S. auto manufacturing in-
dustry. The Administration’s assistance to both GM and
Chrysler was conditioned on the requirement that stake-
holders make difficult, but necessary restructuring and
reorganization decisions in order for these companies to
emerge from bankruptcy and achieve long-term viability.
Although AIFP is still estimated to result in a net cost to
taxpayers, the Government has been able to recover much
more from auto companies than originally estimated, and
far sooner, while reinvigorating one of America’s critical
industries. New Chrysler has posted eleven consecutive
quarters of operating profit and has announced more
than $8.9 billion in investments in plants and technology
since emerging from bankruptcy in 2009.%> The story has

3 Federal Deposit Insurance Corporation, Quarterly Banking Profile,
September 2012. http:/ /www?2.fdic.gov/qbp/2012sep / qbp.pdf

4 Spreads for the cost of long-term investment grade borrowing are
based upon 10-year Treasury yield and FINRA/Bloomberg Investment
Grade U.S. Corporate Bond Index yield.

5 Chrysler, Third Quarter 2012 Financial Results Webcast, October,

30, 2012 http:/ lwww.chryslergroupllc.com / Investor / presentations/
QAWebcasts/ ChryslerDocuments/Q3_2012_Presentation.pdf
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been similar for New GM—and the industry as a whole.
In January 2012, GM announced that it had regained its
spot as the world’s largest global seller of automobiles and
as of November 2012, auto sales are the highest they have
been in more than four years. The auto industry is lead-
ing a resurgence in American manufacturing that trans-
lates to the creation of more American jobs, with nearly
250,000 jobs created in the American auto industry over
the past three years.

Although the housing market is still recovering, the
Administration’s housing programs implemented through
the TARP have helped stabilize the market and kept mil-
lions of borrowers in their homes. As of December 31,2012,
more than 1.1 million borrowers have received permanent
modifications through the Home Affordable Modification
Program (HAMP), which amounts to an estimated $17.3
billion in realized monthly mortgage payment savings for
these homeowners. In addition to helping these borrowers,
the Administration’s TARP housing programs have been
a catalyst to private sector mortgage modifications. Since
April 2009, HAMP, FHA, and the private sector HOPE
Now alliance have initiated more than 6.2 million mort-
gage modifications, which is nearly double the number of
foreclosure completions that were executed in the same
period. The Administration has continued to respond to
the evolving housing crisis by implementing programs
that provide mortgage relief to unemployed homeown-
ers and those with negative home equity. Furthermore,
through the HFA Hardest Hit Fund, the Administration
has allocated $7.6 billion to eligible States to implement
innovative housing programs to bring stability to local
housing markets and meet the unique needs of their com-
munities.

Deficit Impact

Over four years after the first TARP dollars were dis-
bursed, the TARP has not only helped to stabilize finan-
cial markets and set the foundation for economic recovery,
but it has done so at a much lower cost than originally es-
timated. As of December 31, 2012, total repayments and
income on TARP investments were approximately $387
billion, which is 93 percent of the $418 billion in total
disbursements to date. The projected total lifetime defi-
cit impact of TARP programmatic costs, reflecting recent
activity and revised subsidy estimates based on market
data as of December 31, 2012, is now estimated at $47.5
billion (see Table 3—1).6

Compared to the 2013 MSR estimate of $68 billion, the
estimated deficit impact of TARP decreased by $20.5 bil-
lion. This decrease was largely attributable to the high-
er valuation of the AIG and GM common stock sold via
public offering or held by Treasury as well as lower ex-
pected costs associated with TARP’s support of the FHA
Refinance Program. In 2012, Treasury sold its remaining
AIG common stock holdings via 5 public offerings at pric-
es ranging from $29.00 to $32.50, representing a weight-
ed average share price increase of $2.36 from the May
31st valuation. Additionally, GM’s share price increased

6 Note, including proceeds from Treasury’s non-TARP holdings in
AIG, the total deficit impact is estimated at $30 billion.

by $6.63 (or 30 percent), relative to the share prices used
to formulate the May 31st valuation.”

There has been a notable reduction in TARP’s projected
deficit impact from the $341 billion estimate published in
the 2010 MSR (see graph below). The Budget reflects a
total TARP deficit impact of $47.5 billion, a $294 billion
reduction from the 2010 MSR and a $309 billion reduc-
tion from the Congressional Budget Office’s March 2009
estimate of $356 billion.

A description of the TARP programs, followed by a de-
tailed analysis of the programmatic changes to the TARP
and the cost estimates since the publication of the 2013
MSR, is provided below.

Description of Assets Purchased
Through the TARP, by Program

Capital Purchase Program (CPP). Pursuant to
EESA, the Treasury created the CPP in October 2008 to
restore confidence throughout the financial system by en-
suring that the Nation’s banking institutions have a suf-
ficient capital cushion against potential future losses and
to support lending to creditworthy borrowers. All eligible
CPP recipients completed funding by December 31, 2009,
and Treasury purchased $204.9 billion in preferred stock
in 707 financial institutions under the CPP program. As of
December 31, 2012, Treasury had received approximately
$194 billion in principal repayments (i.e., redemptions of
common and preferred stock, CDCI conversions, and refi-
nances to SBLF) and $26.5 billion in revenues from divi-
dends, interest, warrants, gains/other interest and fees.
Total redemptions and income now exceed Treasury’s ini-
tial investment by $15.5 billion. As of December 31, 2012,
$7.4 billion remained outstanding under the program.

Community Development Capital Initiative
(CDCI). The CDCI program invests lower-cost capital in
Community Development Financial Institutions (CDFIs),
which operate in markets underserved by traditional fi-
nancial institutions. In February 2010, Treasury released
program terms for the CDCI program, under which par-
ticipating institutions received capital investments of up
to 5 percent of risk-weighted assets and pay dividends to
Treasury of as low as 2 percent per annum. The dividend
rate increases to 9 percent after eight years. CDFI credit
unions were able to apply to TARP for subordinated debt
at rates equivalent to those offered to CDFI banks and
thrifts. These institutions could apply for capital invest-
ments of up to 3.5 percent of total assets — an amount ap-
proximately equivalent to the 5 percent of risk-weighted
assets available under the CDCI program to banks and
thrifts. TARP capital of $570 million has been committed
to this program. As of December 31, 2012, approximately
$530 million remained outstanding under the program.

Capital Assistance Program and Other Programs
(CAP). In 2009, Treasury worked with federal banking
regulators to develop a comprehensive “stress test” known
as the Supervisory Capital Assessment Program (SCAP)
to assess the health of the nation’s 19 largest bank hold-
ing companies. In conjunction with SCAP, Treasury

7 The 2014 Budget valuation used the December 31, 2012 share price
of $28.83 for Treasury’s GM common stock.
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announced that it would provide capital under TARP
through the Capital Assistance Program (CAP) to institu-
tions that participated in the stress tests as well as oth-
ers. Only one TARP institution (Ally Financial) required
additional funds under the stress tests, but received them
through the Automotive Industry Financing Program, not
CAP. CAP closed on November 9, 2009, without making
any investments and did not incur any losses to taxpay-
ers. Following the release of the stress test results, banks
were able to raise hundreds of billions of dollars in private
capital.

AmericanInternational Group (AIG) Investments.
The Federal Reserve Bank of New York (FRBNY) and the
Treasury provided financial support to AIG in order to
mitigate broader systemic risks that would have resulted
from the disorderly failure of the company. To prevent the
company from entering bankruptcy and to resolve the li-
quidity issues it faced, the FRBNY provided an $85 billion
line of credit to AIG in September 2008 and received pre-
ferred shares that entitled it to 79.8 percent of the voting
rights of AIG’s common stock. After TARP was enacted,
the Treasury and FRBNY continued to work to facilitate
AIG’s execution of its plan to sell certain of its business-
es in an orderly manner, promote market stability, and
protect the interests of the U.S. Government and taxpay-
ers. As of December 31, 2008, when purchases ended, the
Treasury had purchased $40 billion in preferred shares
from AIG through TARP, which were subsequently con-
verted into common stock. In April 2009, Treasury also
extended a $29.8 billion line of credit, of which AIG drew
down $27.8 billion, in exchange for additional preferred
stock. The remaining $2 billion obligation was subse-
quently canceled.

AIG executed a recapitalization plan with FRBNY,
Treasury, and the AIG Credit Facility Trust in mid-
January 2011 that allowed for the acceleration of the
Government’s exit from AIG. Following the restructur-
ing and AIG’s ensuing public offering in May of 2011,
the Treasury had a 77 percent ownership (or 1.45 billion
shares) stake in AIG, which represented a 15 percentage
point reduction from Treasury’s 92 percent ownership
stake in January 2011. Throughout 2012, Treasury com-
pleted public offerings to further reduce its AIG owner-
ship stake. In December 2012, Treasury sold its remain-
ing balance of AIG common in a public offering that
reduced Treasury’s AIG common stock position to zero.
With this final sale, the Treasury and the FRBNY have
fully recovered all funds committed to stabilize AIG dur-
ing the financial crisis and realized an additional $22.7
billion positive return.8 In March 2013, Treasury sold its
remaining 2.7 million warrants for $25.2 million and has
fully exited its investment in AIG. A summary of the deal
terms and recent transactions is provided below:

e On March 7, 2012, Treasury announced an agree-
ment with AIG that provided for the repayment of

8 Treasury’s investment in AIG common shares consisted of shares
acquired in exchange for preferred stock purchased with TARP funds
(TARP shares) and shares received from the trust created by the FRB-
NY for the benefit of Treasury as a result of its loan to AIG (non-TARP
shares).

the government’s remaining $8.5 billion preferred
equity investment in the AIG-owned entity AIA Au-
rora LLC (AIA SPV) from the following sources: (1)
$5.6 billion in proceeds from AIG’s sale of ordinary
shares of AIA (2) $1.6 billion in proceeds from the
FRBNY’s final disposition of Maiden Lane II LLC
securities announced on February 28, 2012 and (3)
$1.6 billion in escrowed cash proceeds resulting from
AIG’s sale of its American Life Insurance Co. (ALI-
CO) subsidiary to MetLife, Inc.

e On March 8, 2012, Treasury sold approximately 207
million shares of AIG common stock through a pub-
lic offering at $29.00 per share, netting $6.0 billion
in proceeds for taxpayers. As part of the offering,
AIG agreed to purchase approximately 103.5 mil-
lion shares at $29.00 per share, representing $3.0
billion of Treasury’s expected proceeds from the sale.
Approximately two-thirds of the proceeds are attrib-
utable to shares received as a result of the TARP
assistance to AIG, while the remaining one-third is
attributable to the shares transferred to the Trea-
sury from the FRBNY.

¢ On March 22, 2012, AIG made the final $1.5 billion
payment to Treasury to retire Treasury’s preferred
interest in the AIG-owned entity AIA Aurora LLC
(ATA SPV) — a special purpose vehicle that holds
ordinary shares in AIA Group Limited (AIA), more
than one year ahead of schedule. With this payment,
Treasury’s preferred equity investment related to
AIG has been repaid in full.

e On May 10, 2012 Treasury sold approximately 188.5
million shares of AIG common stock through a pub-
lic offering at $30.50 per share, netting $5.75 billion
in proceeds for taxpayers.

e On August 8, 2012 Treasury sold approximately
188.5 million shares of AIG common stock through a
public offering at $30.50 per share, for an additional
$5.75 billion in proceeds.

e On September 14, 2012 Treasury sold approximately
636.9 million shares of AIG common stock through a
public offering at $32.50 per share, netting $20.7 bil-
lion in proceeds for taxpayers.

e On December 14, 2012 Treasury sold its entire re-
maining position of approximately 234 million
shares of AIG common stock through a public offer-
ing at $32.50 per share, netting $7.6 billion in pro-
ceeds for taxpayers.

Targeted Investment Program (TIP). The goal of
the TIP was to stabilize the financial system by mak-
ing investments in institutions that are critical to the
functioning of the financial system. Investments made
through the TIP sought to avoid significant market dis-
ruptions resulting from the deterioration of one financial
institution that could threaten other financial institu-
tions and impair broader financial markets, and thereby
pose a threat to the overall economy. Under the TIP, the
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Treasury purchased $20 billion in preferred stock from
Citigroup and $20 billion in preferred stock from Bank
of America. The Treasury also received stock warrants
from each company. Both Citigroup and Bank of America
repaid their TIP investments in full in December 2009,
along with dividend payments of approximately $3.0
billion. In March 2010, Treasury sold all of its Bank of
America warrants for $1.2 billion, and in January 2011,
the Treasury sold Citigroup warrants acquired through
the TIP for $190.4 million. The TIP is closed and has no
remaining assets.

Asset Guarantee Program (AGP). The TARP cre-
ated the AGP to provide Government assurances for as-
sets held by financial institutions that were critical to the
functioning of the nation’s financial system. In January
2009, the Treasury, the Federal Reserve, and the FDIC
negotiated a potential loss-sharing arrangement under
the AGP on up to $118 billion of financial instruments
owned by Bank of America. In May 2009, Bank of America
announced its intention to terminate negotiations with
respect to the loss-sharing arrangement. In September
2009, the Treasury, the Federal Reserve, the FDIC, and
Bank of America entered into a termination agreement
pursuant to which Bank of America agreed to pay a ter-
mination fee of $425 million to the Government parties.
Of this amount, $276 million was paid to the TARP in
2009 for the value Bank of America received from the an-
nouncement of the government’s willingness to guarantee
and share losses on the pool of assets.

The Treasury, the Federal Reserve and the FDIC en-
tered into a final agreement for a loss-sharing arrange-
ment with Citigroup on January 15, 2009. Under the
agreement, the Treasury guaranteed up to $5 billion of po-
tential losses incurred on a $301 billion portfolio of finan-
cial assets held by Citigroup. The agreement was termi-
nated, effective December 23, 2009. The U.S. Government
parties did not pay any losses under the agreement, and
retained $5.2 billion of the $7 billion in trust preferred
securities that were part of the initial agreement with
Citigroup.” TARP retained $2.2 billion of the trust pre-
ferred securities, as well as warrants for common stock
shares that were issued by Citigroup as consideration for
the guarantee. Treasury sold the trust preferred securi-
ties on September 30, 2010, and the warrants on January
25, 2011. On December 28, 2012, Treasury received $800
million in additional Citigroup trust preferred securities
from the FDIC as contemplated by the agreements en-
tered into by Treasury and the FDIC. The AGP program
will generate a positive return to the taxpayers from the
preferred securities and other considerations.

Automotive Industry Financing Program (AIFP).
In December 2008, the Treasury established the AIFP to
prevent a disruption of the domestic automotive indus-
try, in order to mitigate a systemic threat to the Nation’s
economy and a potential loss of thousands of jobs.
Through TARP, the Treasury originally committed $84.8
billion through loans and equity investments to partici-

9 Trust Preferred Securities (TruPS) are financial instruments that
have the following features: they are taxed like debt; counted as equity
by regulators; are generally longer term; have early redemption fea-
tures; make quarterly fixed interest payments; and mature at face value.

pating domestic automotive manufacturers, auto finance
companies, and auto parts manufacturers and suppliers.
As of December 31, 2012, Treasury had recouped nearly
58 percent of its investments in GM and had fully exited
its Chrysler Group LLC investments. Below is a summary
of the securities TARP received in exchange for the assis-
tance provided to automotive manufacturers and recent
transactions:

e Treasury received 60.8 percent of the common eq-
uity and $2.1 billion in preferred stock in “New GM”
when the sale of assets from the old GM to the new
GM took place on July 10, 2009. In April 2010, GM
fully repaid its $7 billion loan, ahead of its publicly
stated goal to repay the entire loan by June 2010.
As part of New GM’s initial public offering (IPO)
in November 2010, Treasury sold nearly 359 mil-
lion shares of New GM common stock at $33.00 per
share, and subsequently sold an additional 53.7
million shares in December 2010 at the same price.
In total, TARP raised $13.5 billion in net proceeds
from the New GM IPO and reduced its ownership
stake by nearly half, to approximately 32 percent.
New GM also repurchased $2.1 billion in preferred
stock from TARP in December 2010. In December
2012, GM purchased 200 million shares of GM com-
mon stock from Treasury at $27.50 per share (a 10
percent premium) for proceeds of $5.5 billion and
Treasury also announced its intent to fully exit its
investment in GM within the next 12-15 months. As
of December 31, 2012, TARP had recouped $29.5 bil-
lion of the $51.03 billion in aid extended to GM.

e Treasury also received a $7.1 billion debt security
and a 9.9 percent share of the equity in the new-
ly formed, post-bankruptcy Chrysler Group LLC
(New Chrysler). As part of the bankruptcy proceed-
ings, New Chrysler also assumed $500 million of
debt from TARP’s original $4 billion loan to Chrys-
ler Holding (Old Chrysler). Therefore, TARP held a
$3.5 billion loan with Old Chrysler in addition to
investments in New Chrysler. In April 2010, TARP
received a $1.9 billion repayment of its investments
in Old Chrysler. This repayment, while less than the
amount Treasury invested, was significantly more
than the Administration had previously estimated
to recover. As part of the repayment agreement,
Treasury agreed to write off the $1.6 billion balance
remaining under the $3.5 billion TARP loan to Old
Chrysler. On May 24, 2011, six years ahead of sched-
ule, Chrysler Group LLC repaid the remaining $5.1
billion in TARP loans and terminated the remain-
ing $2.1 billion TARP loan commitment. Finally, on
June 2, 2011, Treasury reached an agreement to sell
to Fiat Treasury’s 6 percent fully diluted equity in-
terest in New Chrysler and Treasury’s interest in
an agreement with the UAW retiree trust for $560
million. The closing of this transaction in July 2011
marked Treasury’s full exit from its TARP invest-
ments in Chrysler. In total, Chrysler repaid $11.1
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billion19 of the $12.4 billion in aid provide by the U.S.
Government, which far exceeded expectations when
the program was first unveiled in December 2008.

e Treasury has also purchased investments totaling
$16.3 billion in Ally Financial (formerly GMAC). On
December 30, 2010, Treasury converted $5.5 billion
of its $11.4 billion in convertible preferred stock in
Ally Financial into common stock. On March 2, 2011,
Treasury sold all of its trust preferred securities for
approximately $2.7 billion. In May 2012, Ally Fi-
nancial began exploring strategic alternatives for its
international businesses in a manner that Ally be-
lieves will maximize value for its shareholders and
Residential Capital, its mortgage subsidiary, filed
for Chapter 11 bankruptcy. As of December 31, 2012,
Treasury had recouped $5.8 billion of its $16.3 bil-
lion in Ally-related investments, including $3.1 bil-
lion in dividends and interest.

Both the Auto Supplier Support Program (ASSP) and
the Auto Warranty Commitment Program (AWCP) have
closed and, in aggregate, these investments did not result
in losses. The Government originally committed $5 billion
in loans to ASSP, ensuring the auto suppliers received
compensation for products and services purchased by au-
tomakers. Through the AWCP, the Government extended
support to protect consumer warranties on purchased
GM and Chrysler vehicles while the companies worked
through their restructuring plans. Treasury no longer
holds warranties under the AWCP.

Credit Market Programs. The Credit Market
programs are designed to facilitate lending that sup-
ports consumers and small businesses, through the
Term Asset-Backed Securities Loan Facility (TALF),
the CDCI discussed previously, and the Small Business
Administration’s guaranteed loan program (SBA 7(a)).

TALF:The TALF was a joint initiative with the Federal
Reserve that provides financing (TALF loans) to private
investors to help facilitate the restoration of efficient and
robust secondary markets for various types of credit.
The Treasury provided protection to the Federal Reserve
through a loan to the TALF’s special purpose vehicle
(SPV), which was originally available to purchase up to
$20 billion in assets that would be acquired in the event
of default on Federal Reserve financing. The Treasury
has disbursed $0.1 billion of this amount to the TALF
SPV to implement the program, representing a notional
amount used to establish the SPV. Treasury’s total TALF
purchases were designed to be dependent on actual TALF
loan defaults, and to date none has occured. In July 2010,
Treasury, in consultation with the Federal Reserve, re-
duced the maximum amount of assets Treasury would ac-
quire to $4.3 billion, or 10 percent of the total $43 billion
outstanding in the facility when the program was closed
to new lending on June 30, 2010. In June 2012, Treasury,
in consultation with the Federal Reserve, further reduced
its loss-coverage to $1.4 billion. Finally, Treasury and

10 Chrysler repayments of $11.1 billion include $560 million in pro-
ceeds from the sale of Treasury’s 6 percent fully diluted equity interest
in Chrysler to Fiat and Treasury’s interest in an agreement with the
UAW retiree trust that were executed on July 21, 2011.

the Federal Reserve announced in January 2013 that
Treasury’s commitment of TARP funds to provide credit
protection was no longer necessary due to the fact that
the accumulated fees collected through TALF exceeded
the total principal amount of TALF loans outstanding. As
of January 15, 2013, Treasury had recognized a cash gain
of $424 million on TALF, with additional gains expected
in the future.

SBA 7(a): In March 2009, Treasury and the Small
Business Administration announced a Treasury program
to purchase SBA-guaranteed securities (“pooled certifi-
cates”) to re-start the secondary market in these loans.
Treasury subsequently developed a pilot program to pur-
chase SBA-guaranteed securities, and purchased 31 secu-
rities with an aggregate face value of approximately $368
million. Treasury reduced its commitment to the Small
Business 7(a) program from $1 billion to $370 million, as
demand for the program waned due to significantly im-
proved secondary market conditions for these securities
following the original announcement of the program. In
January 2012, Treasury completed the final disposition of
its SBA 7(a) securities portfolio. The SBA 7(a) program re-
ceived total proceeds of $376 million, representing a gain
of approximately $8 million to taxpayers.

Public Private Investment Program (PPIP).
The Treasury announced the Legacy Securities Public
-Private Investment Partnership (PPIP) on March 23,
2009 to help restart the market for legacy mortgage-
backed securities, thereby helping financial institutions
begin to remove these assets from their balance sheets
and allowing for a general increase in credit availability
to consumers and small businesses. Under the program,
Public-Private Investment Funds (PPIFs) are established
by private sector fund managers for the purchase of eli-
gible legacy securities from banks, insurance companies,
mutual funds, pension funds, and other eligible sellers
as defined under EESA. PPIP closed for new funding on
June 30, 2010 and the PPIFs can no longer deploy capi-
tal and make new investments as of December 2012 al-
though they may continue to manage these investments
for up to five additional years following the termination of
their investment period. As of December 31, 2012, $18.6
billion of the $21.9 billion in funds originally committed
to PPIP had been disbursed and $15.0 billion had been
repaid. Additionally, five of the nine PPIF's had completely
wound down, returning their funds to Treasury and their
private investors at a profit.

TARP Housing Programs. To mitigate foreclo-
sures and preserve homeownership, in February 2009
the Administration announced a comprehensive hous-
ing program utilizing up to $50 billion in funding
through the TARP. The Government-Sponsored Entities
(GSEs) Fannie Mae and Freddie Mac participated in
the Administration’s program both as the Treasury
Department’s financial agents for Treasury’s contracts
with servicers, and by implementing similar policies for
their own mortgage portfolios.!! These housing programs
are focused on creating sustainably affordable mortgages

11 For additional information on MHA programs, visit: Attp:/ / www.
makinghomeaffordable.gov /.
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for responsible homeowners who are making a good faith
effort to make their mortgage payments, while mitigat-
ing the spillover effects of foreclosures on neighborhoods,
communities, the financial system and the economy.
Following the enactment of the Wall Street Reform Act,
Treasury reduced its commitments to the TARP Housing
programs to $45.6 billion. These programs fall into three
initiatives:

1. Making Home Affordable (MHA);

2. Housing Finance Agency (HFA) Hardest-Hit Fund
(HHF); and

3. Federal Housing Administration (FHA) Refinance
Program.!2

The MHA initiative includes among its components
the Home Affordable Modification Program (HAMP),
FHA-HAMP, the Second Lien Modification Program
(2MP), and the second lien extinguishment portion of
the FHA-Refinance Program, and Rural Development-
HAMP.13 Under MHA programs, the Treasury contracts
with servicers to modify loans in accordance with the
program’s guidelines, and to make incentive payments
to the borrowers, servicers, and investors for those modi-
fication or other foreclosure alternatives. As of December
31, 2012, 78 non-GSE mortgage servicers had signed
up to participate in the HAMP. Over 1.5 million MHA
homeowner assistance actions, including over 1.1 mil-
lion HAMP permanent modifications, were initiated as
of the end of December 2012. Through HAMP, homeown-
ers have saved approximately $17.3 billion in reduced
mortgage payments. Program implementation has con-
tinually improved since its inception in February 2009.
As of December 2012, 87 percent of homeowners who
started a trial modification after June 1, 2010, had con-
verted to permanent modifications within an average of
3.5 months — a higher conversion rate and shorter time
to convert than earlier in the program. In addition to
providing responsible homeowners with sustainable
mortgages, the MHA initiative has also, for the first
time, made significant progress in offering consumer
protections for homeowners and standardizing the mort-
gage modification process across the servicing industry,
which has contributed to over 6 million Government
and private sector modifications and loss mitigation ac-
tions occurring since April 2009. In January 2012, the
Administration extended the deadline to apply for MHA
programs until December 31, 2013. Additionally, in June
2012, the Administration expanded MHA eligibility to
include (1) homeowners who are applying for a modi-
fication on a home that is not their primary residence,
but the property is currently rented or the homeowner
intends to rent it, (2) homeowners who previously did

12 This program has also been referred to as the FHA Short Refinance
Program or Option in other reporting. The FHA Refinance Program is
not a Treasury program, but is supported through the TARP with $1 bil-
lion to cover a share of any losses on FHA Refinance loans.

13 For additional information on MHA programs, visit: Attp:/ / www.
makinghomeaffordable.gov /.

not qualify for HAMP because their mortgage debt-to-
income ratio was 31.0 percent or lower, and (3) home-
owners who previously received a HAMP permanent
modification, but defaulted on their payments, therefore
losing good standing.

Treasury also offers other forms of incentives to en-
courage mortgage loan modifications, or prevent foreclo-
sure under the HAMP, as part of its MHA program. For
example, Treasury provides payments to servicers and
investors to protect against declining home prices as part
of encouraging mortgage modifications in communities
that have experienced continued home price depreciation.
When a mortgage modification is not possible, Treasury
contracts with servicers to provide incentives that en-
courage borrower short sales (sales for less than the value
of the mortgage in satisfaction of the mortgage) or deeds-
in-lieu (when the homeowner voluntarily transfers own-
ership of the property to the servicer in full satisfaction
of the total amount due on the mortgage) via the Home
Affordable Foreclosure Alternatives Program (HAFA), in
order to provide a means for borrowers to avoid foreclo-
sure. Since the inception of the program, over 101,000
HAFA transactions have been completed.

As part of its ongoing effort to continuously refine the
targeting of mortgage assistance to address the sector’s
greatest needs, the Administration created several pro-
grams that will give a greater number of responsible bor-
rowers an opportunity to remain in their homes and re-
duce costly foreclosures. Major programs announced since
December 31, 2009, include:

Home Affordable Unemployment Program (part of
HAMP): Unemployed borrowers that meet eligibility cri-
teria will receive temporary mortgage payment assistance
while they look for a new job. In an effort to keep more
unemployed borrowers in their homes and allow them an
opportunity to find new employment, Treasury extended
the minimum period for which unemployed borrowers re-
ceive temporary payment assistance from 3 months to 12
months in July 2011. In response to the Administration’s
efforts, 12-month forbearance is becoming an industry
standard, with Fannie Mae and Freddie Mac now apply-
ing it to mortgages they own and Wells Fargo and Bank
of America now offering it as their default approach for
unemployed borrowers.

Principal Reduction Alternative (PRA, part of HAMP):
Servicers who have signed up for this program are re-
quired to consider an alternative mortgage modification
that emphasizes principal relief for borrowers who owe
more than their home is worth. Under the alternative
approach, if the servicer reduces borrower loan principal
using this program, investors will receive incentive pay-
ments based on a percentage of each dollar of loan princi-
pal written off. Borrowers and investors will receive prin-
cipal reduction and the incentives, respectively, through
a pay-for-success structure. In February 2012, Treasury
issued guidance that tripled the amount of financial in-
centives under PRA for investors who agree to reduce
principal for eligible underwater homeowners. There have
been nearly 114,000 PRA trial modifications initiated as
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of December 31, 2012, with the median principal amount
reduced for active permanent modifications of $72,900.

HFA Hardest-Hit Fund (HHF): The $7.6 billion HHF
provides the eligible entities of Housing Finance Agencies
from 18 states and the District of Columbia with fund-
ing to design and implement innovative programs to
prevent foreclosures and bring stability to local housing
markets. The Administration targeted areas hardest hit
by unemployment and home price declines through the
program. Approximately 70 percent of the HHF funds are
dedicated to programs that help unemployed borrowers
stay in their homes, while the remaining 30 percent of
HHF funds facilitate principal write-downs for borrowers
who owe more than their home is worth. The flexibility
of the HHF funds has allowed States to design and tailor
innovative programs to meet the unique needs of their
community. For example, Nevada recently implemented
a principal reduction program that leverages refinances
under the Home Affordable Refinance Program (HARP)
while California recently implemented a program that
uses principal reduction in conjunction with a modifica-
tion or recast.

FHA Refinance Program: This program, which is ad-
ministered by the Federal Housing Administration and
supported by TARP, was initiated in September 2010
and allows eligible borrowers who are current on their
mortgage but owe more than their home is worth, to
re-finance into an FHA-guaranteed loan if the lender
writes off at least 10 percent of the existing loan. Nearly
$3.0 billion in TARP funds allocated under the MHA are
available to provide incentive payments to extinguish
second lien mortgages to facilitate refinancing the first
liens into an FHA-insured mortgage, and an additional
$8.1 billion was originally committed to cover a share
of any losses on the loans and administrative expenses.
In January 2012, the Administration extended the FHA
Refinance Program until December 31, 2014. In 2013,
Treasury’s commitment to cover a share of any losses
under the FHA Refinance Program was reduced from
$8.1 billion to $1.0 billion.

Method for Estimating the Cost
of TARP Transactions

Exercising its authority under EESA, the Treasury
has purchased financial instruments with varying terms
and conditions. Consistent with the provisions of Section
123 of EESA, the costs of equity purchases, loans, guar-
antees, and loss sharing under the FHA Refinance pro-
gram through the TARP are reflected on a net present
value basis, as determined under the Federal Credit
Reform Act (FCRA) of 1990 (2 U.S.C. 661 et seq.), with
an EESA-required adjustment to the discount rate for
market risks. The budgetary cost of these transactions
is reflected as the net present value of estimated cash
flows to and from the Government, excluding administra-
tive costs. Costs for the incentive payments under TARP
Housing programs, other than loss sharing under the
FHA Refinance program, involve financial instruments

without any provision for future returns, and are recorded
on a cash basis.1

The costs of each transaction reflect the underlying
structure of the instruments, which may include direct
loans, structured loans, equity, loan guarantees, or direct
incentive payments. For each of these instruments, cash
flow models are used to estimate future cash flows to and
from the Government over the life of a program or facility.
Further, each cash flow model reflects the specific terms
and conditions of the program, technical assumptions
regarding the underlying assets, risk of default or other
losses, actual transactions to date, and other factors as ap-
propriate. Models generate cash flows for original subsidy
rate estimates; calculate changes in cost due to changes in
contract terms or other Government actions (modification
cost estimates); and calculate changes in cost due to up-
dated economic or performance assumptions, and actual
cash flows to date. The risk adjustments to the discount
rates for TARP equity, loan, and guarantee transactions
were made using available data and methods to capture
additional potential costs related to uncertainty about
the expected cash flows to and from the public. The basic
methods for each of these models are outlined below.

Direct Loans. Direct loan model cash flows include the
scheduled principal, interest, and other payments to the
Government, including estimated income from warrants
or additional notes. These models include estimates of de-
linquencies, default and recoveries, based on loan-specific
factors including the value of any collateral provided by
the contract. The probability and timing of default and
recoveries are estimated using applicable historical data
and econometric projections, where available, or publicly
available proxy data including aggregated credit rating
agency historical performance data.

Structured Loans. Structured loans such as the
TALF are modeled according to the program structure,
where an intermediary special purpose vehicle (SPV) is
established to purchase or commit to purchase assets
from beneficiaries. In general, TARP structured loans are
a hybrid of guarantees and direct loans. The Treasury
makes a direct loan to a SPV; the SPV in turn enters into
a contract with a beneficiary that resembles a guaranteed
loan. Estimated cash flow assumptions reflect the antici-
pated behavior of the beneficiaries and the cash flows to
and from the SPV and the Treasury. The Treasury proj-
ects cash flows to and from the Government based on
estimated SPV performance, the estimated mix of assets
funded through the facility, the terms of the contracts,
and other factors.

In the case of the TALF, the New York Federal Reserve
created an SPV to purchase and manage assets received
in connection with any TALF loans. The Federal Reserve

14 Section 123 of the EESA provides the Administration the authority
to record TARP equity purchases pursuant to the FCRA, with required
adjustments to the discount rate for market risks. The Making Home
Affordable programs and HFA Hardest Hit Fund involve the purchase
of financial instruments which have no provision for repayment or other
return on investment, and do not constitute direct loans or guarantees
under FCRA. Therefore these purchases are recorded on a cash basis.
Administrative expenses are recorded for all of TARP under the Office
of Financial Stability and the Special Inspector General for TARP on a
cash basis, consistent with other Federal administrative costs.
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Table 3-1. CHANGE IN PROGRAMMATIC COSTS OF TROUBLED ASSET RELIEF ACTIONS (EXCLUDING DEBT SERVICE)
(In billions of dollars)
Change from 2013 MSR to
2013 MSR 2014 Budget 2014 Budget
TARP Actions
TARP Estimated Cost TARP Estimated Cost TARP Estimated Cost
Obligations ' |(+) / Savings () | Obligations' |(+) / Savings () | Obligations™ |(+) / Savings (-)
EQUILY PUICRASES ...t 3371 17.5 336.8 10.2 -0.3 -7.3
Structured & direct loans and asset-backed security purchases ...........c.coeeevevveenes 82.4 19.1 715 17.4 -5.0 -1.6
Guarantees of troubled asset PUICNASES?..............ccoieevvveerviesessiesessisssssssessssies 5.0 -3.6 5.0 =38 -0.2
TARP HouSiNg Programs® ...........ccccuvuevvveesssiesssisssssssssssssssssssssssss s oo 45.6 45.6 38.5 37.6 =71 -8.0
Total programmatic costs* 470.1 78.6 457.8 61.5 -12.3 -171
Memorandum:

Deficit impact before administrative costs and interest effects ................... 68.0 5475 -20.5

TARP obligations are net of cancellations.
2The total assets supported by the Asset Guarantee Program were $301 billion.

3 TARP obligations under the FHA Refinance Letter of Credit provide first loss coverage of eligible FHA insured mortgages.

4Total programmatic costs of the TARP exclude interest on reestimates.

5The total deficit impact of TARP includes $18.1 billion in subsidy cost for TARP investments in AIG. Including proceeds from Treasury’s non-TARP holdings in AIG, the net cost to the

Government of AlG is $0.5 billion.

acquires assets either when a TALF participant defaults
on the Federal Reserve financing or chooses to turn over
the securing assets in lieu of the scheduled repayment at
the end of the term. The SPV has committed, for a fee,
to purchase all assets securing a TALF loan that are re-
ceived by the New York Federal Reserve at a price equal
to the TALF loan amount at the time of acquisition, plus
accrued but unpaid interest. The Treasury made an ini-
tial allotment to the SPV of $0.1 billion to fund the SPV,
and committed to purchase subordinated debt issued by
the SPV to finance asset purchases; no further purchases
by Treasury were made. The Treasury receives fees and
interest income on the entire outstanding TALF facility,
and amounts collected in the SPV.

Guarantees. Cost estimates for guarantees reflect
the net present value of estimated claim payments by
the Government, net of income from fees, recoveries on
defaults, or other sources. Under EESA, asset guaran-
tees provided through TARP must be structured such
that fees and other income must completely offset es-
timated losses at the time of commitment. In TARP’s
Asset Guarantee Program, fees were paid in the form
of preferred stock and termination fees. The value of
preferred stock is modeled using the same methodol-
ogy discussed for other equity purchase programs be-
low. Claim payments were modeled consistent with the
terms of the guarantee contract, and reflected histori-
cal performance data on similar assets and estimates
of future economic conditions such as unemployment
rates, gross domestic product, and home price apprecia-
tion. However, the AGP was terminated with no claim
payments made by the Treasury. The budget reflects
actual and estimated collections from preferred stock
proceeds.

Equity Purchases. Preferred stock cash flow projec-
tions reflect the risk of losses associated with adverse
events, likely failure of an institution, or increases in
market interest rates. Estimated cash flows vary depend-
ing on: 1) current interest rates, which affect the insti-

tution’s decision to repay the preferred stock; and 2) the
strength of a financial institution’s assets. The model also
estimates the values and projects the cash flows of war-
rants using an option-pricing approach based on the cur-
rent stock price and its volatility. Common equity is val-
ued at market prices as of a fixed date, such as December
31, 2012, for the 2014 Budget. For the purposes of this
calculation, common equity is assumed to be sold to the
public as soon as is practicable and advisable.

FHA Refinance Program. Under this program, the
cost estimates reflect the present value of estimated claim
payments made from the letter of credit (LOC) provider to
the lenders of FHA-guaranteed loans, adjusted for market
risks. Treasury signed a LOC with Citigroup, originally
committing $8.1 billion of TARP funds to cover a portion
of default claims of FHA Refinance mortgages, plus ad-
ministrative expenses. Following changes to the FHA pro-
gram fee structure anticipated to start in 2013, the LOC is
planned to be reduced from a $8.1 billion commitment to
a $1.0 billion commitment. Through the LOC agreement,
Treasury is committed to make claim payments to private
lenders to cover a portion of defaulted debt obligations
of non-Federal borrowers. Therefore, the program costs
are estimated according to the principles of FCRA, with
a risk adjustment to the discount rate as prescribed by
EESA. The model projects TARP claim payments based
on projected FHA Refinance volumes and net claim rates.
The full commitment was obligated at the point the LOC
contract was signed, and outlays of subsidy are recorded
as the underlying FHA Refinance loans are made.

Other TARP Housing. Foreclosure mitigation incen-
tive payments occur when the Government makes incen-
tive payments to borrowers and servicers for certain ac-
tions such as: successful modifications of first and second
liens, on-schedule borrower payments on those modified
loans, protection against further declines in home prices,
completing a short sale, or receiving a deed in lieu of foreclo-
sure. The method for estimating these cash flows includes
forecasting the total eligible loans, the timing of the loans
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Table 3-2. TROUBLED ASSET RELIEF PROGRAM CURRENT VALUE '

(In billions of dollars)

Actual Estimate
2009 | 2010 | 2011 [2012 | 2013 | 2014 | 2015 [2016 | 2017 (2018 | 2019 |2020 | 2021 |2022 | 2023
Financing Account Balances:
Troubled Asset Relief Program Equity Purchase Financing Account | 105.4| 76.9| 74.9| 13.6| 10.3| 50| 1.0/ 08/ 07/ 06/ 05 05 04| 04| 04
Troubled Asset Relief Program Direct Loan Financing Account ...... 239| 427 285 179| 78| 16/ 09/ 09 09 09/ 09 09 09/ 094 09
Troubled Assets Insurance Financing Fund Guaranteed Loan
FIinancing ACCOUNT ..o 0.6 24| 08| 0.8 o] o] ] ] ] ] ] ] ] ]
Troubled Assets Relief Program FHA Refinance Letter of Credit
FINancing ACCOUNT ........c.vuiereireenieriniseisnieeeenseneeseeeeeneneeeens | sesnennes] coneneens =* - -01] -0.1] -04] -0.1] -0.1 =* =* =* = =* =*
Total Financing Account Balances 129.9| 122.0| 104.1| 32.2| 18.0/ 6.5/ 17| 15 15 14| 13] 13| 13 13| 13

* $50 million or less.

T Current value as reflected in the 2014 Budget. Amounts exclude HAMP activities that are reflected on a cash basis.

entering into the program, loan characteristics, the overall
participation rate in the program, the re-default rate, home
price appreciation, and the size of the incentive payments.
For the HFA Hardest-Hit Fund (HHF), the Government
provides a cash infusion, similar to a grant, to the eligible
entities of state Housing Financing Agencies (HFAs) to de-
sign and implement innovative programs to prevent fore-
closures and bring stability to local housing markets. The
estimated cash flows for the HHF are based on the plans
submitted by the HFAs and approved by Treasury, which
detail program design and anticipated activity.

TARP Program Costs and Current Value of Assets

This section provides the special analysis required un-
der Sections 202 and 203 of EESA, including estimates of
the cost to taxpayers and the budgetary effects of TARP
transactions as reflected in the Budget.!® This section
explains the changes in TARP costs, including whether
such changes are due to actual performance, or changes
in future expectations. The analysis also includes an esti-
mate of what the budgetary effects would have been had
all TARP transactions been reflected on a cash basis, and
also shows the estimated cost for transactions using the
standard methodology required under the FCRA, without
the adjustment to the discount rate for market risks pre-
scribed by EESA. It also includes a comparison of the cost
estimates with previous estimates provided by OMB and
the Congressional Budget Office (CBO).

Table 3—1, above, summarizes the current and antici-
pated activity under TARP, and the estimated lifetime
budgetary cost reflected in the Budget, compared to es-
timates from the 2013 MSR. The direct impact of TARP
on the deficit, including interest on reestimates, and
the risk-adjustment to the discount rate required under
EESA, is projected to be $47.5 billion, down $20.5 billion
from $68 billion as projected in the 2013 MSR. The sub-
sidy cost represents the lifetime net present value cost
of TARP obligations from the date of disbursement. The

15 The analysis does not assume the effects on net TARP costs of a
recoupment proposal authorized under Section 134 of EESA.

subsidy cost for TARP excluding interest on reestimates
is now estimated to be $61.5 billion.!® The final subsidy
cost of TARP is likely to be lower than the current esti-
mate, because projected cashflows are discounted using a
risk adjustment to the discount rate as required by EESA.
This requirement adds a premium to current estimates
of TARP costs on top of market and other risks already
reflected in cash flows with the public. Over time, the risk
premium added to TARP costs is essentially returned to
the General Fund via downward subsidy reestimates.
TARP’s overall cost to taxpayers will not be fully known
until all TARP investments are extinguished.

Current Value of Assets. The current value of future
cash flows related to TARP transactions can also be mea-
sured by the balances in the program’s non-budgetary
credit financing accounts. Under the FCRA budgetary ac-
counting structure, the net debt or cash balances in non-
budgetary credit financing accounts at the end of each
fiscal year reflect the present value of anticipated cash-
flows to and from the public.!” So, the net debt or cash
balances reflect the expected present value of the asset
or liability. Future collections from the public—such as
proceeds from stock sales, or payments of principal and
interest—are financial assets, just as future payments to
the public are financial liabilities. The current year rees-
timates effectively true-up the net debt or cash balance
in the financing account, with updated estimates of the
present value of these financial assets or liabilities. For
example, if an asset is valued at $100 million and the net
debt in the financing account is $90 million, there will
be a downward reestimate, returning the $10 million in
excess subsidy to the General Fund. Accordingly, the net
debt balance in the financing account after the reestimate
will be $100 million—equal to the reestimated value of
the asset. The larger the subsidy cost for a given loan
disbursed or equity purchased, the lower the estimated

16 With the exception of the Making Home Affordable and HFA Hard-
est-Hit Fund programs, all the other TARP investments are reflected on
a present value basis pursuant to the FCRA and the EESA.

17 For example, to finance a loan disbursement to a borrower, a direct
loan financing account receives the subsidy cost from the program ac-
count, and borrows the difference between the face value of the loan and
the subsidy cost from the Treasury. As loan and interest payments from
the public are received, the value is realized and these amounts are used
to repay the financing account’s debt to Treasury.
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Table 3-3. TROUBLED ASSET RELIEF PROGRAM FACE VALUE OF TARP OUTSTANDING '

(In billions of dollars)

Actual Estimate
2009 2010 2011 2012 2013 2014
Troubled Asset Relief Program Equity PUrChaSes ... 229.6 119.0 88.2 33.8 18.4 9.3
Troubled Asset Relief Program Direct Loans ........c.cccoverevnriennne 60.5 15.7 115 6.6 1.1 0.9
Troubled Assets Insurance Financing Fund Guaranteed Assets ... 2514 ] e ] ]
FHA Refinance Letter of Credit ... | o] e 0.1 0.3 55 5.5
Total Face Value of TARP Outstanding 541.5 134.7 99.8 40.7 25.1 15.7

1Table reflects face value of TARP outstanding direct loans, preferred stock equity purchases, guaranteed assets, and the face value of FHA Refinance mortgages supported by
the TARP Letter of Credit. Financial instrument purchases under the Making Home Affordable Program and Hardest Hit Fund are reflected in the budget on a cash basis, and are not

included here.

value of the cash flows from the public and asset value to
the Government.18

Table 3—2 shows the actual balances of TARP financing
accounts as of the end of 2012, and projected balances for
each subsequent year through 2023.1° Based on actual
net balances in financing accounts at the end of 2009, the
value of TARP assets totaled $129.9 billion. By the end
of 2012, total TARP net asset value decreased to $32.2
billion, reflecting the realization of the value of TARP as-
sets as repayments, primarily from large banks, exceeded
amounts TARP paid for financial assets. Estimates in
2013 and beyond reflect estimated TARP net asset val-
ues over time as of December 31, 2012, and all other an-
ticipated transactions. The overall balance of the financ-
ing accounts is estimated to continue to fall significantly
over the next few years, as TARP investments wind down,
from $18 billion at the end of 2013, to $6.5 billion in 2014,
and $1.7 billion in 2015 as the assets and loans acquired
under the TARP program wind down.

The value of TARP equity purchases reached $76.9
billion in 2010, and fell $2 billion in 2011 reflecting the
2011 downward reestimate, final AIG funding, and repay-
ments from large financial institutions. The value of the
TARP equity portfolio is anticipated to continue declining
as participants repurchase stock and assets are sold. The
value of TARP direct loans is expected to decrease to $7.8
billion in 2013, gradually declining to $0.9 billion by 2015
as loans are repaid and warrants and other assets are
sold. The $0.8 billion value under the Asset Guarantee
Program (AGP) in 2012 reflects the estimated value of the
expected receipt of trust preferred shares from the FDIC
following termination of the guarantee on Citigroup as-
sets which was subsequently sold in February 2013 for
$894 million?°. The FHA Refinance program reflects net
cash balances, showing the reserves set aside to cover

18 As an extreme example, a direct loan program with 100 percent
subsidy cost would require budget authority for the full amount of the
loan. The financing account would receive the entire amount of a loan
disbursement from the budgetary program account, and would not have
to borrow from the Treasury. In this case, the loan would be estimated to
have a zero asset value.

19 Reestimates for TARP are calculated using actual data through
September 30, 2012, and updated projections of future activity. Thus,
the full impacts of TARP reestimates are reflected in the 2013 financing
account balances.

20 Transactions that occurred after December 31, 2012 are described
for narrative continuity, but are not included in the reestimate of TARP
program costs contained in the 2014 Budget.

TARP’s share of default claims for FHA Refinance mort-
gages over the 10-year letter of credit facility. These cash
balances fall as claims are paid and as the TARP coverage
expires.

Where Table 3-2 displays the estimated value of TARP
investments, guarantees, and loss share agreements
over time, Table 3—-3 shows the estimated face value of
outstanding TARP investments at the end of each year
through 2013. For equity investments, the par value of
Treasury’s remaining investment is reflected. The out-
standing amount of equity investments and direct loans
decreased in 2012, as Treasury continued to wind down its
equity investments and receive repayments on outstand-
ing loans.. Under FCRA, the total outstanding reflects the
full face value of loans supported by a Federal guarantee,
any portion of which may be guaranteed. TARP’s liability
under the Asset Guarantee Program was only a fraction of
the face value of the underlying loans (see Table 3—6), and
was extinguished with the termination of the Citibank
guarantee in 2009. Likewise, the full face value of FHA
Refinance mortgages supported by the letter of credit fa-
cility far exceeds TARP’s liability, which is capped at $1.0
billion (including $100 million set aside for administrative
fees). The TARP coverage ratio or share of default losses
was 15.17 percent in 2012 and is estimated to be 9.82 per-
cent in 2013 for covered FHA Short Refinancing loans.
The overall outstanding face value of mortgages support-
ed by the FHA Refinance Letter of Credit is projected to
reach $5.5 billion in 2013. Currently it is not anticipated
that additional guarantees will require TARP loss cover-
age after 2013, though a reserve is maintained to support
the program through December 31, 2014.2! The face val-
ue of TARP FHA Refinance Letter of Credit instruments
in table 3-3 does not include new FHA Refinancing guar-
antees expected to be provided after 2013 that do not need
TARP loss coverage.

Estimate of the Deficit, Debt Held by
the Public, and Gross Federal Debt,
Based on the EESA Methodology

The estimates of the deficit and debt in the Budget re-
flect the impact of TARP as estimated under FCRA and
Section 123 of EESA. The deficit estimates include the

21 Changes to the FHA program fee structure anticipated to start in
2013 are sufficient to cover anticipated losses. As a result, TARP first-
loss coverage is not anticipated on FHA Short Refi loans after the re-
vised fee structure is implemented.
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Table 3-4. TROUBLED ASSET RELIEF PROGRAM EFFECTS ON THE DEFICIT AND DEBT '

(Dollars in billions)

Actual Estimate
2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 |2022 | 2023
Deficit Effect:
Programmatic and administrative expenses:
Programmatic expenses:
Equity purchases ... 116.3| 84| 191 1.0 b
Direct loans and purchases of asset-backed securities ...| 36.9] -0.9| -0.3| -0.1 b
Guarantees of troubled asset purchases “1.0] 14| ] ] ]
TARP housing programs ................ 05 1.9 31| 131 7.8
Reestimates of credit Subsidy COSIS .........ccvuvvrnerninens | erveens -116.5| -58.5| 20.3] —-12.5] ......
Subtotal, programmatic expenses 2|-109.9| -37.7| 243, 06| 7.8
Administrative expenses . 02/ 04/ 03] 04| 02
Special Inspector General for TARP ..........cccooceineiniinnienee * * * * * * * * * * * * * * *
Subtotal, programmatic & administrative expenses ......... 151.3|-109.6| -37.3| 246/ 11| 80| 65 33 17/ 04/ 01 0.1 01} 0.1 0.1
Interest effects:
Interest transactions with credit financing accounts? . -2.8| 47| -30| -1.6| -38 -17| -01| -0.1| -0.1| -0.1| -01 = = = =
DEDE SEIVICED ..o 28/ 47 30/ 19/ 14| 04 04 05 11 1.7/ 20/ 22| 23] 24| 25
Subtotal, interest effects ........ccccoveereiiiiieeee e * * * 02| -2.8/ -1.3 * 0.5 1.0 1.6 2.0 2.1 2.3 2.4 25
Total deficit impact 151.3|-109.6| -37.3| 249 -1.7| 6.7 6.5 37| 28/ 20/ 21 22| 24| 25 26
Other TARP transactions affecting borrowing from the public
— net disbursements of credit financing accounts:
Troubled Asset Relief Program Equity Purchase Financing
ACCOUNE ..ot 105.4| -28.5| -2.0| -61.3| -32| -54| -40/ -02| -01| -0.1] -0.1 = = = =
Troubled Asset Relief Program Direct Loan Financing Account |  23.9| 18.8] -14.2| —10.6] —10.1| 6.2 =0.8] o] covvnnee]| covvene] v ] ] | v
Troubled Assets Insurance Financing Fund Guaranteed Loan
Financing ACCOUNE .........ccovvvrimnrierienisesseesenieseeins 06/ 18/ -16 1 08] ]| ecn] ] ] ] ] ] e
Troubled Assets Relief Program FHA Refinance Letter of
Credit Financing ACCOUNt ........c.cueieerenerneneerseineeneiennninns | evveinne| eveninees = - -041 * * * * * * o] ] e
Total, other transactions affecting borrowing from the public | 129.9| -7.9| -17.8| -71.9| —14.2| -11.5| -48| -0.2 =* - =01 =+ =* =* =+
Change in debt held by the public 281.2|-117.5| -55.1| -47.0) -15.9| -4.8| 1.8/ 3.6/ 27| 20/ 20 22| 23] 24/ 25
Debt held by the public 281.2| 163.6| 108.5| 61.5| 456 40.8| 42.6/ 46.1| 48.8/ 50.8 52.8 550 57.3] 59.7| 623
AS @ PErcent 0f GDP .........covvererreeeerreeeseeseesesessseseesssesees 2.0%| 1.1%| 0.7%| 0.4%| 0.3%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%
Debt held by the public net of financial assets:
Debt held by the PUBIC ..o 281.2| 163.6| 108.5| 61.5| 45.6| 408 42.6| 46.1| 488| 508/ 528 550 57.3] 59.7| 62.3
Less financial assets net of liabilities — credit financing
account balances:
Troubled Assets Relief Program Equity Purchase Financing
Account 1054| 769 749/ 136| 103| 50/ 1.0, 08 07/ 06/ 05 05 04 04 04
Troubled Asset Relie
ACCOUNE .ottt 239| 427| 285/ 179/ 7.8 16/ 09 09| 09 09 09 09/ 09 09 09
Troubled Assets Insurance Financing Fund Guaranteed
Loan Financing ACCOUN ..o 0.6 24| 08| 08| o] o] ] ] ] ] ] ] ] | v
Troubled Assets Relief Program FHA Refinance Letter of
Credit Financing ACCOUNt ..........cveverireenrerinsiesineneines | covernne| cvesnieas =* - -01] -01| -0 -0.1] -0.1 = =* i = = =
Total, financial assets net of liabilities ............ccceevrvrenee. 129.9| 122.0| 104.1] 32.2| 18.0 6.5 1.7 1.5 15 14 1.3 1.3 1.3 1.3 1.3
Debt held by the public net of financial assets .. .| 151.3| 41.6] 4.4 293| 27.6| 343 409| 44.6| 47.3| 494| 51.4| 537 56.0f 585 61.0
As @ percent 0f GDP ........ccovvrvennrensiinniseessenessssessnennes 1.1%| 0.3%| 0.0%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%

* $50 million or less.

1Table reflects the deficit effects of the TARP program, including administrative costs and interest effects.

2 Projected Treasury interest transactions with credit financing accounts are based on the market-risk adjusted rates. Actual credit financing account interest transactions reflect the

appropriate Treasury rates under the FCRA.

3Includes estimated debt service effects of all TARP transactions that affect borrowing from the public.
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Table 3-5. TROUBLED ASSET RELIEF PROGRAM EFFECTS ON THE DEFICIT AND DEBT CALCULATED ON A CASH BASIS !

(Dollars in billions)

Actual Estimate
2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 |2022 | 2023
Deficit Effect:
Programmatic and administrative expenses:
Programmatic expenses:
EqQUity PUIChESES ....ouveucereieierereeecsseseesesennne 217.6|-121.9| -36.8| -47.2| -14.1| -65| -44| -03| -01| -0.1| -02| -0.1| -0.1 = =
Direct loans and purchases of asset-backed securities ...| 61.1] —1.0| 21.3| -5.0| =15.4] —6.8] 05| .cccoee| cvvce] o] o] v v ] e
Guarantees of troubled asset purchases ............cccceeeene. -05| -0.3] -23 = =10] ] ] ] ] ] ] ] ] ] e
TARP houSiNg Programs .........ccceeeeeeeeeeseesemsersesseeeenenens I 05 19] 31| 130, 78] 63 31 16/ 03 * 5 IO [EOOON [R
Subtotal, programmatic eXpenses ..........courrerererenen. 278.3|-122.6| -58.6| —49.2| -17.4| -55 14/ 28/ 15 02/ -02| -01| -01 =* =*
AdMINIStrative BXPENSES .........cceevurercrireierineeeeeeesesieneeiees 0.1 02/ 04/ 03] 04| 02 02/ 02 01 0.1 0.1 * * * ¥
Special Inspector General for TARP ..........ccccovevnirrininnas * * * * * * * * * * * * * * *
Subtotal, programmatic & administrative expenses .. 278.4|-122.3| -58.1| -48.9| -17.0, -52| 1.6 3.0 16/ 03] -0.1 * * 04
Debt service? ... 28| 47 30 19/ 14| 04| 01| 05 11 1.7/ 2.0/ 22| 23] 24 25
Total deficit impact 281.2|-117.5| -55.1| -47.0| -15.9| -4.8/ 1.8 3.6/ 27| 204 20| 22| 23] 24| 25
Change in debt held by the public 281.2|-117.5| -55.1| -47.0| -159| -4.8| 1.8 3.6 27| 20 20/ 22| 23] 24 25
Debt held by the public 281.2| 163.6| 108.5| 61.5| 45.6| 40.8) 42.6/ 46.1| 48.8 50.8) 52.8) 55.0/ 57.3| 59.7| 623
AS @ Percent 0f GDP ..o 2.0%| 1.1%| 0.7%| 0.4%| 0.3%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%
Debt Held by the Public Net of Financial Assets:
Debt held by the PUBIIC ... 281.2| 163.6| 108.5| 61.5| 456 40.8| 42.6| 46.1| 48.8| 50.8 528 550/ 57.3] 59.7| 62.3
Less financial assets net of liabilities — credit financing
account balances:
Troubled Asset Relief Program Equity Purchase Financing
ACCOUNE ..ot 105.4| 76.9| 749 136/ 103| 50/ 10/ 08 07/ 06/ 05 05 04/ 04/ 04
Troubled Asset Relief Program Direct Loan Financing
ACCOUNE ..ot 239| 427 285 179| 78/ 16/ 09 09 09 09 09 09 09 09 09
Troubled Assets Insurance Financing Fund Guaranteed
Loan Financing ACCOUNt .......ccoveeueerreeeceriinersneeeeens 06 24] 08| 08| .oie]l | ] ] ] ] ] ] e |
FHA Refinance Letter of Credit Financing Account .......ccco. | o] o = - 04| -01| -01] -0.1] -0.1 = = = = = =
Total, financial assets net of liabilities ..............cccoevvirennee 129.9| 122.0| 104.1] 32.2| 18.0 6.5 1.7 1.5 1.5 1.4 1.3 1.3 1.3 1.3 1.3
Debt held by the public net of financial assets . 151.3| 41.6| 4.4 29.3| 27.6]| 34.3| 409 446 473 49.4| 51.4| 537 56.00 585 61.0
As a percent 0f GDP ... 1.1%| 0.3%| 0.0%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%| 0.2%

* $50 million or less.

' Table reflects deficit effect of budgetary costs, substituting estimates calculated on a cash basis for estimates calculated under FCRA and Sec. 123 of EESA.
2Includes estimated debt service effects of all TARP transactions affecting borrowing from the public.

budgetary costs for each program under TARP, adminis-
trative expenses, certain indirect interest effects of credit
programs, and the debt service cost to finance the program.
Direct activity under the TARP is expected to increase the
2013 deficit by $1.1 billion. This reflects estimated TARP
housing outlays of $13.1 billion, offset by $12.5 billion in
downward reestimates of subsidy costs, including inter-
est on reestimates. The estimates of U.S. Treasury debt
attributable to TARP include both borrowing to finance
the deficit impacts of TARP activity and the cash flows to
and from the Government, reflected as a means of financ-
ing in the TARP financing accounts. Estimated debt due
to TARP at the end of 2013 is $45.6 billion. Even as the
TARP program is winding down, the debt due to TARP
increases annually starting in 2015, with additional bor-
rowing to finance TARP housing programs and debt ser-
vice on TARP costs.

Debt held by the public net of financial assets reflects
the cumulative amount of money the Federal Government
has borrowed from the public for the program and not re-

paid, minus the current value of financial assets acquired
with the proceeds of this debt, such as loan assets, or equi-
ty held by the Government. While debt held by the public
is one useful measure for examining the impact of TARP,
it provides incomplete information on the program’s ef-
fect on the Government’s financial condition. Debt held
by the public net of financial assets provides a more com-
plete picture of the U.S. Government’s financial position
because it reflects the net change in the government’s bal-
ance sheet due to the program.

Debt net of financial assets due to the TARP program
is estimated to be $27.6 billion as of the end of 2013. This
is $12 billion lower than the projected 2013 debt held net
of financial assets reflected in the 2013 MSR. However,
debt net of financial assets is anticipated to increase an-
nually starting in 2014, due to the realization of the value
of TARP assets, as investments continue to wind down
and debt is incurred to finance TARP housing costs and
debt service.
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In 2013, Table 3—4 shows total TARP activity includ-
ing interest effects reducing the deficit by $1.7 billion.
However, the $3.8 billion in interest transactions with fi-
nancing accounts is primarily due to the risk-adjustment
to the discount rate required under EESA. Actual financ-
ing account interest transactions are estimated to be
roughly $1.9 billion, which suggests an overall deficit ef-
fect of TARP in 2013 of $0.2 billion. Under the FCRA, the
financing account earns and pays interest on its Treasury
borrowings at the same rate used to discount cash flows
for the credit subsidy cost. Section 123 of EESA requires
an adjustment to the discount rate used to value TARP
subsidy costs, to account for market risks.

However, actual cash flows as of September 30, 2012,
already reflect the effect of any incurred market risks to
that point, and therefore actual financing account inter-
est transactions reflect the FCRA Treasury interest rates
present in these years, with no additional risk adjust-
ment.22 Future cash flows reflect a risk adjusted discount
rate and the corresponding financing account interest
rate, consistent with the EESA requirement. For on-going
TARP credit programs, the risk adjusted discount rates
on future cash flows result in subsidy costs that are high-
er than subsidy costs estimated under FCRA.

Estimates on a Cash Basis

The value to the Federal Government of the assets ac-
quired through TARP is the same whether the costs of
acquiring the assets are recorded in the budget on a cash
basis, or a credit basis. As noted above, the budget re-
cords the cost of equity purchases, direct loans, and guar-
antees as the net present value cost to the Government,
discounted at the rate required under the FCRA and ad-
justed for market risks as required under Section 123 of
EESA. Therefore, the net present value cost of the assets
is reflected on-budget, and the gross value of these as-
sets is reflected in the financing accounts.?? If these pur-
chases were instead presented in the Budget on a cash
basis, the Budget would reflect outlays for each disburse-
ment (whether a purchase, a loan disbursement, or a de-
fault claim payment), and offsetting collections as cash
is received from the public, with no obvious indication of
whether the outflows and inflows leave the Government
in a better or worse financial position, or what the net
value of the transaction is.

Revised Estimate of the Deficit, Debt Held
by the Public, and Gross Federal Debt
Based on the Cash-basis Valuation

Estimates of the deficit and debt under TARP transac-
tions calculated on a cash basis are reflected in Table 3-5,

22 As TARP transactions wind down, the final lifetime cost estimates
under the requirements of Section 123 of EESA will reflect no adjust-
ment to the discount rate for market risks, as these risks have already
been realized in the actual cash flows. Therefore, the final subsidy cost
for TARP transactions will equal the cost per FCRA, where the net pres-
ent value costs are estimated by discounting cashflows using Treasury
rates.

23 For the Making Home Affordable programs and the HFA Hardest
Hit Fund, Treasury’s purchase of financial instruments does not result
in the acquisition of an asset with potential for future cash flows, and
therefore are recorded on a cash basis.

for comparison to those estimates in Table 3—4 reported
above in which TARP transactions are calculated consis-
tent with FCRA and Section 123 of EESA.

If TARP transactions were reported on a cash basis, the
annual budgetary effect would include the full amount of
government disbursements for activities such as equity
purchases and direct loans, offset by cash inflows from
dividend payments, redemptions, and loan repayments
occurring in each year. For loan guarantees, the deficit
would show fees, claim payouts, or other cash transac-
tions associated with the guarantee as they occurred.
Updates to estimates of future performance would impact
the deficit in the year that they occur, and there would not
be credit reestimates.

Under cash reporting, TARP would decrease the deficit
in 2013 by an estimated $15.9 billion, so the 2013 deficit
would be $14.2 billion lower if TARP were reflected on a
cash basis than the estimate in the Budget. The deficit
would be lower because repayments and proceeds of sales
that are now included in non-budgetary financing ac-
counts for TARP would be reflected as offsetting receipts
when they occur. Under FCRA, the marginal change in
the present value attributable to better-than-expected fu-
ture inflows from the public would be recognized up front
in a downward reestimate, in contrast with a cash-based
treatment that would show the annual marginal changes
in cash flows. However, the impact of TARP on the Federal
debt, and on debt held net of financial assets, is the same
on a cash basis as under FCRA.

Portion of the Deficit Attributable to
TARP, and the Extent to Which the Deficit
Impact is Due to a Reestimate

Table 3—4 shows the portion of the deficit attributable
to TARP transactions. The largest changes in the overall
TARP effects on the deficit are the result of reestimates
of TARP activity outstanding as of September 30, 2012,
and December 31, 2012. The specific effects are as follows:

e TARP reestimates and interest on reestimates will
decrease the deficit by $12.5 billion in 2013, includ-
ing $9.1 billion in decreased subsidy costs for TARP
programs, and $3.4 billion in interest on reestimates.

e Qutlays for the TARP Housing Programs are esti-
mated at $13.1 billion in 2013, which includes pay-
ments under the MHA program, Hardest Hit Fund,
and subsidy costs for the FHA Refinance program.
Outlays for TARP Housing Program are estimated
to increase peak in 2013, and then decline gradually
through 2020.

e Administrative outlays for TARP are estimated at
$0.4 billion in 2013, and expected to decrease annu-
ally thereafter as TARP winds down through 2023.
Costs for the Special Inspector General for TARP are
estimated at $48 million in 2014, and are expected to
remain relatively stable through 2023.

e Interest transactions with credit financing accounts
include interest paid to Treasury on borrowing by
the financing accounts, offset by interest paid by
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Table 3-6. TROUBLED ASSET RELIEF PROGRAM REESTIMATES

(Dollars in billions)

Net lifetime TARP
TARP Program and Cohort Year Original subsidy | Current reestimate |Current reestimate |reestimate amount, | disbursements as
rate rate amount excluding interest | of 12/31/2012
Equity Programs:
Automotive Industry Financing Program (Equity)
54.52% 40.14% 0.4 -32 12.5
30.25% 3.99% -0.1 -0.8 38
26.99% —6.35% -1.8 -65.0 204.6
5.77% 11.90% - * 0.3
82.78% 22.89% -7 -37.8 67.8
34.62% -20.41% * -0.3 0.7
22.97% —42.16% 0.4 -3.2 5.5
48.85% -8.47% * 232 40.0
48.06% 25.09% = -0.1 0.6
Subtotal equity program reestimates -9.0 -133.7 335.8
Structured and Direct Loan Programs:
Automotive Industry Financing Program (AIFP)
58.75% 23.97% -3.0 -19.3 63.4
-2.52% -0.29% - * 1.4
-10.85% 2.63% -0.1 1.4 1.0
0.48% -1.35% = = 0.4
-104.23% -501.79% 0.1 -0.4 0.1
Subtotal direct loan program reestimates -3.3 -18.2 76.2
Guarantee Programs:
Asset Guarantee Program 3
2009 oo -0.25% -1.16% -0.2 -1.3 301.0
1.26% 0.96% = = 0.1
4.00% 3.95% =+ =* 0.2
Subtotal guarantee program reestimates -0.2 -1.3 301.3
Total TARP Reestimates -12.5 -153.3 713.4

*$50 million or less.

' Disbursements do not reflect cancelled or closed out facilities.

2The Term-Asset Backed Securities Loan Facility 2009 subsidy rate reflects the anticipated collections for Treasury’s $20 billion commitment, as a percent of estimated lifetime
disbursements of roughly $0.3 billion.

3 Disbursement amount reflects the face value of guarantees of assets supported by the guarantee. The TARP obligation for this program was $5 billion, the maximum contingent
liability while the guarantee was in force.

Treasury on the financing accounts’ uninvested
balances. Although the financing accounts are non-
budgetary, Treasury payments to these accounts and
receipt of interest from them are budgetary transac-
tions and therefore affect net outlays and the defi-
cit. For TARP financing accounts, projected interest
transactions are based on the market risk adjusted
rates used to discount the cash flows. The projected
net financing account interest paid to Treasury at
market risk adjusted rates is $3.8 billion in 2013

and declines over time as the financing accounts re-
pay borrowing from Treasury through investment
sale proceeds and repayments on TARP equity pur-
chases and direct loans.

The full impact of TARP on the deficit includes the
estimated cost of Treasury borrowing from the public —
debt service — for the outlays listed above. Debt service
is estimated at $1.1 billion for 2013 (as shown in Table
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Table 3-7. DETAILED TARP PROGRAM LEVELS AND COSTS

(In billions of dollars)

May 315t Valuation 2014 Budget
Program TARP TARP
Obligations | Subsidy Costs | Obligations | Subsidy Costs
Equity Purchases
Capital Purchase Program ... 204.9 7.4 204.9 =77
AlG INVESIMENES ...t 67.8 21.9 67.8 18.1
Targeted INvestMENt Program ..........ccceenenneininenessssessiessessesseneees 40.0 -3.6 40.0 -3.6
Automotive Industry Financing Program (AIFP) ........cccccovunernvinernieneeneens 16.3 5.8 16.3 5.3
Public-Private Investment Program - EQUItY ........cccvvevrenrninenesieieins 7.5 -2.3 7.2 -2.0
Community Development Capital INItIAtiVe .........ccocveeevcrineireerereineeeene 0.6 0.1 0.6 0.2
Subtotal equity PUIChASES ........ccecuirerriecirerers e 337.1 14.6 336.8 10.2
Direct Loan Programs
Automotive Industry Financing Program (AIFP) ......cccccveuvimneinireiinninnnne 63.4 19.6 63.4 17.7
Term Asset-Backed Securities Loan Facility (TALF) ........oeeevvencrneeenienns 43 -0.4 0.1 -05
Public-Private Investment Program - Debt ..........cccovinirinininisieieieeens 14.4 -0.3 13.6 0.2
Small BUSINESS 7(a) Program ..........occeeeeueeuneeneiniineeseeeesssssessssiessseesees 04 * 04 *
Subtotal direct [0an Programs ..o 82.4 18.9 715 17.4
Guarantee Programs under Section 102
Asset Guarantee Program ! ............c..coveecvviiireriissnssises s 5.0 -3.7 5.0 -3.8
Subtotal aSSet UATANTEES .........cvuvecrrrieieireeiieeie e 5.0 -3.7 5.0 -3.8
TARP Housing Programs
Making Home Affordable (MHA) Programs .............ccccveneenneeneenecennenns 29.9 29.9 29.9 29.9
Hardest Hit FUND ..o 7.6 7.6 7.6 7.6
Subtotal non-credit Programs .........c..cceeeeeeeerenemeeessesereeessessseenns 375 375 375 375
FHA Refinance Letter of Credit? ............ccooommrrvveeeiisnnneeeeeeissnereseeesssens 8.1 8.1 1.0 0.1
Subtotal TARP houUSING Programs .........c.oceeeeeeeerneeneeneeeesneessesnssnnens 45.6 45.6 38.5 37.6
Totals 4701 75.4 457.8 61.5
Memorandum:
Interest On rEESMALES 3 .........vveevrrerevcesiseeseessssessesss s -11.9 -13.9
Deficit impact before administrative costs and interest effects ............. 63.5 475

* $50 million or less

"The total assets supported by the Asset Guarantee Program were $301 billion.

2TARP obligations under the FHA Refinance Letter of Credit provide first loss coverage of eligible FHA insured mortgages.

3 Total programmatic costs of the TARP exclude interest on reestimates of $11.9 billion in “May 31st Valuation” and $13.9 billion in “2014 Budget”
Interest on reestimates is an adjustment that accounts for the time between the original subsidy costs and current estimates; such adjustments

impact the deficit but are not direct programmatic costs.

3—4), and then expected to increase to $2.5 billion by 2023,
largely due to outlays for TARP housing programs. Total
debt service will continue over time after the TARP winds
down, due to the financing of past TARP costs.

Analysis of TARP Reestimates. The costs of out-
standing TARP assistance are reestimated annually by
updating cash flows for actual experience and new as-
sumptions, and adjusting for any changes by either re-
cording additional subsidy costs (an upward technical
and economic reestimate) or by reducing subsidy costs (a
downward reestimate). The reestimated dollar amounts to
be recorded in 2013 reflect TARP disbursements through
December 31, 2012, while reestimated subsidy rates re-
flect the full lifetime costs, including anticipated future
disbursements. As noted above, the total decrease in the
deficit attributable to TARP reestimates in 2013 is $12.5
billion, reflecting a $9.1 billion net downward reestimate

of the subsidy cost and $3.4 billion in net downward inter-
est on the reestimates. Detailed information on upward
and downward reestimates to program costs are reflected
in Table 3-6.

The current reestimate reflects a significant decrease
in estimated TARP costs from the 2013 Budget. This de-
crease was due in large part improved market conditions
and significant progress winding down TARP investments
over the past year, most notably the higher valuations of
AIG common stock and realized sale proceeds, and higher
valuation of GM common stock.

Differences Between Current and
Previous OMB Estimates

As shown in Table 3-7, the Budget reflects a total
TARP deficit impact of $47.5 billion before administra-
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Table 3-8. COMPARISON OF OMB AND CBO TARP COSTS

(In billions of dollars)

Estimates of Deficit Impact

Program CBO Cost | OMB Cost

Estimate ! Estimate
Capital Purchase Program ..........cccveinriseesseeeessesssssesssiees -18 -15
Targeted Investment Program -8 -4
AlG AsSiStance .........cccovuenen. 14 15
Automotive Industry Financing Program .... 20 20
Term Asset-Backed Securities Loan Facility .. * -1
Other PrOGIAMS 2 ...........eeevvveessissessissssssssssssssssessssisssssssssssssssssssssssssnsens -1 -6
TARP HoUuSING PrOgrams .........cocremrrnrinrieeeeerenesseesesessessssessessssssssssees 16 38
Total 24 47

* Amounts round to less than $1 billion.

1CBO estimates from October 2012, available online at http://www.cbo.gov/sites/default/files/chofiles/

attachments/TARP10-2012_0.pdf

2“Other Programs” reflects an aggregate cost for PPIP (debt and equity purchases), CDCI, AGP, and small

business programs.

tive costs and interest effects. This is a decrease of $20.5
billion from the 2013 MSR projection of $68.0 billion and
$16.0 billion from the May 31st valuation of $63.5 billion.
The estimates included in MSR do not include updates
to estimated subsidy rates or market valuations, such as
for common stock held by Treasury. While the May 31st
valuation is not reflected in the deficit, it is more compa-
rable to budget estimates because it includes adjustments
to reflect recent market performance, and is presented in
Table 3—-7 as for comparison to 2014 Budget estimates.

The estimated TARP deficit impact reflected in 3—7 dif-
fers from the subsidy cost of $61.5 billion in the Budget
because the deficit impact reflects a $13.9 billion cumu-
lative downward adjustment for interest on reestimates.
These adjustments account for the time between when
the subsidy cost was originally estimated and the time
when the reestimate is booked.

Differences Between OMB and CBO Estimates

Table 3—8 compares the subsidy cost for TARP reflected
in MSR against the costs estimated by the Congressional
Budget Office in its “Report on the Troubled Asset Relief
Program — October 2012.” 24

CBO estimates the total cost of TARP at $24 billion,
based on estimated lifetime TARP obligations of $431
billion. The Budget reflects current estimates of roughly
$457.8 billion in program obligations, and $61.5 billion
in programmatic costs, excluding interest on reestimates.
Differences in the estimated cost of the TARP Housing
programs, which stem from divergent demand and par-
ticipation rate assumptions, are the main difference be-
tween OMB and CBO cost estimates. The CBO projects
$16 billion in total TARP Housing expenditures, while
the Budget reflects a $37.6 billion estimate. CBO and
OMB cost estimates for the Capital Purchase Program
are $10 billion apart because of different assumptions
for the remaining institutions with investments in the

24 United States. Congressional Budget Office. Report on the Troubled
Asset Relief Program — October 2012. Washington: CBO, 2012. http://
www.cbo.gov /sites/ default/files/cbofiles/attachments/ TARP10-
2012_0.pdf

program. Similarly, CBO and OMB cost estimates for the
Automotive Industry Financing Program are $3 billion
apart due to different assumptions for the future perfor-
mance of equity investments in the program.

Differences Between EESA and FCRA Cost
Estimates

EESA directs that for asset purchases and guarantees
under TARP, the cost shall be determined pursuant to the
FCRA, except that the discount rate shall be adjusted for
market risks. EESA’s directive to adjust the FCRA dis-
count rate for market risks effectively assumes higher
losses on these transactions than those estimated under
FCRA guidelines, which require that Treasury rates be
used to discount expected cashflows. In implementing
this requirement of EESA, the market risk adjustment is
intended to capture the cost of the extra return on invest-
ment that a private investor would seek in compensation
for uncertainty surrounding risks of default and other
losses reflected in the cashflows.?5

Table 3-9 compares the subsidy costs and subsidy
rates of TARP programs discounted at the Treasury rate
adjusted for market risk (EESA), and discounted at the
unadjusted Treasury rate (FCRA) using 2014 Budget
estimated cashflows with the public. Now that the bulk
of TARP financial assets have wound down, removing
the market risk adjustment from the discount rate for
TARP direct, guaranteed, and equity programs (exclud-
ing housing programs) decreases subsidy costs by only
1.6 percent ($0.4 billion). Programs that have fully wound
down reflect no difference between the EESA and FCRA
estimates, as there are no future cashflows which would
be discounted using a risk-adjusted rate under EESA.
Treasury holdings within the AIFP program include a
significant amount of common stock, the value of which
is based on the closing December 31, 2012, share price.
The share price of common stock is inherently adjusted

25 For example, if there were a 100 percent default expectation on a
loan, and losses given default were projected at 100 percent, the market
risk adjustment to the discount rate would be zero. This reflects the
fact that there are no unexpected losses if losses are expected to be 100
percent of the face value of the loan.


http://www.cbo.gov/sites/default/files/cbofiles/attachments/TARP10-2012_0.pdf
http://www.cbo.gov/sites/default/files/cbofiles/attachments/TARP10-2012_0.pdf
http://www.cbo.gov/sites/default/files/cbofiles/attachments/TARP10-2012_0.pdf
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Table 3-9. COMPARISON OF EESA AND FCRA TARP SUBSIDY COSTS

(In billions of dollars)

Subsidy Cost
Program TARP
Obligations ESSA FCRA

Capital Purchase Program ... 204.9 -7.7 -7.9

Targeted Investment Program ..........cocvvveneneneiessenesnienennns 40.0 -3.6 -3.6

Asset Guarantee Program ! 5.0 -3.8 -3.8

Community Development Capital INitiative ............cocovvervvrircienes 0.6 0.2 0.2

Term Asset-Backed Securities Loan Facility . 0.1 -0.5 -0.5

Small Business 7(a) Program ...........ccc.cecuuue. 0.4 = =

Public Private Investment Program 20.8 -1.8 -1.9

AlG INVESIMENES ... eneeenes 67.8 18.1 18.1

Automotive Industry Financing Program 2 ............cccccc..overeevionnnn. 79.7 23.0 23.0

Subtotal TARP equity and direct [0ans ..............cccoevvvevennee 4245 23.8 234
TARP Housing Programs

Making Home Affordable Programs 3 ..............ccooocvvvereerivnnne. 29.9 29.9 29.9

Hardest Hit FUND 3 .......oooovrcececersseeeeeesssseseeseenssssenesenns 7.6 7.6 7.6

Subtotal Non-Credit Programs .............cccoeevevenreneernneinns 37.5 37.5 37.5

FHA Refinance Letter of Credit® ...............coovemmrrvvveviisnsererinns 1.0 0.1 0.1

Subtotal TARP HOUSING ....oucvvurvrreirieriseeisieniessiesins 38.5 37.6 37.6

Total 5 457.8 61.5 61.0

* $50 million or less

"The total assets supported by the Asset Guarantee Program were $301 billion.

2 Rates for PPIP and AIFP reflect weighted average subsidy costs across various instruments.

3TARP Making Home Affordable Programs and Hardest Hit Fund involve financial instruments without any provision
for income or other returns, and are recorded on a cash basis. The table reflects 100 percent subsidy cost for these

programs.

4TARP obligations under the FHA Refinance Letter of Credit provide first loss coverage of eligible FHA insured

mortgages.

5Total subsidy costs do not include interest effects or administrative costs. Costs at EESA and FCRA discount rates
are the same for common stock programs and for programs that are closed or awaiting a closing reestimate.

for market risk and, therefore, there is no additional mar-
ket risk adjustment necessary for the EESA directive. As
a result, there is no difference in the cost of AIFP between
values calculated using the Treasury and risk adjusted
rate. The non-credit TARP Housing programs are reflect-
ed on a cash basis and, therefore, costs are not discounted,
which is why there is no difference in the subsidy cost
estimate. Using December 31, 2012, valuations, TARP
investments discounted at a risk adjusted rate will cost
an estimated $61.5 billion, which suggests a net subsidy
rate of 13.4 percent. TARP investments discounted under
FCRA are estimated to have a lifetime cost of $61 billion,
or a net subsidy rate of 13.3 percent.

TARP OVERSIGHT AND ACCOUNTABILITY

Ensuring effective internal controls and monitoring
of TARP programs and funds to protect taxpayer invest-
ments remains a top priority of TARP staff and those of-
fices charged with TARP oversight and accountability. The
Treasury has implemented a comprehensive set of assess-
ments geared toward identifying risks, evaluating their
potential impact, and prioritizing resource assignments
to manage risks based on a combined top-down and bot-
tom-up assessment of risk. The Internal Control Review
organization within the Office of Financial Stability (OFS)
utilizes the assessments to ensure appropriate coverage
of high-impact areas. A Senior Assessment Team and the

Internal Control Program Office guide OF'S efforts to meet
all applicable requirements for a sound system of internal
controls, and to review and respond to all recommenda-
tions made by the four TARP oversight bodies—the Special
Inspector General for TARP (SIGTARP), the Government
Accountability Office (GAO), the Financial Stability
Oversight Board, and the Congressional Oversight Panel
(terminated April 3, 2011). The soundness of Treasury’s
TARP compliance monitoring, internal control, and risk
management policies and processes are reflected in the
clean opinions issued by GAO after its audit of TARP fi-
nancial statements for 2009, 2010, 2011, and 2012 and the
associated internal control over financial reporting.

The Treasury has issued regulations governing execu-
tive compensation and conflicts of interest related to TARP
program administration and participation. Compliance
with these rules is monitored on an ongoing basis, and re-
views of participant conduct and program administration
are conducted as appropriate. In executing its responsi-
bility for monitoring compliance with executive compen-
sation requirements, the Treasury has also created an
Office of the Special Master for TARP to review TARP
participant compliance with applicable legal and regula-
tory authority, and to recommend action to the Secretary
when compensation is found to be awarded in a manner
or amount deemed contrary to the public interest.
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Special Inspector General for TARP (SIGTARP)

Section 121 of EESA created the Special Inspector
General for the Troubled Asset Relief Program (SIGTARP)
to prevent fraud, waste, and abuse in the administration
of TARP programs through audits and investigations of

the purchase, management, and sales of TARP assets.
SIGTARP is required to submit quarterly reports to
Congress, and as of its latest report released on October
25, 2012, it has issued 19 reports and led over 150 inves-
tigations since its inception.



4. LONG TERM BUDGET OUTLOOK

The horizon for the detailed estimates of receipts and
outlays in the President’s Budget is 10 years. This 10-
year horizon balances consideration of the future impacts
of budget decisions made today and a practical limit on
the construction of detailed budget projections for years
in the future.

Decisions made today can have important repercus-
sions beyond the 10-year horizon. It is important to
anticipate budgetary requirements beyond the 10-year
horizon, and the effects of changes in policy on those re-
quirements, despite the uncertainty surrounding the as-
sumptions needed for such estimates. Long-run budget
projections can be useful in drawing attention to potential
problems that could become unmanageable if allowed to
grow.

To this end, the budget projections in this chapter ex-
tend the 2014 Budget for 75 years through 2088. Because
of the uncertainties involved in making long-run projec-
tions, results are presented for a base case and for several
alternative scenarios.

Recent legislation has led to significant improvements
in the Nation’s long-term fiscal health. First, the passage
of the Affordable Care Act (ACA) in 2010 enacted cost-re-
duction mechanisms in the health sector that will reduce
deficits by more than $1 trillion over the first two decades,
according to the Congressional Budget Office (CBO), and
have the potential to significantly reduce the trajectory
of health spending, and future budget deficits, over the
long run. Second, the Budget Control Act of 2011 (BCA)
reduced the long-term path of discretionary spending by
placing such spending under tight limits through 2021.
Most recently, enactment of the American Taxpayer Relief
Act of 2012 this past January increased income tax rates
on the highest-income taxpayers, increasing tax receipts
above prior projections.

The 2014 Budget includes further initiatives that
would help control future deficits. The projections in this
chapter include several methodological changes that high-
light the fact that simply extending current laws and the
Budget’s policies puts the country on a course to balance
the budget, with the publicly held debt falling relative to
the economy even sooner. While additional reforms may
be required to ensure that programs like Medicare Part
A and Social Security, which are financed from dedicated
revenue sources, remain self-sustaining, overall budget-
ary resources would be sufficient to support future spend-
ing over the long term if Budget policies and assumptions
are carried forward. Nonetheless, there is considerable
uncertainty in the Administration’s long-term projec-
tions, and future challenges will require policy responses
that have yet to be formulated.

When the current Administration took office, the bud-
get deficit was rising sharply because of the declining

economy and measures taken to revive it. Revenues had
fallen, as a share of GDP, to their lowest level since 1950.
Spending on countercyclical programs like unemployment
insurance had also risen sharply. The measures taken by
the Administration to revive economic growth are helping
to increase revenues, and the tax increases on high-in-
come taxpayers will boost revenues further. Meanwhile,
as noted above, measures like the ACA and the BCA along
with the proposals in this Budget will constrain future
spending and help narrow the deficit. By the end of the
10-year period, the primary budget—receipts and non-
interest spending—is estimated to be in surplus with the
debt-to-GDP ratio declining. Beyond the 10-year horizon,
however, demographic pressures and continued high costs
for health care are likely to begin gradually pushing up
the deficit and the ratio of debt to GDP for an additional
15 years before the easing of baby boom retirements, con-
tinued control in Government discretionary spending and
health costs, and gradually rising revenues due to grow-
ing household income turn the country on a course toward
reducing the debt-to-GDP ratio and balancing the budget
in 2055.

The key to long-range fiscal sustainability is balanc-
ing the Government’s commitments for major health and
retirement programs—Medicare, Medicaid and Social
Security—with sufficient tax receipts along with control
in discretionary and non-entitlement spending, while al-
lowing for additional entitlement reforms as appropriate.

o Medicare’s growth has generally exceeded that of
other Federal spending for decades, tracking the
rapid growth in overall health care costs. The ACA
is curtailing this cost growth, but Medicare spending
is still projected to reach higher levels relative to the
economy and the rest of the budget than those that
prevail today, due both to rising health costs and the
aging population.

e Medicaid’s growth has, like Medicare, generally
tracked the growth in overall health costs, and
therefore historically exceeded that of other Federal
spending. Medicaid assistance will expand further
beginning in 2014 because of broadened coverage
provided by the ACA. However, the ACA’s reforms
are also expected to reduce Medicaid per beneficia-
ry spending growth in the long-run projections, as
Medicare cost containment spills over into the rest
of the health sector.

e Outlays for Social Security benefits will rise as a
share of the economy as the population ages, putting
pressure on the long-term budget.

e Discretionary spending for both defense and nonde-
fense programs will continue to shrink relative to

49
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the economy as discretionary spending limits hold
this form of spending to growth rates lower than in-
flation. It is unlikely that the growth in discretion-
ary spending will continuously remain lower than
inflation over the very long term, so after the end of
the 10-year budget window, the projections allow for
growth with inflation and population growth to ef-
fectively hold discretionary spending constant on a
real per capita basis.

e Without any further changes in tax law, revenues
will gradually rise as a share of the economy over
the 75-year horizon, as individuals’ real incomes rise
into higher tax brackets (which are indexed for infla-
tion). Without future legislative action to cut taxes,
revenues will continue to gradually rise as a share
of the economy.

Future budget outcomes depend on a host of un-
knowns—changing economic conditions, unforeseen
international developments, unexpected demographic
shifts, the unpredictable forces of technological advance,
and evolving political preferences, to name a few reasons
that the budget outcomes could change for reasons other
than the inevitability of future legislated changes. These
uncertainties make even short-run budget forecasting
quite difficult, and the uncertainties increase the further
into the future projections are extended. A full treatment
of all the relevant risks is beyond the scope of this chapter,
but the chapter does show how sensitive long-run budget
projections are to changes in some of key economic and
demographic assumptions.

The Long-Run Budget Projections

The 2014 Budget includes nearly $1.8 trillion in net
deficit reduction over the next 10 years. Combined with
the more than $2.5 trillion in savings from the discretion-
ary spending limits enacted in the BCA and the revenue
increases enacted in ATRA, this would generate more

than $4.3 trillion in deficit reduction over the next decade.
These savings would bring the Nation to the point where
current non-interest expenditures are no longer adding to
debt and where debt is decreasing as a share of the econ-
omy—a key metric of fiscal sustainability. The base case
long-run projections begin with the 10-year estimates of
revenues and outlays under 2014 Budget policies, which
result in a primary surplus of 1.2 percent of GDP and an
overall deficit of 1.7 percent of GDP in 2023. In the decade
and a half beyond 2023, the fiscal position gradually dete-
riorates mainly because of the aging of the population and
the high continuing cost of health care driving up outlays
for Social Security, Medicare, and Medicaid as a share of
GDP. Revenues also increase as a share of GDP, but more
gradually, due to economic growth. By 2033, the deficit
is projected to peak at 2.8 percent of GDP, but thereafter
rising revenues and controlled spending along with sta-
bilized entitlement growth cause the deficit to begin to
fall rapidly—falling below 2 percent of GDP in 2045, and
below 1 percent of GDP in 2051. The Budget reaches bal-
ance in 2055, when revenues and outlays are 21.5 percent
of GDP, slightly higher than their levels during the bud-
get surpluses of 1998-2001. The Federal Government is
then projected to run surpluses over the remainder of the
projection window, with publicly-held debt falling rapidly
until it reaches zero in 2074 (see Chart 4-1). The 75-year
fiscal gap disappears in the base case, becoming a fiscal
surplus of 1.6 percent of GDP.

These projections are not intended to be a prediction of
future legislative action, nor are they intended to reflect
explicit policy proposals for the years beyond 2023; rather,
they are a mechanical extrapolation of the Budget policies.
Relative to last year’s projections, the base case projections
make two methodological changes, both of which are in-
tended to provide a baseline forecast under the assumption
that there are no future legislative changes in policy.

First, the projections allow revenues to rise as a share
of GDP, as will occur automatically under current law as
real household incomes grow. Allowing revenues to rise

Chart 4-1. Publicly Held Debt Under
2014 Budget Policy Extended
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Table 4-1. LONG-RUN BUDGET PROJECTIONS
(Receipts, Outlays, Surplus or Deficit, and Debt as Percent of GDP)
1980 1990 2000 2010 2020 2030 2040 2050 2060 2070 2080 2085
RECEIPLS ..o 19.0 18.0 20.6 15.1 19.4 20.1 20.5 21.2 21.9 22.7 23.4 23.8
Outlays:
DiISCIEHIONANY ....eecervececieire s 10.1 8.7 6.3 9.1 55 45 41 3.5 3.1 2.7 2.4 2.3
Mandatory:
S0Cial SECUMLY ..o 43 4.3 4.1 49 5.3 6.2 6.4 6.2 6.2 6.1 6.2 6.3
MEUICArE ... 1.1 1.7 2.0 3.1 3.1 3.8 4.1 42 43 44 45 45
MediCaid ....ovveeeeeiieseee s 0.5 0.7 1.2 1.9 1.9 22 2.6 2.8 2.8 29 2.9 2.9
OHET oo s 3.7 3.2 2.4 3.7 3.2 3.0 2.7 2.6 2.4 2.3 2.1 2.1
Subtotal, mandatory ............cevernirrinnnnns 9.6 9.9 9.7 13.6 135 15.2 15.8 15.8 15.6 15.7 15.7 15.7
NEEINEreSt ...cvoeeeicerereee e 1.9 32 2.3 1.4 27 29 3.1 2.8 2.0 0.6 -14 2.2
Total QUHIAYS ...veeeererreere s 21.7 21.9 18.2 24.1 21.6 22.7 22.9 221 20.7 19.1 17.0 15.8
SUIPIUS (+) OF EFCit (=) wvvvvrereeveeeeereeeeses e 27 -39 24 -9.0 22 26 -25 -0.9 1.2 36 6.4 8.0
Primary Surplus (+) or defiCit (=) ....cccovvvvrreiriinnnnes -0.8 -0.6 4.7 -7.6 0.5 04 0.6 1.9 3.2 4.2 5.3 5.8
Federal debt (+) or asset (-) held by the public, end
OF PENIOT ... 26.1 421 34.7 62.9 74.9 72.9 76.1 68.5 47.3 139 -30.6] 5741

Note: The figures shown in this table beyond 2020 are the product of a long-range forecasting model maintained by OMB. This model is separate from the models and capabilities that
produce detailed programmatic estimates in the Budget. It was designed to produce long-range projections based on additional assumptions regarding growth in the economy, the long-
range evolution of specific programs, and the demographic and economic forces affecting those programs. The model, its assumptions, and sensitivity testing of those assumptions are

presented in this chapter.

is methodologically consistent with the approach for the
projections of Social Security, Medicare, and other man-
datory spending programs in that it projects the levels
of revenues that would result under extrapolation of the
Budget policies. Under that approach, revenues would
rise as a share of GDP because household income is pro-
jected to rise in real terms. Real income growth will push
households into higher tax brackets (which are indexed to
inflation), resulting in taxes that gradually rise as a share
of the economy.

Second, after 2023, the new projections increase dis-
cretionary spending to keep pace with inflation and popu-
lation growth, rather than GDP growth. Growing these
programs at the rate of inflation plus population growth
reflects the growth rate that would be needed to maintain
current services per capita. This growth rate is higher
than the growth rate for these programs in the baselines
assumed by the Office of Management and Budget (OMB)
and the CBO in the absence of discretionary spending
limits.

As shown in Table 4-2, other assumptions lead to sub-
stantially different projections. Under a scenario that in-
stead assumes that future policymakers enact additional
tax cuts and spending increases such that income tax rev-
enues remain roughly flat as a share of the economy and
discretionary spending grows with GDP, deficits and debt
rise quickly throughout the 2020s and 2030s before the
pace of increase slows around 2040. Deficits ultimately
reach 5.6 percent of GDP and debt continues to rise grad-
ually throughout the projection horizon. Under this alter-
native scenario, there is an overall fiscal gap of 0.7 percent
of GDP over the 75-year projection horizon (see Chart 4-2
and Table 4-2). Importantly, however, this alternative sce-
nario effectively assumes that Congress passes substan-
tial new tax cuts in future years. Equivalently, it assumes
that households with a given level of income — adjusted

for inflation — would pay significantly lower taxes in the
future than they do today. Likewise, that scenario allows
for significant increases in discretionary spending beyond
what would be needed to support current services in per
capita terms. In effect, the additional deficits forecast
under this scenario are entirely a reflection of projected
future Congressional action to reduce taxes and increase
discretionary spending, rather than the result of continu-
ation of current policies.

As noted, the base case is neither a prediction nor a rec-
ommendation but is instead a mechanical extrapolation.
In particular, it would be unrealistic and undesirable for
revenues to continue to increase and discretionary spend-
ing to continue to fall as a share of GDP over the long
run even as the Federal Government ran large surpluses,
paid off its entire debt, and began accumulating assets, as
shown in Table 4-1. The purpose of the long-run forecast
shown here is simply to provide an extension of budget
policies against which to evaluate the nation’s fiscal con-
dition and potential changes in policy. That base forecast
shows that under 2014 Budget policies, in the long run
the budget does not run deficits or increase the debt. On
the other hand, in an alternative scenario, holding down
revenue growth and allowing discretionary spending to
keep pace with GDP growth, there is a modest long-run
fiscal gap, as shown in Table 4-2.

Key Drivers of Program Growth: Health
Costs and Demographic Changes

Health Costs.—Health care costs have risen faster
than inflation for decades. This rising cost trend has
contributed to steady increases in the amounts spent on
Medicare and Medicaid, while also making it more dif-
ficult for people to afford private health insurance. The
ACA tackles both problems by extending health insur-
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Table 4-2. 75-YEAR FISCAL GAP (-)/SURPLUS (+)
UNDER ALTERNATIVE BUDGET SCENARIOS
(Percent of GDP)

2014 BaSE CASE ....vvvverreerrirerieesieesesi sttt 1.6
2014 Budget policies plus assumed future tax cuts and spending increases ...... -0.7
Health:
Excess cost growth averages 0% ... 29
Excess cost growth averages 1% ... 0.8
Discretionary Outlays:
Grow With inflAtioN .........cceeevierieeeeseee e 2.0
GIOW WIth GDP ..ot 0.5
Revenues:
Income tax brackets are regularly iNCreased ...........ccoovvrererererericrininns 0.4
Productivity:
Productivity grows by 0.25 percent per year faster than the base case ...... 35
Productivity grows by 0.25 percent per year slower than the base case ..... -0.4
Population:
Fertility:
2.3 DIrthS PEr WOMAN .....ceeiiieeiisiieieie et 2.4
1.7 DirthS PEr WOMAN ..ot 0.7
Immigration:
1.3 million immIgrants Per YEar ... 2.2
0.8 million IMMIGrants Per YEAr .........ccueurereneineireeneeneseissisessesssienees 1.0
Mortality:
Female life expectancy 83.8; male life expectancy 80.1 .........ccccovevrvrun 2.0
Female life expectancy 89.8; male life expectancy 87.3 ........ccccccvuvvvnin 1.5

ance coverage to millions of Americans who currently
lack insurance, while making reforms that will slow fu-
ture growth in medical costs. When the law is fully im-
plemented, Medicare spending per beneficiary will rise
at rates substantially below those at which spending has
grown for four decades. Even with these changes, how-
ever, overall health care costs are likely to continue to rise
faster than inflation as the population ages.

The base case projections assume that the provisions of
the ACA are fully implemented, limiting health care costs
in the long run compared with prior law. The long-run
Medicare assumptions for the years following the 10-year
budget window are essentially the same as those in the
latest Medicare Trustees’ report (April 2012), except in
cases where those projections exceed the target growth
rate of 0.5 percentage points above growth in GDP per
capita set by the Budget’s proposal to strengthen the
Independent Payment Advisory Board (IPAB).! Generally,
this constraint helps to control excess cost growth in the
two decades after the budget window, before excess cost
growth dips below the proposed threshold. The Trustees’
projections imply that average long-range annual growth
in Medicare spending per enrollee is 0.4 percentage points
per year faster than the projected growth rate in GDP per

1 The ACA established an Independent Payment Advisory Board
(IPAB) that is required to propose changes in Medicare should Medicare
costs exceed target growth rates specified in law; such IPAB-proposed
changes would take effect automatically, unless overridden by the Con-
gress. The Budget includes a proposal that would strengthen IPAB by
lowering the target growth rate applicable for 2020 onward from GDP +
1.0 percentage points to GDP + 0.5 percentage points.

capita, but the growth rate is less than 0.3 percentage
points with the IPAB constraint imposed This growth
rate for Medicare is significantly smaller than previous
projections prior to the passage of the ACA—a reduction
the Trustees largely attribute to the ACA—but is higher
than the projections in the 2013 Budget due to increased
cost rates recommended by the Medicare Technical
Review Panel and included in the 2012 Trustees’ report.

Along with the rules for Medicare, there are a number
of reforms in the ACA that experts believe could produce
significant savings relative to the historical trend and
that would affect medical costs more broadly. One is an
excise tax on the highest-cost insurance plans, which will
encourage substitution of plans with lower costs, while
raising take-home pay. There is also an array of deliv-
ery system reforms, including incentives for accountable
care organizations and payment reform demonstrations
that have the potential to re-orient the medical system
toward providing higher quality care, not just more care,
and thus reduce cost growth in the future.? Because of
these broader reforms, Medicaid spending per beneficiary
and private health spending per capita are also projected
to slow, though not as much as Medicare.?

Elderly Population.—An aging population also
poses a serious long-run budgetary challenge. Because
of lower expected fertility and improved longevity, the
Social Security actuaries project that under current law
in which the normal retirement age rises to 67, the ratio
of workers to Social Security beneficiaries will fall from
around 2.8 currently to a level of 2.0 by the time most of
the baby boomers have retired. From that point forward,
the ratio of workers to beneficiaries is expected to contin-
ue to decline slowly due to increased longevity of retirees.
With fewer workers to pay the taxes needed to support
the retired population, budgetary pressures will steadily
mount, and without reforms, trust fund exhaustion is pro-
jected by the Social Security Trustees to occur in 2033, af-
ter which time the Trustees project annual resources will
be sufficient to pay about 75 percent of scheduled benefits.

Other Programs.—Though smaller in size and facing
fewer long-run fiscal challenges, smaller mandatory pro-
grams are also included in the projections and contribute
to the long-run fiscal picture. Other mandatory programs
generally decline relative to the size of the economy. These
include Federal pension benefits for Government work-
ers. The shift in the 1980s from the traditional Federal
pension benefit of the Civil Service Retirement System
(CSRS) to the much smaller defined benefit pension plan
of the Federal Employees Retirement System (FERS)
is having a marked effect on Federal civilian pensions,
which is expected to continue as FERS comes to domi-
nate future pension projections. As a result, spending
for Federal retirement is expected to permanently shrink

2 Groups of providers meeting certain criteria can be recognized as
accountable care organizations (ACOs), which allow them to coordinate
care and manage chronic disease more easily thereby improving the
quality of care for patients. ACOs can then share in any cost savings
they achieve for Medicare if they meet quality standards.

3 The projections assume that growth in Medicaid spending per en-
rollee and private health spending per capita exceeds growth in GDP
per capita by 0.7 percentage points.
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Chart 4-2. Alternative Base Assumptions
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relative to the size of the economy over the next 75 years.
Most other entitlement programs are also expected to
grow more slowly than GDP due mainly to falling poverty
and population growth rates over the very long run.

The Fiscal Gap

The present value fiscal gap is one measure of the size
of the adjustment needed to preserve fiscal sustainability
in the long run.* It is defined as the present value in-
crease in taxes or reduction in non-interest expenditures
over a finite time period required to keep the long-run
ratio of Government debt-to-GDP at its current level if
implemented immediately. The gap can be measured in

4 Alan J. Auerbach, “The U.S. Fiscal Problem: Where We Are, How
We Got Here, and Where We’re Going,” NBER: Macroeconomics Annual
1994, pp 141 — 175.

present value dollars or as a percentage of GDP. Since the
fiscal gap is calculated over a finite time period, it may
understate the adjustment needed to achieve permanent
sustainability. If future publicly-held debt is projected to
be lower than current debt, than there is a fiscal surplus
rather than a fiscal gap. Table 4-2 shows present value
fiscal gap or surplus calculations calculated over a 75-year
horizon for the base case as well those under different as-
sumptions. This value can be interpreted as the average
level of deficit change needed each year from 2014 to 2088
to maintain the current level of debt held by the public as
a percentage of GDP. Since the base case reaches balance,
it has a fiscal surplus of 1.6 percent of GDP, which means
that deficit reduction is not needed to maintain the cur-
rent level of debt over 75 years.

Chart 4-3. Alternative Health Care Costs
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Chart 4-4. Alternative Discretionary Projections
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Alternative Policy, Economic, and
Technical Assumptions

The quantitative results discussed above are sensitive
to changes in underlying policy, economic, and technical
assumptions. Some of the most important of these as-
sumptions and their effects on the budget outlook are dis-
cussed below. It is important to note that these paths are
merely illustrative; they are not intended to represent the
policy preferences of this Administration or the predicted
actions of future Administrations and Congresses.

Health Spending.—The base projections for Medicare
and Medicaid over the next 75 years assume an extension
of current law and the policies in the 2014 Budget. The
health cost alternatives illustrated in Chart 4-3 assume
that medical costs rise more rapidly or more slowly than
in the base case. The first alternative assumes that costs

per beneficiary rise at one percentage points per year
above GDP per capita in the entire health sector, while
the second alternative assumes zero growth above GDP
per capita in the health sector. Table 4-2 shows the effect
of these alternatives on the 75-year present value fiscal
surplus, which falls from 1.6 percent of 75-year present
value GDP in the base case to 0.8 percent of GDP in the
high health cost growth scenario and rises to 2.9 percent
of GDP in the low health cost growth scenario.
Discretionary Spending.— The current base projec-
tion for discretionary spending assumes that after 2023,
discretionary spending grows with inflation and popula-
tion (see Chart 4-4). An alternative assumption would
be to allow discretionary spending to keep pace with the
economy and grow with GDP. Yet another possible as-
sumption is to only allow discretionary spending to grow
with inflation. As shown in Table 4-2, the 75-year fis-

Chart 4-5. Alternative Revenue Projections
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Chart 4-6. Alternative Productivity Assumptions

Surplus(+)/Deficit(-) as a percent of GDP
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cal surplus falls from 1.6 percent of 75-year present value
GDP in the base case to 0.5 percent of GDP in the growth
with GDP scenario, and rises to 2.0 percent of GDP in the
growth with inflation scenario.

Alternative Revenue Projections.—In the base pro-
jection, tax receipts rise gradually relative to GDP as real
incomes rise. Chart 4-5 shows alternative receipts as-
sumptions. Assuming that Congress will act to cut taxes
to avoid the revenue increases associated with rising in-
comes would bring about higher deficits and publicly-held
debt throughout the 75-year horizon. The 75-year fiscal
surplus falls from 1.6 percent of 75-year present value
GDP in the base case to 0.4 percent of GDP in the alter-
native scenario.

Productivity.—The rate of future productivity growth
has a major effect on the long-run budget outlook (see
Chart 4-6). It is also highly uncertain. Over the next few

2051 2068 2085

decades, an increase in productivity growth would reduce
projected budget deficits. Higher productivity growth
adds directly to the growth of the major tax bases, while
it has a smaller immediate effect on outlay growth. For
much of the last century, output per hour in nonfarm busi-
ness grew at an average rate of around 2.2 percent per
year, despite long periods of sustained output growth at
notably higher and lower rates than the long term aver-
age.

The base projections assume that output per hour in
nonfarm business will increase at an average annual rate
of around 2.3 percent per year, close to its long-run aver-
age and slightly below its average growth rate since 1995
of 2.5 percent. Overall, real GDP per hour worked will
grow at an average annual rate of 1.7 percent per year.
The difference is reconciled by the tendency of the sec-
tors of the economy that are counted in GDP outside of

Chart 4-7. Alternative Fertility Assumptions
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Chart 4-8. Alternative Immigration Assumptions

Surplus(+)/Deficit(-) as a percent of GDP

15

10

Higher Net Immigration .

2014 Budget Policy Extended .~

'15 -IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII

2000 2017 2034

the nonfarm business sector to have lower productivity
growth than those counted in the nonfarm business sec-
tor. The alternative scenarios highlight the effect of rais-
ing and lowering the projected productivity growth rate
by 1/4 percentage point. The 75-year fiscal surplus rises
from 1.6 percent of 75-year present value GDP in the base
case to 3.5 percent of GDP in the faster productivity sce-
nario, but falls to a fiscal gap of -0.4 percent of GDP in the
slower productivity scenario.

Population.—The key assumptions for projecting
long-run demographic developments are fertility, immi-
gration, and mortality.

e The demographic projections assume that fertil-
ity will average about 2.0 total lifetime births per
woman in the future, just slightly below the replace-
ment rate needed to maintain a constant population
in the absence of immigration (see Chart 4-7). The
alternatives are those in the latest Social Security
trustees’ report (1.7 and 2.3 births per woman). The
75-year fiscal surplus rises from 1.6 percent of 75-
year present value GDP in the base case to 2.4 per-
cent of GDP in the high fertility scenario, but falls to
0.7 percent of GDP in the low fertility scenario.

e The rate of net immigration is assumed to average
around 1 million immigrants per year in the long
run (see Chart 4-8). Higher net immigration re-
lieves some of the downward pressure on population
growth from low fertility and allows total population
to expand throughout the projection period, although
at a much slower rate than has prevailed historical-
ly. The alternatives are taken from the Social Secu-
rity Trustees’ Report (1.3 million total immigrants
per year in the high alternative and 0.8 million in
the low alternative). The 75-year fiscal surplus rises
from 1.6 percent of 75-year present value GDP in the
base case to 2.2 percent of GDP in the faster net im-
migration scenario, but falls to 1.0 percent of GDP in
the slower net immigration scenario.
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e Mortality is projected to decline as people live longer
in the future (see Chart 4-9). These assumptions
parallel those in the latest Social Security Trust-
ees’ Report. The average life expectancy at birth for
women is projected to rise from 80.6 years in 2012
to 86.7 years in 2088, and the average for men is
expected to increase from 76.1 years in 2012 to 83.6
years in 2088. The variations show the high and low
alternatives from the latest Trustees’ report, with
average female and male life expectancy reaching
83.8 and 80.1 in the shorter life expectancy alterna-
tive and 89.8 and 87.3 in the longer life expectancy
alternative. The 75-year fiscal surplus rises from 1.6
percent of 75-year present value GDP in the base
case to 2.0 percent of GDP in the shorter life expec-
tancy scenario, but falls to 1.5 percent of GDP in the
longer life expectancy scenario.

The long-run budget outlook is highly uncertain. With
pessimistic assumptions, the fiscal picture can quickly de-
teriorate back into deficits and rising debt. More optimis-
tic assumptions imply an even earlier return to surpluses
and declining debt. These projections highlight the need
for policy awareness and potential action to address the
main drivers of future budgetary costs.

Actuarial Projections for Social
Security and Medicare

The Trustees for the Medicare Federal Hospital Insurance
(HI) and Social Security trust funds issue annual reports
that include projections of income and outgo for these funds
over a 75-year period. These projections are based on dif-
ferent methods and assumptions than the long-run budget
projections presented above. Even with these differences,
the message is similar: the ACA is projected to curtail the
projected growth in per capita health care costs, but even
with this reform the retirement of the baby-boom generation
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Chart 4-9. Alternative Mortality Assumptions
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and continuing high medical costs will eventually exhaust
the trust funds unless further action is taken.

The Trustees’ reports feature the actuarial balance of
the trust funds as a summary measure of their financial
status. For each trust fund, the balance is calculated as
the change in receipts or program benefits (expressed as
a percentage of taxable payroll) that would be needed to
preserve a small positive balance in the trust fund at the
end of a specified time period. The estimates cover peri-
ods ranging in length from 25 to 75 years. These balance
calculations show what it would take to achieve a posi-
tive trust fund balance at the end of a specified period of
time, not what it would take to maintain a positive bal-
ance indefinitely. To maintain a positive balance forever
requires a larger adjustment than is needed to maintain
a positive balance over 75 years when the annual balance
in the program is negative at the end of the 75-year pro-
jection period, as it is expected to be for Social Security
and Medicare without future reforms.

Table 4-3 shows the projected income rate, cost rate,
and annual balance for the Medicare HI and combined
OASDI Trust Funds at selected dates under the Trustees’
intermediate assumptions. Data from the 2010 and the
2011 reports are shown along with the latest data from
the 2012 reports. Even following the passage of the ACA
in 2010, there is a continued imbalance in the long-run
projections of the HI program due to demographic trends
and continued high per-person costs. Additionally, follow-
ing two years of significant ACA-related improvement,
the 2012 Trustees’ Report reflects an increase in the long-
run deficit compared to 2011 due to the implementation
of recommendations of the Medicare Technical Review
Panel on long-term health care cost growth rates. While
these projections still assume full implementation of the
cost reductions under current law over the entire long-run
projection period, the entire long-run cost growth calcula-
tion has been modified following the Panel’s findings. In
the 2011 Trustees’ report, which was largely unchanged
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from 2010, Medicare HI trust fund costs as a percentage
of Medicare covered payroll were projected to rise from
3.8 percent to 5.0 percent between 2010 and 2080 and the
HI trust fund imbalance was projected to be -0.7 percent
in 2080. In the 2012 report, costs rise from 3.7 percent of
Medicare taxable payroll in 2010 to 6.3 percent in 2080
and the imbalance in the HI trust fund in 2080 is -2.0
percent.

Medicare Funding Warning. Under the Medicare
Modernization Act (MMA) of 2003, the Medicare Trustees
must issue a “warning” when in two consecutive Trustees’
reports they project that the share of Medicare funded by
general revenues will exceed 45 percent in the current
year or any of the subsequent six years. Such a warn-
ing was included in the 2012 Trustees Report. The MMA
requires that the President submit legislation, within 15
days of submitting the Budget, which will reduce general
revenue funding to 45 percent of overall Medicare out-
lays or lower in the immediate seven-fiscal-year window.
In accordance with the Recommendations Clause of the
Constitution and as the Executive Branch has noted in
prior years, the Executive Branch considers this require-
ment to be advisory and not binding. However, the pro-
posals in this Budget would further strengthen Medicare’s
finances and extend its solvency.

As aresult of reforms legislated in 1983, Social Security
had been running a cash surplus with taxes exceeding
costs up until 2009. This surplus in the Social Security
trust fund helped to hold down the unified budget deficit.
The cash surplus ended in 2009. The 2012 Social Security
trustees report projects that the trust fund will not return
to cash surplus without further reforms. Even so, the pro-
gram will continue to experience an overall surplus for
some years because of the Trust Funds’ interest earnings.
Eventually, however, Social Security will begin to draw
on its trust fund balances to cover current expenditures.
Over time, as the ratio of workers to retirees falls, costs
are projected to rise further from 13.8 percent of Social
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Table 4-3.

INTERMEDIATE ACTUARIAL PROJECTIONS FOR OASDI AND HI

2012 ‘ 2020 ‘ 2030 ‘ 2050 ‘ 2080

Percent of Payroll

Medicare Hospital Insurance (HI)
Income Rate
2010 Trustees’ Report
2011 Trustees’ Report ...
2012 Trustees’ Report
Cost Rate
2010 Trustees’ Report
2011 Trustees’ Report ...
2012 Trustees’ Report
Annual Balance

2010 Trustees’ REPOM ..o

2011 Trustees’ Report ...
2012 Trustees’ Report ...
Projection Interval: ...
Actuarial Balance: 2010 Trustees’ Report ......
Actuarial Balance: 2011 Trustees’ Report ......
Actuarial Balance: 2012 Trustees’ Report ......

32 34 36 39 4.3
32 35 36 39 4.3
3.2 35 37 39 4.3
36 35 43 5.0 4.9
3.8 36 44 5.1 5.0
37 3.6 47 5.8 6.3
................ 0.4 -0.0 0.7 -1.1 0.7
0.6 0.2 -0.8 -1.2 0.7
0.5 0.2 -1.0 -1.9 2.0
25 years| 50years| 75 years

-0.3 -0.6 0.7

-0.5 0.8 -0.8

-0.7 -1.2 -1.4

Percent of Payroll

Old Age Survivors and Disability Insurance (OASDI)
Income Rate

2010 Trustees’ REPOM .......cvvreereierieriereeere e

2011 Trustees’ Report ...
2012 Trustees’ Report ...

Cost Rate

2010 Trustees’ REPOM ..o
2011 Trustees  REPOM .....cvvvrveerierreseseeecece e ssenens
2012 Trustees’ REPOM ......c.ucuuiicenrieiineieeieesisesreceieseeneas

Annual Balance

2010 Trustees’ REPOM ..o

2011 Trustees’ Report ...

2012 Trustees’ REPOM ......ccuucvueirceeieeireieeieriesireseeessseieneas
Projection INtErval: ...

Actuarial Balance: 2010 Trustees’ Report
Actuarial Balance: 2011 Trustees’ Report
Actuarial Balance: 2012 Trustees’ Report

12.9 13.1 13.2 13.2 13.3
12.9 13.1 13.2 13.2 13.3
12.9 13.1 13.3 13.3 13.3

................ 12.8 14.2 16.4 16.3 17.3

13.2 14.2 16.7 16.7 17.4

................ 13.8 14.4 17.0 171 17.6
................ 0.0 -1.1 -3.2 -3.1 -4.0
0.4 -1.1 -35 -34 -4.1
................ -0.9 -1.3 -3.8 -3.8 -4.3
................ 25 years| 50vyears| 75 years
-0.3 -1.5 -1.9

-0.6 -1.8 22

-1.2 2.3 2.7

Security covered payroll in 2012 to 14.4 percent of payroll
in 2020, 17.0 percent of payroll in 2030 and 17.6 percent
of payroll in 2080. Revenues excluding interest are pro-
jected to rise only slightly from 12.9 percent of payroll to-
day to 13.3 percent in 2080. Thus the annual balance is
projected to decline from -0.9 percent of payroll in 2012 to
-1.3 percent of payroll in 2020, -3.8 percent of payroll in
2030, and -4.3 percent of payroll in 2080. On a 75-year
basis, the actuarial deficit is projected to be -2.7 percent
of payroll. In the process, the Social Security trust fund,
which was built up since 1983, would be drawn down and

eventually be exhausted in 2033. These projections as-
sume that benefits would continue to be paid in full de-
spite the projected exhaustion of the trust fund to show
the long-run implications of current benefit formulas.
Under current law, not all scheduled benefits would be
paid after the trust funds are exhausted. However, ben-
efits could still be partially funded from current revenues.
The 2012 Trustees’ report presents projections on this
point. Beginning in 2033, 75 percent of projected Social
Security scheduled benefits would be funded. This per-
centage would eventually decline to 73 percent by 2086.

TECHNICAL NOTE: SOURCES OF DATA AND METHODS OF ESTIMATING

The long-range budget projections are based on demo-

the Federal budget, developed at OMB, is used to compute

graphic and economic assumptions. A simplified model of the budgetary implications of these assumptions.
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Demographic and Economic Assumptions.—For
the years 2013-2023, the assumptions are drawn from
the Administration’s economic projections used for the
2014 Budget. These budget assumptions reflect the
President’s policy proposals. The economic assumptions
are extended beyond this interval by holding inflation, in-
terest rates, and the unemployment rate constant at the
levels assumed in the final year of the budget forecast.
Population growth and labor force growth are extended
using the intermediate assumptions from the 2012 Social
Security Trustees’ report. The projected rate of growth
for real GDP is built up from the labor force assumptions
and an assumed rate of productivity growth. Productivity
growth, measured as real GDP per hour, is assumed to
equal its average rate of growth in the Budget’s economic
assumptions—1.7 percent per year.

CPI inflation holds stable at 2.2 percent per year, the
unemployment rate is constant at 5.4 percent, the yield
on 10-year Treasury notes is steady at 5.0 percent, and
the 91-day Treasury bill rate is 3.7 percent. Consistent
with the demographic assumptions in the Trustees’ re-
ports, U.S. population growth slows from around 1 per-
cent per year to about two-thirds that rate by 2030, and
slower rates of growth beyond that point. By the end of
the projection period total population growth is nearly as
low as 0.4 percent per year. Real GDP growth is projected
to be less than its historical average of around 3.2 percent
per year because the slowdown in population growth and
the increase in the population over age 65 reduce labor
supply growth. In these projections, average real GDP

growth averages between 2.3 percent and 2.4 percent per
year for the period following the end of the 10-year budget
window in 2023.

The economic and demographic projections described
above are set by assumption and do not automatically
change in response to changes in the budget outlook. This
is unrealistic, but it simplifies comparisons of alternative
policies.

Budget Projections.—For the period through 2023,
receipts follow the 2014 Budget’s policy projections. After
2023, total tax receipts rise gradually relative to GDP as
real incomes also rise. Discretionary spending follows the
path in the Budget over the next 10 years and grows at
the rate of growth in inflation plus population afterwards.
Other spending also aligns with the Budget through the
budget horizon. Long-run Social Security spending is
projected by the Social Security actuaries using this chap-
ter’s long-range economic and demographic assumptions.
Medicare benefits are projected based on a projection of
beneficiary growth and excess health care cost growth
from the 2012 Medicare Trustees’ report, as adjusted to
account for the Budget’s IPAB proposal, and the general
inflation assumptions described above. Medicaid outlays
are based on the economic and demographic projections
in the model. Other entitlement programs are projected
based on rules of thumb linking program spending to ele-
ments of the economic and demographic projections such
as the poverty rate.






5. FEDERAL BORROWING AND DEBT

Debt is the largest legally and contractually binding
obligation of the Federal Government. At the end of 2012,
the Government owed $11,281 billion of principal to the
individuals and institutions who had loaned it the money
to fund past deficits. During that year, the Government
paid the public approximately $232 billion of interest on
this debt. At the same time, the Government also held
financial assets, net of other liabilities, of $999 billion.
Therefore, debt net of financial assets was $10,282 billion.

The $11,281 billion debt held by the public at the end of
2012 represents an increase of $1,153 billion over the level
at the end of 2011. In 2012, the $1,087 billion deficit and
other financing transactions totaling $66 billion caused
the Government to increase its borrowing from the public
by $1,153 billion. Debt held by the public increased from
67.8 percent of Gross Domestic Product (GDP) at the end of
2011 to 72.6 percent of GDP at the end of 2012. Meanwhile,
financial assets net of liabilities grew by $41 billion in 2012.
Debt held by the public net of financial assets increased
from 61.4 percent of GDP at the end of 2011 to 66.1 percent
of GDP at the end of 2012. The deficit is estimated to fall
to $973 billion in 2013, and then continue to decrease as
a percent of GDP in subsequent years. Declining deficits
and continued GDP growth are estimated to significantly
reduce growth in debt as a percentage of GDP; debt held by
the public is projected to reach 76.6 percent of GDP at the
end of 2013 and 78.2 percent at the end of 2014 and 2015
and then to begin to decline gradually after 2015. Debt net
of financial assets is expected to follow a similar path, in-
creasing to 70.5 percent of GDP at the end of 2014 and then
decreasing in each of the following years.

Trends in Debt Since World War II

Table 5-1 depicts trends in Federal debt held by the
public from World War II to the present and estimates
from the present through 2018. (It is supplemented for
earlier years by Tables 7.1-7.3 in Historical Tables, which
is published as a separate volume of the Budget.) Federal
debt peaked at 108.7 percent of GDP in 1946, just after
the end of the war. From then until the 1970s, Federal
debt as a percentage of GDP decreased almost every
year because of relatively small deficits, an expanding
economy, and inflation. With households borrowing large
amounts to buy homes and consumer durables, and with
businesses borrowing large amounts to buy plant and
equipment, Federal debt also decreased almost every year
as a percentage of total credit market debt outstanding.
The cumulative effect was impressive. From 1950 to 1975,
debt held by the public declined from 80.2 percent of GDP
to 25.3 percent, and from 53.3 percent of credit market
debt to 18.4 percent. Despite rising interest rates, interest
outlays became a smaller share of the budget and were
roughly stable as a percentage of GDP.

Federal debt relative to GDP is a function of the Nation’s
fiscal policy as well as overall economic conditions. During
the 1970s, large budget deficits emerged as spending grew
faster than receipts and as the economy was disrupted
by oil shocks and rising inflation. The nominal amount of
Federal debt more than doubled, and Federal debt rela-
tive to GDP and credit market debt stopped declining af-
ter the middle of the decade. The growth of Federal debt
accelerated at the beginning of the 1980s, due in large
part to a deep recession, and the ratio of Federal debt to
GDP grew sharply. It continued to grow throughout the
1980s as large tax cuts, enacted in 1981, and substantial
increases in defense spending were only partially offset
by reductions in domestic spending. The resulting deficits
increased the debt to almost 50 percent of GDP by 1993.
The ratio of Federal debt to credit market debt also rose,
though to a lesser extent. Interest outlays on debt held
by the public, calculated as a percentage of either total
Federal outlays or GDP, increased as well.

The growth of Federal debt held by the public was slow-
ing by the mid-1990s. In addition to a growing economy,
three major budget agreements were enacted in the 1990s,
implementing spending cuts and revenue increases and
significantly reducing deficits. The debt declined marked-
ly relative to both GDP and total credit market debt, from
1997 to 2001, as surpluses emerged. Debt fell from 49.3
percent of GDP in 1993 to 32.5 percent of GDP in 2001.
Over that same period, debt fell from 26.4 percent of total
credit market debt to 17.5 percent. Interest as a share of
outlays peaked at 16.5 percent in 1989 and then fell to 8.9
percent by 2002; interest as a percentage of GDP fell by a
similar proportion.

The impressive progress in reducing the debt burden
stopped and then reversed course beginning in 2002. A
decline in the stock market, a recession, and the initially
slow recovery from that recession all reduced tax receipts.
The tax cuts of 2001 and 2003 had a similarly large and
longer-lasting effect, as did the growing costs of the wars
in Iraq and Afghanistan. Deficits ensued and debt began
to rise, both in nominal terms and as a percentage of GDP.
There was a small temporary improvement in 2006 and
2007 as economic growth led to a short-lived revival of
receipt growth.

As a result of the most recent recession, which began in
December 2007, and the massive financial and economic
challenges it imposed on the Nation, the deficit began
increasing rapidly in 2008. The deficit increased more
substantially in 2009 as the Government continued to
take aggressive steps to restore the health of the Nation’s
economy and financial markets. The deficit fell somewhat
in 2010, increased only slightly in 2011, and fell in 2012.
With the proposals in the Budget, the deficit is projected
to fall in 2013, both in nominal terms and as a share of

61
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Table 5-1. TRENDS IN FEDERAL DEBT HELD BY THE PUBLIC

(Dollar amounts in billions)

Interest on the debt
Debt held by the  [Debt held by the public |held by the public as a
public: as a percent of: percent of:3
Fiscal Year
Credit
Current | FY 2012 market Total

dollars | dollars’ GDP debt? outlays GDP
2419| 2,368.9 108.7 N/A 74 1.8
219.0| 1,7454 80.2 53.3 114 1.8
226.6| 1,586.9 57.2 43.2 7.6 1.3
236.8| 14724 45.6 33.7 8.5 15
260.8| 1,516.0 37.9 26.9 8.1 14
2832| 1,368.9 28.0 20.8 7.9 15
394.7| 1,404.0 25.3 18.4 75 1.6
711.9] 1,751.3 26.1 18.6 10.6 2.3
1,507.3| 2,826.5 36.4 22.3 16.2 37
2,411.6| 38730 42.1 22.6 16.2 35
3,604.4| 5,099.7 49.1 26.4 15.8 33
3,409.8| 44414 347 19.0 13.0 24
3,319.6| 4,224.3 325 175 11.6 2.1
3,540.4| 44321 33.6 17.4 8.9 1.7
39134| 4,801.0 35.6 17.8 75 1.5
42955 5,139.5 36.8 17.4 7.3 1.4
45922 53215 36.9 17.0 77 1.5
4829.0 54120 36.6 16.4 8.9 1.8
5,035.1| 5,480.9 36.3 15.8 9.2 1.8
5803.1| 6,173.6 40.5 171 8.7 1.8
7544.7| 7,9241 54.0 214 5.7 1.4
9,0189| 9,377.3 62.9 24.8 6.6 1.6
10,128.2| 10,314.0 67.8 26.9 7.4 1.8
11,281.1] 11,281.1 72.6 28.7 6.6 1.5
12,403.5| 12,149.9 76.6 N/A 72 1.6
13,295.9| 12,781.7 78.2 N/A 71 1.6
2015 estimate 14,032.2| 13,238.7 78.2 N/A 7.4 1.6
2016 estimate 14,714.1] 13,624.0 77.7 N/A 8.3 1.8
2017 estimate 15,343.5| 13,9425 76.8 N/A 9.8 2.1
2018 estimate ... 15,954.1| 14,227.7 75.9 N/A 11.5 2.4

N/A = Not available.

"Debt in current dollars deflated by the GDP chain-type price index with fiscal year 2012 equal to 100.

2Total credit market debt owed by domestic nonfinancial sectors, modified in some years to be consistent with budget concepts for the
measurement of Federal debt. Financial sectors are omitted to avoid double counting, since financial intermediaries borrow in the credit
market primarily in order to finance lending in the credit market. Source: Federal Reserve Board flow of funds accounts. Projections are not
available.

3 Interest on debt held by the public is estimated as the interest on Treasury debt securities less the “interest received by trust funds”
(subfunction 901 less subfunctions 902 and 903). The estimate of interest on debt held by the public does not include the comparatively small
amount of interest paid on agency debt or the offsets for interest on Treasury debt received by other Government accounts (revolving funds
and special funds).

the economy, and continue to fall as a percentage of GDP then to begin to decline slowly after 2015, reaching 73.0
throughout the 10-year budget window before ending at percent of GDP in 2023. Debt net of financial assets as a
1.7 percent in 2023. Debt held by the public as a percent percent of GDP is estimated to grow to 69.5 percent at the
of GDP is estimated to grow to 76.6 percent at the end of end of 2013 and 70.5 percent at the end of 2014 and then
2013 and 78.2 percent at the end of 2014 and 2015 and to decline thereafter.
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Debt Held by the Public and Gross Federal Debt

The Federal Government issues debt securities for
two principal purposes. First, it borrows from the pub-
lic to finance the Federal deficit.! Second, it issues debt
to Federal Government accounts, primarily trust funds,
which accumulate surpluses. By law, trust fund surplus-
es must generally be invested in Federal securities. The
gross Federal debt is defined to consist of both the debt
held by the public and the debt held by Government ac-
counts. Nearly all the Federal debt has been issued by
the Treasury and is sometimes called “public debt,” but a
small portion has been issued by other Government agen-
cies and is called “agency debt.”?

Borrowing from the public, whether by the Treasury
or by some other Federal agency, is important because
it represents the Federal demand on credit markets.
Regardless of whether the proceeds are used for tangible
or intangible investments or to finance current consump-
tion, the Federal demand on credit markets has to be fi-
nanced out of the saving of households and businesses,
the State and local sector, or the rest of the world. Federal
borrowing thereby competes with the borrowing of other
sectors of the economy for financial resources in the credit
market. Borrowing from the public thus affects the size
and composition of assets held by the private sector and
the amount of saving imported from abroad. It also in-
creases the amount of future resources required to pay
interest to the public on Federal debt. Borrowing from the
public is therefore an important concern of Federal fiscal
policy.? Borrowing from the public, however, is an incom-
plete measure of the Federal impact on credit markets.
Different types of Federal activities can affect the credit
markets in different ways. For example, under its direct
loan programs, the Government uses borrowed funds to
acquire financial assets that might otherwise require fi-
nancing in the credit markets directly. (For more infor-
mation on other ways in which Federal activities impact
the credit market, see the discussion at the end of this
chapter.)

Issuing debt securities to Government accounts per-
forms an essential function in accounting for the operation
of these funds. The balances of debt represent the cumula-
tive surpluses of these funds due to the excess of their tax
receipts, interest receipts, and other collections over their

1 For the purposes of the Budget, “debt held by the public” is defined
as debt held by investors outside of the Federal Government, both do-
mestic and foreign, including U.S. State and local governments and for-
eign governments. It also includes debt held by the Federal Reserve.

2 The term “agency debt” is defined more narrowly in the budget
than customarily in the securities market, where it includes not only
the debt of the Federal agencies listed in Table 5—4, but also the debt
of the Government-Sponsored Enterprises listed in Table 22-9 at the
end of Chapter 22, “Credit and Insurance,” and certain Government-
guaranteed securities.

3 The Federal subsector of the national income and product accounts
provides a measure of “net government saving” (based on current expen-
ditures and current receipts) that can be used to analyze the effect of
Federal fiscal policy on national saving within the framework of an inte-
grated set of measures of aggregate U.S. economic activity. The Federal
subsector and its differences from the budget are discussed in Chapter
28, “National Income and Product Accounts.”

spending. The interest on the debt that is credited to these
funds accounts for the fact that some earmarked taxes and
user charges will be spent at a later time than when the
funds receive the monies. The debt securities are assets of
those funds but are a liability of the general fund to the
funds that hold the securities, and are a mechanism for
crediting interest to those funds on their recorded balanc-
es. These balances generally provide the fund with author-
ity to draw upon the U.S. Treasury in later years to make
future payments on its behalf to the public. Public policy
may result in the Government’s running surpluses and ac-
cumulating debt in trust funds and other Government ac-
counts in anticipation of future spending.

However, issuing debt to Government accounts does not
have any of the credit market effects of borrowing from the
public. It is an internal transaction of the Government,
made between two accounts that are both within the
Government itself. Issuing debt to a Government account
is not a current transaction of the Government with the
public; it is not financed by private saving and does not
compete with the private sector for available funds in the
credit market. While such issuance provides the account
with assets—a binding claim against the Treasury—
those assets are fully offset by the increased liability of
the Treasury to pay the claims, which will ultimately be
covered by the collection of revenues or by borrowing.
Similarly, the current interest earned by the Government
account on its Treasury securities does not need to be fi-
nanced by other resources.

Furthermore, the debt held by Government accounts
does not represent the estimated amount of the account’s
obligations or responsibilities to make future payments to
the public. For example, if the account records the trans-
actions of a social insurance program, the debt that it
holds does not necessarily represent the actuarial pres-
ent value of estimated future benefits (or future benefits
less taxes) for the current participants in the program,;
nor does it necessarily represent the actuarial present
value of estimated future benefits (or future benefits less
taxes) for the current participants plus the estimated
future participants over some stated time period. The
future transactions of Federal social insurance and em-
ployee retirement programs, which own 93 percent of the
debt held by Government accounts, are important in their
own right and need to be analyzed separately. This can be
done through information published in the actuarial and
financial reports for these programs.*

This Budget uses a variety of information sources to
analyze the condition of Social Security and Medicare,
the Government’s two largest social insurance programs.
Table 4-1 in Chapter 4, “Long-Term Budget Outlook,” proj-
ects Social Security and Medicare outlays to the year 2085
relative to GDP. The excess of future Social Security and
Medicare benefits relative to their dedicated income is

4 Extensive actuarial analyses of the Social Security and Medicare
programs are published in the annual reports of the boards of trustees
of these funds. The actuarial estimates for Social Security, Medicare, and
the major Federal employee retirement programs are summarized in
the Financial Report of the United States Government, prepared annu-
ally by the Department of the Treasury in coordination with the Office
of Management and Budget.
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Table 5-2. FEDERAL GOVERNMENT FINANCING AND DEBT

(In billions of dollars)

Estimate

Actual
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Financing:
Unified budget defiCit ...........ccourvrerenerrnernreiereernecienens 1,087.0) 9729| 7442| 5765 5284| 486.9| 4753 498.1| 503.1| 500.8| 518.7| 439.1

Other transactions affecting borrowing from the public:
Changes in financial assets and liabilities: !

Change in Treasury operating cash balance ........... 274 54 ] ] ] ] ] ] ] ] ]
Net disbursements of credit financing accounts:
Direct 10an aCCOUNES .....couuvvrvercererieerieeecrinnes 85.7| 1442| 138.2| 153.3| 143.5| 1328| 1240/ 119.0f 1182 1196 119.1] 120.0
Guaranteed l0an acCoUNtS ...........oweeevereevecrennns 12.3 15.1 16.7 12.0 12.0 11.0 12.7 13.3 9.1 48 04 -1.8
Troubled Asset Relief Program equity purchase
ACCOUNTS ooveveveeeerreeeee e eesens —61.3 -32 5.4 4.0 -0.2 -0.1 -0.1 -0.1 = = = i
Subtotal, net disbursements ............ccocce.ee. 36.7| 156.1| 149.6] 161.2| 155.3| 143.7| 136.6| 132.1| 1273 1244 1195] 1182
Net purchases of non-Federal securities by the
National Railroad Retirement Investment Trust ... 1.4 -1.1 -1.3 -13 -1.7 -1.1 -1.2 -1.2 -1.1 -14 -1.0 -0.3
Net change in other financial assets and liabilities? ... 05 ] ] ] ] ] ] ] v ] i
Subtotal, changes in financial assets and
liabilities .... 66.0/ 149.6| 148.3| 160.0 153.7| 1426| 1354 130.9| 126.2| 123.1| 1184 1179

Seigniorage 0N COINS .......c.virieeerneeneineineiinereiseiesiees | cvveie -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 -0.2

Total, other transactions affecting borrowing from
the PUBLIC ....vvveec e 66.0] 1495 148.1] 159.9| 1535| 1425 1353| 130.8] 126.0] 122.9| 1182 117.7

Total, requirement to borrow from the public
(equals change in debt held by the public) ... | 1,152.9| 1,122.4| 892.3| 736.3| 681.9| 629.4| 6105 628.9| 629.1| 623.7| 636.9| 556.9

Changes in Debt Subject to Statutory Limitation:

Change in debt held by the public ...........cccoevvernrirerinnns 1,152.9| 1,122.4| 8923 736.3| 681.9| 629.4| 6105/ 6289 629.1| 6237 6369 556.9
Change in debt held by Government accounts .................. 133.8 75.9 105.3| 1646/ 196.9| 2205 209.1 139.6/ 129.8 124.4 93.6 94.1
Less: change in debt not subject to limit and other
AAJUSIMENTS ..ot -6.2 1.3 0.4 ¢ 0.6 0.3 = -0.5 -14 -0.9 -0.8 0.1
Total, change in debt subject to statutory limitation ...... 1,280.5| 1,199.6) 998.0/ 901.0/ 879.4| 8502 819.6|/ 768.0( 7575 7472| 729.8/ 651.1
Debt Subject to Statutory Limitation, End of Year:
Debt issued by TrEaSUIY .........veureeerieerneeieresresesseeeenes 16,023.7| 17,221.5| 18,218.1] 19,118.1| 19,996.2| 20,845.7 | 21,664.7| 22,432.1| 23,189.5| 23,936.7 | 24,666.5| 25,317.7
Less: Treasury debt not subject to limitation (<)% ............... -8.1 -6.2 -4.8 -3.8 -25 -1.8 -12 -0.5 -0.5 -0.5 -05 -05
Agency debt subject to limitation ..........cccvcevercrniirnceeen. * * * * * ¥ * * * * * *
Adjustment for discount and premium# ...........cccoooevvvvvennn. 11.4 11.4 11.4 11.4 11.4 11.4 11.4 11.4 11.4 11.4 11.4 11.4
Total, debt subject to statutory limitation® .................... 16,027.0| 17,226.7| 18,224.7| 19,125.7| 20,005.1| 20,855.3| 21,674.9| 22,442.9| 23,200.4| 23,947.6| 24,677.4| 25,328.5
Debt Outstanding, End of Year:
Gross Federal debt:8
Debt issued by Treasury .......c.ccoeeeeeeeneeeeemnreeenennns 16,023.7| 17,221.5| 18,218.1] 19,118.1| 19,996.2| 20,845.7| 21,664.7| 22,432.1| 23,189.5| 23,936.7 | 24,666.5| 25,317.7
Debt issued by other agenCies ..........couweevrermeernveerrrennee 27.2 27.7 28.7 29.7 30.4 30.8 31.4 32.5 34.0 34.8 35.6 35.5
Total, gross Federal debt ..........coveevvrenerreeincinnns 16,050.9| 17,249.2| 18,246.8| 19,147.8| 20,026.6| 20,876.5| 21,696.1| 22,464.6| 23,223.5| 23,971.6| 24,702.1| 25,353.1
Held by:
Debt held by Government accounts ..........cccvveevevennee 4769.8| 4,845.7| 4,951.0| 5,115.6| 53125 5533.0| 5742.1| 5881.6| 6,011.5| 6,135.9| 6,229.5| 6,323.6
Debt held by the public” ..o 11,281.1| 12,403.5| 13,295.9| 14,032.2| 14,714.1| 15,343.5| 15,954.1{ 16,583.0| 17,212.1| 17,835.7| 18,472.7| 19,029.5

*$50 million or less.

1A decrease in the Treasury operating cash balance (which is an asset) is a means of financing a deficit and therefore has a negative sign. An increase in checks outstanding (which
is a liability) is also a means of financing a deficit and therefore also has a negative sign.

2|ncludes checks outstanding, accrued interest payable on Treasury debt, uninvested deposit fund balances, allocations of special drawing rights, and other liability accounts; and, as
an offset, cash and monetary assets (other than the Treasury operating cash balance), other asset accounts, and profit on sale of gold.

3 Consists primarily of debt issued by or held by the Federal Financing Bank.

4 Consists mainly of unamortized discount (less premium) on public issues of Treasury notes and bonds (other than zero-coupon bonds) and unrealized discount on Government
account series securities.

5 Legislation enacted February 4, 2013, (PL. 113-3) temporarily suspended the debt limit through May 18, 2013.

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

7 At the end of 2012, the Federal Reserve Banks held $1,645.3 billion of Federal securities and the rest of the public held $9,635.8 billion. Debt held by the Federal Reserve Banks is
not estimated for future years.
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very different in concept and much larger in size than the
amount of Treasury securities that these programs hold.
For all these reasons, debt held by the public and debt
net of financial assets are both better gauges of the effect of
the budget on the credit markets than gross Federal debt.

Government Deficits or Surpluses
and the Change in Debt

Table 5-2 summarizes Federal borrowing and debt
from 2012 through 2023.5 In 2012 the Government bor-
rowed $1,153 billion, increasing the debt held by the
public from $10,128 billion at the end of 2011 to $11,281
billion at the end of 2012. The debt held by Government
accounts increased $134 billion, and gross Federal debt
increased by $1,287 billion to $16,051 billion.

Debt held by the public.—The Federal Government
primarily finances deficits by borrowing from the public,
and it primarily uses surpluses to repay debt held by the
public.® Table 5-2 shows the relationship between the
Federal deficit or surplus and the change in debt held by
the public. The borrowing or debt repayment depends on
the Government’s expenditure programs and tax laws, on
the economic conditions that influence tax receipts and
outlays, and on debt management policy. The sensitiv-
ity of the budget to economic conditions is analyzed in
Chapter 2, “Economic Assumptions and Interaction with
the Budget,” in this volume.

The total or unified budget surplus consists of two
parts: the on-budget surplus or deficit; and the surplus of
the off-budget Federal entities, which have been excluded
from the budget by law. Under present law, the off-budget
Federal entities are the Social Security trust funds (Old-
Age and Survivors Insurance and Disability Insurance)
and the Postal Service Fund.” The on-budget and off-bud-
get surpluses or deficits are added together to determine
the Government’s financing needs.

Over the long run, it is a good approximation to say
that “the deficit is financed by borrowing from the pub-
lic” or “the surplus is used to repay debt held by the pub-
lic.” However, the Government’s need to borrow in any
given year has always depended on several other factors
besides the unified budget surplus or deficit, such as the
change in the Treasury operating cash balance. These
other factors—“other transactions affecting borrowing
from the public’—can either increase or decrease the
Government’s need to borrow and can vary considerably
in size from year to year. The other transactions affecting
borrowing from the public are presented in Table 5-2 (an

5 For projections of the debt beyond 2023, see Chapter 4, “Long-Term
Budget Outlook.”

6 Treasury debt held by the public is measured as the sales price plus
the amortized discount (or less the amortized premium). At the time of
sale, the book value equals the sales price. Subsequently, it equals the
sales price plus the amount of the discount that has been amortized
up to that time. In equivalent terms, the book value of the debt equals
the principal amount due at maturity (par or face value) less the un-
amortized discount. (For a security sold at a premium, the definition
is symmetrical.) For inflation-indexed notes and bonds, the book value
includes a periodic adjustment for inflation. Agency debt is generally
recorded at par.

7 For further explanation of the off-budget Federal entities, see Chap-
ter 12, “Coverage of the Budget.”

increase in the need to borrow is represented by a positive
sign, like the deficit).

In 2012 the deficit was $1,087 billion while these other
factors—primarily the change in the Treasury operating
cash balance and the net activity of credit financing ac-
counts—increased the need to borrow by $66 billion. As a
result, the Government borrowed $1,153 billion from the
public. The other factors are estimated to increase bor-
rowing by $150 billion in 2013 and $148 billion in 2014.
In 2015-2023, these other factors are expected to increase
borrowing by annual amounts ranging from $118 billion
to $160 billion.

As a result of the Government’s extraordinary efforts
to stabilize the Nation’s credit markets that began in
2008, the other factors have had significantly increased
effects on borrowing from the public in recent years. In
the 20 years between 1988 and 2007, the cumulative defi-
cit was $2,956 billion, the increase in debt held by the
public was $3,145 billion, and other factors added a total
of $190 billion of borrowing, 6 percent of total borrowing
over this period. By contrast, the other factors resulted in
more than 40 percent of the total increase in borrowing
from the public for 2008, nearly 20 percent of the increase
for 2009, and over 12 percent of the increase for 2010. In
2011, the other factors reduced borrowing by about 17
percent. In 2012, with the financial stabilization activi-
ties largely winding down, the impacts of the other factors
returned to historical levels, accounting for 6 percent of
the increase in borrowing.

Three specific factors presented in Table 5-2 are espe-
cially important.

Change in Treasury operating cash balance.—In 2012,
the cash balance increased by $27 billion, to $85 billion. In
the preceding three years, 2008-2011, changes in the cash
balance were largely driven by fluctuations in the tem-
porary Supplementary Financing Program (SFP). Under
the SFP, Treasury issued short-term debt and deposited
the cash proceeds with the Federal Reserve for use by the
Federal Reserve in its actions to stabilize the financial
markets. The cash balance increased by a record $296 bil-
lion in 2008, primarily as a result of the creation of the SFP.
In 2009, the cash balance decreased by $96 billion, due to
a $135 billion reduction in the SFP balance offset by a $38
billion increase in the non-SFP cash balance. In 2010, the
cash balance increased by $35 billion, to $310 billion, due
nearly entirely to an increase in the SFP balance. In 2011,
the cash balance decreased by $252 billion to $58 billion,
due largely to reducing the SFP balance from $200 billion
to zero as the Federal Government neared the debt ceil-
ing. In the 10 years preceding 2008, changes in the cash
balance had been much smaller, ranging from a decrease
of $26 billion in 2003 to an increase of $23 billion in 2007.
The operating cash balance is projected to fall by $5 billion,
to $80 billion at the end of 2013. Changes in the operat-
ing cash balance, while occasionally large, are inherently
limited over time. Decreases in cash—a means of financing
the Government—are limited by the amount of past accu-
mulations, which themselves required financing when they
were built up. Increases are limited because it is generally
more efficient to repay debt.
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Net financing disbursements of the direct loan and
guaranteed loan financing accounts.—Under the Federal
Credit Reform Act of 1990 (FCRA), the budgetary pro-
gram account for each credit program records the esti-
mated subsidy costs—the present value of estimated net
losses—at the time when the direct or guaranteed loans
are disbursed. The individual cash flows to and from the
public associated with the loans or guarantees, such as
the disbursement and repayment of loans, the default
payments on loan guarantees, the collection of interest
and fees, and so forth, are recorded in the credit program’s
non-budgetary financing account. Although the non-bud-
getary financing account’s cash flows to and from the pub-
lic are not included in the deficit (except for their impact
on subsidy costs), they affect Treasury’s net borrowing
requirements.®

In addition to the transactions with the public, the
financing accounts include several types of intragovern-
mental transactions. In particular, they receive payment
from the credit program accounts for the subsidy costs of
new direct loans and loan guarantees and for any upward
reestimate of the costs of outstanding direct and guar-
anteed loans. The financing accounts also pay any down-
ward reestimate of costs to budgetary receipt accounts.
The total net collections and gross disbursements of the
financing accounts, consisting of transactions with both
the public and the budgetary accounts, are called “net fi-
nancing disbursements.” They occur in the same way as
the “outlays” of a budgetary account, even though they
do not represent budgetary costs, and therefore affect the
requirement for borrowing from the public in the same
way as the deficit.

The intragovernmental transactions of the credit pro-
gram, financing, and downward reestimate receipt ac-
counts do not affect Federal borrowing from the public.
Although the deficit changes because of the budgetary ac-
count’s outlay to, or receipt from, a financing account, the
net financing disbursement changes in an equal amount
with the opposite sign, so the effects are cancelled out.
On the other hand, financing account disbursements to
the public increase the requirement for borrowing from
the public in the same way as an increase in budget out-
lays that are disbursed to the public in cash. Likewise,
receipts from the public collected by the financing account
can be used to finance the payment of the Government’s
obligations, and therefore they reduce the requirement
for Federal borrowing from the public in the same way as
an increase in budgetary receipts.

The impact of the net financing disbursements on
borrowing increased significantly in 2009, largely as a
result of Government actions to address the Nation’s fi-
nancial and economic challenges including through the
Troubled Asset Relief Program (TARP), purchases of
mortgage-backed securities issued or guaranteed by the
Government-Sponsored Enterprises (GSEs), and the
Temporary Student Loan Purchase Program. Net financ-

8 The FCRA (sec. 505(b)) requires that the financing accounts be non-
budgetary. As explained in Chapter 12, “Coverage of the Budget,” they
are non-budgetary in concept because they do not measure cost. For ad-
ditional discussion of credit programs, see Chapter 22, “Credit and In-
surance,” and Chapter 11, “Budget Concepts.”

ing disbursements increased from $33 billion in 2008 to
a record $406 billion in 2009. With the wind-down of the
financial stabilization activities, borrowing due to financ-
ing accounts has decreased significantly, falling to $153
billion in 2010, $58 billion in 2011, and $37 billion in
2012. In 2013 credit financing accounts are projected to
increase borrowing by $156 billion. After 2013, the credit
financing accounts are expected to increase borrowing by
amounts ranging from $118 billion to $161 billion over
the next 10 years.

In some years, large net upward or downward reesti-
mates in the cost of outstanding direct and guaranteed
loans may cause large swings in the net financing dis-
bursements. In 2012, there was a net upward reestimate
of $12 billion, due largely to upward reestimates in the
TARP, Federal Direct Student Loan, and Federal Housing
Administration (FHA) Mutual Mortgage Insurance pro-
grams, partly offset by downward reestimates for guaran-
teed student loans. In 2013, there is a net upward reesti-
mate of $1 billion. Large upward reestimates in the FHA
housing programs are mostly offset by large downward re-
estimates in the TARP and direct student loan programs.

Net purchases of non-Federal securities by the National
Railroad Retirement Investment Trust (NRRIT).—This
trust fund was established by the Railroad Retirement
and Survivors’ Improvement Act of 2001. In 2003, most of
the assets in the Railroad Retirement Board trust funds
were transferred to the NRRIT trust fund, which invests
its assets primarily in private stocks and bonds. The Act
required special treatment of the purchase or sale of non-
Federal assets by this trust fund, treating such purchases
as a means of financing rather than outlays. Therefore,
the increased need to borrow from the public to finance
NRRIT’s purchases of non-Federal assets is part of the
“other transactions affecting borrowing from the public”
rather than included as an increase in the deficit. While
net purchases and redemptions affect borrowing from the
public, unrealized gains and losses on NRRIT’s portfolio
are included in both the other factors and, with the op-
posite sign, in NRRIT’s net outlays in the deficit, for no
net impact on borrowing from the public. The increased
borrowing associated with the initial transfer expanded
publicly held debt by $20 billion in 2003. Net transactions
in subsequent years have been much smaller. In 2012, net
increases, including purchases and gains, were $1 billion.
Net redemptions of roughly $1 billion annually are pro-
jected for 2013 and subsequent years.?

Debt held by Government accounts.—The amount
of Federal debt issued to Government accounts depends
largely on the surpluses of the trust funds, both on-bud-
get and off-budget, which owned 92 percent of the total
Federal debt held by Government accounts at the end of
2012. In 2012, the total trust fund surplus was $90 billion,
and trust funds invested $121 billion in Federal securi-
ties. Investment may differ somewhat from the surplus
due to changes in the amount of cash assets not currently
invested. The remainder of debt issued to Government ac-
counts is owned by a number of special funds and revolv-

9 The budget treatment of this fund is further discussed in Chapter
11, “Budget Concepts.”



5. FEDERAL BORROWING AND DEBT

67

Table 5-3. DEBT HELD BY THE PUBLIC NET OF FINANCIAL ASSETS AND LIABILITIES

(Dollar amounts in billions)

Estimate
Actual
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Debt Held by the Public:
Debt held by the public .. .| 11,281.1| 12,403.5| 13,295.9| 14,032.2| 14,714.1| 15,343.5| 15,954.1| 16,583.0| 17,212.1| 17,835.7| 18,472.7| 19,029.5
As apercent of GDP ... 72.6%| 76.6%| 782%| 782%| 77.7%| 76.8%| 759%| 753%| 74.9%| 744%| 73.9%| 73.0%
Financial Assets Net of Liabilities:
Treasury operating cash balance ...........c.covreeneereeeneecnen. 85.4 80.0 80.0 80.0 80.0 80.0 80.0 80.0 80.0 80.0 80.0 80.0
Credit financing account balances:
Direct 10an aCCOUNES ........vvvceueeciriineieseieeieeeeieens 803.2| 947.5| 1,085.7| 1,239.0| 1,382.6| 1,515.3| 1,639.3| 1,758.3| 1,876.5| 1,996.1| 2,115.2| 2,235.2
Guaranteed 10an aCCOUNES ..........ccervereerreereereesneenenens -9.8 5.3 22.0 34.0 46.0 57.0 69.7 83.0 92.1 96.9 97.3 95.5
TARP equity purchase accounts ...........ccocveeeeeereereenes 13.6 10.3 5.0 1.0 0.8 0.7 0.6 0.5 0.5 0.4 0.4 0.4
Subtotal, credit financing account balances ............ 807.0 963.1| 1,112.7| 1,273.9| 1,429.3| 1,573.0| 1,709.6| 1,841.8| 1,969.1| 2,093.5| 2,212.9| 2,331.2
Government-sponsored enterprise preferred stock ........... 109.2 109.2 109.2| 109.2 109.2 109.2| 109.2 109.2| 109.2| 109.2 109.2| 109.2
Non-Federal securities held by NRRIT .............. 229 21.8 20.4 19.2 17.5 16.4 15.2 14.0 12.9 11.5 10.5 10.1
Other assets net of liabilities .................. -25.3] -25.3] -253] -253] -25.3] -253] -253] -253] -253] -253] -253] -253
Total, financial assets net of liabilities ............cc.cccveunnee 999.1| 1,148.8| 1,297.0| 1,457.0| 1,610.7| 1,753.3| 1,888.7| 2,019.6| 2,145.8| 2,268.9| 2,387.3| 2,505.2
Debt Held by the Public Net of Financial Assets and
Liabilities:
Debt held by the public net of financial assets .................. 10,282.0| 11,254.8| 11,998.9| 12,575.2| 13,103.4| 13,590.2| 14,065.3| 14,563.3| 15,066.3| 15,566.9| 16,085.4| 16,524.3
As a percent of GDP ........cc.ccocvverveierieiesenissieniens 66.1%| 69.5%| 70.5%| 70.1%| 69.2%| 68.0%| 66.9%| 66.2%| 65.6%| 65.0%| 64.4%| 63.4%

ing funds. The debt held in major accounts and the annual
investments are shown in Table 5-5.

Debt Held by the Public Net of
Financial Assets and Liabilities

While debt held by the public is a key measure for ex-
amining the role and impact of the Federal Government
in the U.S. and international credit markets and for oth-
er purposes, it provides incomplete information on the
Government’s financial condition. The U.S. Government
holds significant financial assets, which must be off-
set against debt held by the public and other financial
liabilities to achieve a more complete understanding of
the Government’s financial condition. The acquisition of
those financial assets represents a transaction with the
credit markets, broadening those markets in a way that
is analogous to the demand on credit markets that bor-
rowing entails. For this reason, debt held by the public is
also an incomplete measure of the impact of the Federal
Government in the U.S. and international credit markets.

One transaction that can increase both borrowing
and assets is an increase to the Treasury operating cash
balance. When the Government borrows to increase
the Treasury operating cash balance, that cash balance
also represents an asset that is available to the Federal
Government. Looking at both sides of this transaction—
the borrowing to obtain the cash and the asset of the cash
holdings—provides much more complete information
about the Government’s financial condition than looking
at only the borrowing from the public. Another example
of a transaction that simultaneously increases borrowing
from the public and Federal assets is Government bor-
rowing to issue direct loans to the public. When the di-
rect loan is made, the Government is also acquiring an

asset in the form of future payments of principal and
interest, net of the Government’s expected losses on the
loans. Similarly, when the National Railroad Retirement
Investment Trust increases its holdings of non-Federal
securities, the borrowing to purchase those securities is
offset by the value of the asset holdings.

The acquisition or disposition of Federal financial as-
sets very largely explains the difference between the
deficit for a particular year and that year’s increase in
debt held by the public. Debt net of financial assets is a
measure that is conceptually closer to the measurement
of Federal deficits or surpluses; cumulative deficits and
surpluses over time more closely equal the debt net of fi-
nancial assets than they do the debt held by the public.

The magnitude and the significance of the Government’s
financial assets increased greatly from the later part of
2008 through 2010, as a result of Government actions,
such as implementation of TARP, to address the challeng-
es facing the Nation’s financial markets and economy. 1°
In 2011, as some of these activities continued to wind
down, the Government’s net financial assets decreased
from $1,125 billion to $958 billion. In 2012, net financial
assets increased by $41 billion, to $999 billion.

Table 5-3 presents debt held by the public net of the
Government’s financial assets and liabilities, or “net
debt.” Treasury debt is presented in the Budget at book
value, with no adjustments for the change in economic
value that results from fluctuations in interest rates. The
balances of credit financing accounts are based on projec-
tions of future cash flows. For direct loan financing ac-
counts, the balance generally represents the net present
value of anticipated future inflows such as principal and

10 For more information on these activities, see Chapter 3, “Financial
Stabilization Efforts and Their Budgetary Effects.”
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interest payments from borrowers. For guaranteed loan
financing accounts, the balance generally represents the
net present value of anticipated future outflows, such as
default claim payments net of recoveries and other collec-
tions, such as program fees. NRRIT’s holdings of non-Fed-
eral securities are marked to market on a monthly basis.
GSE preferred stock is measured at market value.

At the end of 2012, debt held by the public was $11,281
billion, or 72.6 percent of GDP. The Government held $999
billion in net financial assets, including a cash balance of
$85 billion, net credit financing account balances of $807
billion,!! and other assets and liabilities that aggregated
to a net asset of $107 billion. Therefore, debt net of finan-
cial assets was $10,282 billion, or 66.1 percent of GDP. As
shown in Table 5-3, the value of the Government’s net
financial assets is projected to increase to $1,149 billion in
2013, due to increases in the net balances of credit financ-
ing accounts. While debt held by the public is expected to
increase from 72.6 percent to 76.6 percent of GDP during
2013, net debt is expected to increase from 66.1 percent to
69.5 percent of GDP.

Debt securities and other financial assets and liabili-
ties do not encompass all the assets and liabilities of the
Federal Government. For example, accounts payable oc-
cur in the normal course of buying goods and services;
Social Security benefits are due and payable as of the end
of the month but, according to statute, are paid during the
next month; and Federal employee salaries are paid after
they have been earned. Like debt securities sold in the
credit market, these liabilities have their own distinctive
effects on the economy. The Federal Government also has
significant holdings of non-financial assets, such as land,
mineral deposits, buildings, and equipment. A unique and
important asset is the Government’s sovereign power to
tax. The different types of assets and liabilities are re-
ported annually in the financial statements of Federal
agencies and in the Financial Report of the United States
Government, prepared by the Treasury Department in
coordination with the Office of Management and Budget
(OMB). The relationship of assets, liabilities, and other
measures in the financial statements to budget mea-
sures is analyzed in Chapter 30, “Budget and Financial
Reporting,” in this volume.

Treasury Debt

Nearly all Federal debt is issued by the Department
of the Treasury. Treasury meets most of the Federal
Government’s financing needs by issuing marketable se-
curities to the public. These financing needs include both
the change in debt held by the public and the refinanc-
ing—or rollover—of any outstanding debt that matures

11 Consistent with the presentation in the Monthly Treasury State-
ment of Receipts and Outlays of the United States Government (Monthly
Treasury Statement), Table 5-3 presents the net financial assets associ-
ated with direct and guaranteed loans in the financing accounts created
under the Federal Credit Reform Act of 1990. Therefore, the figures dif-
fer by relatively small amounts from the figures in Chapter 30, “Budget
and Financial Reporting,” which reflect all loans made or guaranteed by
the Federal Government, including loans originated prior to implemen-
tation of the FCRA.

during the year. Treasury marketable debt is sold at
public auctions on a regular schedule and can be bought
and sold on the secondary market. Treasury also sells to
the public a relatively small amount of nonmarketable
securities, such as savings bonds and State and Local
Government Series securities (SLUGs).12 Treasury non-
marketable debt cannot be bought or sold on the second-
ary market.

Treasury issues marketable securities in a wide range
of maturities, and issues both nominal (non-inflation-in-
dexed) and inflation-indexed securities. Treasury’s mar-
ketable securities include:

Treasury Bills—Treasury bills have maturities of one
year or less from their issue date. In addition to the reg-
ular auction calendar of bill issuance, Treasury issues
cash management bills on an as-needed basis for vari-
ous reasons such as to offset the seasonal patterns of the
Government’s receipts and outlays.

Treasury Notes—Treasury notes have maturities of
more than one year and up to 10 years.

Treasury Bonds—Treasury bonds have maturities of
more than 10 years. The longest-maturity securities is-
sued by Treasury are 30-year bonds.

Treasury Inflation-Protected Securities (TIPS)—
Treasury inflation-protected—or inflation-indexed—secu-
rities are coupon issues for which the par value of the se-
curity rises with inflation. The principal value is adjusted
daily to reflect inflation as measured by changes in the
Consumer Price Index (CPI-U-NSA, with a two-month
lag). Although the principal value may be adjusted down-
ward if inflation is negative, at maturity, the securities
will be redeemed at the greater of their inflation-adjusted
principal or par amount at original issue.

Historically, the average maturity of outstanding debt
issued by Treasury has been about five years. The aver-
age maturity of outstanding debt was 65 months at the
end of 2012.

Traditionally, Treasury has issued securities with a
fixed interest rate. In 2012, Treasury began to develop a
floating rate securities program to complement its exist-
ing suite of securities and to support Treasury’s broader
debt management objectives. Floating rate securities have
a fixed par value but bear interest rates that fluctuate
based on movements in a specified benchmark market in-
terest rate. The initial offerings of floating rate securities
are expected to have a maturity of two years. In February
2013, Treasury estimated that the first floating rate secu-
rities auction was about a year away.

In addition to quarterly announcements about the
overall auction calendar, Treasury publicly announces
in advance the auction of each security. Individuals can
participate directly in Treasury auctions or can purchase
securities through brokers, dealers, and other finan-
cial institutions. Treasury accepts two types of auction
bids—competitive and noncompetitive. In a competitive
bid, the bidder specifies the yield. A significant portion of
competitive bids are submitted by primary dealers, which

12 Under the State and Local Government Series program, the Trea-
sury offers special low-yield securities to State and local governments
and other entities for temporary investment of proceeds of tax-exempt

bonds.
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Table 5-4. AGENCY DEBT

(In millions of dollars)

2012 Actual 2013 Estimate 2014 Estimate
Borrowing/ Debt, End-of- Borrowing/ Debt, End-of- Borrowing/ Debt, End-of-
Repayment(-) Year Repayment(-) Year Repayment(-) Year
Borrowing from the public:
Housing and Urban Development:

Federal Housing AdminiStration ... -10 19 * 190 19
Architect of the Capitol -6 128 -7 121 -7 114
National ArChIVES .........cuuiviiirireiireee s -15 151 -17 134 -18 116
Tennessee Valley Authority:

BONAS @Nd NOLES ..ot -556 24,098 1,116 25,214 420 25,634

Lease/leaseback 0bligations ... 916 2,198 —-456 1,742 668 2,409

Prepayment obligations ... -105 611 -101 510 -101 410

Total, borrowing from the public 223 27,204 536 27,740 962 28,703
Borrowing from other funds:
Tennessee Valley AUNOTItY ' ..........oovvervvvseeeriseees e -1 5 . 5 . 5
Total, borrowing from other funds -1 5 5 5
Total, agency borrowing 222 27,209 536 27,745 962 28,707
Memorandum:
Tennessee Valley Authority bonds and notes, total ..........cccccovvieicnnn -557 24,103 1,116 25,219 420 25,639
* $500,000 or less.
' Represents open market purchases by the National Railroad Retirement Investment Trust.
are banks and securities brokerages that have been des- Agency Debt

ignated to trade in Treasury securities with the Federal
Reserve System. In a noncompetitive bid, the bidder
agrees to accept the yield determined by the auction.l?
At the close of the auction, Treasury accepts all eligible
noncompetitive bids and then accepts competitive bids in
ascending order beginning with the lowest yield bid until
the offering amount is reached. All winning bidders re-
ceive the highest accepted yield bid.

Treasury marketable securities are highly liquid and
actively traded on the secondary market. The liquidity of
Treasury securities is reflected in the ratio of bids received
to bids accepted in Treasury auctions; the demand for the
securities is substantially greater than the level of issu-
ance. Because they are backed by the full faith and credit
of the United States Government, Treasury marketable
securities are considered to be “risk-free.” Therefore, the
Treasury yield curve is commonly used as a benchmark
for a wide variety of purposes in the financial markets.

Whereas Treasury issuance of marketable debt is
based on the Government’s financing needs, Treasury’s
issuance of nonmarketable debt is based on the public’s
demand for the specific types of investments. Increases
in outstanding balances of nonmarketable debt reduce
the need for marketable borrowing. In 2012, there was
net disinvestment in nonmarketables, necessitating ad-
ditional marketable borrowing to finance the redemption
of nonmarketable debt.1*

13 Noncompetitive bids cannot exceed $5 million.

14 Detail on the marketable and nonmarketable securities issued by
Treasury is found in the Monthly Statement of the Public Debt, pub-
lished on a monthly basis by the Department of the Treasury.

A few Federal agencies, shown in Table 5-4, sell or
have sold debt securities to the public and, at times, to
other Government accounts. Currently, new debt is issued
only by the Tennessee Valley Authority (TVA) and the
Federal Housing Administration; the remaining agencies
are repaying existing borrowing. Agency debt increased
from $27.0 billion at the end of 2011 to $27.2 billion at
the end of 2012, due to increases in debt issued by TVA,
slightly offset by decreases in debt issued by other agen-
cies. Agency debt is less than one-quarter of one percent of
Federal debt held by the public. As a result of new borrow-
ing by TVA, agency debt is estimated to increase by $0.5
billion in 2013 and by $1.0 billion in 2014.

The predominant agency borrower is TVA, which had
borrowed $26.9 billion from the public as of the end of
2012, or 99 percent of the total debt of all agencies. TVA
sells debt primarily to finance capital expenditures.

TVA has traditionally financed its capital construction
by selling bonds and notes to the public. Since 2000, it has
also employed two types of alternative financing methods,
lease/leaseback obligations and prepayment obligations.
Under the lease/leaseback obligations method, TVA signs
contracts to lease some facilities and equipment to pri-
vate investors and simultaneously leases them back. It
receives a lump sum for leasing out its assets, and then
leases them back at fixed annual payments for a set num-
ber of years. TVA retains substantially all of the economic
benefits and risks related to ownership of the assets.!®

15 This arrangement is at least as governmental as a “lease-purchase
without substantial private risk.” For further detail on the current bud-
getary treatment of lease-purchase without substantial private risk, see
OMB Circular No. A-11, Appendix B.
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Under the prepayment obligations method, TVA’s power
distributors may prepay a portion of the price of the power
they plan to purchase in the future. In return, they obtain
a discount on a specific quantity of the future power they
buy from TVA. The quantity varies, depending on TVA’s
estimated cost of borrowing.

The Office of Management and Budget determined that
each of these alternative financing methods is a means of
financing the acquisition of assets owned and used by the
Government, or of refinancing debt previously incurred to
finance such assets. They are equivalent in concept to other
forms of borrowing from the public, although under differ-
ent terms and conditions. The budget therefore records the
upfront cash proceeds from these methods as borrowing
from the public, not offsetting collections.16 The budget pre-
sentation is consistent with the reporting of these obliga-
tions as liabilities on TVA’s balance sheet under generally
accepted accounting principles. Table 5—4 presents these
alternative financing methods separately from TVA bonds
and notes to distinguish between the types of borrowing.
Obligations for lease/leasebacks were $2.2 billion at the
end of 2012 and are estimated to fall to $1.7 billion at the
end of 2013 and then increase to $2.4 billion at the end of
2014. Obligations for prepayments were $0.6 billion at the
end of 2012 and are estimated to be $0.5 billion at the end
of 2013 and $0.4 billion at the end of 2014.

Although the FHA generally makes direct disburse-
ments to the public for default claims on FHA-insured
mortgages, it may also pay claims by issuing debentures.
Issuing debentures to pay the Government’s bills is equiva-
lent to selling securities to the public and then paying the
bills by disbursing the cash borrowed, so the transaction is
recorded as being simultaneously an outlay and borrowing.
The debentures are therefore classified as agency debt.

A number of years ago, the Federal Government guar-
anteed the debt used to finance the construction of build-
ings for the National Archives and the Architect of the
Capitol, and subsequently exercised full control over
the design, construction, and operation of the buildings.
These arrangements are equivalent to direct Federal con-
struction financed by Federal borrowing. The construc-
tion expenditures and interest were therefore classified
as Federal outlays, and the borrowing was classified as
Federal agency borrowing from the public.

A number of Federal agencies borrow from the Bureau
of the Public Debt (BPD) or the Federal Financing Bank
(FFB), both within the Department of the Treasury.
Agency borrowing from the FFB or the BPD is not includ-
ed in gross Federal debt. It would be double counting to
add together (a) the agency borrowing from the BPD or

16 This budgetary treatment differs from the treatment in the Month-
ly Treasury Statement Table 6 Schedule C, and the Combined Statement
of Receipts, Outlays, and Balances of the United States Government
Schedule 3, both published by the Department of the Treasury. These
two schedules, which present debt issued by agencies other than Trea-
sury, exclude the TVA alternative financing arrangements. This differ-
ence in treatment is one factor causing minor differences between debt
figures reported in the Budget and debt figures reported by Treasury.
The other factors are adjustments for the timing of the reporting of Fed-
eral debt held by the National Railroad Retirement Investment Trust
and treatment of the Federal debt held by the Securities Investor Pro-
tection Corporation.

FFB and (b) the Treasury borrowing from the public that
is needed to provide the BPD or FFB with the funds to
lend to the agencies.

Debt Held by Government Accounts

Trust funds, and some special funds and public enter-
prise revolving funds, accumulate cash in excess of cur-
rent needs in order to meet future obligations. These cash
surpluses are generally invested in Treasury debt.

New investment by trust funds and other Government
accounts was $134 billion in 2012. Investment by
Government accounts is estimated to be $76 billion in 2013
and $105 billion in 2014, as shown in Table 5-5. The hold-
ings of Federal securities by Government accounts are es-
timated to increase to $4,951 billion by the end of 2014,
or 27 percent of the gross Federal debt. The percentage is
estimated to decrease gradually over the next 10 years.

The Government account holdings of Federal securities
are concentrated among a few funds: the Social Security
Old-Age and Survivors Insurance (OASI) and Disability
Insurance (DI) trust funds; the Medicare Hospital
Insurance and Supplementary Medical Insurance trust
funds; and four Federal employee retirement funds. These
Federal employee retirement funds include the Military
Retirement Fund and the Civil Service Retirement and
Disability Fund (CSRDF), which are trust funds, and
the uniformed services Medicare-Eligible Retiree Health
Care Fund (MERHCF) and Postal Service Retiree Health
Benefits Fund (PSRHBF), which are special funds. At the
end of 2014, these Social Security, Medicare, and Federal
employee retirement funds are estimated to own 93
percent of the total debt held by Government accounts.
During 2012-2014, the Social Security OASI fund has a
large surplus and is estimated to invest a total of $212
billion, 67 percent of total net investment by Government
accounts. Over this period, the Military Retirement Fund
is projected to invest $146 billion, 46 percent of the total.
Some Government accounts reduce their investments in
Federal securities during 2012—2014. During these years,
the Social Security DI fund disinvests $96 billion, or 30
percent of the total net investment and the Medicare
Hospital Insurance trust fund disinvests $61 billion, or
19 percent of the total.

Technical note on measurement.—The Treasury securi-
ties held by Government accounts consist almost entirely
of the Government account series. Most were issued at
par value (face value), and the securities issued at a dis-
count or premium were traditionally recorded at par in
the OMB and Treasury reports on Federal debt. However,
there are two kinds of exceptions.

First, Treasury issues zero-coupon bonds to a very few
Government accounts. Because the purchase price is a
small fraction of par value and the amounts are large, the
holdings are recorded in Table 5-5 at par value less unam-
ortized discount. The only two Government accounts that
held zero-coupon bonds during the period of this table are
the Nuclear Waste Disposal Fund in the Department of
Energy and the Pension Benefit Guaranty Corporation
(PBGC). The total unamortized discount on zero-coupon
bonds was $21.6 billion at the end of 2012.
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Table 5-5. DEBT HELD BY GOVERNMENT ACCOUNTS!

(In millions of dollars)

Description

Investment or Disinvestment (-)

Holdings, End

2012 2013 2014 of 2014
Actual Estimate Estimate Estimate
Investment in Treasury debt:

Defense: Host nation support fund for rRIOCALION ...........ccviiuriuririicicieieeicieise bt -24 195 -152 859
Energy:

Nuclear waste diSPOSAl FUNG T ..........vv.eeeeeeeeeceseeeees e sessseessssss s sesssessssssessssss s sssessesssssesssssssnnssssssenesessnneees 2,051 2,650 2,650 33,520

Uranium enrichment decontamination fUNG .............cccueviueiiieicieiceceeee et -351 -116 -116 3,790
Health and Human Services:

Federal hospital insurance trust fund -17,647 -28,369 -14,884 185,039

Federal supplementary medical insurance trust fund . -1,122 -1,448 -1,216 66,660

Vaccine injury compensation fund ..........c.ccoccveennee. 86 93 146 3,433

Child enrollment CONINGENCY FUNG .........cvuiviiiiiiii b 2 -100 =97 1,899
Homeland Security:

Aquatic resources trust fund 60 -197 -95 1,650

QOil spill liability trust fund 329 867 540 3,960
Housing and Urban Development:

Federal Housing Administration mutual mortgage fund -1,383 2,774 13,166 13,166

Guarantees of mortgage-backed securities -16 5,642 19 7,778
Interior:

Abandoned mine reclamation fund ..................... 44 19 -69 2,702

Environmental improvement and restoration fund 40 17 1 1,288
Justice: ASSELS FOMEIUE FUND ...t 1,689 -2,462 659 2,290
Labor:

Unemployment trust fund 4,642 4,327 2,000 27,000

Pension Benefit Guaranty Corporation ' 365 1,207 1,580 18,643
State: Foreign service retirement and disability trust fund ..........cc.cocurireiiini e 496 516 522 17,931
Transportation:

Airport and QIrWay trUSE FUNG ..o bbbt neen 1,784 —26 277 10,676

Transportation trust fund -6,332 -2,870 -300 6,800

Aviation insurance revolving fund 188 -34 109 1,893
Treasury:

Exchange stabilization fund -4 70 250 23,000

Treasury forfeiture fund 46 185 144 1,960

Comptroller of the Currency asseSSMENt fUND ..ot 188 =591 1,300
Veterans Affairs:

National service life insurance trust fund -629 -697 -706 5,509

Veterans special life insurance fund ................. -28 -55 67 1,831
Corps of Engineers: Harbor maintenance trust fund 684 433 250 7,569
Other Defense-Civil:

Military retirement trUSt FUND ..........coeiii bbb 50,399 47,369 48,603 472,411

Medicare-eligible retiree health care fund 14,372 9,175 5,684 190,972

Education benefits fund -117 22 -132 1,781
Environmental Protection Agency:

Leaking underground storage tank trust fund -2,191 76 80 1,415

Hazardous substance trust fund 259 539 -294 3,495
International Assistance Programs: Overseas Private Investment Corporation ... 131 77 34 5,353
Office of Personnel Management:

Civil service retirement and disability truSt fUNG .........ccoceeieiiiie e 22,742 15,721 11,513 853,789

Postal Service retiree health benefits fund 1,640 7,323 7,228 59,898

Employees life insurance fund 1,672 272 1,321 42,843

Employees health DENEFItS fUNG ... 2,067 302 265 21,828
Social Security Administration:

Federal old-age and survivors insurance trust fund? 94,166 65,317 52,493 2,704,507

Federal disability insurance trust fund? -29,621 -32,902 -33,421 66,022
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Table 5-5. DEBT HELD BY GOVERNMENT ACCOUNTS'—Continued

(In millions of dollars)

Investment or Disinvestment (-) Holdings. End
Description 2012 2013 2014 o o0i
Actual Estimate Estimate Estimate
District of Columbia: Federal PENSION fUNG ..ottt -15 18 20 3,681
Farm Credit System Insurance Corporation:
Farm Credit SyStem INSUrANCE fUND .........cuuiiiiiicice ettt -117 246 199 3,540
Federal Communications Commission:
UNIVEISal SEIVICE UNG ..v.vvveiiieciecicie ittt saen 726 178 -289 6,430
Federal Deposit Insurance Corporation:
Deposit insurance fund 1,573 -12,976 6,638 30,160
Senior unsecured debt guarantee fund -6,198 -1,104] L]
FSLIC reSOIULION fUND ...vovecvcvcecteet ettt ettt ettt et et s st es bbbttt et en st st st en et 50 43 4 3,471
National Credit Union Administration:
Share insurance fund -435 302 219 10,818
Central liquidity facility -155 -1,750 9 201
Postal Service funds? 776 | . 2,590
Railroad Retirement Board trust funds 193 -8 -189 2,138
Securities Investor Protection Corporation® 176 227 102 1,936
United States Enrichment Corporation fund 5 10 10 1,618
Other Federal funds -1,717 -25 245 6,178
Other trust funds -88 429 334 3,789
Unrealized discount™ ... -1,031] —2,038
Total, investment in Treasury debt’ 133,763 75,891 105,287 4,950,971
Investment in agency debt:
Railroad Retirement Board:
National Railroad Retirement INVESIMENE TFUSE .......co.cvviiiiieiicee e L s 5
Total, investment in agency debt | e 5
Total, investment in Federal debt’ 133,762 75,891 105,287 4,950,976
Memorandum:
Investment by Federal funds (on-budget) ... 12,668 6,048 38,399 436,184
Investment by Federal funds (off-budget) 776 = 2,590
Investment by trust funds (on-budget) 56,804 37,429 47,816 1,743,711
Investment by trust funds (off-budget) 64,545 32,415 19,072 2,770,529
UNFEANZEA GISCOUNT T ...t ee s see e eee e seeeees e esseseteeseseeesesereeeesesreen 1,031 | 2,038

*$500 thousand or less.

' Debt held by Government accounts is measured at face value except for the Treasury zero-coupon bonds held by the Nuclear waste disposal fund and the Pension Benefit Guaranty
Corporation (PBGC), which are recorded at market or redemption price; and the unrealized discount on Government account series, which is not distributed by account. Changes are not
estimated in the unrealized discount. If recorded at face value, at the end of 2012 the debt figures would be $21.3 billion higher for the Nuclear waste disposal fund and $0.2 billion higher

for PBGC than recorded in this table.
2 Off-budget Federal entity.
3 Amounts on calendar-year basis.

Second, Treasury subtracts the unrealized discount
on other Government account series securities in cal-
culating “net Federal securities held as investments of
Government accounts.” Unlike the discount recorded for
zero-coupon bonds and debt held by the public, the unre-
alized discount is the discount at the time of issue and is
not amortized over the term of the security. In Table 5-5
it is shown as a separate item at the end of the table and
not distributed by account. The amount was $2.0 billion
at the end of 2012.

Debt Held by the Federal Reserve

The Federal Reserve acquires marketable Treasury
securities as part of its exercise of monetary policy. For
purposes of the Budget and reporting by the Department
of the Treasury, the transactions of the Federal Reserve
are considered to be non-budgetary, and accordingly the
Federal Reserve’s holdings of Treasury securities are in-
cluded as part of debt held by the public.!” The Federal
Reserve’s holdings of Treasury securities have fluctuated

17 For further detail on the monetary policy activities of the Federal
Reserve and the treatment of the Federal Reserve in the Budget, see
Chapter 12, “Coverage of the Budget.”
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significantly in recent years, due largely to the Federal
Reserve’s financial stabilization activities.!® Federal
Reserve holdings fell from $780 billion (15 percent of debt
held by the public) at the end of 2007 to $491 billion (8
percent of debt held by the public) at the end of 2008, and
then increased to $1,665 billion (16 percent of debt held
by the public) at the end of 2011. Federal Reserve holdings
declined slightly to $1,645 billion (15 percent of debt held
by the public) at the end of 2012. The historical holdings
of the Federal Reserve are presented in Table 7.1 in the
Historical Tables volume of the Budget. The Budget does
not project Federal Reserve holdings for future years.

Limitations on Federal Debt

Definition of debt subject to limit.—Statutory limi-
tations have usually been placed on Federal debt. Until
World War I, the Congress ordinarily authorized a specific
amount of debt for each separate issue. Beginning with the
Second Liberty Bond Act of 1917, however, the nature of
the limitation was modified in several steps until it devel-
oped into a ceiling on the total amount of most Federal debt
outstanding. This last type of limitation has been in effect
since 1941. The limit currently applies to most debt issued
by the Treasury since September 1917, whether held by the
public or by Government accounts; and other debt issued by
Federal agencies that, according to explicit statute, is guar-
anteed as to principal and interest by the U.S. Government.

The third part of Table 5—2 compares total Treasury
debt with the amount of Federal debt that is subject to the
limit. Nearly all Treasury debt is subject to the debt limit.

A large portion of the Treasury debt not subject to the
general statutory limit was issued by the Federal Financing
Bank. The FFB is authorized to have outstanding up to $15
billion of publicly issued debt. It issued $14 billion of secu-
rities to the CSRDF on November 15, 2004, in exchange
for an equal amount of regular Treasury securities. The
FFB securities have the same interest rates and maturi-
ties as the regular Treasury securities for which they were
exchanged. The securities mature on dates from June 30,
2009, through June 30, 2019. At the end of 2012, $7 billion
of these securities remained outstanding.

The Housing and Economic Recovery Act of 2008 cre-
ated a new type of debt not subject to limit. This debt,
termed “Hope Bonds,” has been issued by Treasury to the
FFB for the HOPE for Homeowners program. The out-
standing balance of Hope Bonds was $493 million at the
end of 2012 and is projected to fall to $45 million at the
end of 2013 and then to increase by very small amounts
annually in subsequent years.

The other Treasury debt not subject to the general limit
consists almost entirely of silver certificates and other cur-
rencies no longer being issued. It was $486 million at the
end of 2012 and is projected to gradually decline over time.

The sole agency debt currently subject to the general
limit, $209,000 at the end of 2012, is certain debentures
issued by the Federal Housing Administration.!®

18 For more information on the financial stabilization activities of
the Federal Reserve, see Chapter 3, “Financial Stabilization Efforts and
Their Budgetary Effects.”

19 At the end of 2012, there were also $18 million of FHA debentures

Some of the other agency debt, however, is subject to
its own statutory limit. For example, the Tennessee Valley
Authority is limited to $30 billion of bonds and notes out-
standing.

The comparison between Treasury debt and debt sub-
ject to limit also includes an adjustment for measurement
differences in the treatment of discounts and premiums.
As explained earlier in this chapter, debt securities may
be sold at a discount or premium, and the measurement of
debt may take this into account rather than recording the
face value of the securities. However, the measurement
differs between gross Federal debt (and its components)
and the statutory definition of debt subject to limit. An
adjustment is needed to derive debt subject to limit (as
defined by law) from Treasury debt. The amount of the
adjustment was $11.4 billion at the end of 2012 compared
with the total unamortized discount (less premium) of
$42.5 billion on all Treasury securities.

Changes in the debt limit.—The statutory debt limit
has been changed many times. Since 1960, Congress has
passed 80 separate acts to raise the limit, revise the defi-
nition, extend the duration of a temporary increase, or
temporarily suspend the limit.20

The Budget Control Act of 2011 created a framework
for increasing the debt limit under the terms of that act.
The act allowed for a total increase in the debt limit of
$2.1 trillion, which came in three tranches based on the
President’s submission of a series of written certifications
that such increases are necessary because the debt sub-
ject to limit is within $100 billion of the current limit. The
certification triggering the first two increases was submit-
ted immediately following the Act’s enactment in August
2011. Consequently, the debt limit was first increased by
$400 billion, from $14,294 billion to $14,694 billion, ef-
fective August 2, 2011, and then by an additional $500
billion, from $14,694 billion to $15,194 billion, effective
after the close of business on September 21, 2011. The
Act also provided for a third increase of $1,200 billion, to
$16,394 billion, scheduled to occur 15 calendar days after
the President submitted certification to Congress that the
debt subject to limit was within $100 billion of the $15,194
billion limit (unless Congress enacted a joint resolution of
disapproval).?! The certification for the third increase was
submitted on January 12, 2012, and the increase took ef-
fect after the close of business on January 27.

The $16,394 billion ceiling was reached on December
31, 2012. The No Budget, No Pay Act of 2013 temporarily
suspends the debt limit from February 4, 2013, through
May 18, 2013. On May 19, 2013, the debt limit will be

not subject to limit.

20 The Acts and the statutory limits since 1940 are listed in Histori-
cal Tables, Budget of the United States Government, Fiscal Year 2014,
Table 7.3.

21 Under the Act, if the constitutional amendment voted on pursuant
to Title II of the Act (“Balanced Budget Amendment”) had been submit-
ted to the States for ratification, the increase would have been $1,500
billion. If legislation from the Joint Select Committee on Deficit Reduc-
tion had been enacted pursuant to Title IV of the Act, which achieved
an amount of deficit reduction greater than $1,200 billion, the increase
would have been equal to that amount, but not greater than $1,500 bil-
lion.
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raised by an amount equivalent to the debt that was is-
sued during that period in order to fund commitments re-
quiring payment before May 19.

At many times in the past several decades, including
2013, the Government has reached the statutory debt
limit before an increase has been enacted. When this has
occurred, it has been necessary for the Department of
the Treasury to take administrative actions to meet the
Government’s obligation to pay its bills and invest its
trust funds while remaining below the statutory limit.
One such measure is the partial or full disinvestment of
the Government Securities Investment Fund (G-Fund).
This fund is one component of the Thrift Savings Plan
(T'SP), a defined contribution pension plan for Federal em-
ployees. The Treasury Secretary has statutory authority
to suspend investment of the G-Fund in Treasury secu-
rities as needed to prevent the debt from exceeding the
debt limit. Treasury determines each day the amount of
investments that would allow the fund to be invested as
fully as possible without exceeding the debt limit. At the
end of 2012, the TSP G-Fund had an outstanding balance
of $154 billion. The Secretary is also authorized to sus-
pend investments in the CSRDF and to declare a debt
issuance suspension period, which allows him or her to
redeem a limited amount of securities held by the CSRDF.
The Postal Accountability and Enhancement Act of 2006
provides that investments in the Postal Service Retiree
Health Benefits Fund shall be made in the same man-
ner as investments in the CSRDF.22 Therefore, Treasury
is able to take similar administrative actions with the
PSRHBF. The law requires that when any such actions
are taken with the G-Fund, the CSRDF, or the PSRHBF,
the Secretary is required to make the fund whole after
the debt limit has been raised by restoring the forgone
interest and investing the fund fully. Another measure
for staying below the debt limit is disinvestment of the
Exchange Stabilization Fund. The outstanding balance in
the Exchange Stabilization Fund was $23 billion at the
end of 2012.

As the debt nears the limit, including in 2013, Treasury
has also suspended acceptance of subscriptions to State
and Local Government Series securities to reduce unan-
ticipated fluctuations in the level of the debt.

In addition to these steps, Treasury has previously
exchanged regular Treasury securities with borrowing
by the FFB, which, as explained above, is not subject to
the debt limit. This measure was most recently taken in
November 2004.

In 2011, Treasury also allowed the cash balance in the
temporary Supplementary Financing Program to decline
from $200 billion to zero by not rolling over the bills as
they matured. Because Treasury does not currently have
any plans to resume the SFP, this action is not anticipat-
ed to be an available administrative action in the future.

The debt limit has always been increased prior to the
exhaustion of Treasury’s limited available administra-
tive actions to continue to finance Government operations
when the statutory ceiling has been reached. Failure

22 Both the CSRDF and the PSRHBF are administered by the Office
of Personnel Management.

to enact a debt limit increase before these actions were
exhausted would have significant and long-term nega-
tive consequences. Without an increase, Treasury would
be unable to make timely interest payments or redeem
maturing securities. Investors would cease to view U.S.
Treasury securities as free of credit risk and Treasury’s
interest costs would increase. Because interest rates
throughout the economy are benchmarked to the Treasury
rates, interest rates for State and local governments, busi-
nesses, and individuals would also rise. Foreign investors
would likely shift out of dollar-denominated assets, driv-
ing down the value of the dollar and further increasing
interest rates on non-Federal, as well as Treasury, debt.
In addition, the Federal Government would be forced to
delay or discontinue payments on its broad range of ob-
ligations, including Social Security and other payments
to individuals, Medicaid and other grant payments to
States, individual and corporate tax refunds, Federal em-
ployee salaries, payments to vendors and contractors, and
other obligations.

The debt subject to limit is estimated to increase to
$17,227 billion by the end of 2013 and to $18,225 billion
by the end of 2014.

Federal funds financing and the change in debt
subject to limit.—The change in debt held by the pub-
lic, as shown in Table 5-2, and the change in debt net
of financial assets are determined primarily by the total
Government deficit or surplus. The debt subject to limit,
however, includes not only debt held by the public but also
debt held by Government accounts. The change in debt
subject to limit is therefore determined both by the fac-
tors that determine the total Government deficit or sur-
plus and by the factors that determine the change in debt
held by Government accounts. The effect of debt held by
Government accounts on the total debt subject to limit
can be seen in the second part of Table 5-2. The change
in debt held by Government accounts results in 17 per-
cent of the estimated total increase in debt subject to limit
from 2013 through 2023.

The budget is composed of two groups of funds, Federal
funds and trust funds. The Federal funds, in the main, are
derived from tax receipts and borrowing and are used for
the general purposes of the Government. The trust funds,
on the other hand, are financed by taxes or other receipts
dedicated by law for specified purposes, such as for paying
Social Security benefits or making grants to State govern-
ments for highway construction.23

A Federal funds deficit must generally be financed by
borrowing, which can be done either by selling securities
to the public or by issuing securities to Government ac-
counts that are not within the Federal funds group. Federal
funds borrowing consists almost entirely of Treasury se-
curities that are subject to the statutory debt limit. Very
little debt subject to statutory limit has been issued for
reasons except to finance the Federal funds deficit. The
change in debt subject to limit is therefore determined
primarily by the Federal funds deficit, which is equal to
the difference between the total Government deficit or

23 For further discussion of the trust funds and Federal funds groups,
see Chapter 27, “Trust Funds and Federal Funds.”
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Table 5-6. FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO STATUTORY LIMIT

(In billions of dollars)

Estimate
Description Actual
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Change in Gross Federal Debt:
Federal funds defiCit (+) ......vvverererenereernceerreerrecieenens 1,176.8| 1,040.6] 821.2| 6946 679.3| 6635/ 6427| 591.0/ 5818 5850/ 567.5| 487.3
Other transactions affecting borrowing from the public—
Federal funds ™ ............cooooereevvvvoieeseeressesssssseesssssssss 64.5| 150.6| 149.5| 161.1 165.2| 143.6| 1365 1320 127.1] 1243] 119.3] 1181
Increase (+) or decrease (-) in Federal debt held by
Federal funds ... 134 6.0 38.4 46.5 46.0 43.9 41.6 46.7 51.1 40.2 44.8 45.9
Adjustments for trust fund surplus/deficit not invested/
disinvested in Federal SECUNMHES? .........oovvvvvvvvorerirnnnns 32.9 1.1 -11.5 -13 -1.7 -1.1 -1.2 -1.2 -1.1 -1.4 -1.0 -0.3
Change in unrealized discount on Federal debt held by
GOVErNMENE ACCOUNES ..ot 1.0 ] ] ] ] ] ] ] ] ] ]
Total financing requirements ........ccouuusissnsssssinnns 1,286.7| 1,198.3| 997.6/ 901.0{ 8788 8499| 819.6|/ 7685 7589| 7481 730.5| 651.0
Change in Debt Subject to Limit:
Change in gross Federal debt ...........ccocvvivrinivcinineins 1,286.7| 1,198.3| 997.6| 901.0f 878.8/ 849.9| 819.6] 7685 758.9| 748.1] 730.5| 651.0
Less: increase (+) or decrease (-) in Federal debt not
SUDJECE 10 ML +.vvoevrv s -1.1 -1.3 -0.4 = -0.6 -0.3 ¥ 05 1.4 0.9 0.8 -0.1
Less: change in adjustment for discount and premium? ... 73] ] ] ] ] ] ] ] ] ] i v
Total, change in debt subject to limit ........c.ccnrernnenns 1,280.5| 1,199.6) 998.0/ 901.0{ 879.4| 850.2| 819.6) 768.0 7575 747.2| 729.8] 651.1
Memorandum:
Debt subject to statutory mit4 .......ccoovvvvrinisnserrriesissns 16,027.0| 17,226.7| 18,224.7| 19,125.7| 20,005.1| 20,855.3| 21,674.9| 22,442.9| 23,200.4| 23,947.6| 24,677.4| 25,328.5

* $50 million or less.

"Includes Federal fund transactions that correspond to those presented in Table 5-2, but that are for Federal funds alone with respect to the public and trust funds.
2Includes trust fund holdings in other cash assets and changes in the investments of the National Railroad Retirement Investment Trust in non-Federal securities.
3 Consists of unamortized discount (less premium) on public issues of Treasury notes and bonds (other than zero-coupon bonds).

4| egislation enacted February 4, 2013, (P.L. 113-3) temporarily suspended the debt limit through May 18, 2013.

surplus and the trust fund surplus. Trust fund surpluses
are almost entirely invested in securities subject to the
debt limit, and trust funds hold most of the debt held by
Government accounts. The trust fund surplus reduces the
total budget deficit or increases the total budget surplus,
decreasing the need to borrow from the public or increas-
ing the ability to repay borrowing from the public. When
the trust fund surplus is invested in Federal securities,
the debt held by Government accounts increases, offset-
ting the decrease in debt held by the public by an equal
amount. Thus, there is no net effect on gross Federal debt.

Table 5—6 derives the change in debt subject to limit.
In 2012 the Federal funds deficit was $1,177 billion, and
other factors increased financing requirements by $65 bil-
lion. The change in the Treasury operating cash balance
increased financing requirements by $27 billion, the net
financing disbursements of credit financing accounts in-
creased financing requirements by $37 billion, and other
factors increased financing requirements by $1 billion. In
addition, special funds and revolving funds, which are part
of the Federal funds group, invested a net of $13 billion in
Treasury securities. A $33 billion adjustment is also made
for the difference between the trust fund surplus or defi-
cit and the trust funds’ investment or disinvestment in
Federal securities (including the changes in the National
Railroad Retirement Investment Trust’s investments in
non-Federal securities). As a net result of all these factors,
$1,287 billion in financing was required, increasing gross
Federal debt by that amount. Since Federal debt not sub-
ject to limit decreased by $1 billion and the adjustment

for discount and premium changed by $7 billion, the debt
subject to limit increased by $1,280 billion, while debt
held by the public increased by $1,153 billion.

Debt subject to limit is estimated to increase by $1,200
billion in 2013 and by $998 billion in 2014. The projected
increases in the debt subject to limit are caused by the con-
tinued Federal funds deficit, supplemented by the other
factors shown in Table 5-6. While debt held by the public
increases by $4,673 billion from the end of 2012 through
2018, debt subject to limit increases by $5,648 billion.

Foreign Holdings of Federal Debt

During most of American history, the Federal debt was
held almost entirely by individuals and institutions with-
in the United States. In the late 1960s, foreign holdings
were just over $10 billion, less than 5 percent of the total
Federal debt held by the public. Foreign holdings began
to grow significantly starting in 1970 and now represent
almost half of outstanding debt. This increase has been
almost entirely due to decisions by foreign central banks,
corporations, and individuals, rather than the direct mar-
keting of these securities to foreign residents.

Foreign holdings of Federal debt are presented in Table
5-7. At the end of 2012, foreign holdings of Treasury debt
were $5,475 billion, which was 49 percent of the total debt
held by the public.?* Foreign central banks and foreign of-
ficial institutions owned 72 percent of the foreign holdings

24 The debt calculated by the Bureau of Economic Analysis, Depart-
ment of Commerce, is different, though similar in size, because of a dif-
ferent method of valuing securities.
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Table 5-7. FOREIGN HOLDINGS OF FEDERAL DEBT

(Dollar amounts in billions)

Debt held by the public Change in debt held by the public
Fiscal Year Percentage
Total Foreign' foreign Total? Foreign !
1965 oo 260.8 12.3 47 39 0.3
1970 oo 283.2 14.0 5.0 5.1 3.8
1975 oo 394.7 66.0 16.7 51.0 9.2
711.9 121.7 17.1 71.6 1.4
1,507.3 2229 14.8 200.3 47.3
1990 .o 2,411.6 463.8 19.2 220.8 72.0
1995 oo 3,604.4 820.4 22.8 171.3 138.4
2000 ..o s 3,409.8 1,038.8 30.5 -222.6 -242.6
4,592.2 1,929.6 42.0 296.7 135.1
4,829.0 2,025.3 41.9 236.8 95.7
5,035.1 2,235.3 44.4 206.2 210.0
5,803.1 2,802.4 48.3 767.9 567.1
7,544.7 3,570.6 47.3 1,741.7 768.2
9,018.9 4,324.2 47.9 1,474.2 753.6
10,128.2 4,912.2 485 1,109.3 588.0
11,2811 5,475.4 48.5 1,152.9 563.2

1 Estimated by Treasury Department. These estimates exclude agency debt, the holdings of which are believed to be small. The
data on foreign holdings are recorded by methods that are not fully comparable with the data on debt held by the public. Projections
of foreign holdings are not available. The estimates include the effects of benchmark revisions in 1984, 1989, 1994, and 2000, and

annual June benchmark revisions for 2002-2010.

2 Change in debt held by the public is defined as equal to the change in debt held by the public from the beginning of the year to the

end of the year.

of Federal debt; private investors owned nearly all the rest.
At the end of 2012, the nations holding the largest shares
of U.S. Federal debt were China and Japan, which each
held 21 percent of all foreign holdings. All of the foreign
holdings of Federal debt are denominated in dollars.
Although the amount of foreign holdings of Federal
debt has grown greatly over this period, the proportion
that foreign entities and individuals own, after increasing
abruptly in the very early 1970s, remained about 15-20
percent until the mid-1990s. During 1995-97, however,
growth in foreign holdings accelerated, reaching 33 per-
cent by the end of 1997. Foreign holdings of Federal debt
resumed growth in the following decade, increasing from
34 percent at the end of 2002 to 42 percent at the end of
2004 and to 48 percent at the end of 2008. Since 2008,
foreign holdings have remained relatively stable as a per-
centage of Federal debt. Foreign holdings were 49 percent
at the end of 2012. The increase in foreign holdings was
about 49 percent of total Federal borrowing from the pub-
lic in 2012 and 52 percent over the last five years.
Foreign holdings of Federal debt are around 25 percent
of the foreign-owned assets in the United States, depend-
ing on the method of measuring total assets. The foreign
purchases of Federal debt securities do not measure the
full impact of the capital inflow from abroad on the mar-
ket for Federal debt securities. The capital inflow supplies
additional funds to the credit market generally, and thus
affects the market for Federal debt. For example, the capi-

tal inflow includes deposits in U.S. financial intermediar-
ies that themselves buy Federal debt.

Federal, Federally Guaranteed, and
Other Federally Assisted Borrowing

The Government’s effects on the credit markets arise not
only from its own borrowing but also from the direct loans
that it makes to the public and the provision of assistance
to certain borrowing by the public. The Government guar-
antees various types of borrowing by individuals, business-
es, and other non-Federal entities, thereby providing as-
sistance to private credit markets. The Government is also
assisting borrowing by States through the Build America
Bonds program, which subsidizes the interest that States
pay on such borrowing. In addition, the Government has
established private corporations—Government-Sponsored
Enterprises—to provide financial intermediation for speci-
fied public purposes; it exempts the interest on most State
and local government debt from income tax; it permits
mortgage interest to be deducted in calculating taxable in-
come; and it insures the deposits of banks and thrift insti-
tutions, which themselves make loans.

Federal credit programs and other forms of assistance,
including the substantial Government efforts to support
the credit markets during the recent financial turmoil,
are discussed in Chapter 22, “Credit and Insurance,” in
this volume. Detailed data are presented in tables at the
end of that chapter.
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6. SOCIAL INDICATORS

The social indicators presented in this chapter illus-
trate in broad terms how the Nation is faring in selected
areas in which the Federal Government has significant
responsibilities. Indicators are drawn from six selected
domains: economic, demographic and civic, socioeconomic,
health, security and safety, and environment and energy.
The indicators shown in the tables in this chapter were
chosen in consultation with statistical and data experts
from across the Federal Government. These indicators are
only a subset of the vast array of available data on condi-
tions in the United States. In choosing indicators for these
tables, priority was given to measures that are broadly
relevant to Americans and consistently available over an
extended period. Such indicators provide a current snap-
shot while also making it easier to draw comparisons and
establish trends.

The measures in these tables are influenced to varying
degrees by many Government policies and programs, as
well as by external factors beyond the Government’s con-
trol. They do not measure the outcomes of Government
policies because they do not show the direct results of
Government activities. However, they do provide a quan-
titative picture of the progress (or lack of progress) toward
some of the ultimate ends that Government policy is in-
tended to promote, and the baseline on which future poli-
cies are set. Subsequent chapters in the Performance and
Management section of this volume discuss approaches
toward assessing the impacts of Government programs
and improving the quality of Government.

The President has made it clear that policy decisions
should be based upon evidence—evidence that identifies
the Nation’s greatest needs and challenges and evidence
about which strategies are working to overcome those
challenges. The social indicators in this chapter provide
useful information both for prioritizing budgetary and
policymaking resources and for evaluating how well ex-
isting approaches are working.

Economic: The 2008-2009 economic downturn pro-
duced the worst labor market in more than a generation.
The employment-population ratio dropped sharply from
its pre-recession level, and real GDP per person also de-
clined. The economy is steadily recovering, with the un-
employment rate declining to 7.9 percent in January 2012
from a high of 10 percent in October 2009, and real GDP
per person roughly regaining its level prior to the reces-
sion. However, the employment-population ratio remains
low by historical standards, while the continuing effects
of the recession are reflected in high rates of marginally
attached and underemployed workers.

Over the entire period from 1960 to 2012, the primary
pattern has been one of economic growth and rising liv-
ing standards. Real GDP per person has approximately
tripled as technological progress and the accumulation of
human and physical capital have increased the Nation’s
productive capacity. The stock of physical capital includ-
ing consumer durable goods like cars and appliances
amounted to $51 trillion in 2011, more than four times
the size of the capital stock in 1960, after accounting for
inflation.

But national saving, a key determinant of future pros-
perity because it supports capital accumulation, fell from
6.1 percent in 2000 to 2.9 percent in 2005 as Federal bud-
get surpluses turned to deficits, and fell even further in
the recession that followed, turning negative in 2010.
Meanwhile, the labor force participation rate, also critical
for growth, has declined for more than a decade, reflect-
ing the beginning of a trend in which the baby boomer
generation retires.

The United States continues to be a leader in innova-
tion. Patents by U.S. inventors have increased three-fold
since 1960. National Research and Development (R&D)
spending has hovered between 2.3 percent and 2.8 per-
cent of GDP for the past 50 years.

Demographic and Civic: The U.S. population has
steadily increased from 1970, where it numbered 204 mil-
lion, to 314 million in 2012. The foreign born population
has increased rapidly since 1970, quadrupling from about
10 million in 1970 to over 40 million in 2011. The U.S.
population is getting older, due in part to the aging of the
baby boomers and to improvements in medical technol-
ogy. From 1970 to 2011, the percent of the population over
age 65 increased from 9.8 to 13.3, and the percent over
age 85 more than doubled.

The composition of American households and fami-
lies has evolved considerably over time. The percent of
Americans who have ever married continued to decline
as it has over the last five decades. Average family sizes
have also fallen over this period, a pattern that is typi-
cal among developed countries. After increasing for over
three decades, births to unmarried women age 15-17 and
the fraction of single parent households reached a turning
point in 1995. From 1995 to 2010, the number of births
per 1,000 unmarried women age 15-17 fell from 30.1 to
16.8, a level below that of 1970. Meanwhile, the fraction
of single parent households stopped increasing in 1995,
stabilizing at a little over 9 percent.

Charitable giving among Americans, measured by the
average charitable contribution per itemized tax return,
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has generally increased over the past 50 years.! However,
the effects of the 2008-2009 recession are evident in
the sharp drop in charitable giving from 2005 to 2010.
More Americans are volunteering. In 1990, 20 percent of
Americans volunteered at least once; in 2011, 27 percent
volunteered. The political participation of Americans,
measured by the voting rate in Presidential elections, de-
clined from about 63 percent in 1964 to 57 percent in 1972.
It fell further in the 1996 and 2000 elections, reaching a
low of only 50 percent in 1996. However, the Presidential
voting rate rebounded in the 2004 and 2008 elections, av-
eraging almost 58 percent.

Socioeconomic:

Education is a critical component of the Nation’s eco-
nomic growth and competitiveness, while also benefiting
society in areas such as health, crime, and civic engage-
ment. Between 1960 and 1980, the percentage of 25-34
year olds who have graduated from high school increased
from 58 percent to 84 percent, a gain of 13 percentage
points per decade. Progress has slowed since then with
only a four percentage point gain over the past 30 years.
But the percentage of 25-34 year olds who have gradu-
ated from college continues to rise, from only 11 percent
in 1960 to over 31 percent in 2011. Measures of math and
reading achievement show little if any improvement in
mathematics and reading for American 17-year olds over
the period from 1970 to 2010. The percentage of graduate
degrees in science and engineering fell by half in the pe-
riod between 1960 to 1980, from 22 percent to 11 percent,
and was only 12 percent in 2011.

While national prosperity has grown considerably
over the past 50 years, these gains have not been shared
equally. Real disposable income per capita roughly tripled
since 1960, and more than doubled since 1970. But real
income for the median household increased only 22 per-
cent from 1970 to 2000, and has declined by 9 percent
since 2000. The income share of the top 1 percent of tax-
payers, approximately 9 percent in 1980, rose to 21 per-
cent in 2005 before dipping slightly in 2010. In contrast,
the income share of the bottom 50 percent of taxpayers
declined from 18 percent in 1980 to 12 percent in 2010.
The poverty rate, after falling rapidly in the 1960s due to
a strong economy and large expansions in Social Security,
has since remained relatively steady despite the advances
in real disposable income per capita. From 2005 to 2011,
the poverty rate, the percentage of food-insecure house-
holds, and the percentage of Americans receiving benefits
from the Supplemental Nutrition Assistance Program
(formerly known as the Food Stamp Program), increased
as Americans struggled with the economic downturn.

After slowly increasing from 1960 to 2005, homeown-
ership rates dropped somewhat following the 2008 hous-
ing crisis, but remain close to the historical average. The

'This measure includes charitable giving only among those who claim
itemized deductions. It is therefore influenced by changes in tax laws
and in the characteristics of those who itemize.

share of families with children and severe housing cost
burdens, however, more than doubled from 8 percent in
1980 to 18 percent in 2011.

Health:

America has by far the most expensive health care sys-
tem in the world, yet much higher rates of uninsured than
other countries with comparable wealth. National health
expenditures as a share of GDP have increased from
about 5 percent in 1960 to almost 18 percent in 2011. This
increase in health care spending has corresponded with
improvements in medical technology that have improved
health, but the rate of spending increase in the United
States is far greater than that in other Organization for
Economic Cooperation and Development (OECD) coun-
tries which have experienced comparable health improve-
ments. Despite high health care costs, over 21 percent
of adults and 9 percent of children were without health
insurance in 2011. In 2010 the President signed the
Affordable Care Act into law. The Affordable Care Act is
expected to reduce the number of uninsured by about 27
million by 2022.2

Some key indicators of national health have improved
since 1960. Life expectancy at birth increased by nine
years over the last five decades, from 69.7 in 1960 to 78.7
in 2011. Infant mortality fell from 26 to approximately 6
per 1,000 live births, with a precipitous decline occurring
in the 1970s.

Improvement in health behaviors among Americans
has been mixed. While the percent of adults who smoke
cigarettes in 2011 was less than half of that in 1970, rates
of obesity have soared. In 1980, 15 percent of adults and
6 percent of children were obese; in 2010, 35 percent of
adults and 17 percent of children were obese. Adult obe-
sity continued to rise even as the share of adults engaging
in regular physical activity increased from 15 percent in
2000 to 21 percent in 2011.

Security and Safety:

The last three decades have witnessed a remarkable
decline in crime. From 1980 to 2011, the property crime
rate dropped by 72 percent while the murder rate was cut
by over half. Road transportation has also become safer.
Safety belt use increased by 15 percentage points from
2000 to 2012, and the annual number of highway fatali-
ties fell by 38 percent from 1970 to 2011 despite the in-
crease in the population.

Environment and Energy:

The Nation’s future well-being and prosperity depend
on stewardship of our natural resources, the environment,
and on our ability to bring about a clean energy economy.
Substantial progress has been made on air quality in
the United States, with the concentration of particulate
matter falling 28 percent from 2000 to 2010. Moving for-
ward, the greatest environmental challenge is reducing

2 Congressional Budget Office. 2013. “The Budget and Economic Out-
look: Fiscal Years 2013 to 2023.” Washington, DC: Congressional Budget
Office.
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greenhouse gas emissions. The President announced a
target reduction of 17 percent in greenhouse gas emis-
sions between 2005 and 2020, with an ultimate reduction
of 83 percent between 2005 and 2050. From 2005 to 2010,
gross greenhouse gas emissions fell by 5.3 percent. Gross
greenhouse gas emissions per capita and per unit of GDP
have fallen by 9.5 and 8.6 percent, respectively. However,
annual mean CO, concentration, a global measure of cli-
mate change, has increased roughly between three- and
five-fold since 1960.

While technological advances and a shift in produc-
tion patterns mean that Americans now use about half as
much energy per real dollar of GDP as they did 50 years
ago, rising income levels mean that per capita consump-
tion has remained roughly constant over the last 40 years.
The percent of U.S. electricity production that is from re-
newable sources has grown since 2005, but remains only

12.7 percent.

Table 6-1. SOCIAL INDICATORS
Calendar Years 1960 | 1970 | 1980 | 1990 | 1995 | 2000 | 2005 | 2010 | 2011 2012

Economic

General Economic Conditions
1 Real GDP per person (2005 dollars) ™ .........coceeereemeereemeesrenerenneesiseeseens 15,648| 20,802 25,618 32,085| 34,082 39,718 42,646| 42,169 42,620 43,352
2 Real GDP per person change, 5-year annual average . 0.7 2.3 2.6 23 1.2 3.1 1.4 -0.2 -0.3 N/A
3 Consumer Price INAEX? ........ovvvverviscssissssssssssssssss s 15.1 19.3 385 59.9 68.2 76.6 86.8 96.9| 100.0 N/A
4 Private goods producing (%) .... N/A N/A N/A 39.7 372 337 321 29.5 30.8 N/A
5 Private services producing (%) ..o N/A N/A N/A 60.3 62.8 66.3 67.9 70.5 69.2 N/A

Jobs and Unemployment
6 Labor force participation rate (%) 59.4 60.4 63.8 66.5 66.6 67.1 66.0 64.7 64.1 63.7
7 Employment (millions) 65.8 78.7 99.3| 1188 124.9| 136.9| 141.7| 139.1| 139.9| 1425
8 Employment-population ratio (%) .........ccceeuriimiiriisiinissinn, 56.1 57.4 59.2 62.8 62.9 64.4 62.7 58.5 58.4 58.6
9 Payroll employment change - December to December (millions) ..... -0.4 -0.5 0.3 0.3 2.2 2.0 2.5 1.0 1.8 1.8
10 Payroll employment change - 5-year annual average (millions) 0.7 2.0 2.7 2.4 1.6 2.9 0.4 -0.8 -0.9 -0.9
11 Civilian unemployment rate (%) 5.5 49 7.1 5.6 5.6 4.0 5.1 9.6 8.9 8.1
12 Unemployment plus marginally attached and underemployed (%) N/A N/A N/A N/A 10.1 7.0 8.9 16.7 15.9 14.7
13 Receiving Social Security disabled-worker benefits (% of population)® ....... 0.9 2.0 2.8 25 3.3 3.7 45 5.5 5.7 5.8

Infrastructure, Innovation, and Capital Investment
14 Nonfarm output per hour (average 5 year % change) .........ccomeeveres 1.8 2.1 1.1 15 1.5 2.8 3.1 1.8 1.8 N/A
15 Corn for grain production (billion bushels) 3,907| 4,152 6,639 7,934| 7,400{ 9,915 11,112 12,447| 12,358| 10,725
16 Real net stock of fixed assets and consumer durable goods (billions of

20108)% oo s 11,564 16,879| 23,258| 30,765 34,227| 40,281| 46,389 50,673 51,117 N/A

17 Population served by secondary wastewater treatment or better (%)° ......... N/A 416 56.4 63.7 61.1 71.4 74.3 72.0 N/A N/A
18 Electricity net generation (KWh per €apita) ..........cueeeerererereeneenemresenins 4202 7,486 10,076/ 12,170| 12,594| 13,475 13,723| 13,335 13,177 N/A
19 Patents issued to U.S. residents (per 1,000 population) ..........c.cccveeveereeenen. 423 50.6 417 56.1 68.2| 103.6 885 1325 1319 N/A
20 Net national saving rate (% 0f GDP) .......covuiuvrircrnrrecneerieeeesseeciens 10.3 8.1 7.2 3.9 47 6.1 2.9 -0.7 -0.6 N/A
21 R&D spending (% Of GDP) ......cccovviiiiiiiiniiiriiisssssisssiesissessssiians 2.6 25 2.3 2.6 25 2.7 2.6 2.8 2.7 N/A

Demographic and Civic

Population
22 Total population (millions) N/A| 2040 2272| 249.6| 266.3] 2822 2955| 309.3] 311.6] 3139
23 Foreign born population (MillioNs)® ..........ccviernrrcreeeene 9.7 9.6 141 19.8 N/A 31.1 375 40.0 40.4 N/A
24 17 years and YOUNGET (%) ...cveveermreeeriereiniresineiesireesseiesise e ssesesesseees N/A N/A 28.0 25.7 26.1 25.7 24.9 24.0 237 235
25 65 years and 0lder (%) ......cocvuerviereieciee N/A 9.8 11.3 12.5 12.7 124 124 13.1 13.3 N/A
26 85 years and older (%) N/A 0.7 1.0 1.2 1.4 15 1.6 1.8 1.8 N/A

Household Composition
27 Ever married (% of age 15 and older)” ... 78.0 75.1 74.1 73.8 729 71.9 70.9 69.3 69.2 68.8
28 Average family SIZE8 ... e 37 36 33 32 32 32 3.1 32 3.1 3.1
29 Births to unmarried women age 15-17 (per 1,000) .. N/A 171 20.6 29.6 30.1 23.9 19.4 16.8 N/A N/A
30 Single parent NOUSENOIAS (%) .......rrvurrrcrrirrnsriressiissssissssssesssinens 44 5.2 75 8.3 9.1 8.9 8.9 9.1 9.1 9.3

Civic Engagement
31 Average charitable contribution per itemized tax return (2010 dollars)® ....... 2,063 2,046 2,361| 2,968 3,155| 4,188| 4,287| 3,650 N/A N/A
32 Voting for President (% of voting age population)™ ..........cccocveermernerenennne 63.4 57.0 55.1 56.4 49.8 52.1 56.7 58.3 N/A N/A
33 Persons volunteering (% age 16 and older) ™ ... N/A N/A N/A 20.4 N/A N/A 28.8 26.3 26.8 N/A
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TABLE 6-1. SOCIAL INDICATORS—Continued

Calendar Years 1960 | 1970 | 1980 | 1990 | 1995 | 2000 | 2005 | 2010 | 2011 2012
Socioeconomic
Education
34 High school graduates (% of age 25-34)" .......ccocvvrrmernerenerenineeineninns 58.1 715 84.2 84.1 N/A 83.9 86.4 87.2 87.9 N/A
35 College graduates (% of age 25-34)™ .......cccovvvrmrrerrmrrnreserenrseessseeens 11.0 15.5 23.3 22.7 N/A 27.5 29.9 31.1 31.5 N/A
36 Reading achievement score (age 17)™ ... N/A 285 285 290 288 288 283 286 N/A N/A
37 Math achievement score (age 17)™ ... N/A 304 298 305 306 308 305 306 N/A N/A
38 Science and engineering graduate degrees (% of total graduate degrees) ...... 22.0 17.2 11.2 14.7 14.2 12.6 12.7 12.1 12.4 N/A
39 Receiving special education services (% of age 3-21 public school
STUAENES) vvvervreeieeectece e N/A N/A 10.1 1.4 12.4 13.3 13.7 13.0 N/A N/A
Income, Savings, and Inequality
40 Real median income: all households (2011 dolars) ........ccoceveneineencineenenns N/A| 45146| 46,024| 49,950/ 49,935| 54,841| 53,371| 50,831| 50,054 N/A
41 Real disposable income per capita average (2011 dollars)" * ... 12,457| 17,450| 21,716| 27,132 28,724| 33,272| 36,100| 37,242| 37,463| 37,646
42 Adjusted gross income share of top 1% of all taxpayers ............ccccceveuvviines N/A N/A 8.5 14.0 14.6 20.8 212 18.9 N/A N/A
43 Adjusted gross income share of lower 50% of all taxpayers ...........cooweveren. N/A N/A 17.7 15.0 14,5 13.0 12.9 11.7 N/A N/A
44 Personal saving rate (% of disposable personal income)’ ..........cccouereernen. 7.2 9.4 9.8 6.5 5.2 2.9 15 5.1 4.2 3.6
45 POVEIY Tt (%)™ ..vvvvvveeeeseeeeeseesseessssssssssssseesssssssssssssssesssssssssssssssesssssnes 222| 126 130/ 135 138 11.3| 126 151 150 N/A
46 Food-insecure households (% of all households) ' .........ccccoevriveirnirrirnen. N/A N/A N/A N/A 11.9 10.5 11.0 14.5 14.9 N/A
47 Supplemental Nutrition Assistance Program (formerly Food Stamps)'® ...... N/A 3.3 9.5 8.2 9.9 6.1 8.9 13.5 14.6 14.9
48 Median wealth of households, age 55-64 (in thousands of 2011 dollars)™®* ..... 75 N/A 148 170 169 234 299 185 N/A N/A
Housing
49 Homeownership among families with children (%) ... 61.9 62.9 64.4 64.2 65.0 66.2 66.9 65.1 64.6 N/A
50 Families with children and severe housing cost burden (%)% .........cccvevennee N/A N/A 8.0 10.0 12.0 11.0 14,5 17.9 18.3 N/A
51 Families with children and inadequate housing (%) .......ccccovevrermneeenerinns N/A N/A 9.0 9.0 7.0 7.0 5.4 53 55 N/A
Health
Health Status
52 Life expectancy at birth? ... 69.7 70.8 737 75.4 75.8 76.8 776 78.7 787 N/A
53 Infant mortality (per 1,000 live births)? ...........cooviririiniieieese e 26.0 20.0 12.6 9.2 7.6 6.9 6.9 6.1 6.1 N/A
54 Low birthweight [<2,500 gms] (% 0f babies)?? ........cccoeemeerrreneirrieneirnrireireens 7.7 7.9 6.8 7.0 7.3 7.6 8.2 8.1 8.1 N/A
55 Activity limitation (% of age 5=17)% ... N/A N/A N/A N/A N/A 7.0 8.0 9.2 9.3 N/A
56 Activity limitation (% of aged 18 and over)?* .........ccccovevnmeinecnerreerseninnnnns N/A N/A N/A N/A N/A 27.9 29.1 29.9 29.8 N/A
57 Difficulties with activities of daily living (% of age 65 and over)® ................ N/A N/A N/A N/A N/A 6.3 6.2 6.8 7.3 N/A
Health Behavior
58 Engaged in regular physical activity (% of age 18 and older)® ..........c.c...... N/A N/A N/A N/A N/A 15.0 16.6 20.7 21.0 N/A
59 Obesity (% of age 20-74 with BMI 30 or greater)? ........coocoveveverreernvernenns 13.3 14.6 15.1 23.3 N/A 31.1 34.1 35.3 N/A N/A
60 Obesity (% 0f 88 2-19)2 .....coccccvvoereseesevessseessssssssssssees s N/A 5.1 55 100 N/A| 139 154 169 N/A N/A
61 Cigarette smokers (% of age 18 and 0lder) .........coeveuvrrrcrneireeneereieniinnines N/A 39.2 327 25.3 24.6 23.1 20.8 19.3 19.0 N/A
62 Excessive alcohol use (% of age 18 and olden® ..o N/A N/A N/A N/A N/A 8.7 8.9 10.1 9.4 N/A
Access to Health Care
63 Total national health expenditures (% 0f GDP)® ........cccccovrvveverrerrirenenennns 5.2 7.2 9.2 125 13.9 13.8 16.1 17.9 17.9 17.9
64 Persons without health insurance (% of age 18-64) .......ccccccveuvrrervirecneens N/A N/A N/A N/A N/A 16.4 19.0 21.8 212 N/A
65 Persons without health insurance (% of age 17 and younger) ...........c.cc...... N/A N/A N/A N/A N/A 10.7 10.3 9.8 9.4 N/A
66 Children age 19-35 months with recommended vaccinations (%)*" ............ N/A N/A N/A N/A 55.1 72.8 76.1 727 73.6 N/A
Security and Safety
Crime
67 Property crimes (per 100,000 households)® .........c.cocveermenemrrnernnreneenneens N/A N/A| 49,610| 34,890 31,547| 19,043| 15947 12,542| 13,871 N/A
68 Violent crime victimizations (per 100,000 population age 12 or older) % ... N/A N/A|  4940| 4,410 7,068 3,749| 2,842| 1,928| 2,254 N/A
69 Murder rate (per 100,000 PEISONS) ......ccreurverrvereerrrireiirireseereesisesseseeeseees 5.1 7.9 10.2 9.4 8.2 55 5.6 4.8 4.7 N/A
Transportation Safety
70 Safety belt use (%) N/A N/A N/A N/A N/A 7 82 85 84 86
71 Highway fatalities 36,399| 52,627| 51,091| 44,599| 41,817| 41,945| 43510 32,999| 32,367 N/A
Environment and Energy
Air Quality and Greenhouse Gases
72 Ground level ozone (ppm) based on 247 monitoring sites ....... N/A N/A| 0101 0.089| 0.090| 0.082| 0.080| 0.073 N/A N/A
73 Particulate matter 2.5 (ug/m3) based on 646 monitoring sites N/A N/A N/A N/A N/A 13.6 13.0 10.0 N/A N/A
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TABLE 6-1. SOCIAL INDICATORS—Continued

Calendar Years 1960 | 1970 | 1980 | 1990 | 1995 | 2000 | 2005 | 2010 | 2011 2012

74 Annual mean atmospheric CO, concentration (Mauna Lao, Hawaii; ppm/yr) 05 1.1 1.7 1.2 2.0 1.6 2.5 2.4 1.8 N/A
75 Gross greenhouse gas emissions (teragrams CO, equivalent)® ................. N/A N/A N/A| 6,175 N/A N/A|  7,204| 6,822 N/A N/A
76 Net greenhouse gas emissions, including sinks (teragrams CO, equivalent) ..... N/A N/A N/A| 5,293 N/A N/A| 6,118 5,747 N/A N/A
77 Gross greenhouse gas emissions per capita (metric tons CO, equivalent) ..... N/A N/A N/A 247 N/A N/A 24.3 22.0 N/A N/A
78 Gross greenhouse gas emissions per 2005$ of GDP (kilograms CO,

equivalent) N/A N/A N/A|  0.769 N/A N/A| 0570 0.521 N/A N/A

Energy

79 Energy consumption per capita (Million Btu) ........ccccoevmmrnerneinnencineiis 250 331 344 338 342 350 339 316 312 N/A
80 Energy consumption per 2005% GDP (thousand Btu per 2005$) ................. 15.9 15.9 13.4 10.5 10.0 8.8 7.9 75 7.3 N/A
81 Electricity net generation from renewable sources, all sectors (% of total) ....... 19.7 16.4 12.4 11.8 115 9.4 8.8 10.4 12.7 N/A

N/A=Number is not available.

! Data for 2012 reflect 2012 Q3.

2 Adjusted CPI-U. 2011=100.

® Gross prevalence rate for persons receiving Social Security disabled-worker benefits among the estimated population insured in the event of disability at end of year. Gross rates do
not account for changes in the age and gender composition of the insured population over time.

* Data adjusted by OMB to real 2010 dollars for indicator 16, and to 2011 dollars for indicators 41 and 48.

% Data correspond to years 1962, 1972, 1982, 1992, 1996, 2000, 2004, 2008.

¢ Data source for 1960 to 2000 is the decennial census; data source for 2006, 2010, and 2011 is the American Community Survey.

7 For 1960, age 14 and older.

& Average size of family households. Family households are those in which there is someone present who is related to the householder by birth, marriage, or adoption.

® Charitable giving reported as itemized deductions on Schedule A.

12 Data correspond to years 1964, 1972, 1980, 1992, 1996, 2000, 2004, 2008.

' Refers to those who volunteered at least once during a one-year period, from September of the previous year to September of the year specified. For 1990, refers to 1989 estimate
from the CPS Supplement on volunteers.

12 For 1960, includes those who have completed 4 years of high school or beyond. For 1970 and 1980, includes those who have completed 12 years of school or beyond. For 1990
onward, includes those who have completed a high school diploma or the equivalent.

13 For 1960 to 1980, includes those who have completed 4 or more years of college. From 1990 onward, includes those who have a bachelor’s degree or higher.

14 Data correspond to years 1971, 1980, 1990, 1994, 1999, 2004, and 2008.

1% Data correspond to years 1973, 1982, 1990, 1994, 1999, 2004, and 2008.

'8 The poverty rate does not reflect noncash government transfers.

'” Food-insecure classification is based on reports of three or more conditions that characterize households when they are having difficulty obtaining adequate food, out of a total of 10
such conditions.

18 2012 reflects average monthly participation from January through September 2012.

19 Data values shown are 1962, 1983, 1989, 1995, 2001, 2004, and 2010. For 1962, the data source is the SFCC; for subsequent years, the data source is the SCF.

2 Expenditures for housing and utilities exceed 50 percent of reported income. Some data interpolated.

2 Inadequate housing has moderate to severe physical problems, usually poor plumbing or heating or upkeep problems. Some data interpolated.

2 Data for 2011 are preliminary.

2 Total activity limitation includes special education and other limitations, including limitations in children’s ability to walk, care for themselves, or perform other activities.

2 Activity limitation among adults aged 18 and over is defined as having a basic action difficulty in one or more of the following: movement, emotional, sensory (seeing or hearing), or
cognitive.

% Activities of daily living include include bathing or showering, dressing, getting in or out of bed or a chair, using the toilet, and eating.

% Participation in leisure-time aerobic and muscle-strengthening activities that meet 2008 Federal physical activity guidelines.

27 BMI refers to body mass index.

% Percentage at or above the sex-and age-specific 95th percentile BMI cutoff points from the 2000 CDC growth charts.

2 Percent of age 18 and over who had five or more drinks in a day on at least 12 days in the past year.

% 2012 values are projected.

% Recommended vaccine series changed over time. 1995 and 2000 data correspond with the 4:3:1:3:3 recommended series; 2005 data correspond with the 4:3:1:3:3:1 series; 2010
and 2011 data correspond with the 4:3:1:-:3:1:4 series.

% Property crimes, including burglary, motor vehicle theft, and property theft, reported by a sample of households. Includes property crimes both reported and not reported to law
enforcement.

% Violent crimes include rape, robbery, aggravated assault, and simple assault. Includes crimes both reported and not reported to law enforcement. Due to methodological changes
in the enumeration method for NCVS estimates from 1993 to present, use caution when comparing 1980 and 1990 criminal victimization estimates to future years. Estimates from 1995
and beyond include a small number of victimizations, referred to as series victimizations, using a new counting strategy. High-frequency repeat victimizations, or series victimizations,
are six or more similar but separate victimizations that occur with such frequency that the victim is unable to recall each individual event or describe each event in detail. Including series
victimizations in national estimates can substantially increase the number and rate of violent victimization; however, trends in violence are generally similar regardless of whether series
victimizations are included. See Methods for Counting High-Frequency Repeat Victimizations in the National Crime Victimization Survey for further discussion of the new counting
strategy and supporting research.

% The gross emissions indicator does not include sinks, which are processes (typically naturally occurring) that remove greenhouse gases from the atmosphere. Gross emissions are
therefore more indicative of trends in energy consumption and efficiency than are net emissions.
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Table 6-2. SOURCES FOR SOCIAL INDICATORS

Indicator

Source

(S I O R

20
21

22

23

24

25

26

27
28
29

30

31

Economic
General Economic Conditions
Real GDP per person (2005 dollars)
Real GDP per person change, 5-year annual average
Consumer Price Index
Private goods producing (%)
Private services producing (%

Jobs and Unemployment
Labor force participation rate (%)
Employment (millions)
Employment-population ratio (%)
Payroll employment change - December to December (millions)
Payroll employment change - 5-year annual average (millions)
Civilian unemployment rate (%)
Unemployment plus marginally attached and underemployed (%) ...
Receiving Social Security disabled-worker benefits (% of population)

Infrastructure, Innovation, and Capital Investment
Nonfarm output per hour (average 5 year % change)
Corn for grain production (billion bushels)

Real net stock of fixed assets and consumer durable goods (billions of 20108) ....
Population served by secondary wastewater treatment or better (%)

Electricity net generation (kWh per capita)

Patents issued to U.S. residents (per 1,000 population)

Net national saving rate (% of GDP)
R&D spending (% of GDP)

Demographic and Civic

Population
Total population (millions)

Foreign born population (millions) xx/

17 years and younger (%)

65 years and older (%)

85 years and older (%)

Household Composition
Ever married (% of age 15 and older)
Average family size
Births to unmarried women age 15-17 (per 1,000)

Single parent households (%)

Civic Engagement
Average charitable contribution per itemized tax return (2010 dollars)

Bureau of Economic Analysis, National Economic Accounts Data. http:/www.bea.gov/nationall
Bureau of Economic Analysis, National Economic Accounts Data. http://www.bea.gov/nationall
Bureau of Labor Statistics, BLS Consumer Price Index Program. http://www.bls.gov/cpil

.. |Bureau of Economic Analysis, National Economic Accounts Data. http:/www.bea.gov/nationall

Bureau of Economic Analysis, National Economic Accounts Data. http:/www.bea.gov/nationall

Bureau of Labor Statistics, Current Population Survey. http://www.bls.gov/cps
Bureau of Labor Statistics, Current Population Survey. http:/www.bls.gov/cps
Bureau of Labor Statistics, Current Population Survey. http://www.bls.gov/cps
Bureau of Labor Statistics, Current Employment Statistics program. http.//www.bls.gov/ces/
Bureau of Labor Statistics, Current Population Survey. http://www.bls.gov/cps
Bureau of Labor Statistics, Current Population Survey. http://www.bls.gov/cps

.. |Bureau of Labor Statistics, Current Population Survey. http:/www.bls.gov/cps

Social Security Administration, Office of Research, Evaluation, and Statistics, Annual Statistical
Supplement to the Social Security Bulletin, tables 4.C1 5.A4. http://www.ssa.gov/policy/
docs/statcomps/supplement/

Bureau of Labor Statistics, Major Sector Productivity Program. http://www.bls.gov/Ipc/

National Agricultural Statistics Service, Agricultural Estimates Program. http:/www.nass.usda.
gov/

Bureau of Economic Analysis, National Economic Accounts Data. http:/www.bea.gov/nationall

U.S. Environmental Protection Agency, Clean Watersheds Needs Survey. http:/water.epa.gov/
scitech/datait/databases/cwns/index.cfm

U.S. Energy Information Administration, Annual Energy Review Table 8.2a (Col. 16) divided by
Table D1 (Col. 1). http://www.eia.gov/totalenergy/data/annual/index.cfm

U.S. Patent and Trademark Office, Electronic Information Products Division, Patent Technology
Monitoring Team. http://www.uspto.gov/products/catalog/ptmd/patent_statistics.jsp

Bureau of Economic Analysis, National Economic Accounts Data. http:/www.bea.gov/nationall

National Science Foundation, National Patterns of R&D Resources. http:/www.nsf.gov/
statistics/natlpatterns/

U.S. Census Bureau, Population Division, Vintage 2012 Population Estimates (2012), Vintage
2011 Population Estimates (2010-2011), 2000-2010 Intercensal Estimates (2000-2005),
1990-1999 Intercensal Estimates (1990-1995), 1980-1990 Intercensal Estimates (1980),
1970-1980 Intercensal Estimates (1970).

U.S. Census Bureau, Population Division, Decennial Census and American Community Survey.
http://www.census.gov/prod/www/abs/decenniall and http://www.census.gov/acs

U.S. Census Bureau, Population Division, Vintage 2012 Population Estimates (2012), Vintage
2011 Population Estimates (2010-2011), 2000-2010 Intercensal Estimates (2000-2005),
1990-1999 Intercensal Estimates (1990-1995), 1980-1990 Intercensal Estimates (1980),
1970-1980 Intercensal Estimates (1970)

U.S. Census Bureau, Population Division, Vintage 2012 Population Estimates (2012), Vintage
2011 Population Estimates (2010-2011), 2000-2010 Intercensal Estimates (2000-2005),
1990-1999 Intercensal Estimates (1990-1995), 1980-1990 Intercensal Estimates (1980),
1970-1980 Intercensal Estimates (1970)

U.S. Census Bureau, Population Division, Vintage 2012 Population Estimates (2012), Vintage
2011 Population Estimates (2010-2011), 2000-2010 Intercensal Estimates (2000-2005),
1990-1999 Intercensal Estimates (1990-1995), 1980-1990 Intercensal Estimates (1980),
1970-1980 Intercensal Estimates (1970)

U.S. Census Bureau, Current Population Survey. http://www.census.gov/hhes/families/
U.S. Census Bureau, Current Population Survey. http://www.census.gov/hhes/families/

Centers for Disease Control and Prevention, National Vital Statistics Report. http:/www.cdc.
gov/nchs/nvss.htm

U.S. Census Bureau, Current Population Survey. http.//www.census.gov/hhes/families/

U.S. Internal Revenue Service, Statistics of Income - Individual Income Tax Returns (IRS
Publication 1304). http://www.irs.gov/uac/SOI-Tax-Stats-Individual-Income-Tax-Returns-
Publication-1304-(Complete-Report)
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TABLE 6-2. SOURCES FOR SOCIAL INDICATORS—Continued

Indicator

Source

32

33

34

35
36

37

38

39

40

41
42

43

44
45

46

47
48

49
50

51

52

53

54

55

56

57

58

Voting for President (% of voting age population)

Persons volunteering (% age 16 and older)

Socioeconomic

Education
High school graduates (% of age 25-34)

College graduates (% of age 25-34)
Reading achievement SCOre (g 17) .....cuvvrieriruiniiciresreseieniessseees

Math achievement score (age 17)

Science and engineering graduate degrees (% of total graduate degrees)

Receiving special education services (% of age 3-21 public school students) ....

Income, Savings, and Inequality
Real median income: all households (2011 dollars) ............cueereeeneeerererneireenees

Real disposable income per capita average (2005 dollars) .
Adjusted gross income share of top 1% of all taxpayers

Adjusted gross income share of lower 50% of all taxpayers ............coucveeerirerenee

Personal saving rate (% of disposable personal income)
Poverty rate (%)

Food-insecure households (% of all households)

Supplemental Nutrition Assistance Program (formerly Food Stamps)
Median wealth of households, age 55-64 (in thousands of 2010 dollars)

Housing
Homeownership among families with children (%)
Families with children and severe housing cost burden (%)

Families with children and inadequate housing (%)

Health

Health Status
Life expectancy at birth

Infant mortality (per 1,000 live births)

Low birthweight [<2,500 gms] (% of babies)

Activity limitation (% of age 5-17)
Activity limitation (% of age 18 and over)

Difficulties with activities of daily living (% of age 65 and over)

Health Behavior
Engaged in regular physical activity (% of age 18 and older)

The Office of the Clerk of the U.S. House of Representatives and the U.S. Census Bureau,
Current Population Survey. http://www.census.gov/cps/

U.S. Census Bureau, Current Population Survey. http://www.census.gov/cps/

U.S. Census Bureau, Decennial Census and American Community Survey. http://www.census.
gov/prod/www/abs/decenniall and http://www.census.gov/acs

U.S. Census Bureau, American Community Survey. http://www.census.gov/acs

National Center for Education Statistics, National Assessment of Educational Progress. http://
nces.ed.gov/nationsreportcardl

National Center for Education Statistics, National Assessment of Educational Progress. htp://
nces.ed.gov/nationsreportcard/

National Center for Education Statistics, Integrated Postsecondary Education Data System.
http://nces.ed.gov/ipeds/

National Center for Education Statistics, Digest of Education Statistics, 2012. http:/nces.
ed.gov/programs/digest/d12/tables/dt12_046.asp

U.S. Census Bureau, Current Population Survey, Annual Social and Economic Supplements.
http://www.census.gov/hhes/www/income/data/historical/household/

.. |Bureau of Economic Analysis, National Economic Accounts Data. http:/www.bea.gov/nationall

U.S. Internal Revenue Service, Statistics of Income. http:/www.irs.gov/uac/SOI-Tax-Stats-
Individual-Statistical- Tables-by-Tax-Rate-and-Income-Percentile

U.S. Internal Revenue Service, Statistics of Income. http:/www.irs.gov/uac/SOI-Tax-Stats-
Individual-Statistical- Tables-by-Tax-Rate-and-Income-Percentile

Bureau of Economic Analysis, National Economic Accounts Data. http:/www.bea.gov/nationall

U.S. Census Bureau, Current Population Survey, Annual Social and Economic Supplements.
http://www.census.gov/hhes/www/poverty/publications/pubs-cps.html

Economic Research Service, Household Food Security in the United States report series.
http://www.ers.usda.gov/topics/food-nutrition-assistance/food-security-in-the-us/readings.
aspx

Food and Nutrition Service, USDA

Board of Governors of the Federal Reserve System, Survey of Consumer Finances Chartbook.
http://www.federalreserve.gov/econresdata/scf/scfindex.htm

U.S. Census Bureau, American Housing Survey. http://www.census.gov/housing/ahs

U.S. Census Bureau, American Housing Survey as tabulated by the Housing and Urban
Development’s Office of Policy Development and Resesarch. http:/www.census.gov/
housing/ahs

U.S. Census Bureau, American Housing Survey as tabulated by the Housing and Urban
Development’s Office of Policy Development and Resesarch. http:/www.census.gov/
housing/ahs

Centers for Disease Control and Prevention, National Center for Health Statistics, National Vital
Statistics System (mortality), Health, United States, 2012 forthcoming, Table 18. http:/www.
cdc.gov/nchs/nvss.htm

Centers for Disease Control and Prevention, National Center for Health Statistics, National Vital
Statistics System (natality), Health, United States, 2012 forthcoming, Table 13. http:/www.
cdc.gov/nchs/nvss.htm

Centers for Disease Control and Prevention, National Center for Health Statistics, National Vital
Statistics System (natality), Health, United States, 2012 forthcoming, Table 6. http:/www.
cdc.gov/nchs/nvss.htm

Office of Special Education and Rehabilitative Services. http:/www2.ed.gov/about/offices/list/
osers/osep/index.html

Centers for Disease Control and Prevention, National Center for Health Statistics, National
Health Interview Survey. http://www.cdc.gov/nchs/nhis.htm

Centers for Disease Control and Prevention, National Center for Health Statistics, National
Health Interview Survey (for 2000 and 2005), Health, United States, 2008, Table 58, age-
adjusted. http://www.cdc.gov/nchs/nhis.htm

Centers for Disease Control and Prevention, National Center for Health Statistics, National
Health Interview Survey, Health, United States, 2012 forthcoming, Table 67, age adjusted.
http://www.cdc.gov/nchs/nhis.htm
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TABLE 6-2. SOURCES FOR SOCIAL INDICATORS—Continued

Indicator

Source

59

60

61

62

63

64

65

66

67

68
69

70

71

72

73

74

75

76

77

78

79

80

81

Obesity (% of age 20-74 with BMI 30 or greater)

Obesity (% of age 2-19)

Cigarette smokers (% of age 18 and 0lder) ...

Excessive alcohol use (% of age 18 and older)

Access to Health Care
Total national health expenditures (% of GDP)

Persons without health insurance (% of age 18-64) ..........c.covvvrrrverrcrnireinees

Persons without health insurance (% of age 17 and younger)

Children age 19-35 months with recommended vaccinations (%)

Security and Safety

Crime
Property crimes (per 100,000 households)

Violent crime victimizations (per 100,000 population age 12 or older)
Murder rate (per 100,000 persons)

Transportation Safety
Safety belt use (%)

Highway fatalities

Environment and Energy

Air Quality and Greenhouse Gases
Ground level ozone (ppm) based on 247 Monitoring Sites ..........cocvveeerneeneerneene

Particulate matter 2.5 (ug/m3) based on 646 monitoring Sites ...........ccccverevene

Annual mean atmospheric CO2 concentration (Mauna Lao, Hawaii; ppm/yr)

Gross greenhouse gas emissions (teragrams CO2 equivalent)

Net greenhouse gas emissions, including sinks (teragrams CO2 equivalent) ...
Gross greenhouse gas emissions per capita (metric tons CO2 equivalent) ........

Gross greenhouse gas emissions per 2005$ of GDP (kilograms CO2
equivalent)

Energy
Energy consumption per capita (million BTU)

Energy consumption per 2005$ GDP (thousand BTU per 2005$)

Electricity net generation from renewable sources, all sectors (% of total)

Centers for Disease Control and Prevention, National Center for Health Statistics, National
Health and Nutrition Examination Survey, Health, United States, 2012 forthcoming, Table
68, age adjusted. http://www.cdc.gov/nchs/nhis.htm

Centers for Disease Control and Prevention, National Center for Health Statistics, National
Health and Nutrition Examination Survey. http:/www.cdc.gov/nchs/nhis.htm

Centers for Disease Control and Prevention, National Center for Health Statistics, National
Health Interview Survey, Health, United States, 2012 forthcoming, Table 54, age adjusted.
http://www.cdc.gov/nchs/nhis.htm

Centers for Disease Control and Prevention, National Center for Health Statistics, National
Health Interview Survey, Health, United States, 2012 forthcoming, Table 62, age adjusted.
http://www.cdc.gov/nchs/nhis.htm

Centers for Medicare and Medicaid Services, National Health Expenditures Data. http:/
www.cms.gov/Research-Statistics-Data-and-Systems/Statistics- Trends-and-Reports/
NationalHealthExpendData/index.html

U.S. Census Bureau, Current Population Survey Annual Social and Economic Supplement.
http://www.census.gov/hhes/www/poverty/publications/pubs-cps.html

U.S. Census Bureau, Current Population Survey Annual Social and Economic Supplement.
http://www.census.gov/hhes/www/poverty/publications/pubs-cps.html

Centers for Disease Control and Prevention, National Immunization Survey. http:/www.cdc.gov/
nchs/nis.htm

Bureau of Justice Statistics, National Crime Victimization Survey. http://bjs.ojp.usdoj.gov/index.
cfm?ty=tp&tid=32
National Crime Victimization Survey. http:/bjs.ojp.usdoj.gov/index.cfm?ty=tp&tid=32

Federal Bureau of Investigation, Uniform Crime Reports, Crime in the United States. http.//
www.fbi.gov/about-us/cjis/ucr/ucr

Bureau of Transportation Statistics, National Transportation Statistics (as compiled from Safety
Belt and Helmet Use in 2002 and Traffic Safety Facts). http:/www.rita.dot.gov/bts/sites/rita.
dot.gov.bts/files/publications/national _transportation_statistics/index.htm/

Bureau of Transportation Statistics, National Transportation Statistics. http:/www.rita.dot.gov/
bts/sites/rita.dot.gov.bts/files/publications/national _transportation_statistics/index.html

U.S. Environmental Protection Agency, Latest Findings on National Air Quality. http://www.epa.
gov/airtrends/reports.html

U.S. Environmental Protection Agency, Latest Findings on National Air Quality. http:/www.epa.
gov/airtrends/reports.html

National Oceanic and Atmospheric Administration. http:/www.esrl.noaa.gov/gmd/ccgg/
trends/#mlo_data

U.S. Environmental Protection Agency, 2010 Inventory of Greenhouse Gases. http:/www.epa.
gov/climatechange/ghgemissions/usinventoryreport.html

U.S. Environmental Protection Agency, 2010 Inventory of Greenhouse Gases. http:/www.epa.
gov/climatechange/ghgemissions/usinventoryreport.html

U.S. Environmental Protection Agency, 2010 Inventory of Greenhouse Gases. http:/www.epa.
gov/climatechange/ghgemissions/usinventoryreport.html

U.S. Environmental Protection Agency, 2011 Inventory of Greenhouse Gases. http:/www.epa.
gov/climatechange/ghgemissions/usinventoryreport.html

U.S. Energy Information Administration, Annual Energy Review, Table 1.5, Col. 2. http:/www.
eia.gov/totalenergy/data/annual/index.cfm

U.S. Energy Information Administration, Annual Energy Review, Table 1.5, Col. 10. http:/www.
eia.gov/totalenergy/data/annual/index.cfm

U.S. Energy Information Administration, Annual Energy Review, Table 8.2a. http:/www.eia.gov/
totalenergy/data/annual/index.cfm
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The Federal government has a positive impact on the
quality of American lives. It influences the safety of the
communities in which we live, the roads on which we drive,
and the airplanes in which we fly. It enables those harmed
by natural disasters to recover faster and increases access
to capital for entrepreneurs and small business owners.
The Federal government enables more young people to go
to college and get jobs, and more seniors to maintain their
quality of life. The men and women of the armed forces
defend our nation and the Federal government, in turn, at-
tends to the needs of military families and the veterans who
so ably served. The responsibilities of agencies are vast,
varied, and significant. The Department of the Interior, for
example, is the largest supplier and manager of water in
17 states, delivers irrigation to 31 million people and one
out of every five western farmers, and manages lands that
produce over 30 percent of the nation’s energy.

The Federal government has the ability and responsi-
bility to improve the quality of the lives of the American
people, the safety of our communities, and the strength of
our economy.

A Culture of Performance Improvement

Because government can have such a positive impact
on the quality of people’s lives, good management of pro-
grams is essential. The challenge agencies face is using
their tools of program delivery, such as grants, contracts,
regulation, information collection, and information dis-
semination, in ways that yield the highest return on tax-
payer dollars. The Obama Administration expects agen-
cies to use evidence to set priorities and find increasingly
effective and cost-effective practices. It expects them to
test new practices to identify those that successfully solve
problems, advance opportunities, and boost productiv-
ity. It expects agency leaders to adjust and re-allocate
resources or change practices as new evidence is obtained,
and to constantly ask if lower cost options are available
to accomplish the same or higher levels of performance.
Finally, it expects agencies to share information with the
public to enhance accountability and facilitate under-
standing of the services the government provides.

To fulfill these expectations, the Obama Administration
has emphasized six practices:

1. goal-setting;

2. frequent measurement of performance and other in-
dicators;

ongoing analysis;
use of evidence in decision-making;

data-driven reviews; and

IR

information dissemination that is timely, accessible,
and user-friendly.

These six practices are essential for finding what
works and what needs fixing. They support agency efforts
to achieve better outcomes for each dollar spent. These
six practices help clarify what agencies are trying to ac-
complish, why they are focused on those goals, how they
plan to accomplish those goals, and how well they achieve
them. Effective communication about our performance
goals, progress, and results strengthens democratic deci-
sion-making and builds a culture of continuous improve-
ment in government.

To emphasize and enhance these performance prac-
tices across the Federal government, in 2009 the Obama
Administration directed agency leaders to set high-prior-
ity performance goals (Priority Goals). The Priority Goals
represent a small number of specific, ambitious, outcome-
focused goals selected by agency leaders. They are near-
term implementation priorities each agency is working to
accomplish within two years, without new legislation or
funding.

Agencies set new Priority Goals every two years. The
current set was established for FY 2012-2013. The Deputy
Secretary (or Chief Operating Officer) of each agency is
responsible for running quarterly progress reviews and
designating a senior official responsible for driving prog-
ress on each Priority Goal. Goal Leaders are expected to
select strategies using appropriately rigorous evidence,
set milestones, and assess progress at least once a quar-
ter. Every quarter, major agencies report progress on their
Priority Goals on Performance.gov.

Complementing Agency Priority  Goals, the
Administration has also selected 14 Federal Cross-
Agency Priority (CAP) Goals to deliver on the President’s
commitment. CAP Goals have been set for: exports; en-
trepreneurship and small businesses; energy efficiency;
broadband; science, technology, engineering, math educa-
tion; job training; and transitioning returning veterans
to civilian jobs. CAP Goals have also been set to improve
sustainability, cybersecurity, and other aspects of Federal
government operations.

Doing What Works; Fixing What Doesn’t

The following examples illustrate how adoption of these
six practices is translating to tangible improvements in
the lives of the American people. These examples rep-
resent a small subset of the vast contributions Federal
agencies make to people, communities, and the economy.

Strengthening the Economy with
Faster Patent Processing.

Timely, high-quality processing of patent applications
cultivates and protects innovation and boosts economic
prosperity. The backlog of patent applications has been
reduced to the lowest level in years despite increases in
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filings last year and this year. From its peak, of approxi-
mately 764,000 in January 2009, the patent backlog has
been reduced to approximately 595,078 in February 2013.
http:/ / goals.performance.gov/goal_detail / DOC/338

Broader Broadband Coverage.

Access to broadband capabilities is growing at a rapid
rate, providing a strong foundation for economic growth,
job creation, and global competitiveness. As of June 2012,
81% of Americans have access to advanced wireless
broadband and the ability to enjoy minimum download
speeds of at least 6 megabits per second, up from 36% in
mid-2010. When wired connections are included, avail-
ability jumps to almost 96%. http:/ /goals.performance.
gov/node/ 38578

Energy Efficiency.

Energy efficiency is one of the least expensive, most
cost-effective ways to enhance the nation’s energy se-
curity, save money for American households, reduce de-
pendence on oil, and ensure a clean environment. The
Federal government is pursuing strategic opportunities to
boost energy efficiency in four areas: buildings, industry,
transportation, and federal operations. Energy produc-
tivity improved by more than 6 percent from the fourth
quarter of calendar year 2010 through the fourth quarter
of 2012: the total quarterly average energy consumption
held steady at 24.55 quadrillion British Thermal Units
(BTUs), while the quarterly average GDP increased from
$13,181 billion ($2005) to $13,506. As one example of fed-
erally supported actions in the buildings sector, over 1.2
million homes of American families have been retrofitted
since 2009, with annual per household energy savings
from each retrofit between $250 to $450 dollars. As a re-
sult of this effort, more than 30 trillion BTUs of energy
per year have been saved, and approximately 3 million
metric tons of greenhouse gases (carbon dioxide equiva-
lent) have been reduced annually. http://goals.perfor-
mance.gov / node / 38504

Renewable Energy.

The Federal government continues to support in-
creased renewable energy production capacity on Federal
lands. Since the U.S. Department of the Interior first set
a goal in FY 2010 to develop all appropriate sources of
renewable and conventional energy on U.S. public lands
and waters, the department has authorized over 10,900
megawatts of solar, wind, and geothermal energy projects
on or crossing Interior lands. This approved capacity, if
fully developed, could generate enough energy to power
millions of homes. In contrast, for thirty years prior to set-
ting this goal, between 1978 and 2009, Interior approved
only a small number of wind and geothermal renewable
energy projects, estimated to provide for development of
about 1,500 megawatts of renewable energy. http:/ /goals.
performance.gov / goal_detail / DOI/ 379

Reducing Water Shortages and Costs.

The Nation faces an increasing set of water resource
challenges: aging infrastructure, rapid population
growth, depletion of groundwater resources, and climate
variability and change. Water issues and challenges are
increasing in the West, even in “normal” years, due in
part to prolonged drought and shifting population pat-
terns. Traditional water management approaches no lon-
ger meet today’s need. The Department of the Interior’s
Bureau of Reclamation is working closely with other
governments, private entities, and individuals to identify
practices that will increase water conservation capacity
in western states. Since FY 2010, the Bureau has funded
projects that have increased conservation capability by
over 600,000 acre-feet and will continue this important
work in FY 2014. http:/ / goals.performance.gov/goal_de-
tail/DOI/ 382

Safer, Lower-Cost Health Care.

Hospital-acquired infections (HAIs) are a significant
cause of morbidity and mortality in the United States,

tion.gov / content / dot-action / enforcement.html

A Case Study: The National Highway Transportation and Safety Administration (NHTSA) has
long taken a goal-focused, data-driven, evidence-based approach to reduce traffic fatalities. It inte-
grates performance measurements, retrospective evaluations, and experiments into its operations.

Since its inception, NHTSA has worked with states to code every fatal accident in the country,
noting characteristics of the operator, equipment, environmental situation (e.g., traffic light), and
jurisdiction. It complements this performance information with information about accident costs,
enabling the agency and its delivery partners to detect performance variations and target actions
to situations likely to be the most costly and risky.

NHTSA supports ongoing performance measurement with occasional studies and experiments.
For example, it analyzes how changes in state law, such as allowing police to stop and check driv-
ers for seat belt use, correlate with changes in traffic fatalities. Currently, it is running an experi-
ment to see if lessons learned from its highly successful enforcement-and-marketing campaign to
increase seat belt use, “Click-It-or-Ticket,” can be used to reduce distracted driving in a different
campaign, “Cell Phone in One Hand, Ticket in the Other.” NHTSA initially tested its distracted
driving campaign in two municipalities. Distracted driving dropped by a third in one (Syracuse)
and over 50% in the other (Hartford). NHTSA is now testing if the results can be replicated in
larger areas, an eight-county region of California and the state of Delaware. http:/ /www.distrac-
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accounting for an estimated 1.7 million infections in hos-
pital patients, 99,000 associated deaths in 2002, and ap-
proximately $28 to $33 billion dollars in excess health-
care expenditures. Two of the most serious, common,
and preventable infections are central line-associated
bloodstream infections (CLABSI) and catheter-associated
urinary tract infections. The Department of Health and
Human Services is working hard with the private sector,
other levels of government, and medical professionals to
cut the number of infections. In October 2012, as part of a
4-year nationwide initiative, over 1,000 hospital intensive
care units achieved a 41 percent reduction in the CLABSI
rates. This equates to more than 2,000 CLABSIs prevent-
ed, more than 500 lives saved, and over $34 million in
excess costs avoided. The Budget includes an increase of
$12 million within the Centers for Disease Control and
Prevention (CDC) to expand reporting of HAIs through
CDC’s National Healthcare Safety Network to more than
1,800 additional healthcare sites. http://goals.perfor-
mance.gov/goal_detail | HHS /375

Fewer Homeless Veterans.

The Departments of Veterans Affairs and the Housing
and Urban Development have been working together to
eliminate veterans’ homelessness by 2015. The Annual
Homeless Assessment Report to Congress estimates the
number of sheltered and unsheltered homeless persons
on a single night in January. In 2012, the annual home-
less count estimated 62,619 homeless veterans, down
7.2 percent from 2011 and 18 percent from 2010. http://
goals.performance.gov/goal_detail | VA/331

Violent Crime Reduction in Tribal Communities.

The Bureau of Indian Affairs in the Department of the
Interior is working with tribal communities to reduce
violent crime. At the end of FY 2011, violent crime had
declined an average of 35 percent across four high-crime
reservations in just two years. One year later, violent
crime is down across all four tribal communities — an av-
erage 55% reduction in violent crime incidents relative to
the 2009 baseline. Interior will continue its community
policing programs, maintaining efforts at the four reser-
vations and focusing on an additional two communities.
To promote adoption of these promising practices by all
tribal communities, the bureau has prepared a “Crime-
Reduction Best Practices Handbook.” http://www.bia.
gov/cs/groups/xojs/documents/text/idc-018678.pdf.

Saving Taxpayer Dollars with
Paperless Treasury Transactions.

Treasury has cut the number of paper claims it handles
from a high of 195.5 million in 2007 to 41 million in 2012,
saving the Federal government an average of $100 mil-
lion annually. http:/ / goals.performance.gov / goal_detail /
TREAS/335

Faster Social Security Disability
Hearing Decisions.

The Social Security Administration has reduced
the average processing time for a hearing before an

Administrative Law Judge from an all-time high of 532
days in August 2008 to 362 days as of September 2012.
http:/ / goals.performance.gov/goal_detail | SSA /357

In addition, the Administration is building on previous
efforts to eliminate waste, reduce duplication, and save
costs. Agencies are making noteworthy progress address-
ing fragmentation in areas as diverse as exports and vet-
erans’ homelessness. For example, in February 2012, the
President issued a memorandum directing the Export
Promotion Cabinet to work across agencies to identify
overlap and duplication and to maximize the combined
effectiveness of their programs and initiatives in support
of the Administration’s strategic trade and investment
priorities.

Looking Forward

Experience over the last four years reinforced prior evi-
dence about the benefits of the six management practices.
It is also refining our understanding of smarter ways to
apply these practices:

Goal Ownership Improves Results.

Goals and measures are merely words unless someone
assumes responsibility for managing their progress. The
designation of goal leaders for each Priority Goal, and
quarterly reviews run by Chief Operating Officers, assure
high-level attention to Priority Goal execution. Many goal
leaders, in turn, are clarifying who needs to do what by
when to achieve a national goal. In forthcoming strategic
plans, agencies will expand on this best practice of assign-
ing clear goal ownership by identifying the lead office re-
sponsible for each strategic objective.

Improvement is the Objective,
not Target Attainment.

Ambitious goals energize people and encourage creativ-
ity, innovation, and cross-organization collaboration that
can lead to better outcomes and higher productivity. By
definition, ambitious goals are hard to meet. Therefore,
when progress on a goal is less than expected, agen-

cies are accountable for understanding why and hav-
ing a cogent evidence-based strategy to improve. Also,
agencies that meet all of their ambitious targets will

be asked to set more ambitious targets in the future.

Diagnostic Analyses, Experiments, and Other
Studies Make Measurement Actionable.

Analysis turns performance measurement into action-
able information. While it is good to know if a national
trend is moving in the right direction, that knowledge
alone does not suggest a next step. Finding variations in
trends or outliers can lead to the discovery of better prac-
tices. The Department of Housing and Urban Development
has taken this approach in its efforts to reduce veterans’
homelessness. (See http:/goals.performance.gov/deliver-
ing-better-results-using-frequent-data-driven-reviews.)

Agencies are applying a variety of data diagnostics to
prepare for quarterly Priority Goal performance reviews,
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strategy selection, and other data-driven discussions.
They are increasingly complementing analyses of their
performance and operational data with other studies, rep-
lication demonstrations, and experiments to find increas-
ingly effective and cost-effective approaches, discussed in
greater detail in the next chapter.

Transparency Motivates, Educates,
and Facilitates Cooperation.

Transparency strengthens accountability to the pub-
lic, and can also lead to improved outcomes, greater pro-
ductivity, and better decision-making. Performance.gov
makes it easier for the public to see how, why, and what
the Federal Government is trying to accomplish. The site
also supports collaboration on shared goals and facilitates
learning across and beyond agencies, including soliciting
feedback from the public. In the future, efforts will be
undertaken to test use of the website to facilitate coor-
dination among goal allies, enlist ideas and assistance to
accelerate progress on goals, and enhance public under-
standing of the work of the Federal government.

Attention to Audience Enables Delivery
Partners and Others To Make Better Choices.

Federal agencies depend on a wide variety of partners
to improve public outcomes. Therefore, agencies must
consider how performance information can best be pro-
vided to support their needs. In education, for example,
key audiences for performance information include state
education departments, local school superintendents,
school principals, teachers, parents, non-profit organiza-
tions, and for-profit companies. All need performance in-
formation but need it delivered, displayed, and analyzed
in different ways, often for different purposes. Agencies
are being asked to think strategically about their delivery
partners’ information needs and to return data to data
suppliers with value added through analyses in order to
achieve better results.

Leveraging Networks Boosts Returns.

Formal and informal networks, both within and out-
side government, are invaluable resources for leveraging
the impact of government action. The Administration has

been building and strengthening networks, such as the
Partnership for Patients, to facilitate sharing of action-
able data and speed adoption of evidence-based prac-
tices. Formal networks within government, such as the
Performance Improvement Council (PIC) and the Chief
Human Capital Officers’ Council (CHCOC), function as
valuable learning networks to identify and exchange in-
formation about best practices. Smaller working groups,
such as the PIC working group on quarterly data-driven
progress reviews, tackle shared challenges. The PIC and
CHCOC are working together to use Employee Viewpoint
Survey data to improve employee engagement and orga-
nizational performance. Several evidence-building learn-
ing networks have also been created and are discussed in
the next chapter.

Emphasizing Outcomes Improves Results.

Alignment to outcome-focused goals helps ensure or-
ganizations focus on what matters most to the public.
Maintaining a line of sight toward those outcomes sup-
ports an agency’s ability to identify better practices,
rather than assuming its current approach is best. Goals
focused on areas such as reducing hospital-acquired infec-
tions or boosting energy efficiency also enlist expertise,
ideas, and assistance from external allies. Building on
the success of Priority Goals, in the coming year, agencies
will identify outcome-focused strategic objectives in their
strategic plans and begin to use them as a mechanism for
improving results across their agency. Each year, agencies
will review progress on the strategic objectives, and, using
the evidence, identify opportunities for improvement.

Conclusion

Smarter Federal performance management practices
are translating to better value for the American people. At
the same time, the Federal government is doing business
smarter, improving quality while cutting costs. By adopt-
ing proven management practices, such as ambitious
goals set by leaders combined with frequent data-driven
reviews, Federal agencies are continually improving their
ability to serve the American people.
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The Administration is committed to using taxpayer
dollars effectively and efficiently. Central to that commit-
ment is a culture where agencies constantly (1) ask and
answer questions that help them find, implement, spread,
and sustain effective programs and practices, (2) identify
and fix or eliminate ineffective programs and practices,
(3) test promising programs and practices to see if they
are effective and can be replicated, and (4) find lower cost
ways to achieve positive impacts. The Federal fiscal situa-
tion necessitates improvements in efficiency and at times
doing more with less, not only to reduce budget deficits,
but also to build confidence that Americans are receiv-
ing maximum value for their hard-earned tax dollars.
More fundamentally, government programs are typically
designed to address particular policy challenges. Without
measurement and testing, those challenges are more like-
ly to persist and opportunities to try other approaches are
squandered.

OMB’s May 2012 “Use of Evidence and Evaluation in
the 2014 Budget” memo encouraged a broad-based set of
activities to better integrate evidence and rigorous evalu-
ation in budget, management, and policy decisions, such
as adopting more evidence-based structures for grant pro-
grams, building evaluation capacity, making better use of
data within government agencies, and developing tools to
better communicate what works. The memo stated that:
“Where evidence is strong, we should act on it. Where evi-
dence is suggestive, we should consider it. Where evidence
is weak, we should build the knowledge to support better
decisions in the future.”

The best government programs use a broad range of
analytical and management tools, i.e. an “evidence infra-
structure,” to learn what works (and what doesn’t) and
improve results. In doing so, they create a culture of con-
tinuous feedback and improvement.

e It is a culture that keeps asking, “How can we do
things better?” and approaches public policy and
management challenges with humility about what
we know or don’t know about what works.

e It is a culture that values rapid, operationally-fo-
cused experiments that can quickly boost program
efficiency, effectiveness and customer service, while
at the same time equally valuing longer-term evalu-
ation focused on more fundamental questions about
program strategy.

e Itis a culture that sees program evaluation and per-
formance measurement as valuable, complementary
tools, since each has different strengths.

e It is a culture that believes in using data to drive
decision-making and is not satisfied with anecdotal
evidence, since intuition about what works is often
wrong.

e It is a culture where people are open to changing
their minds and practices based upon evidence.

e It is a culture that is committed to publically dis-
seminating results from evaluations in an open and
transparent manner, never suppressing evidence be-
cause it is politically inconvenient.

e It is a culture that sees improved program perfor-
mance not as a destination that can be reached with
the right tool or strategy, but as a process of ongoing
program refinement, since new challenges will al-
ways arise and new knowledge and innovations can
always bring better outcomes and efficiencies.

Among the most important analytical tools is program
evaluation, which can produce rigorous evidence about
program effectiveness. For example, evaluations using
experimental or quasi-experimental methods can identify
the effects of programs in situations where doing so is dif-
ficult using other tools. Qualitative evidence can comple-
ment this work by providing insight into how programs
and practices can be implemented successfully. And less
rigorous tools can shed light on important issues. For ex-
ample, descriptive regression analyses of administrative
data can reveal important patterns that inform decisions,
such as how to better match recipients with appropri-
ate services. Agencies also often use statistical time se-
ries data, such as those presented in Chapter 6, “Social
Indicators,” of this volume, to take a broad look at societal
and economic trends over time. They also use this infor-
mation to prioritize among policy interests and budgetary
resources, to inform the design of policies, and to provide
the benchmarks that are used to assess the effects of pol-
icy changes.

Role of Performance Measurement

Performance measurement is another critical analyti-
cal and management tool. By tracking inputs, outputs,
outcomes and measures of efficiency, programs can gener-
ate data that managers can then use to improve program
performance. Simply collecting performance data, after
all, is unlikely to change anything in itself. Performance
data are useful when the data is high quality and active-
ly used to ask and answer questions about what’s being
achieved, identify the most pressing program challenges,
set goals, monitor results, and celebrate progress. This is
the process of moving from performance measurement to
performance management.

Too often, though, performance measurement and pro-
gram evaluation are seen as completely separate tools,
with agency experts housed in separate units that work
independently of each other. Bridging that divide will be
important in order to take advantage of the synergy be-
tween the two approaches. For example, evaluation’s main
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strength lies in its ability to generate rigorous insights
about program effectiveness, so that programs can be
adapted and improved. But evaluation, especially when
focused on longer-term outcomes, by definition takes time
to produce insights. Performance measurement, on the
other hand, harnesses readily available program data
and uses it to set goals, track performance and improve
results.

Role of Program Evaluation

Performance measures are an essential resource for
agencies to understand ongoing, real-time program per-
formance so they can use that information to build a cul-
ture of continuous improvement, but they often do not tell
us a lot about some key questions. Program evaluations
(of all types) and other data analytics provide context for
the performance measures and help us better understand
what can be learned from them. In addition, rigorous im-
pact evaluations, in particular those with random assign-
ment to program and control groups, can provide better
evidence of whether a program works and whether an
alternative practice might work better. For example, if a
job training program has a high job placement rate, is it
because it is effective or because it attracts those easiest
to place in jobs? An evaluation could compare the em-
ployment of participants to comparable individuals who
did not participate in the program in order to isolate the
effects of the training from other factors.

Evaluations can answer a wide-range of germane ques-
tions such as whether workers are safer in facilities that
are inspected more frequently, whether one approach to
turning around low-performing schools is more effective
than another, whether outcomes for families are substan-
tially improved in neighborhoods that receive intensive
services, whether no-fee debit cards increase savings
among the unbanked, and whether re-employment ser-
vices are cost-effective.

This Administration is strongly encouraging appropri-
ately rigorous evaluations to determine the impact of pro-
grams and practices on outcomes. In many policy debates,
stakeholders come to the table with deep disagreements
about the effectiveness or ineffectiveness of particular
interventions. Evaluations that are sufficiently rigorous,
relatively straightforward, and free from political inter-
ference are especially valuable in such circumstances.
Historically, evaluations have generally not been built
into program designs. And once a program is up and run-
ning, building a constituency for evaluation is hard. As a
result, the active use of evidence and evaluation to man-
age and improve programs is too rare. The Administration
is committed to addressing these challenges, but will need
help from Congress and other stakeholders.

Operationalizing an Evidence Infrastructure

Developing and supporting the use of evidence and
evaluation in decision-making requires a coordinated
effort between those charged with managing the opera-
tions of a program and those responsible for using data
and evaluation to understand a program’s effectiveness.
It requires consistent messages from leaders at different

levels of an agency—e.g., policy officials, program and per-
formance managers, strategic planning and budget staff,
evaluators, and statistical staff—to ensure that evidence
is valued, collected or built, analyzed, understood, and ap-
propriately acted upon. No one individual in an agency
has the knowledge and skills necessary to develop re-
search designs that address actionable questions, under-
stand different types of evidence, interpret evidence, and
develop and implement effective, evidence-based practic-
es. Rather, it takes an agency leadership team to oversee
these efforts and to build and sustain a culture of learn-
ing. It also takes a team of “implementers” at the program
level to encourage the use of evidence and data so that it
reaches program management.

Who is on these teams and how their work is divided
depends upon the specific needs, personnel, and struc-
ture of a given agency. Success of these teams depends
on including leadership at the agency and bureau level
capable of supporting and requiring programs’ use of
data and evaluation in program operations. This leader-
ship team, working together with OMB and Congress, can
make sure that the right questions are being asked about
the program’s effectiveness and its operations. Program
managers are responsible for creating a culture where
all operational decisions and internal and external com-
munications of progress are based on evidence and data.
In order to do so, the program managers need a team of
both data analysts and evaluators. These individuals can
provide the data and analysis and package it in a way
that helps inform the program’s operational and policy
decisions, including understanding the different types of
evidence available and its implications for decisions, as
well as identifying the need for new descriptive data and
evaluation studies.

The Administration and Congress have made progress
in basing Federal decision-making on data and evidence,
but more progress is needed. Chapter 7, “Delivering High-
Performance Government,” in this volume discusses how
Administration efforts are helping focus agencies on set-
ting high-priority goals and measuring their progress on
those goals.

Tiered-Evidence Grant Programs
and Innovation Funds

Because many Federal dollars flow to States, locali-
ties, and other entities through competitive and formula
grants, grant reforms are an important component of
strengthening the use of evidence in government. The
goals include encouraging a greater share of grant fund-
ing to be spent on approaches with strong evidence of ef-
fectiveness and building more evaluation into grant-mak-
ing so that we keep learning more about what works.

Among the most exciting advancements in this area
are so-called “tiered-evidence” or “innovation fund” grant
designs. The Administration has adopted multi-tiered
grant programs in the areas of education interventions,
teenage pregnancy prevention, social innovations, vol-
untary home visitations for parents, workforce interven-
tions, international assistance efforts, and science, tech-
nology, engineering, and mathematics programs. These
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initiatives are designed to focus money on practices with
strong evidence but still allow for new innovation. For ex-
ample, in a three-tiered grant model, grantees that use
practices with strong evidence qualify for the top, “scale
up” tier and receive the most funding. Grantees that use
approaches with more limited evidence qualify for the
middle, “validation” tier. They can receive more limited
funding along with support for evaluation. And grantees
using innovative but untested approaches may qualify for
the third tier, “proof of concept” and receive the least fund-
ing, but also support for evaluation.

A good example of this approach is the Department
of Education’s Investing in Innovation Fund (i3). The i3
fund invests in high-impact, potentially transformative
education interventions, ranging from new ideas with
significant potential to those with strong evidence of ef-
fectiveness that are ready to be scaled up. Applicants to
13 are eligible for funding to develop, validate, or scale up
their program. In fact, the Department recently issued
proposed regulations that would allow its other competi-
tive grant programs to adopt this three-tiered model.

With a multi-tiered grant structure, organizations un-
derstand that in order to be considered for funding they
must provide credible evaluation results that show prom-
ise and/or be ready to subject their models to analysis.
The goal is that, over time, more programs move up tiers
as evidence for new innovations becomes stronger.

Pay for Success

The Administration is also investing in Pay for Success.
In the Pay for Success model, philanthropic and other pri-
vate investors provide up-front funding for preventive
services and the government does not pay unless and un-
til there are results. The Pay for Success model is particu-
larly well-suited to cost-effective interventions that pro-
duce government savings, since those savings can be used
to pay for results. For example, over the past year, the
Department of Justice launched Pay for Success projects
in which more effective prisoner re-entry interventions
can reduce not just recidivism, but also the cost of the
interventions, and a portion of those savings can be used
to pay back the investors. In addition, the Department
of Labor has launched an effort to target effective work-
force systems that lead to improvements in a range of
employment and educational outcomes, like job place-
ment and job retention, paying out only after outcomes
are achieved. The Administration is promoting the Pay
for Success model in several other Federal programs, in-
cluding housing, energy, and education, and is proposing
a new $300 million fund in the Treasury to create incen-
tives for States, localities and not-for-profits to invest in
programs that will produce Federal savings.

Examples of Evaluations and Innovative Pilots

The Administration supports evaluations with rigor-
ous research designs that address questions critical to
program design, and supports strengthened agency ca-
pacity to support such evaluations, especially in tight
budget times. The Budget supports new evaluations
across the Federal Government to analyze program im-

pacts, including how to structure student aid in order to
increase college access for low-income students; how to
strengthen the impact of Federal technical assistance
to small businesses; and how to use increased local flex-
ibility in housing assistance to increase employment and
self-sufficiency.

The Departments of Labor and Education are support-
ing joint pilots to test interventions and systemic reforms
with the potential to improve education and employment
outcomes at lower cost to taxpayers. The Departments of
Education, Labor, and Health and Human Services and
the Social Security Administration have launched a joint
initiative, PROMISE, to test interventions that improve
outcomes for children with disabilities and their families,
which may yield substantial savings through reduced
long-term reliance on the Supplemental Security Income
program and other public services.

In addition, OMB’s Partnership Fund for Program
Integrity Innovation has tested promising solutions de-
veloped collaboratively by Federal agencies, States, and
other stakeholders to improve payment accuracy, improve
administrative efficiency, and enhance service delivery in
benefit programs that serve overlapping populations. For
example, a pilot administered by the Centers for Medicare
& Medicaid Services is testing how shared services so-
lutions can reduce administrative costs and potentially
fraud to States and the Federal Government by enabling
multiple States to reuse the same standards and systems
for activities such as enrolling providers. Evaluation of
these pilots will help determine which strategies lead to
better results at lower cost, allowing Federal and State
governments to identify the most promising strategies
that warrant expansion.

Rigorous evaluation will be a central component of the
Administration’s Performance Partnership pilots, which
will enable leading edge States and localities to demon-
strate better ways to use resources, by giving them flex-
ibility to pool discretionary funds across multiple Federal
programs serving similar populations and communities
in exchange for greater accountability for results. For ex-
ample, the 2014 Budget would authorize up to 13 State or
local performance partnership pilots to improve outcomes
for disconnected youth. Pilot projects would support inno-
vative, efficient, outcome-focused strategies using blend-
ed funding from separate youth-serving programs in the
Departments of Education, Labor, Health and Human
Services, Housing and Urban Development, Justice, and
other agencies. Evaluations would help us learn whether
these strategies yield better outcomes and would inform
future program reforms.

Evaluation Capacity, Learning
Networks, and Administrative Data

Research and evaluation are part of any comprehen-
sive effort to use data and evidence to serve the American
people in more cost-effective ways. Funding for research
and evaluation should not be viewed as a luxury but
rather as an essential element of running effective gov-
ernment programs. However, new funding for research
and evaluation is only part of the Administration’s efforts
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to re-invigorate evaluation activities across the Federal
Government. The Administration is also pulling up its
sleeves and working to better utilize existing research
and evaluation resources. It is building agency capacity
for a robust evaluation and data analytics infrastructure
by supporting agencies in standing up central evaluation
offices, empowering existing evaluation offices, institu-
tionalizing policies that lead to strong evaluations, and
hiring evaluation and data analytics experts into key ad-
ministrative positions.

In addition, an inter-agency working group of evalua-
tors across the Federal Government is sharing best prac-
tices, such as helping spread effective procurement prac-
tices, developing common evidence standards, and better
integrating evaluation and performance measurement
efforts. Other cross-agency groups are forming learning
networks around related program areas that will share
relevant research about what works and develop tools
and evaluation strategies that can benefit multiple agen-
cies. During development of the President’s 2014 Budget,
multi-agency learning networks involving both program
and evaluation experts have formed around enforcement
programs, economic development activities, and financial
literacy. Each of these groups proposes to invest modest
amounts to create a coordinated, efficient strategy to im-
prove related evaluation activities across agencies. For ex-
ample, the Department of Transportation plans to lead an
interagency effort to determine how enforcement funding
provided to States best drives positive safety outcomes.

Another part of the evaluation and data analytics infra-
structure is helping agencies make better use of “admin-
istrative data,” i.e., data collected for the administration
of a program. Administrative data, especially when linked
across programs or to survey data and with strong pri-
vacy protections, can sometimes make both performance
measurement and rigorous program evaluations much
more informative and much less costly. For example, data
from an early childhood program linked to the data from
juvenile justice systems or K-16 educational systems shed
light on the long-term effects of interventions in ways that
would be cost-prohibitive in a long-term survey follow-
up. Linking records across programs also enables policy
makers to better understand how families access combi-
nations of government assistance programs, such as food
assistance and unemployment insurance, during times
of economic challenges. The Departments of Health and
Human Services and Housing and Urban Development,
for instance, are sharing data to analyze how housing in-
terventions, including efforts to reduce homelessness, af-
fect the health care use and costs of residents. Also, the
Departments of Veterans Affairs and Housing and Urban
Development are streamlining reporting by homeless-
ness programs to create a more comprehensive picture of
homelessness trends and interventions.

Data linkage can be a powerful tool for improving agen-
cy management—looking at available information to find
patterns, relationships, anomalies, and other features to
inform priority-setting, program design, and hypothesis
formulation. Administrative data also can be used in con-
ducting low-cost rigorous evaluations, for example, as dis-

cussed in the Coalition for Evidence-Based Policy’s 2012
brief, “Rigorous Program Evaluations on a Budget: How
Low-Cost Randomized Controlled Trials Are Possible in

Many Areas of Social Policy.” A number of States and

localities, such as those participating in the Actionable
Intelligence for Social Policy Initiative are creating capac-
ity to link data across multiple systems so that research-
ers and government decision-makers can work together
to analyze problems. Their pioneering work, which pro-
vides strong safeguards to protect privacy, can help other
States, localities, and Federal agencies harness data for
learning and better decision-making.

Rapid Experimentation

This culture of integrating data and evidence into
decision-making is growing not only in the Federal
Government, but also among private sector firms, founda-
tions, and other levels of government. Innovative firms in
the private sector, including a few industry leaders, have
adopted a culture of learning where each year they run
hundreds of rapid, low-cost experiments designed to im-
prove their operations and get better results using data
from their extensive administrative data systems. One of
the lessons of their work is that improving on the status
quo is difficult and that most experiments that test im-
provements fail, so it is critical to run many tests to learn
what works. There is perhaps great potential in the public
sector to make use of such analytics, although realizing
this potential will also take a concerted effort to hire and
retain skilled data analysts and research method experts,
increased attention to the multiple legal and policy con-
texts that make data access a continued challenge, infra-
structure investments that support this sort of analysis
by more people across the organization, and continued
emphasis on defining and collecting useful outcome data.

Common Evidence Standards and
“What Works” Repositories

To ensure that policymakers, program managers, and
practitioners have reliable information about what works
that is informed by rigorous research, OMB and Federal
agencies are working together to develop common stan-
dards for research and evaluation and for using results
from different types of high quality studies to identify ef-
fective programs, improve programs, and encourage inno-
vation in the development of new approaches. For exam-
ple, the Department of Education and National Science
Foundation have developed a set of standards that clari-
fies how different types of studies contribute to the evi-
dence base, including basic research and impact evalua-
tions, and sets expectations for the evidence that different
types studies should seek to generate. Other agencies
such as the Department of Labor and components of the
Department of Health and Human Services are having
discussions about augmenting these standards and creat-
ing a common framework for judging evidence on the ef-
fectiveness of programs and practices. Common research
standards and evidence frameworks across agencies can
facilitate evaluation contracting, information collection
clearance, and the strengthening or creation of research
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clearinghouses and repositories about “what works.”
“What works” repositories synthesize evaluation findings
in ways that make research useful to decision-makers,
researchers, and practitioners in the field. Furthermore,
as Federal innovation funds and other programs provide
financial incentives for using evidence, these repositories
will continue to evolve and provide useful tools for un-
derstanding what interventions are ready for replication,
expansion, and greater investment. Information in the
repositories also indicates the implementation contexts
of programs and strategies evaluated, and areas where
more innovation or more evaluation is needed.

Increasing the Use of Evidence

The Administration is committed to producing more
and better empirical evidence. There is, however, perhaps
an even greater need to increase demand for data and evi-
dence in Federal decision-making processes. One piece of
this is the process of setting high-priority goals and mea-
suring progress towards meeting them, as described in
Chapter 7, “Delivering High-Performance Government,”
in this volume. This goal-setting and performance mea-
surement is beginning to increase the demand for data,
its analysis, and complementary evaluations, as leaders
running frequent data-driven reviews to achieve progress
on ambitious goals search for increasingly effective and
efficient practices to speed progress toward the goals they
have set. But more can be done.

Often the focus is on producing better evidence, but not
on making that evidence useful for busy, non-technical de-
cision-makers. Some policy areas lack rich evidence, but
in areas with rich evidence decision-makers are not able
to sort through the myriad of evaluation reports and anal-
yses, especially when they point in different directions.
There is a tremendous need for careful, systematic, and
credible analyses of which interventions have a high re-
turn and which ones do not. At the Federal level, work de-
scribed above on common evidence standards and improv-
ing “what works” repositories, such as the Department of
Education’s What Works Clearinghouse, the Department of
Justice’s CrimeSolutions.gov,Substance Abuse and Mental

Health Services Administration’s National Registry of
Evidenced-based Programs and Practices (NREPP), and
the Department of Labor’s new Clearinghouse of Labor
Evaluation and Research (CLEAR) are helpful steps to-
wards making evidence more useful for decision-makers.

State, local, and tribal governments face a similar need
to prioritize programs that achieve the best results. One
particularly interesting model (that has played a role in
shaping state legislative decisions) is the Washington
State Institute for Public Policy. The Institute provides a
good example of how a centralized evaluation and research
entity can conduct systematic reviews of existing evalua-
tion research to identify policies, practices, and strategies
that are most likely to give taxpayers a return on their
investment. It was created by the Washington State leg-
islature to carry out practical, non-partisan research—at
legislative direction—of importance to Washington State.
The Institute has its own policy analysts and economists,
specialists from universities, and consultants with whom
it engages to conduct policy analysis. It conducts a sys-
tematic review of evidence and has a methodology for
comparing the relative return-on-investment of alterna-
tive interventions. The Institute presents the results of its
analysis in a straightforward, user-friendly manner that
is accessible to politicians, policy-makers, and the pub-
lic. The Institute provides a potential model for Federal,
State, local, and tribal government, as well as for not-for-
profit and for-profit organizations and is currently being
adapted to 13 other States. An example of an assessment
of the evidence for options to improve statewide outcomes
in a variety of areas, including child maltreatment, crime,
and education can be found at the Institute’s website.

The President has made it clear that policy decisions
should be driven by evidence—evidence about what works
and what does not, and evidence that identifies the great-
est needs and opportunities to solve great challenges. By
instilling a culture of learning into Federal programs, the
Administration will build knowledge so that spending de-
cisions are based not only on good intentions, but also on
strong evidence that yield the highest social returns on
carefully targeted investments.



http://ies.ed.gov/ncee/wwc/
http://www.crimesolutions.gov/
http://www.nrepp.samhsa.gov/
http://www.nrepp.samhsa.gov/
http://www.wsipp.wa.gov/pub.asp?docid=12-04-1201




9. BENEFIT-COST ANALYSIS

I. INTRODUCTION

Federal Government policies and programs make use
of our Nation’s limited resources to achieve important so-
cial goals, including economic growth, job creation, edu-
cation, national security, environmental protection, and
public health. Many Federal programs require govern-
mental expenditures, such as those funding early child-
hood education or job training. Moreover, many policies
entail social expenditures that are not reflected in budget
numbers. For example, environmental, energy efficiency,
and workplace safety regulations impose compliance costs
on the private sector. In all cases, the American people
expect the Federal Government to design programs and
policies to manage and allocate scarce fiscal resources
prudently, and to ensure that programs achieve the maxi-
mum benefit to society and do not impose unjustified or
excessive costs.

A crucial tool used by the Federal Government to achieve
these objectives is benefit-cost analysis, which provides a
systematic accounting of the social benefits and costs of
Government policies. Executive Order 13563, issued in
January 2011, makes a firm commitment to cost-benefit
analysis and to ensuring that the benefits of regulations
justify the costs. It states, among other things, that each
agency must “use the best available techniques to quan-
tify anticipated present and future benefits and costs as
accurately as possible.” It also states that agencies must
“propose or adopt a regulation only upon a reasoned de-
termination that its benefits justify its costs (recognizing
that some benefits and costs are difficult to quantify.)”

The assessment of benefits and costs of a government
policy is meant to offer a concrete description of the an-

ticipated consequences of the policy. Such an accounting
helps policymakers to design programs to be both efficient
and effective and to avoid unnecessary or unjustified costs
and burdens. That accounting also allows the American
people to see the expected consequences of programs and
to hold policymakers accountable for their actions. While
quantification and monetization of benefits and costs
produce significant analytic challenges, serious efforts
have been made to meet those challenges. Those efforts
are continuing. Executive Order 13563 also states, “each
agency may consider (and discuss qualitatively) values
that are difficult or impossible to quantify, including eq-
uity, human dignity, fairness, and distributive impacts.”
Importantly, there is a close relationship between open
government and benefit-cost analysis. Because analysis is
often improved by public comments, public participation
and consideration of benefits and costs are tightly con-
nected in practice.

Especially in a difficult economic period, it is impor-
tant to analyze both benefits and costs and to take steps
to eliminate unnecessary burdens, which may have ad-
verse effects on job creation and growth. Executive Order
13563 calls for such steps with its efforts to discipline the
flow of new regulations and its requirement of retrospec-
tive analysis of existing significant rules. Retrospective
analysis has recently become a central part of the regu-
latory process as agencies identify outdated or redun-
dant regulations and is helping to eliminate billions of
dollars in regulatory burdens, in areas including envi-
ronmental protection, transportation, labor, health care,
and agriculture.

II. BENEFIT-COST ANALYSIS OF FEDERAL REGULATIONS

Overview of Benefit-Cost Analysis
of Federal Regulation

For over three decades, benefit-cost analysis has played
a critical role in the evaluation and design of significant
Federal regulatory actions. While there are precursors in
earlier administrations, the Reagan Administration was the
first to establish a broad commitment to benefit-cost analy-
sis in regulatory decision making through its Executive
Order 12291. The Clinton Administration continued that
commitment when it updated the principles and processes
governing regulatory review in Executive Order 12866,
which continues in effect today. Executive Order 12866 re-
quires executive agencies to catalogue and assess the ben-
efits and costs of significant regulatory actions. It also re-
quires agencies (1) to undertake regulatory action only on
the basis of a “reasoned determination” that the benefits jus-
tify the costs and (2) to choose the regulatory approach that

maximizes net social benefits, that is, benefits minus costs
(unless the law governing the agency’s action requires an-
other approach). Executive Order 13563, issued in January
2011, reaffirms the requirements of Executive Order 12866
and imposes a set of important additional requirements de-
signed to promote sound analysis, to increase flexibility, to
promote public participation, to harmonize conflicting and
redundant requirements, and to ensure scientific integrity.
Operating under the broad framework established
by Executive Orders 13563 and 12866, the Office of
Management and Budget requires careful analysis of the
benefits and costs of significant rules; identification of the
approach that maximizes net benefits; detailed explora-
tion of reasonable alternatives, alongside assessments of
their costs and benefits; cost-effectiveness; and attention
to unquantifiable benefits and costs as well as to distribu-
tive impacts. Central goals are to ensure that regulations
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will be effective in achieving their purposes and that they
do not impose excessive costs. As noted, it is especially
important to maximize net benefits, and to avoid unjusti-
fied burdens, in a period of economic difficulty. Notably,
Executive Order 13563 specifically refers to “job creation,”
and where feasible, agencies have recently devoted a great
deal of attention to the anticipated job impacts (whether
positive or negative) of regulations.

Reviewing agencies’ benefit-cost analyses and work-
ing with agencies to improve them, OMB provides a cen-
tralized repository of analytical expertise in its Office
of Information and Regulatory Affairs (OIRA). OMB’s
guidance to agencies on how to do benefit-cost analysis
for proposed regulations is contained in its Circular A—4.
OMB Circular A—4 directs agencies to specify the goal of a
regulatory intervention, to consider a range of regulatory
approaches for achieving that goal and to estimate the
benefits and costs of each alternative considered. To the
extent feasible, agencies are required to monetize benefits
and costs, so that they are expressed in comparable units
of value. This process enables the agency to identify (and
generally to choose) the approach that maximizes the to-
tal net benefits to society generated by the rule.

For example, consider a regulation that sets a standard
to reduce air pollution emissions. The agency should at-
tempt to quantify both the benefits and costs of reduced
air pollution emissions. It should consider a range of emis-
sion reductions to determine the optimal one that maxi-
mizes net benefits. Careful benefit-cost analysis enables
the agency to determine the optimal standard. It helps to

show that some approaches would be insufficient and that
others would be excessive.

Quantification and monetization of the relevant vari-
ables can present serious analytic challenges. OIRA and
other federal agencies have developed a range of strategies
for meeting those challenges; many of them are sketched in
OMB Circular A—4. Efforts continue to be made to improve
current analyses and to disclose and test their underlying
assumptions. In some cases, identification of benefits and
costs will leave significant uncertainties. But much of the
time, an understanding of benefits and costs will rule out
some possible courses of action, and will show where, and
why, reasonable people might differ. Such an understand-
ing will also help to identify the most effective courses of
action and to eliminate unjustified costs and burdens—in
the process potentially helping to promote competitiveness,
innovation, job creation, and economic growth.

The Benefits and Costs of Federal
Regulation in FY 2011

Each year, OMB reports to Congress agencies’ estimates
of the benefits and costs of major regulations. Table 9-1
presents the benefit and cost estimates for the 234 major
non-budgetary rules reviewed by OMB in FY 2011.1 Of
those, agencies monetized both the benefits and costs for 12.

1 FY 2011 is the most recent period for which such a summary is
available. These estimates were reported in OMB, 2012 Report to Con-
gress on the Benefits and Costs of Federal Regulations and Unfunded
Mandates on State, Local, and Tribal Entities. A detailed description
of the assumptions and calculations underlying these estimates is pro-
vided in that Report.

Table 9-1. ESTIMATES OF THE TOTAL ANNUAL BENEFITS AND COSTS OF MAJOR RULES REVIEWED BY OMB IN 2011
(In billions of 2001 dollars)
Rule Agency Benefits Costs

Institutional Eligibility under the Higher Education Act of 1965; Student Assistance General Provisions ... ED Not Estimated 0.1
Program Integrity: Gainful EMpIOYMENt MEBASUIES ..........cciururiiiirieieiieseieisesis st ED Not Estimated 0.1
Energy Efficiency Standards for Clothes Dryers and Room Air CONGIIONETS .........c.iuiiiiriiriiniieinesseeeieeise e DOE 0.2-0.3 0.1-0.2
Energy Efficiency Standards for Residential Furnaces, Central air conditioners and Heat PUMPS .........cccocvierineinineinnieneenenns DOE 0.7-1.8 0.5-0.7
Energy Efficiency Standards for Residential Refrigerators, Refrigerator-Freezers, and Frezers ... DOE 1.7-3.0 0.8-1.3
Regulations to Implement the Equal Employment Provisions of the Americans with Disabilities Act Amendments Act .............. EEOC Not Estimated 0.1-0.2
Administrative Simplification: Adoption of Authoring Organizations for Operating Rules and Adoption of Operating Rules for

Eligibility and Claims Status (CMS=0032-IFC) ........cvuurmmmriiiriririeririereesissessesssssssess sttt HHS 0.9-1.1 0.3-0.6
MEICAI LOSS RALOS .......euiiiieiiiiiii bbb HHS Not Estimated 0.1
SAFE Mortgage Licensing Act: Minimum Licensing Standards and Oversight Responsibilities (FR-5271-F=03) ...........ccccuuune. HUD Not Estimated 0.1-0.6
Increased Safety Measures for Oil and Gas Operations on the Outer Continental Shelf (OCS) .........c.covvreeimrnirvencrnireeenns DOI Not Estimated 0.1
Migratory Bird Hunting; 2011-12 Migratory Game Bird Hunting Regulations: Early S€ason ... DOI 0.2-0.3 Not Estimated
Migratory Bird Hunting; 2011-12 Migratory Game Bird Hunting Regulations: Late Season ..o DOI 0.2-0.3 Not Estimated
Improved Fee Disclosure for Pension Plan PartiCiPANTS ...t ssssensees DOL 0.8-3.3 0.2-0.4
Statutory Exemption for Provision of INVESIMENt AQVICE ...ttt DOL 5.8-15.1 1.6-4.2
Wage Methodology for the Temporary Non-Agricultural Employment H-2B Program ...........cccoveeeemiernsinerneneesneessessnennens DOL Not Estimated Not Estimated
EJECHON MIIGATION ...oooeeoii ettt DOT 1.5-2.4 04-14
Real-Time System management Information Program DOT 0.2 0.1
Commercial Medium- and Heavy-Duty On-Highway Vehicles and Work Truck Fuel Effiency Standards ..... DOT and EPA 2.2-2.6 0.3-0.5
Management of Federal Agency DISDUISEMENTS ..........c.cueeiirieriiniiniininsinsisisessisss e TREAS 0.1 Not Estimated
Regulations Governing Practice Before the Internal Revenue Service ... TREAS Not Estimated Not Estimated
Cross State Air Pollution Rule (CAIR Replacement Rule) EPA 20.5-59.7 0.7
Qil Pollution Prevention: Spill Prevention, Control, and Countermeasure Rule ReqU|rements Amendments for Milk

CONTAINETS ..veveirtiii iR EPA 0 -0.1
Water Quality Standards (Numeric Nutrient Criteria) for Florida's Lakes and Flowing Waters ........ccouvimimninsnensminsssnsieenes EPA <0.1 0.1-0.2
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Most of the benefits and costs reported in Table 9-1 are
expressed as ranges, and sometimes as wide ranges, be-
cause of uncertainty about the likely consequences of rules.
Quantification and monetization raise difficult conceptual
and empirical questions. Prospective benefit-cost analysis
requires predictions about the future—both about what
will happen if the regulatory action is taken and what will
happen if it is not. What the future holds is typically not
known for certain. A standard goal of the agency’s analysis
is to produce both a central “best estimate,” which reflects
the expected value of the benefits and costs of the rule, as
well as a description of the ranges of plausible values for
benefits, costs, and net benefits. These estimates inform
the decisionmakers and the public of the degree of uncer-
tainty associated with the regulatory decision. The process
of public scrutiny can sometimes reduce that uncertainty.
Despite these uncertainties, benefit-cost analysis often re-
duces the range of reasonable approaches—and simultane-
ously helps to inform the decision about which approach is
most reasonable.

Cost-per-life-saved of Health
and Safety Regulation

For regulations intended to reduce mortality risks, an-
other analytic tool that can be used to assess regulations,
and to help avoid unjustified burdens cost-effectiveness
analysis is. Some agencies develop estimates of the “net
cost per life saved” for regulations intended to improve
public health and safety. To calculate this figure, the costs
of the rule minus any monetized benefits other than mor-

tality reduction are placed in the numerator, and the ex-
pected reduction in mortality in terms of total number of
lives saved is placed in the denominator. This measure
avoids any assignment of monetary values to reductions
in mortality risk. It still reflects, however, a concern for
economic efficiency, insofar as choosing a regulatory op-
tion that reduces a given amount of mortality risk at a
lower net cost to society would conserve scarce resourc-
es compared to choosing another regulatory option that
would reduce the same amount of risk at greater net costs.

Table 9-2 presents the net cost per life saved for recent
health and safety rules for which calculation is possible.
The net cost per life saved is calculated using 3 percent
discount rate and using agencies’ best estimates for costs
and expected mortality reduction where those were pro-
vided by the agency.

This table is designed to be illustrative rather than de-
finitive, and continuing work must be done to ensure that
estimates of this kind are complete and not misleading.
For example, some mortality-reducing rules have a range
of other benefits, including reductions in morbidity, and it
is important to include these benefits in cost-effectiveness
analysis. Other rules have benefits that are exceedingly
difficult to quantify but nonetheless essential to consider;
consider rules that improve water quality or have aes-
thetic benefits. Nonetheless, it is clear that some rules
are far more cost-effective than others, and it is valuable
to take steps to catalogue variations and to increase the
likelihood that scarce resources will be used as effectively
as possible.

Table 9-2. ESTIMATES OF THE NET COSTS PER LIFE SAVED OF SELECTED HEALTH
AND SAFETY RULES REVIEWED BY OMB IN FISCAL YEARS 2010-2011

(In millions of 2001 dollars)

Rul Net Cost per
ue Agency Life Saved Notes

Cranes and Derricks in CONSIUCTION .........cvuuivrrerieriiriiiesriseiesseeseieeisesssisens DOL/OSHA $4.9(The agency estimates that the rule will prevent 22 fatalities and 175
nonfatal injuries annually. Total costs associated with the rule are
$150 million annually (using 3% discount rate). The monetized value
of the injuries prevented is $11 million and the property damage
prevented is valued at $7 million.

Ejection MIIGAtION .........ccooiiiiiiiscets st DOT/NHTSA $0.2|The agency estimates that the rule will prevent 374 equivalent lives
(using 3% discount rate).

Pipeline Safety: Distribution Integrity Management ...........ccccoevvnernerecnecnennnen. DOT/PHMSA Negative | Benefits from reduced injuries, reduced property damages, and
reduced lost gas exceeds costs.

Positive Train CONrOl ........c.ocuiiuiiiireineiee et DOT/FRA $235.1|The agency estimates the present value of fatality reduction benefits is
$267 million over 20 years using a VSL of $6 million. The agency
also estimates the total non-fatality related benefits over 20 years
of $407 million. The total costs associated with the rule are $880
million annually.

Cross State Air Pollution Rule (CAIR Replacement) .........cccocvereeneerneenirneinens EPA/AR Negative |Morbidity and visibility benefits exceed costs.

Lead; Amendments to the Opt-out and Recordkeeping Provisions in the EPA/OPPTS Negative |Morbidity benefits exceed costs.

Renovation, Repair, and Painting Program ...........ccoeeeereenenernereneeneens
National Emission Standards for Hazardous Air Pollutants from the Portland EPA/AR Negative [ Morbidity benefits exceed costs.
Cement Manufacturing Industry and Standards of Performance for Portland
CEMENE PIANES ...ttt
National Emission Standards for Hazardous Air Pollutants for Reciprocating EPA/AR $0.9 - $2.2| The agency estimates that the rule will prevent 110 to 270 fatalities
Internal Combustion ENgines (DIESE) ........cvureuieriiinrineiniineiseineiseiseiseeieees annually. Total costs associated with the rule are $355 million
annually at 3% discount rate. The monetized value of the morbidity
benefits is $66 million.

National Emission Standards for Hazardous Air Pollutants for Reciprocating EPA/AR $1.2 - $3.1| The agency estimates that the rule will prevent 56 to 140 fatalities in

Internal Combustion Engines (Existing Stationary Spark Ignition Gas Fired) .. 2013. Total costs associated with the rule are $244 million annually
at 3% discount rate. The monetized value of the morbidity benefits
is $36 million.

Review of the National Ambient Air Quality Standards for Sulfur Dioxide ............. EPA/AR Negative [Morbidity benefits exceed costs.
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III. BENEFIT-COST ANALYSIS OF BUDGETARY PROGRAMS

As noted, Executive Orders 13563 and 12866 require
agencies, to the extent permitted by law, to “propose or
adopt a regulation only upon a reasoned determination
that the benefits of the intended regulation justify its
costs.” OIRA works actively with agencies to promote
compliance with this requirement.

Historically, benefit-cost analysis of Federal budgetary
programs has been more limited than that of regulatory
policy. Increasingly, though, the Federal Government ex-
plicitly employs benefit-cost analysis to ensure that proj-
ects and spending programs have benefits in excess of
costs, maximize net benefits, and allocate federal dollars
most efficiently across potential projects.

In the 1936 Flood Control Act, for example, Congress
stated as a matter of policy that the Federal government
should undertake or participate in flood control projects
if the benefits exceeded the costs, where the lives and so-
cial security of people are at stake. By the late 1970s,
the Army Corps of Engineers had begun to use benefit-
cost analysis to improve the return on investment at a
given project site. The Corps did this by designing proj-
ects based on increments of work whose benefits exceeded
their costs. More recently, the Budget has used benefits
and costs, along with other criteria, to develop an overall
program for the Corps that yields the greatest net ben-
efits or cost effectiveness.

Benefit-cost analysis can also be used to evaluate pro-
grams retrospectively to determine whether they should
be either expanded or discontinued and how they can be
improved. Chapter 8, “Program Evaluation and Data
Analytics”, in this volume discusses current efforts to im-
prove program evaluation. Evidence that an activity can
yield substantial net benefits has motivated the creation
and expansion of a number of programs. For example,

longitudinal studies have shown that each dollar spent on
quality pre-school programs serving disadvantaged chil-
dren yields substantially more than a dollar (in present
value) in higher wages, reduced crime, and reduced use of
public services. These findings motivated an expansion of
funding for high-quality pre-school programs. Evidence
has also spurred the decision to expand funding for nurse-
family partnerships, finding that each dollar spent in the
program leads to more than a dollar of benefits mostly in
reduced government expenditures on health care, educa-
tional and social services, and criminal justice, and that
the highest returns were present in serving the most dis-
advantaged families. Similarly, GAO has concluded that
the Women, Infants, and Children (WIC) program produc-
es monetary benefits that exceed its costs by reducing the
incidence of low birth weight and iron deficiency, which
are linked to children’s behavior and development.

The Regulatory Right-to-Know Act requires OMB to
report the social costs and benefits of the budget rules.
These rules implement Federal budgetary programs
as required or authorized by Congress. Budgetary pro-
grams primarily cause income transfers, usually from
taxpayers to program beneficiaries. In FY 2011, OMB re-
viewed 30 budgetary rules. Of these, the Department of
Health and Human Services promulgated 15 rules, and
the Department of Agriculture seven rules.? We recog-
nize that markets embed distortions and that the trans-
fers are not lump-sum, thereby creating social benefits or
costs by altering prices.

2 The estimates of budgetary effects were reported in OMB, 2012 Re-
port to Congress on the Benefits and Costs of Federal Regulations and
Unfunded Mandates on State, Local, and Tribal Entities. A detailed
description of the assumptions and calculations underlying these esti-
mates is provided in that Report.

IV. IMPROVING BENEFIT-COST ANALYSIS

A Culture of Retrospective Review

Prospective analysis of benefits and costs is an indis-
pensable means of obtaining an understanding of the
likely consequences of regulation. But that analysis, even
if done carefully and subject to public scrutiny, will rest
on assumptions that may change over time. Regulations
should be reviewed retrospectively to ensure that they
are achieving their intended goals and are not producing
excessive costs or unintended adverse effects. Executive
Order 13563 expressly recognizes this by requiring agen-
cies to undertake “retrospective analysis” of existing sig-
nificant rules.

Building on Executive Order 13563, Executive Order
13610, “Identifying and Reducing Regulatory Burdens”,
issued in May 12, 2012, institutionalizes the regulatory
lookback and requires agencies to prioritize lookback
“initiatives that will produce significant quantifiable
monetary savings or significant quantifiable reductions
in paperwork burdens.” The Executive Order calls on

3 See Executive Order 13610, May 10, 2012, available at <http://

agencies to “give special consideration to initiatives that
would reduce unjustified regulatory burdens or simplify
or harmonize regulatory requirements imposed on small
businesses.” Additionally, agencies are required to focus
on “cumulative burdens” and to “give priority to reforms
that would make significant progress in reducing those
burdens.”

Retrospective review is most naturally understood as a
way of assessing rules that have been in operation and on
the books for a sufficient period to allow careful study. A
retrospective analysis can show that a rule that was well-
designed at the inception is now excessive, redundant,
or producing unintended harm, perhaps as a result of
changed circumstances, such as new technologies or new
regulations. Retrospective review can also be critical in
evaluating the validity of assumptions or methods used in
prospective analysis.

www.whitehouse.gov /the-press-office/ 2012/05/ 10/ executive-order-
identifying-and-reducing-regulatory-burdens>


http://www.whitehouse.gov/the-press-office/2012/05/10/executive
http://www.whitehouse.gov/the-press-office/2012/05/10/executive
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For example, the EPA has eliminated the obligation for
many states to require air pollution vapor recovery sys-
tems at local gas stations because duplicative vapor re-
covery system have been built into modern vehicles. The
anticipated annual savings are about $87 million.

Retrospective analysis has long been recommended by
those interested in empirical assessment of regulations,
including Michael Greenstone, former chief economist at
the Council of Economic Advisers: “The single greatest
problem with the current system is that most regulations
are subject to a cost-benefit analysis only in advance of
their implementation. This is the point when the least is
known and any analysis must rest on many unverifiable
and potentially controversial assumptions.” To address
this problem, retrospective analysis can help show what
works and what does not, and in the process can promote
the streamlining or elimination of less effective rules as
well as the strengthening or expansion of those rules that
are more effective.

Clear Summaries and Tables with Key Information

In order to improve analysis of the potential effects
of regulations, and simultaneously to improve account-
ability, OMB has called for a clear, salient, publicly acces-
sible executive summary of both benefits and costs. The
summary should be written in a “plain language” man-
ner designed to be understandable to the public. For all
economically significant regulations, Executive Orders
13563 and 12866 require agencies to provide a description
of the need for the regulatory action and a clear summary
of the analysis of costs and benefits, both qualitative and
quantitative. The summary often includes an account-
ing of benefits and costs of alternative approaches, and
where relevant, an analysis of distributional impacts on
subpopulations (such as disabled people or those with low
income). As noted, some benefits and costs can be quanti-
fied and monetized, while some can be described in quali-
tative terms.

4 Greenstone, Michael. “Toward a Culture of Persistent Regulatory
Experimentation and Evaluation.” In New Perspectives on Regulation,
David Moss and John Cisternino (Eds.). Cambridge, MA: The Tobin Proj-
ect, Inc., 2009. P. 113.

Public Participation and Collaboration
in the Regulatory Process

Executive Order 13563 states that “regulations shall
be based, to the extent feasible and consistent with law,
on the open exchange of information and perspectives....”
To promote that open exchange, Executive Order 13563
directs agencies to provide the public with timely access
to regulatory analyses and supporting documents on reg-
ulations.gov to ensure a meaningful opportunity for pub-
lic comment.

The Internet provides an ideal vehicle for making in-
formation public and, under Executive Order 13563, the
Administration has committed to publish as much as pos-
sible online in a format that can be retrieved, downloaded,
indexed, and searched by commonly-used web search ap-
plications. Importantly, this commitment promotes public
accessibility of the analysis of benefits and costs, together
with the supporting materials, in order to ensure that the
analysis is subject to public scrutiny. That process of scru-
tiny can help to improve the analysis, thereby refining our
understanding of the anticipated effects of regulation.

Agencies now publish a great deal of information rel-
evant to rulemaking and benefit-cost analysis, including
underlying data, online and in downloadable, as well as
traditional, formats. Executive Order 13563 directs agen-
cies to use regulations.gov to make the online record as
complete as possible and to take all necessary steps to
make relevant material available to the public for com-
ment.?

Executive Order 13563 requires that the public should
generally receive a comment period of at least 60 days for
proposed regulatory actions. Even where statutes neces-
sitate shorter comment periods, agencies can seek public
comment and respond in a timely fashion to suggestions
about potential improvements in rules and underlying
analyses.

5 Available at: http:/ /www.whitehouse.gov/omb/assets/inforeg/ed-
ocket_final_5-28-2010.pdf


regulations.gov
regulations.gov
regulations.gov
http://www.whitehouse.gov/omb/assets/inforeg/edocket_final_5
http://www.whitehouse.gov/omb/assets/inforeg/edocket_final_5
2010.pdf
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The United States has overcome great challenges
throughout our history because Americans of every gen-
eration have stepped forward to aid their Nation through
service, both in civilian Government and in the Armed
Forces. A high-performing government depends on an
engaged, well-prepared, and well-trained workforce with
the right set of skills for the missions the government
needs to achieve. Today’s Federal public servants come
from all walks of life and from every corner of America
to carry forward that proud American tradition. Eighty-
five percent of Federal employees live and work outside
of the Washington, D.C. metropolitan area. Many Federal
employees have made remarkable contributions to our so-
ciety; notably, more than 50 current or former federal em-
ployees have received Nobel Prizes. Whether defending
our homeland, restoring confidence in our financial sys-
tem and supporting a historic economic recovery effort,
providing health care to our veterans, conducting diplo-
macy abroad, providing relief to Hurricane Sandy victims,
or searching for cures to the most vexing diseases, we are
fortunate to be able to rely upon a skilled workforce com-
mitted to public service.

Today’s Federal workforce confronts tight fiscal re-
sources, rapidly changing problems, and new technolo-
gies. This chapter discusses trends in Federal employ-
ment, composition, and compensation, and presents the
Administration’s plans for achieving the talented Federal
workforce needed to serve the American people effectively
and efficiently.

Trends in Federal Workforce Size

The size of the Federal civilian workforce relative to the
country’s population has declined dramatically over the
last several decades, notwithstanding occasional upticks
due, for example, to military conflicts and the adminis-
tration of the Census. In overall terms, today’s workforce
remains the size it was under President Reagan.

Since the 1950s and 1960s, the U.S. population increased
by 77 percent, the private sector workforce increased 137
percent, while the size of the Federal workforce rose just 10
percent, with 92 residents for every Federal worker. Since
the 1980s, both the population and private sector work-
force has increased 25 percent, but the Federal workforce
has not grown at all, and in the 1980s and 1990s there
were 119 residents for every Federal worker. Except for
employment peaks associated with the decennial census,
Federal employment, in absolute terms, increased slightly
in the 1980s and then dropped in the 1990s. This overall
downward trend began to reverse itself in 2001, following
the September 11 attack. Following that tragic event, the
Federal workforce expanded to deal with national security
and homeland safety issues and to serve our veterans.

IMPROVING THE FEDERAL WORKFORCE

Between 2001 and 2010, security agency employment
grew, while non-security employment declined. For exam-
ple, civilians working for the Department of Defense grew
by more than 92,000; the Department of Veterans Affairs
(VA) grew by 78,000 with much of that increase attribut-
able to medical care to provide for our returning service
members; Customs and Border Protection also grew more
than 30,000 to keep our citizens safe at home.

By 2012, the ratio of residents to Federal workers
had increased to 148. Relative to the private sector, the
Federal workforce is less than half the size it was back
in the 1950s and 1960s. Table 10-2 shows actual Federal
civilian full-time equivalent (FTE) levels in the Executive
Branch by agency for 2011 and 2012, with estimates for
2013 and 2014. Estimated employment levels for 2014
result in an estimated 0.3 percent increase compared
to prior year estimates. Most of the growth is in VA to
continue strengthening medical care for returning ser-
vice members. Additional increases are expected at the
Department of Justice for enhancements in cybersecurity
and increased background checks for firearm purchases,
and at the Department of Homeland Security to support
the strengthening of border protection and to support im-
migration reform.

Other increases are narrowly focused and frequently
supported by congressionally authorized fees, not tax pay-
er dollars. Increased fee receipts support timely commer-
cialization of innovative technologies through faster and
higher-quality patent reviews at the Patent and Trade
Office of the Department of Commerce, stronger food safe-
ty measures at the Food and Drug Administration of the
Department of Health and Human Services, and enhance-
ments to create stronger, more stable financial markets
consistent with the Wall Street Reform Act. Commitments
to activate new Federal prisons already constructed with
funding appropriated as early as 2001 and as recently as
2010 result in limited necessary personnel increases at
the Department of Justice in 2013 and 2014. And step-
ping up Internal Revenue Service (Treasury) program in-
tegrity efforts to ensure companies and individuals are
paying their fair share is an investment that more than
pays for itself.

In contrast, the workforce decreased in agencies
such as the U.S. Department of Agriculture (USDA), US
Environmental Protection Agency (EPA) and the National
Aeronautics and Space Administration (NASA), to corre-
spond with decreases in funding. The Forest Service and
the Natural Resources Conservation Service at the USDA
are finding workforce efficiencies to meet budget reduc-
tions; decreases at the EPA reflect strong efforts in work-
force restructuring to better manage and reduce person-
nel costs; and NASA will reduce its workforce in response
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to budget reductions from changes in human space flight
missions, including the retirement of the Space Shuttle.

Beneath many of the agency totals are programs that
pursue aggressive actions to reduce and reallocate staff
from lower to higher priority programs. Some agencies
have imposed hiring freezes, and many are offering early
retirement and separation incentives. For example, the
General Services Administration offered more than 2,400
employee buyouts and early retirement packages in or-
der to contain costs and provide the opportunity to better
match employee skills with job requirements.

Chart 10-1 shows Federal civilian employment (exclud-
ing the U.S. Postal Service) as a share of the U.S. resident
population from 1958 to 2012. The chart shows overall
declines in both security and non-security agencies.

In recent years, the Executive Branch has had great
success hiring veterans. In November 2009, President
Obama signed Executive Order 13518, establishing the
Veterans Employment Initiative. Through this initia-
tive and the strategies used by the Council on Veterans
Employment, the Executive Branch continues to benefit
from retaining the dedication, leadership, and skills vet-
erans have honed in the fast-paced, dynamic environ-
ments of the Army, Marines, Navy, Air Force, and Coast
Guard.

In FY 2009, veterans made up 24 percent of the total
new hires in the Federal Government. By the end of FY
2012, veterans made up 29 percent of new hires. The total
number of veterans employed by the Government also in-
creased. In FY 2009, there were 512,240 veterans in the
Federal Government — 26 percent of our workforce. By
the end of FY 2012, the number of veterans had grown to
611,784, or 30 percent of the Federal workforce.

Federal Pay Trends

After more than a decade when the percentage increas-
es in annual Federal pay raises did not keep pace with the
percentage increase in private sector pay raises, Congress
passed the Federal Employees Pay Comparability Act of
1990 (FEPCA) pegging Federal pay raises, as a default, to
changes in the Employment Cost Index (ECI). The law
gives the President the authority to propose alternative
pay adjustments for both base and locality pay. Presidents
have regularly supported alternative pay plans.

Chart 10-2 shows how the Federal pay scale has compared
to the ECI since 1976. Prior to FEPCA the Federal pay scale
fell sharply relative to the ECI. The Federal pay scale rose
relative to the ECI in the early 1990s, but fell relative to ECI
during most of the middle and late 1990s. The Federal pay
scale rose quite a bit relative to ECI in the 2000s, but has
fallen sharply relative to ECI in the last few years.

In late 2010, as one of several steps the Administration
took to put the Nation on a sustainable fiscal path, the
President proposed and Congress enacted a two-year freeze
on across-the-board pay adjustments for civilian Federal
employees, saving $60 billion over 10 years. The President
also issued a memorandum directing agencies to freeze
pay schedules and forgo general pay increases for civilian
Federal employees in administratively determined pay sys-
tems. Additionally, on his first day in office, the President
froze salaries for all senior political appointees at the White
House, and in 2010, the President eliminated bonuses for
all political appointees across the Administration. The
Office of Personnel Management (OPM) and the Office of
Management and Budget (OMB) directed agencies to limit
individual performance awards for almost all employees
starting in fiscal years 2011 and 2012.

Chart 10-1. Federal Civilian Workforce
as Share of U.S. Population
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For 2014, the President proposes a one percent pay in-
crease for General Schedule employees, which is below
the private sector Employment Cost Index increase of
1.8%. This increase reflects the tight budget constraints
we now face while also recognizing the critical role these
employees play in our everyday lives. In comparison to
the baseline, the 1.0% pay increase saves approximately
$18 billion over 10 years and $1 billion in FY 2014 within
the BCA caps, which can then be reallocated to programs
and services the American people depend on.

The 2014 budget also continues last year’s proposal
to dedicate an additional 1.2 percent of employees’ pay
(phased-in at 0.4 percent over three years) toward their
pensions. This proposal would require existing employ-
ees, or those rehired with five or more years of creditable
service, to contribute 1.2 percentage points more to their
pensions. During 2012, the Middle Class Tax Relief and
Job Creation Act increased employee contributions to
Federal defined benefit retirement plans, including the
Federal Employees’ Retirement System, by 2.3 percent-
age points, effective for individuals joining the Federal
work force after December 31, 2012 who have less than
five years of creditable civilian service. Neither this pro-
posal nor the 2012 Act would change the amount of each
employee’s benefit. This proposal would result in $20 bil-
lion in mandatory savings over 10 years.

Composition of the Federal Workforce
and Factors Affecting Pay

Federal worker compensation receives a great deal of
attention, in particular, in how it compares to that of pri-
vate sector workers. Comparisons of the pay and benefits
of Federal employees and private sector employees, for
example, should account for factors affecting pay, such as

differences in skill levels, complexity of work, scope of re-
sponsibility, size of the organization, location, experience
level, and exposure to personal danger.

A series of reports done in January 2012 by the
Congressional Budget Office (CBO) accounted for some,
but not all, of the factors described above. CBO found
that Federal pay, on average, was slightly higher (2.0 per-
cent) than comparable private sector pay. However, this
study was done before Federal employees began a pay
freeze. Overall public sector compensation was, on aver-
age, substantially higher, but CBO noted that its findings
about comparative compensation relied on far more as-
sumptions and were less definitive than its pay findings.
The reports also emphasized that focusing on averages
is misleading, because the public/private differentials
varies dramatically by education and complexity of job.
Compensation for higher educated Federal workers (or
those in more complex jobs) is lower than for comparable
workers in the private sector, which were not the CBO
findings for less educated workers.

Some of the factors affecting compensation are:

Type of occupation. The last half century has seen
significant shifts in the composition of the Federal work-
force, with related effects on pay. Fifty years ago, most
white-collar Federal employees performed clerical tasks,
such as posting Census figures in ledgers and retriev-
ing taxpayer records from file rooms. Today their jobs
are vastly different, requiring advanced skills to serve
a knowledge-based economy. Professionals such as doc-
tors, engineers, scientists, statisticians, and lawyers now
make up a large portion of the Federal workforce. More
than half (55 percent) of Federal workers work in the
nine highest-paying occupation groups as judges, engi-
neers, scientists, nuclear plant inspectors, etc., compared

Chart 10-2. Pay Raises for Federal vs.
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Table 10-1. OCCUPATIONS OF FEDERAL AND PRIVATE SECTOR WORKFORCES
(Grouped by Average Private Sector Salary)
Percent
Occupational Groups Federal  |Private Sector
Workers Workers

Highest Paid Occupations Ranked by Private Sector Salary
LAWYEIS @NG JUAGES ....cvuveiiriiiiiieiei et 1.8% 0.6%
Engineers .....ccooveniene 3.9% 1.9%
Scientists and social scientists . 4.8% 0.7%
Managers .......cceereereeneeriineineineienins 11.3% 13.3%
Doctors, nurses, psychologists, etc. . 7.5% 5.4%
Miscellaneous professionals ..o 15.5% 8.2%
Administrators, accountants, HR personnel . 7.0% 2.6%
INSPECIONS ..o 1.4% 0.3%
Pilots, conductors, and related MEChANICS ........ccccviveiiiiicries e 2.0% 0.8%
Total Percentage 55.0% 33.8%

Medium Paid Occupations Ranked by Private Sector Salary
Sales including real estate, INSUrANCE AZENES .......vvurerrreerirerieeieeseri s 1.2% 6.4%
Other miscellaneous occupations ................. 3.5% 4.5%
Automobile and other mechanics ............. 1.7% 2.9%
Law enforcement and related occupations 8.9% 0.8%
Office workers .. 2.3% 6.3%
SOCIAI WOTKEIS ..vuieiciicici ittt bbb 1.4% 0.5%
Total Percentage 18.9% 21.4%

Lowest Paid Occupations Ranked by Private Sector Salary
Drivers Of trUCKS @Nd XIS ......u.vvuevriireeriicriiei bbb 0.7% 3.3%
Laborers and CONSIIUCHION WOTKETS ..........cuuivureriiriieiieisceiesiesiessi it 4.3% 9.9%
CIEIKS vttt 13.7% 11.3%
MENUFACTUIING ..ttt bbb 2.5% 7.7%
Other miscellaneous service workers 2.6% 6.1%
Janitors and housekeepers ... 1.5% 2.4%
Cooks, bartenders, bakers, and wait STAff ... 0.9% 4.1%
Total Percentage 26.1% 44.9%

Source: 2008-2012 Current Population Survey.

Notes: Federal workers exclude the military and Postal Service, but include all other Federal workers in the Executive, Legislative,
and Judicial Branches. However, the vast majority of these employees are civil servants in the Executive Branch. Private sector
workers exclude the self-employed. Neither category includes state and local government workers. This analysis is limited to full-
time, full-year workers, i.e. those with at least 1,500 annual hours of work.

to about a third (33 percent) of private sector workers in
those same nine highest paying occupation groups. In
contrast, 45 percent of private sector workers work in the
seven lowest-paying occupation groups as cooks, janitors,
service workers, clerks, laborers, manufacturing workers,
etc. About 26 percent of Federal workers work in those
seven lowest-paying occupation groups. Between 1981
and 2011, the proportion of the Federal workforce in cleri-
cal occupations fell from 19.4 percent to 5.1 percent of the
workforce, and the proportion of blue-collar workers fell
from 22.0 percent to 9.7 percent.

Today, Federal employees must manage highly sensi-
tive tasks that require great skill, experience, and judg-
ment. They need sophisticated management and nego-
tiation skills to effect change, not just across the Federal
Government, but also with other levels of government,
not-for-profit providers, and for-profit contractors. Using
data from the Current Population Survey 2008-2012 of
full-time, full-year workers, Table 10-1 breaks all Federal

and private sector jobs into 22 occupation groups and
shows that the composition of the Federal and private
workforce are very different.

Education level. The size and complexity of much
Federal work — whether that work is analyzing secu-
rity and financial risks, forecasting weather, planning
bridges to withstand extreme weather events, conduct-
ing research to advance human health and energy ef-
ficiency, or advancing science to fuel further economic
growth — necessitates a highly educated workforce.
Chart 10-3 presents the comparative differences in
the education level of the Federal civilian and private
sector workforce. About 22 percent of Federal workers
have a master’s degree, professional degree, or doctor-
ate versus only 10 percent in the private sector. Only
19 percent of Federal employees have not attended col-
lege, compared to 40 percent of workers in the private
sector.
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Size of organization and responsibilities. Another
important difference between Federal workers and pri-
vate sector workers is the average size of the organization
in which they work. Federal agencies are large and often
face challenges of enormous scale, such as distributing
benefit payments to over 60 million Social Security and
Supplemental Security Income beneficiaries each year,
providing medical care to 8.8 million of the Nation’s vet-
erans, and managing defense contracts costing billions of
dollars. Workers from large firms (those with 1,000 or
more employees) are paid about 13 percent more than
workers from small firms (those with fewer than 100 em-
ployees), even after accounting for occupational type, level
of education, and other characteristics. It is reasonable to
assume that the size of these organizations and the larger
salaries associated with their size is also associated with
greater complexity of their work.

Demographic characteristics. Federal workers tend
to have demographic characteristics associated with high-
er pay in the private sector. They are more experienced,
older and live in higher cost metropolitan areas. For ex-
ample, 21 percent of Federal workers are 55 or older — up
from 17 percent 10 years ago and significantly more than
the 16 percent in the private sector. Chart 10-4 shows the
difference in age distribution between Federal and pri-
vate sector workers.

Challenges

The Federal Government faces specific human capital
challenges, including a personnel system that requires
further modernization, an aging and retiring workforce,
and the need to continuously engage and develop person-

nel to maximize performance. If the Government loses
top talent, experience, and institutional memory through
retirements, but cannot recruit, retain, and train highly
qualified workers, Government performance suffers. The
age distribution and potential for a large number of re-
tiring workers poses a challenge, but it also creates an
opportunity to streamline the workforce and to infuse it
with new — and in some cases lower-cost — workers excited
about Government service and equipped with strong tech-
nology skills, problem-solving ability, and fresh perspec-
tives to tackle problems that Government must address.

Outdated Personnel System

In the past sixty years, the private sector has innovat-
ed towards more flexible personnel management systems,
but the Federal personnel system has not kept up and re-
mains inflexible and outdated. While recent hiring reform
efforts are showing significant progress in simplifying hir-
ing, additional reforms are needed to update the pay, clas-
sification, and benefits systems. The General Schedule
(GS) pay system has been in effect since 1949. Enacted in
1951, aspects of the current benefit and leave laws are out
of date and do not always provide adequate flexibility for
the increasing responsibilities of family caregivers in our
workforce. An alternative, cost-effective system needs to
be developed that will allow the Government to compete
for and reward top talent, while rewarding performance
and encouraging adequate flexibility to caregivers.

To address issues in the long-term, Federal managers
and employees need a modernized personnel system. To
that end, the Administration proposed to the Joint Select
Committee on Deficit Reduction that the Congress es-
tablish a Commission on Federal Public Service Reform

Chart 10-3. Education Level Distribution in
Federal vs. Private Workforce
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Chart 10-4. Federal Age Distribution in 2001 and 2011
and Federal vs. Private Age Distribution in 2011
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comprised of Members of Congress, representatives
from the President’s National Council on Federal Labor-
Management Relations, members of the private sector,
and academic experts. The purpose of a Congressionally
chartered Commission would be to develop recommenda-
tions on reforms to modernize Federal personnel policies
and practices within fiscal constraints, including — but not
limited to — compensation, staff development and mobil-
ity, and personnel performance and motivation.

Aging Workforce

The Federal workforce of 2012 is older than Federal
workforces of past decades and older than the private sec-
tor workforce. The number of Federal retirements is on
a steady increase, rising from 95,425 in 2009 to 96,133 in
2010 to 98,731 in 2011 and 112,817 in 2012. Increases
in retirement are expected to continue. Nearly twenty-
two percent of the over 687,000 respondents to the 2012
Federal Employee Viewpoint Survey (EVS) expressed an
intent to retire during the next five years. Given these
demographics, the Federal Government faces a few imme-
diate challenges: preparing for retirements to maximize
knowledge transfer from one generation to the next, suc-
cession planning to assure needed leadership and hiring
and developing the next generation of the Government
workforce to accomplish the varied and challenging mis-
sions the Federal Government must deliver.

Developing and Engaging Personnel
to Improve Performance

One well-documented challenge in any organization
is managing a workforce so it is engaged, innovative,

and committed to continuous improvement, while at
the same time dealing with poor performers who fail to
improve as needed or are ill suited to their current posi-
tions. Federal employees are generally positive about
the importance of their work and express a high readi-
ness to put in extra effort to accomplish the goals of
their agencies. Results from the 2012 Federal Employee
Viewpoint Survey (EVS) indicate that nearly 97 per-
cent of respondents answer positively to the statement
“When needed I am willing to put in the extra effort
to get the job done.” However in contrast, Federal em-
ployees have repeatedly identified the inability to deal
with poor performers as an area of weakness over the
past 10 years. In 2012, only 30 percent of employees
who participated in the EVS answered positively that
“In my work unit, steps are taken to deal with a poor
performer who cannot or will not improve.” In addition,
only 39 percent agreed that “creativity and innovation
are rewarded”.

Addressing the Challenges

The Administration has made considerable progress
improving employee performance and human capital
management. Multiple efforts are underway, including:
building a workforce with the skills necessary to meet
agency missions, developing and using personnel ana-
lytics to drive decision making, new programs to infuse
talent into agencies, heightened attention to a diverse
and inclusive workforce, continued focus on the Senior
Executive Service (SES) performance appraisal system,
and strengthened labor-management partnerships.
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Mission Focused and Data Driven
Personnel Management

The Administration is committed to strengthening
Federal agencies’ capacity to analyze human resources
data to address workplace problems, improve productiv-
ity, and cut costs. OPM, in conjunction with OMB, is im-
plementing several key initiatives that will lead to better
evaluation and management of Federal employees. These
efforts include recasting the EVS as a diagnostic tool to
improve an organization rather than a snapshot that
simply describes it, more agencies conducting data-driven
HRStat review sessions, greater alignment between hu-
man capital and mission performance, and quarterly up-
dates of key HR performance indicators on Performance.
gov.

OPM administers the Government-wide EVS to gath-
er employee perceptions about whether, and to what ex-
tent, conditions characterizing successful organizations
are present in their agencies. The survey is a valuable
management tool that helps agencies identify areas of
strength and weakness and informs the implementation
of targeted action plans to help improve employee en-
gagement and agency performance. In 2012, for the first
time, OPM administered the survey to nearly all civil-
ian Federal employees and received responses from over
687,000 Federal employees. This is the largest number
of participants since the survey was first administered in
2002, more than double the number of respondents from
any previous EVS survey, making this the most inclusive
survey to date. Even more importantly, agencies now
have greater ability to drill down to understand employee
viewpoints in smaller organizational units; nearly five
times the number of office-level components within agen-
cies received office-specific results in 2012 compared to
the 1,687 components that received results in 2011. The
increased response and reporting granularity enables
agencies to identify areas of strength, offering possible
models for others, and areas of weakness needing atten-
tion. Agencies across Government are using EVS data
to develop and implement targeted, mission-driven action
plans to address identified challenges.

One area in which the EVS has given us new insight
is the impact of telework. The 2012 EVS indicates that
teleworkers (82 percent) are more likely than non-tele-
workers (79 percent) to know what is expected of them
on the job, more likely to feel empowered (52 percent ver-
sus 45 percent), and more likely (75 percent compared to
68 percent of non-teleworkers) to be satisfied with their
jobs. Finally, employees who telework are more likely to
want to stay with their agencies (72 percent compared to
68 percent of non-teleworkers) and to recommend their
agencies to others (74 percent compared to 66 percent
of non-teleworkers). As documented by OPM’s 2012 re-
port on the status of telework, the percentage of eligible
Federal employees who participated in routine telework
grew to 21 percent as of September 2011, compared to 10
percent during calendar year 2009. However, there is still
more work to be done in breaking down barriers to the ef-
fective use of telework.

Agencies have also begun testing HRStat (Human
Resources Statistics) reviews. HRStat reviews are data
driven and focus on agency specific human capital per-
formance; key human resources management metrics
that drive agency performance and align with mission
accomplishment. Agencies have incorporated a range of
management metrics into their HR Stat review, including
performance management, succession planning, and stra-
tegic workforce planning. The HRStat review is intended
to enable quick course correction, if needed, to help ensure
progress is being made on key human resources issues.

In addition, Performance.gov provides agencies and the
public a window on key human resources data — including
Government-wide and agency specific hiring times, appli-
cant and manager satisfaction, employee engagement and
retention, and hiring rates from diverse candidate pools.

Closing Critical Skills Gaps

The demands of the workplace necessitate new and
agile skill sets in the Federal workforce. OPM’s mission
is to ensure that the Federal Government recruits, re-
tains, and honors the talent agencies require to serve the
American people. In 2011, OPM partnered with the Chief
Human Capital Officers (CHCO) Council to take on the
challenge of closing skills gaps across the Government.
This initiative responds to the President’s Cross-Agency
Priority Goal to close skills gaps, as well as GAO’s des-
ignation of human capital as a Government-wide high
risk. The Department of Defense joined OPM in chair-
ing an inter-agency workgroup that designed a sustain-
able strategic workforce planning method to identify and
close skills gaps in mission-critical occupations. Based
on rigorous data analysis, the workgroup identified the
following mission-critical occupations for gap closure:
IT-Cybersecurity Specialists, Acquisition Specialists,
Economists, Human Resources Specialists, and Auditors.
In addition, the workgroup identified STEM (science,
technology, engineering, and mathematics) as a sixth
functional area covering multiple occupations, which re-
quires sustained strategic attention across Government.

To close skills gaps in these areas, OPM designated
sub-goal leaders from agencies whose missions critically
depend on these occupations. Together with these sub-
goal leaders, OPM is developing and executing strategies
to close skills gaps in these occupations. The sub-goal
leaders meet quarterly with the OPM Director to apprise
him of their progress, including by providing updated
metrics that will be reported on www.performance.gov.

One of the ways OPM is addressing skills gaps among
human resources professionals is through HR University.
Developed in 2011 by the CHCO Council, HR University
provides an excellent foundation for human resources
professionals to receive training to help them become
more effective. HR University is a source of centralized
training that takes courses and resources Federal agen-
cies have already developed and provides a platform for
cross-agency sharing.

HR University uses an HR Professional Framework,
which helps HR professionals identify where they are in
relation to the roles outlined in the framework. It also
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helps them think about their desired career path and
provides a mechanism for determining how they need to
develop to achieve their goals. This mechanism leads to
an Individual Development Plan (IDP) designed specifi-
cally for the HR professional to create more targeted de-
velopment plans. HR University also offers a Managers’
Corner to help supervisors and managers with their hu-
man resources management responsibilities. Finally, HR
University is working to obtain accreditation as a full-
service university.

HR University has more than 19,000 registered users
who have completed more than 12,000 online training
courses, with a cost savings of over $41.4 million, realized
through the sharing of resources and economies of scale.
In addition, HR University ensures that courses meet
OPM’s high standards by vetting each course through a
very rigorous quality review.

In partnership with the CHCO Council, OPM will con-
tinue to expand HR University’s offerings. This effort may
include more partnerships with colleges and universities,
development of HR certifications, accreditation of courses,
greater use of social media, website enhancements, and
more courses on key topics that will close identified skill
and competency gaps in the human resources field.

Individual agencies are also identifying and targeting
critical skills gaps as a priority. The State Department
and US Agency for International Development (USAID)
identified overseas vacancies as an agency Priority Goal
to help achieve operations and consular efficiency and
effectiveness, transparency and accountability; and se-
cure US presence internationally. This initiative aims
to modernize and strengthen State/USAID so that they
can meet the most pressing development challenges with
a high-quality workforce to move towards the larger goals
of these organizations.

Recruiting and Developing an Agile Workforce

To maximize effectiveness and potential, the Federal
Government must continue to prepare its talent for chal-
lenges on the horizon. New cost-effective programs are
being implemented to develop current employees, foster
collaboration with innovators from the private sector, pro-
mote career pathways into Federal service, and enhance
institutional knowledge transfer through a phased retire-
ment program. These efforts are essential for developing
a nimble, efficient 21st Century workforce that can help
ensure agencies achieve their important missions under a
tightening fiscal climate.

Leadership Development. In 2011, the President’s
Management Council (PMC) and the Chief Human Capital
Officers (CHCO) Council launched the PMC Interagency
Rotation Program to bolster cross-agency exposure for
high-potential GS 13-15s. Through 6-month developmental
assignments, this program enables emerging Federal lead-
ers to expand their management skills, broaden their orga-
nizational experience, and foster networks they can lever-
age in the future. Now preparing for its fourth cohort, the
program has grown from 10 agencies and 28 participants
to 15 agencies, 4 interagency councils, and 45 participants,
with likely expansion in the upcoming cycle.

Innovation Fellows. The Presidential Innovation
Fellows program pairs top innovators from the private
sector, non-profits, and academia with top innovators in
government to collaborate on solutions to high-impact
challenges and deliver significant results in six months.
The results of these projects are intended to save taxpay-
er money, fuel job growth, save lives, and provide tangible
benefit to the American people. Each team of innovators
is tasked with working on a specific high-impact issue us-
ing a focused but agile approach. This unique initiative
focuses on tapping into the ingenuity, know-how, and pa-
triotism of Americans from every sectors of our society.

Pathways Programs. Under the Administration’s
leadership, the Government has taken steps to help stu-
dents and recent graduates join the Federal service. As
part of the Administration’s hiring reform efforts, the
President issued Executive Order 13566, which created
the Pathways programs to create clear paths to Federal
service for students and recent graduates. OPM issued
final regulations implementing Pathways last year and
has been working closely with agencies to help them tran-
sition to the new programs. Pathways consists of three
streamlined developmental programs: the Internship
Program for students; the Recent Graduates Program for
people who graduated within the preceding 2 years; and
the Presidential Management Fellows (PMF) Program
for people who obtained a graduate or professional degree
within the preceding two years. Internship and career
opportunities for students and recent graduates provide
meaningful training and career development opportuni-
ties, promote employment opportunities for a new gen-
eration of public servants, and help agencies address re-
cruiting challenges and infuse new skills into the Federal
workforce.

Provide phased retirement to eligible Federal
employees. The Administration proposed and Congress
passed a phased retirement law to help facilitate the
transfer of valuable knowledge between retiring and non-
retiring employees. The phased retirement program will
make it easier for the most experienced employees to en-
ter into part-time retirement arrangements, providing ex-
pertise while mentoring other employees.

A Diverse and Inclusive Workforce

The American people are best served by a Federal
workforce that reflects our rich diversity and encour-
ages collaboration, fairness, and innovation. Under the
President’s Executive Order 13583, of August 2011, the
first Government-wide Diversity and Inclusion Strategic
Plan was issued and provides agencies with the shared
goals of workforce diversity, workplace inclusion, and sus-
tainability. Since the issuance of the Executive Order, the
percentage of people with disabilities who are Federal
employees has increased to 11.86 percent, an all-time
government high. The percentage of Hispanic (8.2 per-
cent) and Asian American/Pacific Islander (6.1 percent)
employees is steadily increasing with all other groups
remaining at the same levels, and the diversity of the
SES has improved. Moreover, the FY 2012 EVS reflected
that 65 percent of Federal employees answered positively
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when asked if their supervisor or team leader is commit-
ted to a workforce that represents all segments of society.

In addition to supporting a diverse and inclusive work-
force, the Federal Government has also made progress
towards pay equality. Pay differentials by gender, after
accounting for education and occupation, tend to be about
half as small in the Federal sector as in the private sector.
Differentials by race are also smaller in the Federal sector
than in the private sector.

Government-wide SES Appraisal Model

Drawing from leading practices in Federal agencies and
the private sector, representatives from 29 organizations
developed a Government-wide Senior Executive Service
(SES) performance appraisal model in 2011. Under this
system, agencies can rely upon a more consistent and uni-
form framework to communicate expectations and evalu-
ate the performance of SES members.

Anchored to a set of clearly-defined competencies
(OPM’s Executive Core Qualifications) and balancing
achievement of results with demonstration of leadership
behaviors, this approach enhances clarity, transferability,
and equity in performance standards development, feed-
back delivery, and ratings derivation. Since the introduc-
tion of the new SES appraisal model in January 2012,
OPM approved implementation in 38 agencies (51% of all
SES appraisal systems Government-wide). By FY14, it is
anticipated to be 96%.

Strengthening Labor-Management Relations

The Administration continues to fulfill the robust vi-
sion laid out in Executive Order 13522, Creating Labor-
Management Forums to Improve Delivery of Government
Services. This Executive Order created a national Council,
which meets regularly to coordinate Government-wide ef-
forts, and nearly 1000 forums around government where
agency management and union representatives work col-
laboratively to improve service delivery to the public.

In recent Council meetings representatives from both
management and labor have presented on their success-
ful efforts to improve productivity at naval shipyards,
in VA appeals, and in Securities Exchange Commission
(SEC) enforcement activities. For example, at the Nuclear
Regulatory Commission (NRC), they are moving approx-
imately 1400 workers and managers to a new building
management involved workers and their unions in the
design process. Important points for employees were in-
cluded in the designs right from the start such as — access
to natural light, noise levels, and workstation layouts.
These are factors that deeply affect both productivity and
morale. By engaging early, the NRC could approach busi-
ness decisions with a problem-solving attitude.

In another case, there was enormous productivity in-
creases at the Naval Sea Systems Command, NAVSEA.
These are the employees who build, buy and maintain
the Navy’s ships and submarines and their combat sys-
tems. NAVSEA leadership asked their unions and work-
ers, through their labor-management forum, to put for-
ward ideas to save an hour of time out of each workday.
Workers identified the most wasteful part of their day:
waiting in line to get the tools and parts they needed for
their projects. Management and labor devised with a so-
lution — a kit, prepared in advance and handed to you on
arrival. In the kit, workers receive the tools needed and
the exact number of nuts, bolts, and parts for any project
that day. With this and other changes, NAVSEA projects
to save one hour per day for about 8,000 mechanics and
engineers across four shipyards — which translates into
enormous savings. It has also helped reduce overtime
hours, further increasing cost savings. A next challenge
in the labor management partnership is to spread these
successes to other agencies and locations around govern-
ment.

Goals-Engagement-Accountability-Results (GEAR)

Over the years, there have been numerous attempts to
reform and improve employee performance management
in the Federal sector, with the ultimate goal of improv-
ing the performance of the organizations in which the
employees work. Drawing from practices in the Federal
sector and private sector, representatives from various
Federal agencies, labor unions, and management orga-
nizations from the National Council on Federal Labor-
Management Relations and the CHCO Council developed
recommendations to strengthen the existing system of
employee performance management. These recommen-
dations are known as the GEAR framework. They are
based on the idea that successful organizations must have
clear, aligned goals, engaged employees and supervisors,
and accountability for every employee at every level.

Five agencies are currently implementing the
GEAR framework: OPM, the Department of Energy, the
Department of Housing and Urban Development, and
components of the Department of Veterans Affairs and
the U.S. Coast Guard. The CHCO Council is currently
reviewing the progress of GEAR and lessons learned in
these agencies and identifying other leading practices
across the Federal sector and private sector with the goal
of broader application of the GEAR framework across the
Federal Government. The ultimate goal is to ensure that
Federal employees are engaged and enabled to deliver
and improve Government services.
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Table 10-2. FEDERAL CIVILIAN EMPLOYMENT IN THE EXECUTIVE BRANCH

(Civilian employment as measured by full-time equivalents (FTE) in thousands, excluding the Postal Service)

Change: 2013 to
Agency Actual Estimate 2014
2011 2012 |2013CR | 2014 FTE Percent
Cabinet agencies:
Agriculture 95.9 91.7 92.4 90.7 -1.7 -1.8%
Commerce 413 39.9 426 43.0 04 0.9%
Defense 7713 765.2 777.2 765.0 -12.2 -1.6%
Education 4.4 4.3 4.2 4.3 0.1 2.4%
Energy 16.1 15.7 15.7 15.9 0.2 1.3%
Health and Human Services 68.8 69.3 71.3 72.6 1.3 1.8%
Homeland Security 179.5 184.0 190.1 191.0 0.9 0.5%
Housing and Urban Development 9.5 9.3 9.3 9.2 0.1 -11%
Interior 70.5 70.0 69.7 69.8 0.1 0.1%
116.3 1151 115.7 17.7 2.0 1.7%
16.9 17.2 17.4 175 0.1 0.6%
324 33.0 33.1 33.2 0.1 0.3%
Transportation 57.4 56.9 57.3 57.6 0.3 0.5%
Treasury ........ 110.7 106.3 1071 112.7 5.6 5.2%
Veterans Affairs 295.7 301.4 3111 319.3 8.2 2.6%
Other agencies—excluding Postal Service:
Broadcasting Board of Governors ... 1.9 1.9 1.9 2.0 0.1 5.3%
Corps of Engineers—Civil Works . 23.7 23.1 22.7 22.7 0.0 0.0%
Environmental Protection Agency 17.3 17.0 17.0 16.9 0.1 -0.6%
Equal Employment Opportunity Comm ......... 25 2.3 2.2 2.3 0.1 4.5%
Federal Deposit Insurance Corporation ......... 8.3 8.1 8.0 7.6 0.4 -5.0%
General Services Administration .................. 12.7 12,5 12.8 125 -0.3 -2.3%
International Assistance Programs ... 5.2 5.6 5.6 5.8 0.2 3.6%
National Aeronautics and Space Admin ........ 18.6 18.1 18.2 17.9 0.3 -1.6%
National Archives and Records
ADMINISration .........cccceeevvernereenereinenns 3.3 3.2 3.2 3.2 0.0 0.0%
National Labor Relations Board ... 1.7 1.6 1.7 1.7 0.0 0.0%
National Science Foundation 1.4 1.4 1.4 1.5 0.1 71%
Nuclear Regulatory Commission 4.0 3.8 4.0 3.9 0.1 -2.5%
Office of Personnel Management 5.4 5.3 55 5.7 0.2 3.6%
Railroad Retirement Board .........c.cccovevviine 1.0 0.9 0.9 0.9 0.0 0.0%
Securities and Exchange Commission .......... 38 38 42 4.8 06| 14.3%
Small Business Administration 3.4 3.4 3.4 35 0.1 2.9%
Smithsonian Institution ......... 5.2 5.0 5.2 5.3 0.1 1.9%
Social Security Administration .. 67.6 64.7 65.1 65.3 0.2 0.3%
Tennessee Valley Authority 12.4 12.8 13.6 13.3 -0.3 -2.2%
All other small agencies 16.3 16.9 18.0 18.6 0.6 3.3%
Total, Executive Branch civilian employment * ... | 2,102.4| 2,090.7| 2,128.8] 2,134.9 6.1 0.3%

* Totals may not add due to rounding.
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Table 10-3. TOTAL FEDERAL EMPLOYMENT

(As measured by Full-Time Equivalents)

2013 2014 Change: 2013 to 2014
Description
2012 Actual CR Request FTE Percent
Executive Branch Civilian:
All Agencies, Except POStal SEIVICE .........cieeiereiniierineeireeseeeiserenines 2,090,679 2,128,768 2,134,948 6,180 0.3%
Postal Service ! 587,310 569,782 546,203 -23,579 —4.1%
Subtotal, Executive Branch Civilian ... 2,677,989 2,698,550 2,681,151 -17,399 —-0.6%
Executive Branch Uniformed Military:
Department of Defense 2 1,501,807 31,466,664 41,330,944 -135,720 -9.3%
Department of Homeland Security (USCG) 43,027 43,017 42,029 -988 -2.3%
Commissioned Corps (DOC, EPA, HHS) 6,935 7,065 7,062 -3 -0.0%
Subtotal, Uniformed Military 1,551,769 1,516,746 1,380,035 -136,711 -9.0%
Subtotal, Executive Branch 4,229,758 4,215,296 4,061,186 -154,110 -3.7%
Legislative Branch® 30,634 34,260 34,402 142 0.4%
JUAICIAI BFANCN ...t 34,523 34,313 34,502 189 0.6%
Grand total 4,294,915] 4,283,869 4,130,090] ~153,779 -3.6%

"Includes Postal Rate Commission.

2|ncludes activated Guard and Reserve members on active duty. Does not include Full-Time Support (Active Guard & Reserve (AGRs)) paid from Reserve Component Appropriations.

3FY 2013 reflects the FY 2013 President's Budget request.

4FY 2014 excludes Overseas Contingency Operations (OCO) funded activated Guard and Reserve members on active duty and OCO funded non-enduring strength of 33,885 for

Army and 9,787 for the Marine Corps.
5 FTE data not available for the Senate (positions filled were used).
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Table 10-4. PERSONNEL COMPENSATION AND BENEFITS
(In millions of dollars)
Change: 2013 to 2014
Description
2012 Actual 2013CR 2014 Request Dollars Percent
Civilian Personnel Costs:
Executive Branch (excluding Postal Service):
Direct COMPENSAtION .......ccevvvmcrierrierereeereee s 176,133 178,980 185,562 6,582 3.7%
Personnel Benefits ... 68,117 68,723 71,842 3,119 4.5%
Subtotal 244,250 247,703 257,404 9,701 3.9%
Postal Service:
Direct compensation 36,398 35,059 34,141 -918 —2.6%
Personnel benefits 15,128 16,007 8,502 -7,505 —46.9%
SUDLOAL ...t 51,526 51,066 42,643 -8,423 -16.5%
Legislative Branch: !
Direct compensation 2,053 2,098 2,153 55 2.6%
Personnel benefits 670 654 667 13 2.0%
Subtotal 2,723 2,752 2,820 68 2.5%
Judicial Branch:
Direct COMPENSALION ..o 3,140 3,180 3,244 64 2.0%
Personnel benefits .... 1,071 1,147 1,169 22 1.9%
Subtotal ........ 4,211 4,327 4,413 86 2.0%
Total, Civilian Personnel COStS ...........ccuuverrmmverrsveesseenssnen 302,710] 305,848 307,280] 1,432 0.5%
Military personnel costs:
Department of Defense
Direct COMPENSALION .........cvurercrericeieeeiseeeree s 100,189 101,196 93,393 -7,803 -7.7%
Personnel benefits .... 51,505 52,113 45,350 -6,763 -13.0%
Subtotal 151,694 153,309 138,743 -14,566 -9.5%
All other executive branch, uniformed personnel:
Direct COMPENSALION .....ovvvvreieirieirre s 3,234 3,235 3,181 -54 -1.7%
Personnel benefits 809 739 706 -33 —4.5%
Subtotal ........ 4,043 3,974 3,887 -87 —2.2%
Total, Military Personnel COStS 2 ........cooceerrroroccerssescceerssessceenn 155,737 157,283 142,630] -14,653] -9.3%
Grand total, personnel costs 458,447 463,131 449,910 -13,221 -2.9%
ADDENDUM
Former Civilian Personnel:
Retired pay for former personnel ..........cccocvveneninineninininens 76,196 82,087 87,534 5,447 6.6%
Government payment for Annuitants:
Employee health benefits ..., 10,683 10,698 11,163 465 4.3%
Employee life INSUFaNCe .........ccoovevvereieeenceinesciseis 47 46 45 -1 -2.2%
Former Military personnel:
Retired pay for former personnel ............cccocveeeieneinineinensioneens 52,495 53,851 55,572 1,721 3.2%
Military annuitants health benefits ... 8,736 9,283 9,499 216 2.3%

T Excludes members and officers of the Senate.

2 Amounts in this table for military compensation reflect direct pay and benefits for all service members, including active duty, guard,

and reserve members.
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11.

The budget system of the United States Government
provides the means for the President and the Congress
to decide how much money to spend, what to spend it
on, and how to raise the money they have decided to
spend. Through the budget system, they determine the
allocation of resources among the agencies of the Federal
Government and between the Federal Government and
the private sector. The budget system focuses primarily
on dollars, but it also allocates other resources, such as
Federal employment. The decisions made in the budget
process affect the Nation as a whole, State and local gov-
ernments, and individual Americans. Many budget deci-
sions have worldwide significance. The Congress and the
President enact budget decisions into law. The budget sys-
tem ensures that these laws are carried out.

This chapter provides an overview of the budget sys-
tem and explains some of the more important budget con-
cepts. It includes summary dollar amounts to illustrate
major concepts. Other chapters of the budget documents

BUDGET CONCEPTS

discuss these amounts and more detailed amounts in
greater depth.

The following section discusses the budget process,
covering formulation of the President’s Budget, action
by the Congress, and execution of enacted budget laws.
The next section provides information on budget cover-
age, including a discussion of on-budget and off-budget
amounts, functional classification, presentation of budget
data, types of funds, and full-cost budgeting. Subsequent
sections discuss the concepts of receipts and collections,
budget authority, and outlays. These sections are followed
by discussions of Federal credit; surpluses, deficits, and
means of financing; Federal employment; and the basis
for the budget figures. A glossary of budget terms ap-
pears at the end of the chapter.

Various laws, enacted to carry out requirements of the
Constitution, govern the budget system. The chapter re-
fers to the principal ones by title throughout the text and
gives complete citations in the section just preceding the
glossary.

THE BUDGET PROCESS

The budget process has three main phases, each of
which is related to the others:

1. Formulation of the President’s Budget;
2. Action by the Congress; and

3. Execution of enacted budget laws.

Formulation of the President’s Budget

The Budget of the United States Government consists
of several volumes that set forth the President’s fiscal
policy goals and priorities for the allocation of resources
by the Government. The primary focus of the Budget is
on the budget year—the next fiscal year for which the
Congress needs to make appropriations, in this case 2014.
(Fiscal year 2014 will begin on October 1, 2013, and end
on September 30, 2014.) The Budget also covers the nine
years following the budget year in order to reflect the effect
of budget decisions over the longer term. It includes the
funding levels provided for the current year, in this case
2013, which allows the reader to compare the President’s
Budget proposals with the most recently enacted levels.
The Budget also includes data on the most recently com-
pleted fiscal year, in this case 2012, so that the reader can
compare budget estimates to actual accounting data.

In a normal year, the President begins the process of
formulating the budget by establishing general budget
and fiscal policy guidelines, usually by the spring of each

year, at least nine months before the President transmits
the budget to the Congress and at least 18 months before
the fiscal year begins. (See the “Budget Calendar” later
in this chapter.) Based on these guidelines, the Office of
Management and Budget (OMB) works with the Federal
agencies to establish specific policy directions and plan-
ning levels, both for the budget year and for at least the
following four years, and in this case, the following nine
years, to guide the preparation of their budget requests.
Since the Budget Control Act of 2011 (BCA) has set statu-
tory limits on discretionary budget authority, as discussed
below, the President’s budget proposes funding levels for
discretionary programs consistent with those limits.
During the formulation of the budget, the President,
the Director of OMB, and other officials in the Executive
Office of the President continually exchange information,
proposals, and evaluations bearing on policy decisions
with the Secretaries of the departments and the heads
of the other Government agencies. Decisions reflected in
previously enacted budgets, including the one for the fis-
cal year in progress, reactions to the last proposed budget
(which the Congress is considering at the same time the
process of preparing the forthcoming budget begins), and
evaluations of program performance all influence deci-
sions concerning the forthcoming budget, as do projections
of the economic outlook, prepared jointly by the Council of
Economic Advisers, OMB, and the Treasury Department.
In early fall, agencies submit their budget requests to
OMB, where analysts review them and identify issues
that OMB officials need to discuss with the agencies.
OMB and the agencies resolve many issues themselves.
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Others require the involvement of White House policy of-
ficials and the President. This decision-making process is
usually completed by late December. At that time, the
final stage of developing detailed budget data and the
preparation of the budget documents begins.

The decision-makers must consider the effects of eco-
nomic and technical assumptions on the budget esti-
mates. Interest rates, economic growth, the rate of infla-
tion, the unemployment rate, and the number of people
eligible for various benefit programs, among other factors,
affect Government spending and receipts. Small changes
in these assumptions can alter budget estimates by many
billions of dollars. (Chapter 2, “Economic Assumptions
and Interactions with the Budget,” provides more infor-
mation on this subject.)

Thus, the budget formulation process involves the si-
multaneous consideration of the resource needs of indi-
vidual programs, the allocation of resources among the
agencies and functions of the Federal Government, and
the total outlays and receipts that are appropriate in light
of current and prospective economic conditions.

The law governing the President’s budget requires its
transmittal to the Congress on or after the first Monday in
January but not later than the first Monday in February
of each year for the following fiscal year, which begins on
October 1. The budget is routinely sent to the Congress on
the first Monday in February, giving the Congress eight
months to act on the budget before the fiscal year begins.

Congressional Action!

The Congress considers the President’s budget propos-
als and approves, modifies, or disapproves them. It can
change funding levels, eliminate programs, or add pro-
grams not requested by the President. It can add or elimi-
nate taxes and other sources of receipts or make other
changes that affect the amount of receipts collected.

The Congress does not enact a budget as such. Through
the process of adopting a planning document called a bud-
get resolution (described below), the Congress agrees on
targets for total spending and receipts, the size of the defi-
cit or surplus, and the debt limit. The budget resolution
provides the framework within which individual congres-
sional committees prepare appropriations bills and other
spending and receipts legislation. The Congress provides
spending authority—funding—for specified purposes in
appropriations acts each year. It also enacts changes each
year in other laws that affect spending and receipts. Both
appropriations acts and these other laws are discussed in
the following paragraphs.

In making appropriations, the Congress does not vote
on the level of outlays (spending) directly, but rather on
budget authority, or funding, which is the authority pro-
vided by law to incur financial obligations that will result
in outlays. In a separate process, prior to making appro-
priations, the Congress usually enacts legislation that

1 For a fuller discussion of the congressional budget process, see Bill
Heniff Jr., Introduction to the Federal Budget Process (Congressional
Research Service Report 98-721), and Robert Keith and Allen Schick,
Manual on the Federal Budget Process (Congressional Research Service
Report 98-720, archived).

authorizes an agency to carry out particular programs,
authorizes the appropriations of funds to carry out those
programs, and, in some cases, limits the amount that
can be appropriated for the programs. Some authorizing
legislation expires after one year, some expires after a
specified number of years, and some is permanent. The
Congress may enact appropriations for a program even
though there is no specific authorization for it or its au-
thorization has expired.

The Congress begins its work on its budget resolution
shortly after it receives the President’s budget. Under
the procedures established by the Congressional Budget
Act of 1974, the Congress decides on budget targets be-
fore commencing action on individual appropriations.
The Act requires each standing committee of the House
and Senate to recommend budget levels and report leg-
islative plans concerning matters within the committee’s
jurisdiction to the Budget Committee in each body. The
House and Senate Budget Committees then each design
and report, and each body then considers, a concurrent
resolution on the budget—a congressional budget plan,
or budget resolution. The budget resolution sets targets
for total receipts and for budget authority and outlays,
both in total and by functional category (see “Functional
Classification” later in this chapter). It also sets targets
for the budget deficit or surplus and for Federal debt sub-
ject to statutory limit.

The congressional timetable calls for the House and
Senate to resolve differences between their respective
versions of the congressional budget resolution and adopt
a single budget resolution by April 15 of each year.

In the report on the budget resolution, the Budget
Committees allocate the total on-budget budget au-
thority and outlays set forth in the resolution to the
Appropriations Committees and the other committees
that have jurisdiction over spending. (See “Coverage of
the Budget,” later in this chapter, for more information on
on-budget and off-budget amounts.) Now that the BCA
has set statutory limits on discretionary budget author-
ity, as discussed below, the budget resolution allocation
to the Appropriations Committees will equal those lim-
its. Once the Congress resolves differences between the
House and Senate and agrees on a budget resolution, the
Appropriations Committees are required to divide their
allocations of budget authority and outlays among their
subcommittees. The Congress is not allowed to consider
appropriations bills (so-called “discretionary” spending)
that would breach or further breach an Appropriations
subcommittee’s target. The Congress is not allowed to
consider legislation that would cause the overall spending
target for any such committee to be breached or further
breached. The Budget Committees’ reports may discuss
assumptions about the level of funding for major pro-
grams. While these assumptions do not bind the other
committees and subcommittees, they may influence their
decisions.

The budget resolution may also contain “reconciliation
directives” (discussed below) to the committees respon-
sible for tax laws and for mandatory spending—programs
not controlled by annual appropriation acts—in order to
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conform the level of receipts and this type of spending to
the targets in the budget resolution.

Since the concurrent resolution on the budget is not a
law, it does not require the President’s approval. However,
the Congress considers the President’s views in prepar-
ing budget resolutions, because legislation developed to
meet congressional budget allocations does require the
President’s approval. In some years, the President and
the joint leadership of Congress have formally agreed on
plans to reduce the deficit or balance the budget. These
agreements were then reflected in the budget resolution
and legislation passed for those years.

Once the Congress approves the budget resolution, it
turns its attention to enacting appropriations bills and
authorizing legislation. Appropriations bills are initiated
in the House. They provide the budgetary resources for
the majority of Federal programs, but only a minority of
Federal spending. The Appropriations Committee in each
body has jurisdiction over annual appropriations. These
committees are divided into subcommittees that hold
hearings and review detailed budget justification mate-
rials prepared by the Executive Branch agencies within
the subcommittee’s jurisdiction. After a bill has been
drafted by a subcommittee, the full committee and the
whole House, in turn, must approve the bill, sometimes
with amendments to the original version. The House then
forwards the bill to the Senate, where a similar review
follows. If the Senate disagrees with the House on par-
ticular matters in the bill, which is often the case, the two
bodies form a conference committee (consisting of some
Members of each body) to resolve the differences. The con-
ference committee revises the bill and returns it to both
bodies for approval. When the revised bill is agreed to,
first in the House and then in the Senate, the Congress
sends it to the President for approval or veto.

Since 1977, when the start of the fiscal year was es-
tablished as October 1, there have been only three fis-
cal years (1989, 1995, and 1997) for which the Congress
agreed to and enacted every regular appropriations bill
by that date. When one or more appropriations bills has
not been agreed to by this date, Congress usually enacts
a joint resolution called a “continuing resolution,” (CR)
which is an interim or stop-gap appropriations bill that
provides authority for the affected agencies to continue

operations at some specified level until a specific date or
until the regular appropriations are enacted. Occasionally,
a CR has funded a portion or all of the Government for the
entire year.

The Congress must present these CRs to the President
for approval or veto. In some cases, Presidents have re-
jected CRs because they contained unacceptable provi-
sions. Left without funds, Government agencies were re-
quired by law to shut down operations—with exceptions
for some limited activities—until the Congress passed a
CR the President would approve. Shutdowns have lasted
for periods of a day to several weeks.

The Congress also provides budget authority in laws
other than appropriations acts. In fact, while annual ap-
propriations acts fund the majority of Federal programs,
they account for only about a third of the total spend-
ing in a typical year. Authorizing legislation controls the
rest of the spending, which is commonly called “manda-
tory spending.” A distinctive feature of these authorizing
laws is that they provide agencies with the authority or
requirement to spend money without first requiring the
Appropriations Committees to enact funding. This cat-
egory of spending includes interest the Government pays
on the public debt and the spending of several major pro-
grams, such as Social Security, Medicare, Medicaid, un-
employment insurance, and Federal employee retirement.
This chapter discusses the control of budget authority and
outlays in greater detail under “Budget Authority and
Other Budgetary Resources, Obligations, and Outlays.”

Almost all taxes and most other receipts also result from
authorizing laws. Article I, Section 7, of the Constitution
provides that all bills for raising revenue shall originate
in the House of Representatives. In the House, the Ways
and Means Committee initiates tax bills; in the Senate,
the Finance Committee has jurisdiction over tax laws.

The budget resolution often includes reconciliation di-
rectives, which require authorizing committees to change
laws that affect receipts or mandatory spending. It di-
rects each designated committee to report amendments
to the laws under the committee’s jurisdiction that would
achieve changes in the levels of receipts or reductions in
mandatory spending controlled by those laws. These di-
rectives specify the dollar amount of changes that each
designated committee is expected to achieve, but do not

BUDGET CALENDAR

The following timetable highlights the scheduled dates for significant budget events during a normal budget year:

Between the 1st Monday in January and
the 1st Monday in February......................

Six weeks later........ccoeeveeeviiiiiniiiiiiieeeee
ADPTIL 15 e

President transmits the budget
Congressional committees report budget estimates to Budget Committees

Action to be completed on congressional budget resolution

House consideration of annual appropriations bills may begin even if the budget resolution has

not been agreed to.

Fiscal year begins

House Appropriations Committee to report the last of its annual appropriations bills.
Action to be completed on “reconciliation bill” by the Congress.
Action on appropriations to be completed by House

President transmits Mid-Session Review of the Budget
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specify which laws are to be changed or the changes to be
made. However, the Budget Committees’ reports on the
budget resolution frequently discuss assumptions about
how the laws would be changed. Like other assumptions
in the report, they do not bind the committees of jurisdic-
tion but may influence their decisions. A reconciliation in-
struction may also specify the total amount by which the
statutory limit on the public debt is to be changed.

The committees subject to reconciliation directives
draft the implementing legislation. Such legislation may,
for example, change the tax code, revise benefit formulas
or eligibility requirements for benefit programs, or autho-
rize Government agencies to charge fees to cover some
of their costs. Reconciliation bills are typically omnibus
legislation, combining the legislation submitted by each
reconciled committee in a single act.

Such a large and complicated bill would be difficult
to enact under normal legislative procedures because it
usually involves changes to tax rates or to popular so-
cial programs, generally to reduce projected deficits. The
Senate considers such omnibus reconciliation acts under
expedited procedures that limit total debate on the bill.
To offset the procedural advantage gained by expedited
procedures, the Senate places significant restrictions on
the substantive content of the reconciliation measure it-
self, as well as on amendments to the measure. Any mate-
rial in the bill that is extraneous or that contains changes
to the Federal Old-Age and Survivors Insurance and the
Federal Disability Insurance programs is not in order un-
der the Senate’s expedited reconciliation procedures. Non-
germane amendments are also prohibited. In addition,
the Senate does not allow reconciliation bills as a whole
to increase projected deficits or reduce projected surplus-
es. This Senate prohibition complements the Statutory
Pay-As-You-Go Act of 2010, discussed below. The House
does not allow reconciliation bills to increase mandato-
ry spending in net, but does allow such bills to increase
deficits by reducing revenues. See “Budget Enforcement”
below for a description of the House special order that
permits the Budget Committee Chairman to certify that
the costs of certain types of legislation are zero.

Reconciliation acts, together with appropriations acts
for the year, are usually used to implement broad agree-
ments between the President and the Congress on those
occasions where the two branches have negotiated a com-
prehensive budget plan. Reconciliation acts have some-
times included other matters, such as laws providing the
means for enforcing these agreements, as described under
“Budget Enforcement.”

Budget Enforcement

The Statutory Pay-As-You-Go Act of 2010 and the BCA
significantly amended laws pertaining to the budget
process, including the Balanced Budget and Emergency
Deficit Control Act of 1985 (BBEDCA). The Statutory
Pay-As-You-Go Act of 2010, enacted on February 12, 2010,
reestablished a statutory procedure to enforce a rule of
deficit neutrality on new revenue and mandatory spend-
ing legislation. The BCA, enacted on August 2, 2011, re-

instated limits (“caps”) on the amount of discretionary
budget authority that can be provided through the an-
nual appropriations process. Similar enforcement mecha-
nisms were established by the Budget Enforcement Act
of 1990, which also amended the BBEDCA, and were ex-
tended in 1993 and 1997, but expired at the end of FY
2002. The BCA also created a Joint Select Committee on
Deficit Reduction that was instructed to develop a bill to
reduce the Federal deficit by at least $1.5 trillion over a
10-year period.

The BBEDCA, as amended, divides spending into two
types—discretionary spending and direct or mandatory
spending. Discretionary spending is controlled through
annual appropriations acts. Funding for salaries and
other operating expenses of government agencies, for
example, is generally discretionary because it is usu-
ally provided by appropriations acts. Direct spending is
more commonly called mandatory spending. Mandatory
spending is controlled by permanent laws. Medicare
and Medicaid payments, unemployment insurance ben-
efits, and farm price supports are examples of mandatory
spending, because permanent laws authorize payments
for those purposes. Receipts are included under the same
statutory rules that apply to mandatory spending because
permanent laws generally control receipts.

Discretionary cap enforcement. The BBEDCA, as
amended, specifies spending limits (“caps”) on discretion-
ary budget authority for 2012 through 2021. The caps
were divided between security and nonsecurity catego-
ries for 2012 and 2013, with a single cap for all discre-
tionary spending established for 2014 through 2021.
The security category includes discretionary budget
authority for the Departments of Defense, Homeland
Security, and Veterans Affairs, the National Nuclear
Security Administration, the Intelligence Community
Management account, and all budget accounts in the
international affairs budget function (budget function
150). The nonsecurity category includes all discretionary
budget authority not included in the security category.
For 2013 through 2021, the failure of the Joint Select
Committee on Deficit Reduction to propose, and Congress
to enact, a bill that reduced the deficit by at least $1.2
trillion resulted in revised security and nonsecurity cat-
egories. The “revised security category” (or defense cat-
egory) includes discretionary budget authority in the
defense budget function 050, which primarily consists of
the Department of Defense. The “revised nonsecurity cat-
egory” (or non-defense category) includes all discretionary
budget authority not included in the defense budget func-
tion 050. Passage of ATRA in January of 2013 restored
the caps for fiscal year 2013 to the security and nonsecuri-
ty split, and reduced the levels previously provided in law
by $4 billion in 2013 (split equally between the security
and nonsecurity categories) and $8 billion in 2014 (split
equally between the revised security and nonsecurity, or
defense and nondefense categories).

The BBEDCA, as amended, includes general require-
ments for OMB to adjust the caps for changes in concepts
and definitions; appropriations designated by Congress
and the President as emergency requirements; and ap-
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propriations designated by Congress and the President
for Overseas Contingency Operations/Global War on
Terrorism. The BBEDCA, as amended, also specifies
adjustments, which are capped at certain amounts, for
appropriations for continuing disability reviews and re-
determinations by the Social Security Administration;
the health care fraud and abuse control program at the
Department of Health and Human Services; and appro-
priations designated by Congress as being for disaster
relief.

The BBEDCA, as amended, requires OMB to provide
cost estimates of each appropriations act in a report to
Congress within 7 days after enactment of such act and to
publish three sequestration reports—a “preview” report
when the President submits the budget; an “update” re-
port in August, and a “final” report within 15 days after
the end of a session of Congress.

The preview report discusses the status of discretion-
ary sequestration, based on current law. This report also
explains the adjustments that are required by law to the
discretionary caps and publishes the revised caps. The
update and final reports revise the preview report esti-
mates to reflect the effects of newly enacted discretionary
laws. In addition, the update report must contain a pre-
view estimate of the adjustment for disaster funding for
the upcoming fiscal year.

If OMB’s final sequestration report for a given fiscal
year indicates that the amount of discretionary budget
authority provided in appropriations acts for that year ex-
ceeds the statutory limit on budget authority for that cat-
egory in that year, the President must issue a sequestra-
tion order canceling budgetary resources in nonexempt
accounts within that category by the amount necessary
to eliminate the breach. If a continuing resolution is in
effect when OMB issues its final sequester report, calcu-
lations will be based on the annualized amount provided
by that continuing resolution. Under sequestration, each
nonexempt account within a category is reduced by a dol-
lar amount calculated by multiplying the enacted level of
sequestrable budgetary resources in that account by the
uniform percentage necessary to eliminate a breach with-
in that category. The BBEDCA, as amended, specifies spe-
cial rules for reducing some programs and exempts some
programs from sequestration entirely. For example, the
BBEDCA, as amended, limits the reduction for certain
health and medical care accounts to 2 percent. During
the 1990s, the threat of sequestration proved sufficient to
ensure compliance with the discretionary spending limits.
In that respect, discretionary sequestration can be viewed
first as an incentive for compliance and second as a rem-
edy for noncompliance. This is also true for mandatory
sequestration under PAYGO, discussed below.

From the end of a session of Congress through the fol-
lowing June 30th, a within-session discretionary seques-
tration is imposed if appropriations for the current year
cause a cap to be breached. If a breach occurs in the last
quarter of a fiscal year (i.e., July 1 through September
30), instead of causing a sequestration, the breach would
cause the applicable spending limit for the following fis-
cal year to be reduced by the amount of the breach. These

requirements ensure that supplemental appropriations
enacted during the fiscal year are subject to the budget
enforcement provisions.

Direct spending enforcement. The Statutory Pay-
As-You-Go Act of 2010 requires that new legislation
changing governmental receipts or mandatory spend-
ing or collections must be enacted on a “pay-as-you-go”
(PAYGO) basis; that is, that the cumulative effects of
such legislation not increase projected on-budget deficits.
Unlike the budget enforcement mechanism for discretion-
ary programs, PAYGO is a permanent requirement, and it
does not impose a cap on spending or a floor on revenues.
Instead, PAYGO requires that legislation reducing rev-
enues must be fully offset by cuts in mandatory programs
or by revenue increases, and that any bills increasing
mandatory expenditures must be fully offset by revenue
increases or cuts in mandatory programs. This require-
ment also is enforced by a sequestration process, separate
from that described above in reference to the BCA, which
requires automatic across-the-board cuts in selected man-
datory programs in the event that legislation taken as a
whole does not meet the PAYGO standard established by
the law. The PAYGO law establishes special scorecards
and scorekeeping rules.

The budgetary effects of revenue and direct spending
provisions, including both costs and savings, are record-
ed by OMB on two PAYGO scorecards in which costs or
savings are averaged over rolling five-year and 10-year
periods. The budgetary effects of PAYGO measures may
be directed in legislation by reference to statements in-
serted into the Congressional Record by the chairmen of
the House and Senate Budget Committees. These state-
ments reflect the estimates of the Budget Committees,
which are usually informed by cost estimates prepared by
the Congressional Budget Office. If this procedure is not
followed, then the budgetary effects of the legislation are
determined by OMB.

Within 14 business days after a congressional session
ends, OMB issues an annual PAYGO report and deter-
mines whether a violation of the PAYGO requirement has
occurred. If either scorecard shows net costs in the bud-
get year column, the President is required to issue a se-
questration order implementing across-the-board cuts to
nonexempt mandatory programs by an amount sufficient
to offset the net costs on the PAYGO scorecard.

The Statutory Pay-As-You-Go Act of 2010 exempted
the costs of certain legislation from the PAYGO score-
card, as long as that legislation was enacted by December
31, 2011. Extension of the middle-class provisions of the
2001 and 2003 tax cuts, as amended in 2009, did not have
to be offset. In addition, extension through 2014 of relief
from the scheduled deep reduction in Medicare physician
reimbursement rates was also exempt from PAYGO, but
only up to the reimbursement rates in effect in 2009. In
four bills between June 2010 and December of 2011, the
Congress enacted temporary relief to the Sustainable
Growth Rate (SGR) provision of Medicare at payment
rates 2.2 percent above those defined in the Statutory
Pay-As-You-Go Act 0of 2010, so those incremental costs ap-
peared on the PAYGO scorecards. Congress chose to off-
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set the entire costs of the relief, even though such offsets
were not required. Because the December 31, 2011 dead-
line for enacting legislation extending these policies has
passed, current law provides for any further extensions to
be subject to the PAYGO rules.

In addition, if Congress designates a provision of man-
datory spending or receipts legislation as an emergency
requirement, the effect of the provision is not scored as
PAYGO.

The PAYGO rules also apply to the outlays resulting
from outyear changes in mandatory programs made in
appropriations acts and to all revenue changes made in
appropriations acts. However, outyear changes to manda-
tory programs that have zero net outlay effects over the
sum of the current year and the next five fiscal years are
not considered PAYGO.

The PAYGO rules do not apply to increases in man-
datory spending or decreases in receipts that result au-
tomatically under existing law. For example, mandatory
spending for benefit programs, such as unemployment
insurance, rises when the population of eligible beneficia-
ries rises, and many benefit payments are automatically
increased for inflation under existing laws. Additional
information on the Statutory Pay-As-You-Go Act of 2010
can be found on OMB’s website at:www.whitehouse.gov/
omb/paygo_description.

The Senate imposes points of order against consider-
ation of tax or mandatory spending legislation that would
violate the PAYGO principle, although the time periods
covered by the Senate’s rule and the treatment of previ-
ously enacted costs or savings may differ in some respects
from the requirements of the Statutory Pay-As-You-Go
Act of 2010.

The House, in contrast, imposes points of order on leg-
islation increasing mandatory spending in net, whether
or not those costs are offset by revenue increases, but
the House rule does not constrain the size of tax cuts
or require them to be offset. On January 3, 2013, the
House agreed to a special order that permits the Budget
Committee Chairman to certify that the costs of certain
types of legislation are zero when introducing pay-as-you-
go estimates into the Congressional Record:

e Repeal of the Affordable Care Act.
¢ Extension of EGTRRA and JGTRRA.
o Extension of AMT relief and estate tax repeal.

e Creation of a 20 percent deduction in income to
small businesses.

e Enactment of legislation implementing trade agree-
ments.

Joint Committee reductions. The failure of the Joint
Select Committee on Deficit Reduction to propose, and the
Congress to enact, legislation to reduce the deficit by at
least $1.2 trillion triggered automatic reductions to bud-
getary resources in fiscal years 2013 through 2021. In
fiscal year 2013, these reductions were first scheduled to
occur on January 2, 2013. The American Taxpayer Relief

Act of 2012 postponed the date on which the reductions
must be ordered until March 1, 2013. On that date, the
President was required by law to issue the order to reduce
budgetary resources for fiscal year 2013 as specified in
the BBEDCA.2

The 2014 Budget includes balanced and responsible
deficit reduction proposals that, in total, exceed the $1.2
trillion deficit reduction target. The President will work
with the Congress to enact deficit reduction sufficient to
replace and repeal the Joint Committee reductions re-
quired by the BCA in fiscal years 2013 through 2021.

OMB is required to calculate the amount of the deficit
reduction required for each of fiscal years 2013 through
2021. The automatic spending reduction process entails
the following steps:

e The statutory discretionary spending limits for 2013
through 2021 are revised by redefining the security
and nonsecurity categories, as outlined in the discre-
tionary cap enforcement section above.?

e The $1.2 trillion savings target is to be reduced by 18
percent to account for debt service. The remainder
is spread in equal amounts across the nine years,
2013 through 2021. Then, for fiscal year 2013, that
amount was reduced by $24 billion.

o The total amount of spending reductions required
for each year is divided equally between the defense
and nondefense functions.

e The annual amounts of spending reductions re-
quired each year for each type of spending is to be
divided proportionally between discretionary and di-
rect spending programs, using the discretionary BA
limit and the most recent baseline estimate of non-
exempt mandatory outlays as the base.

e The reduction each year for mandatory programs
is to be achieved by a sequestration of non-exempt
mandatory spending. The sequestration order for
fiscal year 2013 was released on March 1, 2013, as
described above. The sequestration order for each
of the fiscal years 2014 through 2021 is required to
be issued with the release of the President’s Budget.
The reductions required for 2014 are discussed in
the OMB Sequestration Preview Report for FY 2014,
which is available on the OMB website. The seques-
tration of budgetary resources goes into effect on the
first day (October 1) of those fiscal years.

The reduction for discretionary programs for 2013,
achieved by a sequestration of non-exempt discretionary
spending, became effective March 1, 2013, as described
above. For fiscal years 2014 through 2021, the reduction

2 OMB’s calculations of the percentage and dollar amount of the re-
quired reduction for each non-exempt budget account and an explana-
tion of the calculations can be found in the OMB Report to the Congress
on the Joint Committee Sequestration for Fiscal Year 2013.

3 Although the 2013 caps reflect the original security and nonsecurity
categories for discretionary enforcement, the 2013 sequestration was
calculated using, and applied to, the defense and non-defense categories
pursuant to the American Taxpayer Relief Act.
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of discretionary spending is to be taken by reducing the
discretionary cap year by year. This reduction will be in-
cluded as an adjustment to the discretionary spending
limits in the sequestration preview report for fiscal year
2014 and subsequent years.

Budget Execution

Government agencies may not spend or obligate
more than the Congress has appropriated, and they
may use funds only for purposes specified in law. The
Antideficiency Act prohibits them from spending or obli-
gating the Government to spend in advance of an appro-
priation, unless specific authority to do so has been pro-
vided in law. Additionally, the Act requires the President
to apportion the budgetary resources available for most
executive branch agencies. The President has delegated
this authority to OMB. Some apportionments are by time
periods (usually by quarter of the fiscal year), some are
by projects or activities, and others are by a combination
of both. Agencies may request OMB to reapportion funds
during the year to accommodate changing circumstances.
This system helps to ensure that funds do not run out
before the end of the fiscal year.

During the budget execution phase, the Government
sometimes finds that it needs more funding than the
Congress has appropriated for the fiscal year because of
unanticipated circumstances. For example, more might
be needed to respond to a severe natural disaster. Under
such circumstances, the Congress may enact a supple-
mental appropriation.

On the other hand, the President may propose to re-
duce a previously enacted appropriation. The President
may propose to either “cancel” or “rescind” the amount.
If the President initiates the withholding of funds while
the Congress considers his request, the amounts are ap-
portioned as “deferred” or “withheld pending rescission”
on the OMB-approved apportionment form. Agencies are
instructed not to withhold funds without the prior ap-
proval of OMB. When OMB approves a withholding, the
Impoundment Control Act requires that the President
transmit a “special message” to the Congress. The histori-
cal reason for the special message is to inform the Congress
that the President has unilaterally withheld funds that
were enacted in regular appropriations acts. The notifica-
tion allows the Congress to consider the proposed rescis-
sion in a timely way. The last time the President initiated
the withholding of funds was in fiscal year 2000.

COVERAGE OF THE BUDGET

Federal Government and Budget Totals

The budget documents provide information on all
Federal agencies and programs. However, because the
laws governing Social Security (the Federal Old-Age and
Survivors Insurance and the Federal Disability Insurance
trust funds) and the Postal Service Fund require that the
receipts and outlays for those activities be excluded from
the budget totals and from the calculation of the deficit
or surplus, the budget presents on-budget and off-budget
totals. The off-budget totals include the Federal transac-
tions excluded by law from the budget totals. The on-bud-
get and off-budget amounts are added together to derive
the totals for the Federal Government. These are some-
times referred to as the unified or consolidated budget
totals.

It is not always obvious whether a transaction or ac-
tivity should be included in the budget. Where there is
a question, OMB normally follows the recommendation
of the 1967 President’s Commission on Budget Concepts
to be comprehensive of the full range of Federal agen-
cies, programs, and activities. In recent years, for ex-
ample, the budget has included the transactions of the
Affordable Housing Program funds, the Universal Service
Fund, the Public Company Accounting Oversight Board,
the Securities Investor Protection Corporation, Guaranty
Agencies Reserves, the National Railroad Retirement
Investment Trust, the United Mine Workers Combined
Benefits Fund, the Federal Financial Institutions
Examination Council, Electric Reliability Organizations
(EROs) established pursuant to the Energy Policy Act of
2005, and the Corporation for Travel Promotion.

In contrast, the budget excludes tribal trust funds
that are owned by Indian tribes and held and managed
by the Government in a fiduciary capacity on the tribes’
behalf. These funds are not owned by the Government,
the Government is not the source of their capital, and the
Government’s control is limited to the exercise of fidu-
ciary duties. Similarly, the transactions of Government-
sponsored enterprises, such as the FHLBs, are not in-

Table 11-1.  TOTALS FOR THE BUDGET AND
THE FEDERAL GOVERNMENT

(In billions of dollars)

Estimate
2012
Actual 2013 2014
Budget authority

U T 3,576 3,767| 3,796
On-budget 3,065 3,122| 3,072
Off-budget 512 645 724

Receipts:

UNIfIEA .o 2,450 2,712| 3,034
ON-DUAGEL ..o 1,881 2,039| 2,294
Off-DUAGEL oo 570 673 739

Outlays:

UNIfIEA .ot ensnnes 3,537 3,685 3,778
ON-DUAGEL ..o 3,030 3,045 3,063
Off-DUAGEL oo 508 640 715

Surplus / Deficit (-):

UNIfIEA .o esinns -1,087 -973| 744
On-budget -1,149| 1,006 -768
Off-budget 62 33 24




124

ANALYTICAL PERSPECTIVES

cluded in the on-budget or off-budget totals. Federal laws
established these enterprises for public policy purposes,
but they are privately owned and operated corporations.
Nevertheless, because of their public charters, the budget
discusses them and reports summary financial data in
the budget Appendix and in some detailed tables.

The budget also excludes the revenues from copyright
royalties and spending for subsequent payments to copy-
right holders where (1) the law allows copyright owners
and users to voluntarily set the rate paid for the use of
protected material, and (2) the amount paid by users of
copyrighted material to copyright owners is related to the
frequency or quantity of the material used. The budget
excludes license royalties collected and paid out by the
Copyright Office for the retransmission of network broad-
casts via cable collected under 17 U.S.C. 111 because these
revenues meet both of these conditions. The budget will
continue to include the royalties collected and paid out for
license fees for digital audio recording technology under
17 U.S.C. 1004, since the amount of license fees paid is
unrelated to usage of the material.

The Appendix includes a presentation for the Board of
Governors of the Federal Reserve System for information
only. The amounts are not included in either the on-bud-
get or off-budget totals because of the independent sta-
tus of the System within the Government. However, the
Federal Reserve System transfers its net earnings to the
Treasury, and the budget records them as receipts.

Chapter 12 of this volume, “Coverage of the Budget,”
provides more information on this subject.

Functional Classification

The functional classification is used to array budget
authority, outlays, and other budget data according to
the major purpose served—such as agriculture, trans-
portation, income security, and national defense. There
are 20 major functions, 17 of which are concerned with
broad areas of national need and are further divided
into subfunctions. For example, the Agriculture function
comprises the subfunctions Farm Income Stabilization
and Agricultural Research and Services. The functional
array meets the Congressional Budget Act requirement
for a presentation in the budget by national needs and
agency missions and programs. The remaining three
functions—Net Interest, Undistributed Offsetting
Receipts, and Allowances—are also further divided into
subfunctions but these functions are included to ensure
full coverage of the Federal budget.

The following criteria are used in establishing func-
tional categories and assigning activities to them:

e A function encompasses activities with similar pur-
poses, emphasizing what the Federal Government
seeks to accomplish rather than the means of ac-
complishment, the objects purchased, the clientele
or geographic area served (except in the cases of
functions 450 for Community and Regional Devel-
opment, 570 for Medicare, 650 for Social Security,
and 700 for Veterans Benefits and Services), or the

Federal agency conducting the activity (except in
the case of subfunction 051 in the National Defense
function, which is used only for defense activities
under the Department of Defense—Military).

o A function must be of continuing national impor-
tance, and the amounts attributable to it must be
significant.

e Each basic unit being classified (generally the ap-
propriation or fund account) usually is classified ac-
cording to its primary purpose and assigned to only
one subfunction. However, some large accounts that
serve more than one major purpose are subdivided
into two or more functions or subfunctions.

Detailed functional tables, which provide information
on Government activities by function and subfunction,
are available online at www.whitehouse.gov/omb/bud-
get/Analytical_Perspectives and on the Budget CD-ROM.

Agencies, Accounts, Programs,
Projects, and Activities

Various summary tables in the Analytical Perspectives
volume of the Budget provide information on budget au-
thority, outlays, and offsetting collections and receipts
arrayed by Federal agency. A table that lists budget au-
thority and outlays by budget account within each agency
and the totals for each agency of budget authority, out-
lays, and receipts that offset the agency spending totals
is available online at www.whitehouse.gov/omb/budget/
Analytical_Perspectives and on the Budget CD-ROM. The
Appendix provides budgetary, financial, and descriptive
information about programs, projects, and activities by
account within each agency.

Types of Funds

Agency activities are financed through Federal funds
and trust funds.

Federal funds comprise several types of funds.
Receipt accounts of the general fund, which is the great-
er part of the budget, record receipts not earmarked by
law for a specific purpose, such as income tax receipts.
The general fund also includes the proceeds of general
borrowing. General fund appropriations accounts record
general fund expenditures. General fund appropriations
draw from general fund receipts and borrowing collec-
tively and, therefore, are not specifically linked to receipt
accounts. Special funds consist of receipt accounts for
Federal fund receipts that laws have designated for spe-
cific purposes and the associated appropriation accounts
for the expenditure of those receipts.

Public enterprise funds are revolving funds used for
programs authorized by law to conduct a cycle of busi-
ness-type operations, primarily with the public, in which
outlays generate collections.

Intragovernmental funds are revolving funds that
conduct business-type operations primarily within and


http://www.whitehouse.gov/omb/budget/Analytical_Perspectives
http://www.whitehouse.gov/omb/budget/Analytical_Perspectives
http://www.whitehouse.gov/omb/budget/Analytical_Perspectives
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between Government agencies. The collections and the
outlays of revolving funds are recorded in the same bud-
get account.

Trust funds account for the receipt and expenditure
of monies by the Government for carrying out specific
purposes and programs in accordance with the terms of a
statute that designates the fund as a trust fund (such as
the Highway Trust Fund) or for carrying out the stipula-
tions of a trust where the Government itself is the benefi-
ciary (such as any of several trust funds for gifts and do-
nations for specific purposes). Trust revolving funds are
trust funds credited with collections earmarked by law to
carry out a cycle of business-type operations.

The Federal budget meaning of the term “trust,” as ap-
plied to trust fund accounts, differs significantly from its
private-sector usage. In the private sector, the beneficiary
of a trust usually owns the trust’s assets, which are man-
aged by a trustee who must follow the stipulations of the
trust. In contrast, the Federal Government owns the as-
sets of most Federal trust funds, and it can raise or lower
future trust fund collections and payments, or change the
purposes for which the collections are used, by changing
existing laws. There is no substantive difference between
a trust fund and a special fund or between a trust revolv-
ing fund and a public enterprise revolving fund.

However, in some instances, the Government does
act as a true trustee of assets that are owned or held for
the benefit of others. For example, it maintains accounts
on behalf of individual Federal employees in the Thrift
Savings Fund, investing them as directed by the individ-
ual employee. The Government accounts for such funds
in deposit funds, which are not included in the budget.
(Chapter 27 of this volume, “Trust Funds and Federal
Funds,” provides more information on this subject.)

Budgeting for Full Costs

A budget is a financial plan for allocating resources—
deciding how much the Federal Government should spend
in total, program by program, and for the parts of each
program and deciding how to finance the spending. The
budgetary system provides a process for proposing poli-
cies, making decisions, implementing them, and reporting
the results. The budget needs to measure costs accurately
so that decision makers can compare the cost of a pro-
gram with its benefits, the cost of one program with an-
other, and the cost of one method of reaching a specified
goal with another. These costs need to be fully included in
the budget up front, when the spending decision is made,
so that executive and congressional decision makers have
the information and the incentive to take the total costs
into account when setting priorities.

The budget includes all types of spending, including
both current operating expenditures and capital invest-
ment, and to the extent possible, both are measured on
the basis of full cost. Questions are often raised about the
measure of capital investment. The present budget pro-
vides policymakers the necessary information regarding
investment spending. It records investment on a cash ba-
sis, and it requires the Congress to provide budget au-
thority before an agency can obligate the Government to
make a cash outlay. By these means, it causes the total
cost of capital investment to be compared up front in a
rough and ready way with the total expected future net
benefits. Since the budget measures only cost, the ben-
efits with which these costs are compared, based on policy
makers’ judgment, must be presented in supplementary
materials. Such a comparison of total costs with benefits
is consistent with the formal method of cost-benefit analy-
sis of capital projects in government, in which the full cost
of a capital asset as the cash is paid out is compared with
the full stream of future benefits (all in terms of present
values). (Chapter 20 of this volume, “Federal Investment,”
provides more information on capital investment.)

RECEIPTS, OFFSETTING COLLECTIONS, AND OFFSETTING RECEIPTS

In General

The budget records amounts collected by Government
agencies two different ways. Depending on the nature of
the activity generating the collection and the law that es-
tablished the collection, they are recorded as either:

o Governmental receipts, which are compared in to-
tal to outlays (net of offsetting collections and offset-
ting receipts) in calculating the surplus or deficit; or

o Offsetting collections or offsetting receipts,
which are deducted from gross outlays to calculate
net outlay figures.

Governmental Receipts

Governmental receipts are collections that result from
the Government’s exercise of its sovereign power to tax or
otherwise compel payment. Sometimes they are called re-
ceipts, Federal receipts, or Federal revenues. They consist
mostly ofindividual and corporation income taxes and social
insurance taxes, but also include excise taxes, compulsory
user charges, regulatory fees, customs duties, court fines,
certain license fees, and deposits of earnings by the Federal
Reserve System. Total receipts for the Federal Government
include both on-budget and off-budget receipts (see Table
11-1, “Totals for the Budget and the Federal Government,”
which appears earlier in this chapter.) Chapter 14 of this
volume, “Governmental Receipts,” provides more informa-
tion on governmental receipts.
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Offsetting Collections and Offsetting Receipts

Offsetting collections and offsetting receipts are re-
corded as offsets to (deductions from) spending, not as ad-
ditions on the receipt side of the budget. These amounts
are recorded as offsets to outlays so that the budget totals
represent governmental rather than market activity and
reflect the Government’s net transactions with the public.
They are recorded in one of two ways, based on interpreta-
tion of laws and longstanding budget concepts and prac-
tice. They are offsetting collections when the collections
are authorized by law to be credited to expenditure ac-
counts and are generally available for expenditure with-
out further legislation. Otherwise, they are deposited in
receipt accounts and called offsetting receipts.

Offsetting collections and offsetting receipts result
from any of the following types of transactions:

o Business-like transactions or market-oriented
activities with the public—these include vol-
untary collections from the public in exchange for
goods or services, such as the proceeds from the sale
of postage stamps, the fees charged for admittance
to recreation areas, and the proceeds from the sale
of Government-owned land; and reimbursements
for damages, such as recoveries by the Hazardous
Substance Superfund. The budget records these
amounts as offsetting collections from non-Federal
sources (for offsetting collections) or as proprietary
receipts (for offsetting receipts.

o Intragovernmental transactions—collections
from other Federal Government accounts. The bud-
get records collections by one Government account
from another as offsetting collections from Federal
sources (for offsetting collections) or as intragov-
ernmental receipts (for offsetting receipts). For ex-
ample, the General Services Administration rents
office space to other Government agencies and re-
cords their rental payments as offsetting collections
from Federal sources in the Federal Buildings Fund.
These transactions are exactly offsetting and do
not affect the surplus or deficit. However, they are
an important accounting mechanism for allocating
costs to the programs and activities that cause the
Government to incur the costs.

e Voluntary gifts and donations—gifts and dona-
tions of money to the Government, which are treated
as offsets to budget authority and outlays.

o Offsetting governmental transactions—collections
from the public that are governmental in nature and
should conceptually be treated like Federal revenues
and compared in total to outlays (e.g., tax receipts,
regulatory fees, compulsory user charges, custom du-
ties, license fees) but required by law or longstanding
practice to be misclassified as offsetting. The budget
records amounts from non-Federal sources that are
governmental in nature as offsetting governmental col-
lections (for offsetting collections) or as offsetting gov-
ernmental receipts (for offsetting receipts).

Offsetting Collections

Some laws authorize agencies to credit collections di-
rectly to the account from which they will be spent and,
usually, to spend the collections for the purpose of the ac-
count without further action by the Congress. Most re-
volving funds operate with such authority. For example,
a permanent law authorizes the Postal Service to use
collections from the sale of stamps to finance its opera-
tions without a requirement for annual appropriations.
The budget records these collections in the Postal Service
Fund (a revolving fund) and records budget authority in
an amount equal to the collections. In addition to revolv-
ing funds, some agencies are authorized to charge fees to
defray a portion of costs for a program that are otherwise
financed by appropriations from the general fund and
usually to spend the collections without further action by
the Congress. In such cases, the budget records the off-
setting collections and resulting budget authority in the
program’s general fund expenditure account. Similarly,
intragovernmental collections authorized by some laws
may be recorded as offsetting collections and budget au-
thority in revolving funds or in general fund expenditure
accounts.

Sometimes appropriations acts or provisions in other
laws limit the obligations that can be financed by offset-
ting collections. In those cases, the budget records budget
authority in the amount available to incur obligations, not
in the amount of the collections.

Offsetting collections credited to expenditure accounts
automatically offset the outlays at the expenditure ac-
count level. Where accounts have offsetting collections,
the budget shows the budget authority and outlays of
the account both gross (before deducting offsetting col-
lections) and net (after deducting offsetting collections).
Totals for the agency, subfunction, and overall budget are
net of offsetting collections.

Offsetting Receipts

Collections that are offset against gross outlays but are
not authorized to be credited to expenditure accounts are
credited to receipt accounts and are called offsetting re-
ceipts. Offsetting receipts are deducted from budget au-
thority and outlays in arriving at total budget authority
and outlays. However, unlike offsetting collections cred-
ited to expenditure accounts, offsetting receipts do not
offset budget authority and outlays at the account level.
In most cases, they offset budget authority and outlays at
the agency and subfunction levels.

Proprietary receipts from a few sources, however, are
not offset against any specific agency or function and
are classified as undistributed offsetting receipts. They
are deducted from the Government-wide totals for bud-
get authority and outlays. For example, the collections of
rents and royalties from outer continental shelf lands are
undistributed because the amounts are large and for the
most part are not related to the spending of the agency
that administers the transactions and the subfunction
that records the administrative expenses.
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Similarly, two kinds of intragovernmental transac-
tions—agencies’ payments as employers into Federal
employee retirement trust funds and interest received
by trust funds—are classified as undistributed offset-
ting receipts. They appear instead as special deductions
in computing total budget authority and outlays for the
Government rather than as offsets at the agency level.
This special treatment is necessary because the amounts
are so large they would distort measures of the agency’s
activities if they were attributed to the agency.

User Charges

User charges are fees assessed on individuals or orga-
nizations for the provision of Government services and
for the sale or use of Government goods or resources. The
payers of the user charge must be limited in the authoriz-
ing legislation to those receiving special benefits from, or
subject to regulation by, the program or activity beyond

the benefits received by the general public or broad seg-
ments of the public (such as those who pay income taxes
or customs duties). Policy regarding user charges is estab-
lished in OMB Circular A-25, “User Charges.” The term
encompasses proceeds from the sale or use of Government
goods and services, including the sale of natural resources
(such as timber, oil, and minerals) and proceeds from as-
set sales (such as property, plant, and equipment). User
charges are not necessarily dedicated to the activity they
finance and may be credited to the general fund of the
Treasury.

The term “user charge” does not refer to a separate
budget category for collections. User charges are classi-
fied in the budget as receipts, offsetting receipts, or off-
setting collections according to the principles explained
previously.

See Chapter 15, “Offsetting Collections and Offsetting
Receipts,” for more information on the classification of
user charges.

BUDGET AUTHORITY, OBLIGATIONS, AND OUTLAYS

Budget authority, obligations, and outlays are the pri-
mary benchmarks and measures of the budget control
system. The Congress enacts laws that provide agencies
with spending authority in the form of budget authority.
Before agencies can use these resources—obligate this
budget authority—OMB must approve their spending
plans. After the plans are approved, agencies can enter
into binding agreements to purchase items or services
or to make grants or other payments. These agreements
are recorded as obligations of the United States and de-
ducted from the amount of budgetary resources available
to the agency. When payments are made, the obligations
are liquidated and outlays recorded. These concepts are
discussed more fully below.

Budget Authority and Other Budgetary Resources

Budget authority is the authority provided in law to
enter into legal obligations that will result in immediate
or future outlays of the Government. In other words, it is
the amount of money that agencies are allowed to commit
to be spent in current or future years. Government offi-
cials may obligate the Government to make outlays only
to the extent they have been granted budget authority.

The budget records new budget authority as a dollar
amount in the year when it first becomes available for ob-
ligation. When permitted by law, unobligated balances of
budget authority may be carried over and used in the next
year. The budget does not record these balances as budget
authority again. They do, however, constitute a budgetary
resource that is available for obligation. In some cases,
a provision of law (such as a limitation on obligations or
a benefit formula) precludes the obligation of funds that
would otherwise be available for obligation. In such cases,
the budget records budget authority equal to the amount
of obligations that can be incurred. A major exception to
this rule is for the highway and mass transit programs
financed by the Highway Trust Fund, where budget au-

thority is measured as the amount of contract authority
(described later in this chapter) provided in authorizing
statutes, even though the obligation limitations enacted
in annual appropriations acts restrict the amount of con-
tract authority that can be obligated.

In deciding the amount of budget authority to request
for a program, project, or activity, agency officials esti-
mate the total amount of obligations they will need to
incur to achieve desired goals and subtract the unobli-
gated balances available for these purposes. The amount
of budget authority requested is influenced by the nature
of the programs, projects, or activities being financed. For
current operating expenditures, the amount requested
usually covers the needs for the fiscal year. For major pro-
curement programs and construction projects, agencies
generally must request sufficient budget authority in the
first year to fully fund an economically useful segment of
a procurement or project, even though it may be obligated
over several years. This full funding policy is intended
to ensure that the decision-makers take into account all
costs and benefits fully at the time decisions are made
to provide resources. It also avoids sinking money into a
procurement or project without being certain if or when
future funding will be available to complete the procure-
ment or project.

Budget authority takes several forms:

e Appropriations, provided in annual appropria-
tions acts or authorizing laws, permit agencies to
incur obligations and make payment;

e Borrowing authority, usually provided in perma-
nent laws, permits agencies to incur obligations but
requires them to borrow funds, usually from the gen-
eral fund of the Treasury, to make payment;

e Contract authority,usually provided in permanent
law, permits agencies to incur obligations in advance
of a separate appropriation of the cash for payment
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or in anticipation of the collection of receipts that
can be used for payment; and

o Spending authority from offsetting collections,
usually provided in permanent law, permits agen-
cies to credit offsetting collections to an expenditure
account, incur obligations, and make payment using
the offsetting collections.

Because offsetting collections and offsetting receipts
are deducted from gross budget authority, they are re-
ferred to as negative budget authority for some purposes,
such as Congressional Budget Act provisions that pertain
to budget authority.

Authorizing statutes usually determine the form of
budget authority for a program. The authorizing statute
may authorize a particular type of budget authority to be
provided in annual appropriations acts, or it may provide
one of the forms of budget authority directly, without the
need for further appropriations.

An appropriation may make funds available from the
general fund, special funds, or trust funds, or authorize
the spending of offsetting collections credited to expendi-
ture accounts, including revolving funds. Borrowing au-
thority is usually authorized for business-like activities
where the activity being financed is expected to produce
income over time with which to repay the borrowing with
interest. The use of contract authority is traditionally lim-
ited to transportation programs.

New budget authority for most Federal programs is nor-
mally provided in annual appropriations acts. However,
new budget authority is also made available through
permanent appropriations under existing laws and does
not require current action by the Congress. Much of the
permanent budget authority is for trust funds, interest
on the public debt, and the authority to spend offsetting
collections credited to appropriation or fund accounts. For
most trust funds, the budget authority is appropriated au-
tomatically under existing law from the available balance
of the fund and equals the estimated annual obligations
of the funds. For interest on the public debt, budget au-
thority is provided automatically under a permanent ap-
propriation enacted in 1847 and equals interest outlays.

Annual appropriations acts generally make budget au-
thority available for obligation only during the fiscal year
to which the act applies. However, they frequently allow
budget authority for a particular purpose to remain avail-
able for obligation for a longer period or indefinitely (that
is, until expended or until the program objectives have
been attained). Typically, budget authority for current op-
erations is made available for only one year, and budget
authority for construction and some research projects is
available for a specified number of years or indefinitely.
Most budget authority provided in authorizing statutes,
such as for most trust funds, is available indefinitely. If
budget authority is initially provided for a limited period
of availability, an extension of availability would require
enactment of another law (see “Reappropriation” later in
this chapter).

Budget authority that is available for more than one
year and not obligated in the year it becomes available is

carried forward for obligation in a following year. In some
cases, an account may carry forward unobligated budget
authority from more than one prior year. The sum of such
amounts constitutes the account’s unobligated balance.
Most of these balances had been provided for specific uses
such as the multi-year construction of a major project and
so are not available for new programs. A small part may
never be obligated or spent, primarily amounts provided
for contingencies that do not occur or reserves that never
have to be used.

Amounts of budget authority that have been obligated
but not yet paid constitute the account’s unpaid obliga-
tions. For example, in the case of salaries and wages, one
to three weeks elapse between the time of obligation and
the time of payment. In the case of major procurement
and construction, payments may occur over a period of
several years after the obligation is made. Unpaid obliga-
tions (which are made up of accounts payable and unde-
livered orders) net of the accounts receivable and unfilled
customers’ orders are defined by law as the obligated
balances. Obligated balances of budget authority at the
end of the year are carried forward until the obligations
are paid or the balances are canceled. (A general law pro-
vides that the obligated balances of budget authority that
was made available for a definite period is automatically
cancelled five years after the end of the period.) Due to
such flows, a change in the amount of budget authority
available in any one year may change the level of obliga-
tions and outlays for several years to come. Conversely,
a change in the amount of obligations incurred from
one year to the next does not necessarily result from an
equal change in the amount of budget authority available
for that year and will not necessarily result in an equal
change in the level of outlays in that year.

The Congress usually makes budget authority avail-
able on the first day of the fiscal year for which the appro-
priations act is passed. Occasionally, the appropriations
language specifies a different timing. The language may
provide an advance appropriation—budget authority
that does not become available until one year or more
beyond the fiscal year for which the appropriations act
is passed. Forward funding is budget authority that is
made available for obligation beginning in the last quarter
of the fiscal year (beginning on July 1) for the financing of
ongoing grant programs during the next fiscal year. This
kind of funding is used mostly for education programs, so
that obligations for education grants can be made prior to
the beginning of the next school year. For certain benefit
programs funded by annual appropriations, the appropri-
ation provides for advance funding—budget authority
that is to be charged to the appropriation in the succeed-
ing year, but which authorizes obligations to be incurred
in the last quarter of the current fiscal year if necessary
to meet benefit payments in excess of the specific amount
appropriated for the year. When such authority is used,
an adjustment is made to increase the budget authority
for the fiscal year in which it is used and to reduce the
budget authority of the succeeding fiscal year.

Provisions of law that extend into a new fiscal year
the availability of unobligated amounts that have ex-
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pired or would otherwise expire are called reappropria-
tions. Reappropriations of expired balances that are
newly available for obligation in the current or budget
year count as new budget authority in the fiscal year in
which the balances become newly available. For example,
if a 2013 appropriations act extends the availability of
unobligated budget authority that expired at the end of
2012, new budget authority would be recorded for 2013.
This scorekeeping is used because a reappropriation has
exactly the same effect as allowing the earlier appropria-
tion to expire at the end of 2012 and enacting a new ap-
propriation for 2013.

For purposes of the BBEDCA and the Statutory Pay-
As-You-Go Act of 2010 (discussed earlier under “Budget
Enforcement”), the budget classifies budget authority as
discretionary or mandatory. This classification indi-
cates whether an appropriations act or authorizing leg-
islation controls the amount of budget authority that is
available. Generally, budget authority is discretionary if
provided in an annual appropriations act and mandatory
if provided in authorizing legislation. However, the bud-
get authority provided in annual appropriations acts for
certain specifically identified programs is also classified
as mandatory by OMB and the congressional scorekeep-
ers. This is because the authorizing legislation for these
programs entitles beneficiaries—persons, households, or
other levels of government—to receive payment, or other-
wise legally obligates the Government to make payment
and thereby effectively determines the amount of budget
authority required, even though the payments are funded
by a subsequent appropriation.

Sometimes, budget authority is characterized as current
or permanent. Current authority requires the Congress to
act on the request for new budget authority for the year
involved. Permanent authority becomes available pursu-
ant to standing provisions of law without appropriations
action by the Congress for the year involved. Generally,
budget authority is current if an annual appropriations
act provides it and permanent if authorizing legislation
provides it. By and large, the current/permanent distinc-
tion has been replaced by the discretionary/mandatory
distinction, which is similar but not identical. Outlays are
also classified as discretionary or mandatory according to
the classification of the budget authority from which they
flow (see “Outlays” later in this chapter).

The amount of budget authority recorded in the budget
depends on whether the law provides a specific amount or
employs a variable factor that determines the amount. It
is considered definite if the law specifies a dollar amount
(which may be stated as an upper limit, for example, “shall
not exceed ...”). It is considered indefinite if, instead of
specifying an amount, the law permits the amount to be
determined by subsequent circumstances. For example,
indefinite budget authority is provided for interest on the
public debt, payment of claims and judgments awarded by
the courts against the United States, and many entitlement
programs. Many of the laws that authorize collections to be
credited to revolving, special, and trust funds make all of
the collections available for expenditure for the authorized
purposes of the fund, and such authority is considered to be

indefinite budget authority because the amount of collec-
tions is not known in advance of their collection.

Obligations

Following the enactment of budget authority and the
completion of required apportionment action, Government
agencies incur obligations to make payments (see earlier
discussion under “Budget Execution”). Agencies must re-
cord obligations when they enter into binding agreements
that will result in immediate or future outlays. Such obli-
gations include the current liabilities for salaries, wages,
and interest; and contracts for the purchase of supplies
and equipment, construction, and the acquisition of office
space, buildings, and land. For Federal credit programs,
obligations are recorded in an amount equal to the esti-
mated subsidy cost of direct loans and loan guarantees
(see “Federal Credit” later in this chapter).

Outlays

Outlays are the measure of Government spending.
They are payments that liquidate obligations (other than
most exchanges of financial instruments, of which the re-
payment of debt is the prime example). The budget re-
cords outlays when obligations are paid, in the amount
that is paid.

Agency, function and subfunction, and Government-
wide outlay totals are stated net of offsetting collections
and offsetting receipts for most budget presentations.
(Offsetting receipts from a few sources do not offset any
specific function, subfunction, or agency, as explained pre-
viously, but only offset Government-wide totals.) Outlay
totals for accounts with offsetting collections are stated
both gross and net of the offsetting collections credited
to the account. However, the outlay totals for special and
trust funds with offsetting receipts are not stated net of
the offsetting receipts; like other offsetting receipts, these
offset the agency, function, and subfunction totals but do
not offset account-level outlays.

The Government usually makes outlays in the form
of cash (currency, checks, or electronic fund transfers).
However, in some cases agencies pay obligations without
disbursing cash, and the budget nevertheless records out-
lays for the equivalent method. For example, the budget
records outlays for the full amount of Federal employees’
salaries, even though the cash disbursed to employees is
net of Federal and State income taxes withheld, retire-
ment contributions, life and health insurance premiums,
and other deductions. (The budget also records receipts
for the amounts withheld from Federal employee pay-
checks for Federal income taxes and other payments to
the Government.) When debt instruments (bonds, deben-
tures, notes, or monetary credits) are used in place of cash
to pay obligations, the budget records outlays financed by
an increase in agency debt. For example, the budget re-
cords the acquisition of physical assets through certain
types of lease-purchase arrangements as though a cash
disbursement were made for an outright purchase. The
transaction creates a Government debt, and the cash
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lease payments are treated as repayments of principal
and interest.

The budget records outlays for the interest on the
public issues of Treasury debt securities as the inter-
est accrues, not when the cash is paid. A small portion
of Treasury debt consists of inflation-indexed securities,
which feature monthly adjustments to principal for infla-
tion and semiannual payments of interest on the infla-
tion-adjusted principal. As with fixed-rate securities, the
budget records interest outlays as the interest accrues.
The monthly adjustment to principal is recorded, simulta-
neously, as an increase in debt outstanding and an outlay
of interest.

Most Treasury debt securities held by trust funds and
other Government accounts are in the Government ac-
count series. The budget normally states the interest on
these securities on a cash basis. When a Government ac-
count is invested in Federal debt securities, the purchase
price is usually close or identical to the par (face) value of
the security. The budget generally records the investment
at par value and adjusts the interest paid by Treasury
and collected by the account by the difference between
purchase price and par, if any.

For Federal credit programs, outlays are equal to the
subsidy cost of direct loans and loan guarantees and
are recorded as the underlying loans are disbursed (see
“Federal Credit” later in this chapter).

The budget records refunds of receipts that result
from overpayments by the public (such as income tax-
es withheld in excess of tax liabilities) as reductions of
receipts, rather than as outlays. However, the budget
records payments to taxpayers for refundable tax cred-
its (such as earned income tax credits) that exceed the
taxpayer’s tax liability as outlays. Similarly, when the
Government makes overpayments that are later returned
to the Government, those refunds to the Government are
recorded as offsetting collections or offsetting receipts, not
as governmental receipts.

Not all of the new budget authority for 2014 will be
obligated or spent in 2014. Outlays during a fiscal year
may liquidate obligations incurred in the same year or in
prior years. Obligations, in turn, may be incurred against
budget authority provided in the same year or against un-
obligated balances of budget authority provided in prior
years. Outlays, therefore, flow in part from budget author-
ity provided for the year in which the money is spent and
in part from budget authority provided for prior years.
The ratio of a given year’s outlays resulting from budget
authority enacted in that or a prior year to the original
amount of that budget authority is referred to as the
spendout rate for that year.

As shown in the accompanying chart, $2,858 billion
of outlays in 2014 (76 percent of the outlay total) will be
made from that year’s $3,796 billion total of proposed
new budget authority (a first-year spendout rate of 75
percent). Thus, the remaining $919 billion of outlays in
2014 (24 percent of the outlay total) will be made from
budget authority enacted in previous years. At the same
time, $938 billion of the new budget authority proposed
for 2014 (25 percent of the total amount proposed) will not
lead to outlays until future years.

As described earlier, the budget classifies budget au-
thority and outlays as discretionary or mandatory. This
classification of outlays measures the extent to which ac-
tual spending is controlled through the annual appropria-
tions process. About 36 percent of total outlays in 2012
($1,285 billion) are discretionary and the remaining 64
percent ($2,252 billion in 2012) are mandatory spending
and net interest. Such a large portion of total spending
is mandatory because authorizing rather than appropria-
tions legislation determines net interest ($220 billion in
2012) and the spending for a few programs with large
amounts of spending each year, such as Social Security
($768 billion in 2012) and Medicare ($466 billion in 2012).

The bulk of mandatory outlays flow from budget au-
thority recorded in the same fiscal year. This is not nec-
essarily the case for discretionary budget authority and

Chart 11-1. Relationship of Budget Authority
to Outlays for 2014
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New Authority
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2,858
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Enacted in (net) for Outlays in
. C
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2,400 1,476 2,413
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outlays. For most major construction and procurement
projects and long-term contracts, for example, the budget
authority covers the entire cost estimated when the proj-
ects are initiated even though the work will take place and
outlays will be made over a period extending beyond the
year for which the budget authority is enacted. Similarly,

discretionary budget authority for most education and job
training activities is appropriated for school or program
years that begin in the fourth quarter of the fiscal year.
Most of these funds result in outlays in the year after the
appropriation.

FEDERAL CREDIT

Some Government programs provide assistance
through direct loans or loan guarantees. A direct loan
is a disbursement of funds by the Government to a non-
Federal borrower under a contract that requires repay-
ment of such funds with or without interest and includes
economically equivalent transactions, such as the sale of
Federal assets on credit terms. A loan guarantee is any
guarantee, insurance, or other pledge with respect to the
payment of all or a part of the principal or interest on
any debt obligation of a non-Federal borrower to a non-
Federal lender. The Federal Credit Reform Act of 1990, as
amended (FCRA), prescribes the budgetary treatment for
Federal credit programs. Under this treatment, the bud-
get records obligations and outlays up front, for the net
cost to the Government (subsidy cost), rather than record-
ing the cash flows year by year over the term of the loan.
FCRA treatment allows the comparison of direct loans
and loan guarantees to each other, and to other methods
of delivering assistance, such as grants.

The cost of direct loans and loan guarantees, some-
times called the “subsidy cost,” is estimated as the pres-
ent value of expected payments to and from the public
over the term of the loan, discounted using appropriate
Treasury interest rates.* (Some advocate for fair value
treatment of loans and guarantees, which would discount
cash flows using market rates. See Chapter 22 of this
volume, “Credit and Insurance,” for a fuller discussion
of this topic.) Similar to most other kinds of programs,
agencies can make loans or guarantee loans only if the
Congress has appropriated funds sufficient to cover the
subsidy costs, or provided a limitation in an appropria-
tions act on the amount of direct loans or loan guarantees
that can be made.

The budget records the subsidy cost to the Government
arising from direct loans and loan guarantees—the bud-
get authority and outlays—in credit program accounts.
When a Federal agency disburses a direct loan or when
a non-Federal lender disburses a loan guaranteed by a
Federal agency, the program account disburses or outlays
an amount equal to the estimated present value cost, or
subsidy, to a non-budgetary credit financing account.
The financing accounts record the actual transactions
with the public. For a few programs, the estimated sub-
sidy cost is negative because the present value of expected
Government collections exceeds the present value of ex-
pected payments to the public over the term of the loan.
In such cases, the financing account pays the estimated
subsidy cost to the program’s negative subsidy receipt
account, where it is recorded as an offsetting receipt. In

4 Present value is a standard financial concept that allows for the
time-value of money. That is, it accounts for the fact that a given sum
of money is worth more today than the same sum would be worth in the
future because interest can be earned on money held today.

a few cases, the offsetting receipts of credit accounts are
dedicated to a special fund established for the program
and are available for appropriation for the program.

The agencies responsible for credit programs must re-
estimate the subsidy cost of the outstanding portfolio of
direct loans and loan guarantees each year. If the esti-
mated cost increases, the program account makes an ad-
ditional payment to the financing account equal to the
change in cost. If the estimated cost decreases, the financ-
ing account pays the difference to the program’s down-
ward reestimate receipt account, where it is recorded as
an offsetting receipt. The FCRA provides permanent in-
definite appropriations to pay for upward reestimates.

If the Government modifies the terms of an outstand-
ing direct loan or loan guarantee in a way that increases
the cost as the result of a law or the exercise of adminis-
trative discretion under existing law, the program account
records obligations for the increased cost and outlays the
amount to the financing account. As with the original sub-
sidy cost, agencies may incur modification costs only if the
Congress has appropriated funds to cover them. A modi-
fication may also reduce costs, in which case the amounts
are generally returned to the general fund, as the financ-
ing account makes a payment to the program’s negative
subsidy receipt account.

Credit financing accounts record all cash flows aris-
ing from direct loan obligations and loan guarantee com-
mitments. Such cashflows include all cashflows to and
from the public, including direct loan disbursements and
repayments, loan guarantee default payments, fees, and
recoveries on defaults. Financing accounts also record
intragovernmental transactions, such as the receipt of
subsidy cost payments from program accounts, borrowing
and repayments of Treasury debt to finance program ac-
tivities, and interest paid to or received from the Treasury.
The cash flows of direct loans and of loan guarantees are
recorded in separate financing accounts for programs that
provide both types of credit. The budget totals exclude the
transactions of the financing accounts because they are
not a cost to the Government. However, since financing
accounts record all credit cash flows to and from the pub-
lic, they affect the means of financing a budget surplus or
deficit (see “Credit Financing Accounts” in the next sec-
tion). The budget documents display the transactions of
the financing accounts, together with the related program
accounts, for information and analytical purposes.

The FCRA grandfathered the budgetary treatment of
direct loan obligations and loan guarantee commitments
made prior to 1992. The budget records these on a cash
basis in credit liquidating accounts, the same as they
were recorded before FCRA was enacted. However, this
exception ceases to apply if the direct loans or loan guar-
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antees are modified as described above. In that case, the
budget records the subsidy cost or savings of the modifi-
cation, as appropriate, and begins to account for the as-
sociated transactions under FCRA treatment for direct
loan obligations and loan guarantee commitments made
in 1992 or later.

Under the authority provided in various acts, cer-
tain activities that do not meet the definition in FCRA
of a direct loan or loan guarantee are reflected pursu-
ant to FCRA. For example, the Emergency Economic
Stabilization Act of 2008 (EESA) created the Troubled
Asset Relief Program (TARP) under the Department of
the Treasury, and authorized Treasury to purchase or
guarantee troubled assets until October 3, 2010. Under
the TARP, Treasury has purchased equity interests in fi-
nancial institutions. Section 123 of the EESA provides
the Administration the authority to treat these equity in-
vestments on a FCRA basis, recording outlays for the sub-

sidy as is done for direct loans and loan guarantees. The
budget reflects the cost to the Government of TARP direct
loans, loan guarantees, and equity investments consistent
with the FCRA and Section 123 of EESA, which requires
an adjustment to the FCRA discount rate for market risks.
Treasury equity purchases under the Small Business
Lending Fund are treated pursuant to the FCRA, as pro-
vided by the Small Business Jobs Act of 2010. In addition,
the 2009 increases to the International Monetary Fund
(IMF) quota and New Arrangements to Borrow enacted in
the Supplemental Appropriations Act of 2009 are treated
on a FCRA basis, with a risk adjustment to the discount
rate, as directed in that Act. However, the Administration
proposes to restate these IMF increases on a consistent
basis with other IMF activity. For more information, see
the discussion on United States Subscriptions to the IMF
in the next section.

BUDGET DEFICIT OR SURPLUS AND MEANS OF FINANCING

When outlays exceed receipts, the difference is a deficit,
which the Government finances primarily by borrowing.
When receipts exceed outlays, the difference is a surplus,
and the Government automatically uses the surplus pri-
marily to reduce debt. The Government’s debt (debt held
by the public) is approximately the cumulative amount of
borrowing to finance deficits, less repayments from sur-
pluses, over the Nation’s history.

Borrowing is not exactly equal to the deficit, and debt
repayment is not exactly equal to the surplus, because of
the other means of financing such as those discussed in
this section. The factors included in the other means of fi-
nancing can either increase or decrease the Government’s
borrowing needs (or decrease or increase its ability to re-
pay debt). For example, the change in the Treasury oper-
ating cash balance is a factor included in other means of
financing. Holding receipts and outlays constant, increas-
es in the cash balance increase the Government’s need
to borrow or reduce the Government’s ability to repay
debt, and decreases in the cash balance decrease the need
to borrow or increase the ability to repay debt. In some
years, the net effect of the other means of financing is mi-
nor relative to the borrowing or debt repayment; in other
years, such as 2009, the net effect may be significant, as
explained later in this chapter.

Borrowing and Debt Repayment

The budget treats borrowing and debt repayment as
a means of financing, not as receipts and outlays. If bor-
rowing were defined as receipts and debt repayment as
outlays, the budget would always be virtually balanced by
definition. This rule applies both to borrowing in the form
of Treasury securities and to specialized borrowing in the
form of agency securities. The rule reflects the common-
sense understanding that lending or borrowing is just
an exchange of financial assets of equal value—cash for
Treasury securities—and so is fundamentally different
from, say, paying taxes.

In 2012, the Government borrowed $1,153 billion from
the public, bringing debt held by the public to $11,281 bil-
lion. This borrowing financed the $1,087 billion deficit in
that year as well as the net cash requirements of the oth-
er means of financing, such as changes in cash balances
and other accounts discussed below.

In addition to selling debt to the public, the Treasury
Department issues debt to Government accounts, pri-
marily trust funds that are required by law to invest in
Treasury securities. Issuing and redeeming this debt does
not affect the means of financing, because these transac-
tions occur between one Government account and another
and thus do not raise or use any cash for the Government
as a whole.

(See Chapter 5 of this volume, “Federal Borrowing and
Debt,” for a fuller discussion of this topic.)

Exercise of Monetary Power

Seigniorage is the profit from coining money. It is the
difference between the value of coins as money and their
cost of production. Seigniorage reduces the Government’s
need to borrow. Unlike the payment of taxes or other re-
ceipts, it does not involve a transfer of financial assets
from the public. Instead, it arises from the exercise of the
Government’s power to create money and the public’s de-
sire to hold financial assets in the form of coins. Therefore,
the budget excludes seigniorage from receipts and treats
it as a means of financing other than borrowing from the
public. The budget also treats proceeds from the sale of
gold as a means of financing, since the value of gold is
determined by its value as a monetary asset rather than
as a commodity.

Credit Financing Accounts

The budget records the net cash flows of credit programs
in credit financing accounts. These accounts include the
transactions for direct loan and loan guarantee programs,
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as well as the equity purchase programs under TARP that
are recorded on a credit basis consistent with Section 123
of EESA. Financing accounts also record the 2009 in-
crease in the U.S. quota in the International Monetary
Fund that are recorded on a credit basis consistent with
the Supplemental Appropriations Act of 2009, and equity
purchases under the Small Business Lending Fund con-
sistent with the Small Business Jobs Act of 2010. Credit
financing accounts are excluded from the budget because
they are not allocations of resources by the Government
(see “Federal Credit” earlier in this chapter). However,
even though they do not affect the surplus or deficit, they
can either increase or decrease the Government’s need to
borrow. Therefore, they are recorded as a means of financ-
ing.

Financing account disbursements to the public increase
the requirement for Treasury borrowing in the same way
as an increase in budget outlays. Financing account re-
ceipts from the public can be used to finance the payment
of the Government’s obligations and therefore reduce the
requirement for Treasury borrowing from the public in
the same way as an increase in budget receipts.

Deposit Fund Account Balances

The Treasury uses non-budgetary accounts, called
deposit funds, to record cash held temporarily until
ownership is determined (for example, earnest money
paid by bidders for mineral leases) or cash held by the
Government as agent for others (for example, State and
local income taxes withheld from Federal employees’ sala-
ries and not yet paid to the State or local government or
amounts held in the Thrift Savings Fund, a defined con-
tribution pension fund held and managed in a fiduciary
capacity by the Government). Deposit fund balances may
be held in the form of either invested or uninvested bal-
ances. To the extent that they are not invested, changes
in the balances are available to finance expenditures and
are recorded as a means of financing other than borrow-
ing from the public. To the extent that they are invested
in Federal debt, changes in the balances are reflected as
borrowing from the public (in lieu of borrowing from other
parts of the public) and are not reflected as a separate
means of financing.

United States Quota Subscriptions to the
International Monetary Fund (IMF)

The United States participates in the IMF through a
quota subscription. Financial transactions with the IMF
are exchanges of monetary assets. When the IMF draws
dollars from the U.S. quota, the United States simultane-
ously receives an equal, offsetting, Special Drawing Right
(SDR)-denominated claim in the form of an increase in
the U.S. reserve position in the IMF. The U.S. reserve po-
sition in the IMF increases when the United States trans-
fers dollars to the IMF and decreases when the United
States is repaid and the cash flows return to the Treasury.

The budgetary treatment of appropriations for IMF
quotas has changed over time. Prior to 1981, the transac-

tions were not included in the budget because they were
viewed as exchanges of cash for a monetary asset (SDRs)
of the same value. This was consistent with the scoring
of other exchanges of monetary assets, such as deposits of
cash in Treasury accounts at commercial banks. As a re-
sult of an agreement reached with the Congress in 1980,
the budget began to record budget authority for the quo-
tas, but did not record outlays because of the continuing
view that the transactions were exchanges of monetary
assets of equal value. This scoring convention continued
to be applied through 2008. The 2010 Budget proposed
to change the scoring back to the pre-1981 practice of
showing zero budget authority and outlays for proposed
increases in the U.S. quota subscriptions to the IMF.

In 2009, Congress enacted an increase in the
Supplemental Appropriations Act of 2009 (Public Law
111-2, Title XIV, International Monetary Programs) and
directed that the increase be scored under the require-
ments of the Federal Credit Reform Act of 1990, with an
adjustment to the discount rate for market risk. The 2014
Budget baseline reflects obligations and outlays for the
quota and NAB increases provided by the Supplemental
Appropriations Act of 2009 under the terms of that Act.
The cash transactions between the U.S. Treasury and
the IMF are treated as a means of financing (see “Credit
Financing Accounts” earlier in this chapter), which do not
affect the deficit.

In contrast, for increases to the U.S. quota subscrip-
tions made prior to the Supplemental Appropriations Act
of 2009, the 2013 Budget records interest received from
the IMF on U.S. deposits as an offsetting receipt in the
general fund of the Treasury. Treasury records outlays
in the prior year for financial transactions with the IMF
to the extent there is an unrealized loss in dollar terms
and offsetting receipts to the extent there is an unrealized
gain in dollar terms on the value of the interest-bearing
portion of the U.S. quota actually held at the IMF in SDRs.
Changes in the value of the portion of the U.S. quota
held at Treasury rather than in the U.S. reserve position
held at the IMF are recorded as a change in obligations.
Under the Administration proposal to implement IMF
reforms agreed to by the G-20 in 2010, increases to the
quota and the NAB provided in the 2009 Supplemental
Appropriations Act would be restated to reflect the pre-
2009 agreement with Congress on budgetary treatment,
and consolidated into existing quota and NAB accounts.
The Budget assumes enactment of this proposal in 2013.

Investments of the National Railroad
Retirement Investment Trust

Under longstanding rules, the budget has generally
treated investments in non-Federal equities and debt se-
curities as a purchase of an asset, recording an obliga-
tion and an outlay in an amount equal to the purchase
price in the year of the purchase. Since investments in
non-Federal equities or debt securities consume cash,
fund balances (of funds available for obligation) are nor-
mally reduced by the amounts paid for these purchases.
However, as previously noted, the purchase of equity
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securities through TARP is recorded on a credit basis,
with an outlay recorded in the amount of the estimated
subsidy cost. In addition, the Railroad Retirement and
Survivors’ Improvement Act of 2001 (Public Law 107-90)
requires purchases or sales of non-Federal assets by the
National Railroad Retirement Investment Trust (NRRIT)
to be treated as a means of financing in the budget, rather
than as an outlay.

Earnings on investments by the NRRIT in private as-
sets pose special challenges for budget projections. Over
long periods, equities and private bonds are expected to
earn a higher return on average than the Treasury rate,
but that return is subject to greater uncertainty. Sound
budgeting principles require that estimates of future trust
fund balances reflect both the average return on invest-
ments, and the cost of risk associated with the uncertain-
ty of that return. (The latter is particularly true in cases
where individual beneficiaries have not made a voluntary
choice to assume additional risk.) Estimating both of these
separately is quite difficult. While the gains and losses that
these assets have experienced in the past are known, it is
quite possible that such premiums will differ in the future.
Furthermore, there is no existing procedure for the budget
to record separately the cost of risk from such an invest-
ment, even if it could be estimated accurately. Economic
theory suggests, however, that the difference between the

expected return of a risky liquid asset and the Treasury
rate is equal to the cost of the asset’s additional risk as
priced by the market net of administrative and transaction
costs. Following through on this insight, the best way to
project the rate of return on the Fund’s balances is prob-
ably to use a Treasury rate. As a result, the Budget treats
equivalently NRRIT investments with equal economic
value as measured by market prices, avoiding the appear-
ance that the budget would be expected to benefit if the
Government bought private sector assets.

The actual and estimated returns to private (debt and
equity) securities are recorded in subfunction 909, other
investment income. The actual-year returns include in-
terest, dividends, and capital gains and losses on private
equities and other securities. The Fund’s portfolio of these
assets is revalued at market prices at the end of each
month to determine capital gains or losses. As a result,
the Fund’s balance at any given point reflects the current
market value of resources available to the Government to
finance benefits. Earnings for the remainder of the cur-
rent year and for future years are estimated using the 10-
year Treasury rate and the value of the Fund’s portfolio
at the end of the actual year. No estimates are made of
gains and losses for the remainder of the current year or
for subsequent years.

FEDERAL EMPLOYMENT

The budget includes information on civilian and mili-
tary employment. It also includes information on related
personnel compensation and benefits and on staffing
requirements at overseas missions. Chapter 10 of this
volume, “Improving the Federal Workforce,” provides

employment levels measured in full-time equivalents
(FTE). Agency FTEs are the measure of total hours
worked by an agency’s Federal employees divided by the
total number of one person’s compensable work hours in
a fiscal year.

BASIS FOR BUDGET FIGURES

Data for the Past Year

The past year column (2012) generally presents the ac-
tual transactions and balances as recorded in agency ac-
counts and as summarized in the central financial reports
prepared by the Treasury Department for the most re-
cently completed fiscal year. Occasionally, the budget re-
ports corrections to data reported erroneously to Treasury
but not discovered in time to be reflected in Treasury’s
published data. In addition, in certain cases the Budget
has a broader scope and includes financial transactions
that are not reported to Treasury (see Chapter 29 of this
volume, “Comparison of Actual to Estimated Totals,” for a
summary of these differences).

Data for the Current Year

The current year column (2013) includes estimates of
transactions and balances based on the amounts of bud-
getary resources that were available when the budget
was prepared. In cases where the budget proposes policy

changes effective in the current year, the data will also
reflect the budgetary effect of those proposed changes.

Data for the Budget Year

The budget year column (2014) includes estimates of
transactions and balances based on the amounts of bud-
getary resources that are estimated to be available, in-
cluding new budget authority requested under current
authorizing legislation, and amounts estimated to result
from changes in authorizing legislation and tax laws.

The budget Appendix generally includes the appropria-
tions language for the amounts proposed to be appropri-
ated under current authorizing legislation. In a few cases,
this language is transmitted later because the exact re-
quirements are unknown when the budget is transmitted.
The Appendix generally does not include appropriations
language for the amounts that will be requested under
proposed legislation; that language is usually transmit-
ted later, after the legislation is enacted. Some tables in
the budget identify the items for later transmittal and
the related outlays separately. Estimates of the total re-
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quirements for the budget year include both the amounts
requested with the transmittal of the budget and the
amounts planned for later transmittal.

Data for the Outyears

The budget presents estimates for each of the nine
years beyond the budget year (2015 through 2023) in or-
der to reflect the effect of budget decisions on objectives
and plans over a longer period.

Allowances

The budget may include lump-sum allowances to cover
certain transactions that are expected to increase or de-
crease budget authority, outlays, or receipts but are not,
for various reasons, reflected in the program details. For
example, the budget might include an allowance to show
the effect on the budget totals of a proposal that would af-
fect many accounts by relatively small amounts, in order
to avoid unnecessary detail in the presentations for the
individual accounts.

This year’s Budget, like last year’s, includes an allow-
ance for the costs of possible future natural disasters.

Baseline

The budget baseline is an estimate of the receipts,
outlays, and deficits or surpluses that would occur if no
changes were made to current laws and policies during
the period covered by the budget. The baseline assumes
that receipts and mandatory spending, which generally
are authorized on a permanent basis, will continue in the
future consistent with current law and policy. The base-
line assumes that the future funding for most discretion-
ary programs, which generally are funded annually, will
equal the most recently enacted appropriation, adjusted
for inflation.

Baseline outlays represent the amount of resources that
would be used by the Government over the period covered
by the budget on the basis of laws currently enacted.

The baseline serves several useful purposes:

e It may warn of future problems, either for Govern-
ment fiscal policy as a whole or for individual tax
and spending programs.

¢ It may provide a starting point for formulating the
President’s Budget.

e It may provide a “policy-neutral” benchmark against
which the President’s Budget and alternative pro-
posals can be compared to assess the magnitude of
proposed changes.

A number of significant changes in policies are embed-
ded in the baseline rules specified in the BBEDCA, as
amended. For example, certain provisions relating to the
child tax credit, earned income tax credit, and American
opportunity tax credit that were originally enacted in
the American Recovery and Reinvestment Act (ARRA) of
2009 and recently extended for five years are scheduled
under current law to expire at the end of 2017. As anoth-
er example, the BBEDCA baseline rules for discretionary
programs would inflate discretionary spending for future
years above the statutory caps that limit such spending.
Because the expiration of the ARRA tax credit provisions
and the inflation of discretionary spending above the stat-
utory caps would create significant differences between
the BBEDCA baseline and policies in effect this year, the
Administration also issues an adjusted baseline that,
unlike the BBEDCA baseline, assumes such changes in
policy will not occur. (Chapter 26 of this volume, “Current
Services Estimates,” provides more information on the
baseline, including the differences between the baseline
as calculated under the rules of the BBEDCA and the ad-
justed baseline used in this Budget.)

PRINCIPAL BUDGET LAWS

The following basic laws govern the Federal budget
process:

Article 1, section 8, clause 1 of the Constitution,
which empowers the Congress to collect taxes.

Article 1, section 9, clause 7 of the Constitution,
which requires appropriations in law before money may
be spent from the Treasury and the publication of a regu-
lar statement of the receipts and expenditures of all pub-
lic money.

Antideficiency Act (codified in Chapters 13 and 15
of Title 31, United States Code), which prescribes rules
and procedures for budget execution.

Balanced Budget and Emergency Deficit Control
Act of 1985, as amended, which establishes limits on
discretionary spending and provides mechanisms for en-
forcing discretionary spending limits.

Chapter 11 of Title 31, United States Code, which
prescribes procedures for submission of the President’s
budget and information to be contained in it.

Congressional Budget and Impoundment Control
Act of 1974 (Public Law 93-344), as amended. This Act
comprises the:

o Congressional Budget Act of 1974, as amended,
which prescribes the congressional budget process;
and

o Impoundment Control Act of 1974, which con-
trols certain aspects of budget execution.

o Federal Credit Reform Act of 1990, as amended
(2 USC 661-661f), which the Budget Enforcement
Act of 1990 included as an amendment to the Con-
gressional Budget Act to prescribe the budget treat-
ment for Federal credit programs.
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Government Performance and Results Act of 1993
(Public Law 103-62, as amended) which emphasizes
managing for results. It requires agencies to prepare stra-
tegic plans, annual performance plans, and annual perfor-
mance reports.

Statutory Pay-As-You-Go Act of 2010, which estab-
lishes a budget enforcement mechanism generally requir-
ing that direct spending and revenue legislation enacted
into law not increase the deficit.

GLOSSARY OF BUDGET TERMS

Account refers to a separate financial reporting unit
used by the Federal government to record budget author-
ity, outlays and income for budgeting or management in-
formation purposes as well as for accounting purposes.
All budget (and off-budget) accounts are classified as be-
ing either expenditure or receipt accounts and by fund
group. Budget (and off-budget) transactions fall within
either of two fund group: (1) Federal funds and (2) trust
funds. (Cf. Federal funds group and trust funds group.)

Accrual method of measuring cost means an ac-
counting method that records cost when the liability is
incurred. As applied to Federal employee retirement ben-
efits, accrual costs are recorded when the benefits are
earned rather than when they are paid at some time in
the future. The accrual method is used in part to provide
data that assists in agency policymaking, but not used
in presenting the overall budget of the United States
Government.

Advance appropriation means appropriations of
new budget authority that become available one or more
fiscal years beyond the fiscal year for which the appro-
priation act was passed.

Advance funding means appropriations of budget au-
thority provided in an appropriations act to be used, if
necessary, to cover obligations incurred late in the fiscal
year for benefit payments in excess of the amount spe-
cifically appropriated in the act for that year, where the
budget authority is charged to the appropriation for the
program for the fiscal year following the fiscal year for
which the appropriations act is passed.

Agency means a department or other establishment of
the Government.

Allowance means a lump-sum included in the budget
to represent certain transactions that are expected to in-
crease or decrease budget authority, outlays, or receipts
but that are not, for various reasons, reflected in the pro-
gram details.

Balances of budget authority means the amounts of
budget authority provided in previous years that have not
been outlayed.

Baseline means a projection of the estimated receipts,
outlays, and deficit or surplus that would result from con-
tinuing current law or current policies through the period
covered by the budget.

Budget means the Budget of the United States
Government, which sets forth the President’s comprehen-
sive financial plan for allocating resources and indicates
the President’s priorities for the Federal Government.

Budget authority (BA) means the authority provided
by law to incur financial obligations that will result in
outlays. (For a description of the several forms of budget

authority, see “Budget Authority and Other Budgetary
Resources” earlier in this chapter.)

Balanced Budget and Emergency Deficit Control
Act of 1985 (BBEDCA) refers to legislation that altered
the budget process, primarily by replacing the earlier fixed
targets for annual deficits with a Pay-As-You-Go require-
ment for new tax or mandatory spending legislation and
with caps on annual discretionary funding. The Statutory
Pay-As-You-Go Act of 2010, which is a standalone piece of
legislation that did not directly amend the BBEDCA, re-
instated a statutory pay-as-you-go rule for revenues and
mandatory spending legislation, and the Budget Control
Act of 2011, which did amend BBEDCA, reinstated dis-
cretionary caps on budget authority.

Budget Control Act of 2011 refers to legislation that,
among other things, amended BBEDCA to reinstate dis-
cretionary spending limits on budget authority through
2021 and restored the process for enforcing those spend-
ing limits. The legislation also increased the statutory
debt ceiling; created a Joint Select Committee on Deficit
Reduction that was instructed to develop a bill to reduce
the Federal deficit by at least $1.5 trillion over a 10-year
period. It also provided a process to implement alterna-
tive spending reductions in the event that legislation
achieving at least $1.2 trillion of deficit reduction was not
enacted.

Budget resolution—see concurrent resolution on the
budget.

Budget totals mean the totals included in the budget
for budget authority, outlays, receipts, and the surplus or
deficit. Some presentations in the budget distinguish on-
budget totals from off-budget totals. On-budget totals re-
flect the transactions of all Federal Government entities
except those excluded from the budget totals by law. The
off-budget totals reflect the transactions of Government
entities that are excluded from the on-budget totals by
law. Under current law, the off-budget totals include
the Social Security trust funds (Federal Old-Age and
Survivors Insurance and Federal Disability Insurance
Trust Funds) and the Postal Service Fund. The budget
combines the on- and off-budget totals to derive unified or
consolidated totals for Federal activity.

Budgetary resources mean amounts available to in-
cur obligations in a given year. The term comprises new
budget authority and unobligated balances of budget au-
thority provided in previous years.

Cap means the legal limits for each fiscal year under
the BBEDCA, as amended, on the budget authority and
outlays (only if applicable) provided by discretionary ap-
propriations.

Cap adjustment means either an increase or a de-
crease that is permitted to the statutory cap limits for
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each fiscal year under the BBEDCA, as amended, on the
budget authority and outlays (only if applicable) provid-
ed by discretionary appropriations only if certain condi-
tions are met. These conditions may include providing
for a base level of funding, a designation of the increase
or decrease by the Congress, (and in some circumstances,
the President) pursuant to a section of the BBEDCA, or
a change in concepts and definitions of funding under the
cap. Changes in concepts and definitions require consul-
tation with the Congressional Appropriations and Budget
Committees.

Cash equivalent transaction means a transaction in
which the Government makes outlays or receives collec-
tions in a form other than cash or the cash does not accu-
rately measure the cost of the transaction. (For examples,
see the section on “Outlays” earlier in this chapter.)

Collections mean money collected by the Government
that the budget records as a governmental receipt, an off-
setting collection, or an offsetting receipt.

Concurrent resolution on the budget refers to the
concurrent resolution adopted by the Congress to set bud-
getary targets for appropriations, mandatory spending
legislation, and tax legislation. These concurrent reso-
lutions are required by the Congressional Budget Act of
1974, and are generally adopted annually.

Continuing resolution means an appropriations act
that provides for the ongoing operation of the Government
in the absence of enacted appropriations.

Cost refers to legislation or administrative actions that
increase outlays or decrease receipts. (Cf. savings.)

Credit program account means a budget account
that receives and obligates appropriations to cover the
subsidy cost of a direct loan or loan guarantee and dis-
burses the subsidy cost to a financing account.

Current services estimate—see Baseline.

Debt held by the public means the cumulative
amount of money the Federal Government has borrowed
from the public and not repaid.

Debt held by the public net of financial assets
means the cumulative amount of money the Federal
Government has borrowed from the public and not repaid,
minus the current value of financial assets such as loan
assets, bank deposits, or private-sector securities or equi-
ties held by the Government and plus the current value of
financial liabilities other than debt.

Debt held by Government accounts means the debt
the Treasury Department owes to accounts within the
Federal Government. Most of it results from the surplus-
es of the Social Security and other trust funds, which are
required by law to be invested in Federal securities.

Debt limit means the maximum amount of Federal
debt that may legally be outstanding at any time. It in-
cludes both the debt held by the public and the debt held
by Government accounts, but without accounting for off-
setting financial assets. When the debt limit is reached,
the Government cannot borrow more money until the
Congress has enacted a law to increase the limit.

Deficit means the amount by which outlays exceed re-
ceipts in a fiscal year. It may refer to the on-budget, off-
budget, or unified budget deficit.

Direct loan means a disbursement of funds by the
Government to a non-Federal borrower under a contract
that requires the repayment of such funds with or with-
out interest. The term includes the purchase of, or partici-
pation in, a loan made by another lender. The term also
includes the sale of a Government asset on credit terms
of more than 90 days duration as well as financing ar-
rangements for other transactions that defer payment for
more than 90 days. It also includes loans financed by the
Federal Financing Bank (FFB) pursuant to agency loan
guarantee authority. The term does not include the ac-
quisition of a federally guaranteed loan in satisfaction
of default or other guarantee claims or the price support
“loans” of the Commodity Credit Corporation. (Cf. loan
guarantee.)

Direct spending—see mandatory spending.

Disaster funding means an appropriation for a dis-
cretionary account that is enacted that the Congress des-
ignates as being for disaster relief. Such amounts are a
cap adjustment to the limits on discretionary spending
under the BBEDCA, as amended. The total adjustment
for this purpose cannot exceed a ceiling for a particular
year that is defined as the total of the average funding
provided for disaster relief over the previous 10 years
(excluding the highest and lowest years) and the unused
amount of the prior year’s ceiling (excluding the portion of
the prior year’s ceiling that was itself due to any unused
amount from the year before). Disaster relief is defined
as activities carried out pursuant to a determination un-
der section 102(2) of the Robert T. Stafford Disaster Relief
and Emergency Assistance Act.

Discretionary spending means budgetary resources
(except those provided to fund mandatory spending pro-
grams) provided in appropriations acts. (Cf. mandatory
spending.)

Emergency requirement means an amount that the
Congress has designated as an emergency requirement.
Such amounts are not included in the estimated budget-
ary effects of PAYGO legislation under the requirements
of the Statutory Pay-As-You-Go Act of 2010, if they are
mandatory or receipts. Such a discretionary appropria-
tion that is subsequently designated by the President as
an emergency requirement results in a cap adjustment to
the limits on discretionary spending under the BBEDCA,
as amended.

Entitlement refers to a program in which the Federal
Government is legally obligated to make payments or pro-
vide aid to any person who, or State or local government
that, meets the legal criteria for eligibility. Examples
include Social Security, Medicare, Medicaid, and Food
Stamps.

Federal funds group refers to the moneys collected
and spent by the Government through accounts other
than those designated as trust funds. Federal funds in-
clude general, special, public enterprise, and intragovern-
mental funds. (Cf. trust funds group.)

Financing account means a non-budgetary account
(an account whose transactions are excluded from the
budget totals) that records all of the cash flows resulting
from post-1991 direct loan obligations or loan guarantee
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commitments. At least one financing account is associat-
ed with each credit program account. For programs that
make both direct loans and loan guarantees, there are
separate financing accounts for the direct loans and the
loan guarantees. (Cf. liquidating account.)

Fiscal year means the Government’s accounting peri-
od. It begins on October 1st and ends on September 30th,
and is designated by the calendar year in which it ends.

Forward funding means appropriations of budget
authority that are made for obligation starting in the
last quarter of the fiscal year for the financing of ongoing
grant programs during the next fiscal year.

General fund means the accounts in which are re-
corded governmental receipts not earmarked by law for
a specific purpose, the proceeds of general borrowing, and
the expenditure of these moneys.

Government sponsored enterprises mean private
enterprises that were established and sponsored by the
Federal Government for public policy purposes. They are
not included in the budget totals because they are private
companies, and their securities are not backed by the full
faith and credit of the Federal Government. However,
the budget presents statements of financial condition for
certain Government sponsored enterprises such as the
Federal National Mortgage Association. (Cf. off-budget.)

Intragovernmental fund —see Revolving fund.

Liquidating account means a budget account that
records all cash flows to and from the Government result-
ing from pre-1992 direct loan obligations or loan guaran-
tee commitments. (Cf. financing account.)

Loan guarantee means any guarantee, insurance,
or other pledge with respect to the payment of all or a
part of the principal or interest on any debt obligation
of a non-Federal borrower to a non-Federal lender. The
term does not include the insurance of deposits, shares,
or other withdrawable accounts in financial institutions.
(Cf. direct loan.)

Mandatory spending means spending controlled by
laws other than appropriations acts (including spend-
ing for entitlement programs) and spending for the food
stamp program. Although the Statutory Pay-As-You-Go
Act of 2010 uses the term direct spending to mean this,
mandatory spending is commonly used instead. (Cf. dis-
cretionary spending.)

Means of financing refers to borrowing, the change
in cash balances, and certain other transactions involved
in financing a deficit. The term is also used to refer to the
debt repayment, the change in cash balances, and certain
other transactions involved in using a surplus. By defini-
tion, the means of financing are not treated as receipts or
outlays and so are non-budgetary.

Obligated balance means the cumulative amount of
budget authority that has been obligated but not yet out-
layed. (Cf. unobligated balance.)

Obligation means a binding agreement that will re-
sult in outlays, immediately or in the future. Budgetary
resources must be available before obligations can be in-
curred legally.

Off-budget refers to transactions of the Federal
Government that would be treated as budgetary had the

Congress not designated them by statute as “off-budget.”
Currently, transactions of the Social Security trust fund
and the Postal Service fund are the only sets of trans-
actions that are so designated. The term is sometimes
used more broadly to refer to the transactions of private
enterprises that were established and sponsored by the
Government, most especially “Government sponsored
enterprises” such as the Federal Home Loan Banks. (Cf.
budget totals.)

Offsetting collections mean collections that, by law,
are credited directly to expenditure accounts and deduct-
ed from gross budget authority and outlays of the expendi-
ture account, rather than added to receipts. Usually, they
are authorized to be spent for the purposes of the account
without further action by the Congress. They result from
business-like transactions with the public, including pay-
ments from the public in exchange for goods and services,
reimbursements for damages, and gifts or donations of
money to the Government and from intragovernmental
transactions with other Government accounts. The au-
thority to spend offsetting collections is a form of budget
authority. (Cf. receipts and offsetting receipts.)

Offsetting receipts mean collections that are credited
to offsetting receipt accounts and deducted from gross
budget authority and outlays, rather than added to re-
ceipts. They are not authorized to be credited to expen-
diture accounts. The legislation that authorizes the off-
setting receipts may earmark them for a specific purpose
and either appropriate them for expenditure for that
purpose or require them to be appropriated in annual ap-
propriation acts before they can be spent. Like offsetting
collections, they result from business-like transactions or
market-oriented activities with the public, including pay-
ments from the public in exchange for goods and services,
reimbursements for damages, and gifts or donations of
money to the Government and from intragovernmental
transactions with other Government accounts. (Cf. re-
ceipts, undistributed offsetting receipts, and offsetting
collections.)

On-budget refers to all budgetary transactions other
than those designated by statute as off-budget (Cf. bud-
get totals.)

Outlay means a payment to liquidate an obligation
(other than the repayment of debt principal or other dis-
bursements that are “means of financing” transactions).
Outlays generally are equal to cash disbursements, but
also are recorded for cash-equivalent transactions, such
as the issuance of debentures to pay insurance claims,
and in a few cases are recorded on an accrual basis such
as interest on public issues of the public debt. Outlays are
the measure of Government spending.

Outyear estimates mean estimates presented in the
budget for the years beyond the budget year of budget au-
thority, outlays, receipts, and other items (such as debt).

Overseas Contingency Operations/Global War on
Terrorism (OCO/GWOT) means an appropriation for a
discretionary account that is enacted that the Congress
and, subsequently, the President have so designated on
an account by account basis. Such a discretionary appro-
priation that is designated as OCO/GWOT results in a
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cap adjustment to the limits on discretionary spending
under the BBEDCA, as amended. Funding for these pur-
poses has most recently been associated with the wars in
Iraq and Afghanistan.

Pay-as-you-go (PAYGO) refers to requirements of the
Statutory Pay-As-You-Go Act of 2010 that result in a se-
questration if the estimated combined result of new legis-
lation affecting direct spending or revenue increases the
on-budget deficit relative to the baseline, as of the end of
a congressional session.

Public enterprise fund —see Revolving fund.

Reappropriation means a provision of law that ex-
tends into a new fiscal year the availability of unobligated
amounts that have expired or would otherwise expire.

Receipts mean collections that result from the
Government’s exercise of its sovereign power to tax or
otherwise compel payment. They are compared to outlays
in calculating a surplus or deficit. (Cf. offsetting collec-
tions and offsetting receipts.)

Revolving fund means a fund that conducts continu-
ing cycles of business-like activity, in which the fund
charges for the sale of products or services and uses the
proceeds to finance its spending, usually without require-
ment for annual appropriations. There are two types of
revolving funds: Public enterprise funds, which conduct
business-like operations mainly with the public, and in-
tragovernmental revolving funds, which conduct business-
like operations mainly within and between Government
agencies. (Cf. special fund and trust fund.)

Savings refers to legislation or administrative actions
that decrease outlays or increase receipts. (Cf. cost.)

Scorekeeping means measuring the budget effects
of legislation, generally in terms of budget authority,
receipts, and outlays, for purposes of measuring adher-
ence to the Budget or to budget targets established by the
Congress, as through agreement to a Budget Resolution.

Sequestration means the cancellation of budgetary
resources. The Statutory Pay-As-You-Go Act of 2010 re-
quires such cancellations if revenue or direct spending
legislation is enacted that, in total, increases projected
deficits or reduces projected surpluses relative to the
baseline. The Balanced Budget and Emergency Deficit
Control Act of 1985, as amended, requires such cancella-
tions if discretionary appropriations exceed the statutory
limits on discretionary spending.

Special fund means a Federal fund account for re-
ceipts or offsetting receipts earmarked for specific pur-
poses and the expenditure of these receipts. (Cf. revolving
fund and trust fund.)

Statutory Pay-As-You-Go Act of 2010 refers to legis-
lation that reinstated a statutory pay-as-you-go require-

ment for new tax or mandatory spending legislation. The
law is a standalone piece of legislation that cross-refer-
ences the BBEDCA, as amended, but does not directly
amend that legislation. This is a permanent law and does
not expire.

Subsidy means the estimated long-term cost to the
Government of a direct loan or loan guarantee, calculated
on a net present value basis, excluding administrative
costs and any incidental effects on governmental receipts
or outlays.

Surplus means the amount by which receipts exceed
outlays in a fiscal year. It may refer to the on-budget, off-
budget, or unified budget surplus.

Supplemental appropriation means an appropria-
tion enacted subsequent to a regular annual appropria-
tions act, when the need for additional funds is too urgent
to be postponed until the next regular annual appropria-
tions act.

Trust fund refers to a type of account, designated by
law as a trust fund, for receipts or offsetting receipts dedi-
cated to specific purposes and the expenditure of these
receipts. Some revolving funds are designated as trust
funds, and these are called trust revolving funds. (Cf. spe-
cial fund and revolving fund.)

Trust funds group refers to the moneys collected and
spent by the Government through trust fund accounts.
(Cf. Federal funds group.)

Undistributed offsetting receipts mean offsetting
receipts that are deducted from the Government-wide
totals for budget authority and outlays instead of being
offset against a specific agency and function. (Cf. offset-
ting receipts.)

Unified budget includes receipts from all sources and
outlays for all programs of the Federal Government, in-
cluding both on- and off-budget programs. It is the most
comprehensive measure of the Government’s annual fi-
nances.

Unobligated balance means the cumulative amount
of budget authority within a budget account that is not
obligated and that remains available for obligation under
law.

User charges are charges assessed for the provision of
Government services and for the sale or use of Government
goods or resources. The payers of the user charge must be
limited in the authorizing legislation to those receiving
special benefits from, or subject to regulation by, the pro-
gram or activity beyond the benefits received by the gen-
eral public or broad segments of the public (such as those
who pay income taxes or custom duties).
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The Federal Government’s activities have far-reach-
ing impacts, affecting the economy and society of the
Nation and the world. One of the primary activities of the
Government is to allocate resources in order to provide
public goods and achieve public policy objectives. The bud-
get is the Government’s financial plan for proposing and
deciding the allocation of resources and the Government’s
method for controlling the allocation of resources. Those
financial activities that constitute the direct and measur-
able allocation of resources are included in the budget’s
measures of receipts and expenditures, and characterized
as “budgetary.”

Federal Government activities that do not involve the
direct and measurable allocation of resources, or are a
means of financing activities whose costs are already re-
flected in the budget, are characterized as “non-budget-
ary” and classified outside of the budget. For example,
the budget does not include the transactions of funds
that are privately owned but held and managed by the
Government in a fiduciary capacity, such as the deposit
funds owned by Native American Indians. In addition,
the budget does not include costs that are borne by the
private sector even when those costs result from Federal
regulatory activity. Also, the budget does not include the
cash flows that are a means of financing Federal credit
programs because the cost of credit programs is already
reflected in the subsidy cost, which captures the present
value of these cash flows.! Non-budgetary activities can
be important instruments of Federal policy and are dis-
cussed briefly in this chapter and in more detail in other
parts of the Budget documents.

The term “off-budget” is sometimes used colloquially to
mean non-budgetary. However, as used in the Budget doc-
uments the term has a meaning distinct from non-budget-
ary and, as discussed below, refers to Federal Government
activities that are budgetary but are required by law to be
excluded from the budget totals.

Budgetary Activities

The Federal Government has used the unified budget
concept as the foundation for its budgetary analysis and
presentation since the 1969 Budget, implementing a rec-
ommendation made by the President’s Commission on
Budget Concepts in 1967 (“1967 Commission”). The 1967
Commission called for the budget to include the finan-
cial transactions of all of the Federal Government’s pro-
grams and agencies. For this reason, the budget includes
the financial transactions of all 15 Executive depart-
ments, all independent agencies (from all three branch-

1 Subsidy costs are explained in the section below on “Federal credit
programs.”

es of Government), and all Government corporations.?

Government corporations are distinct from Government-
Sponsored Enterprises (GSEs), which, as discussed below,
are private entities and classified as non-budgetary.

All accounts in Table 33-1, “Federal Programs by
Agency and Account,” in the supplemental materials to
this volume are budgetary.® The vast majority of bud-
getary accounts are associated with the departments or
other entities that are clearly Federal agencies. Some
budgetary accounts reflect Government payments to enti-
ties that were created by the Government as private or
non-Federal entities and some of these entities receive
all or a majority of their funding from the Government.
These include the Corporation for Public Broadcasting,
Gallaudet University, Howard University, the Legal
Services Corporation, the National Railroad Passenger
Corporation (Amtrak), the Smithsonian Institution, the
State Justice Institute, and the United States Institute
of Peace. Although the Federal payments to these entities
are budgetary, the entities themselves are non-budgetary,
as discussed below.

Whether an entity was created or chartered by the
Government does not alone determine its budgetary sta-
tus. As noted below, some Government created or char-
tered entities are classified as non-budgetary because
they receive or were designed to receive the majority of
their funding from non-Federal sources or because they
are not controlled entirely by the Government. The 1967
Commission recommended that the budget be compre-
hensive, but it also recognized that proper budgetary
classification would require weighing all relevant factors
regarding ownership and control of an entity. Generally,
entities that are primarily owned and controlled by the
Government are classified as budgetary. The budgetary
classification of entities is made jointly by the Office of
Management and Budget (OMB), the Congressional
Budget Office (CBO), and the Budget Committees of the
Congress.

2 Government corporations are Government entities that are defined
as corporations under 31 U.S.C. 9101, the Government Corporation Con-
trol Act, and four other entities. The four other entities are the Afri-
can Development Foundation (which is subject to the Act by 22 U.S.C.
290h-6), the Inter-American Foundation (which is subject to the Act by
22 U.S.C. 290f), the Presidio Trust (which was established as a Govern-
ment corporation by 16 U.S.C. 460bb note), and the Valles Caldera Trust
(which is classified as a Government corporation by 16 U.S.C. 698v-4).
Many Government corporations engage in a cycle of business activity
with the public, selling services to the public at prices that enable the
entities to be self-sustaining. Examples of Government corporations in-
clude the Commodity Credit Corporation, the Export-Import Bank of
the United States, the Federal Crop Insurance Corporation, the Federal
Deposit Insurance Corporation, the Millennium Challenge Corpora-
tion, the Overseas Private Investment Corporation, the Pension Benefit
Guaranty Corporation, and the Tennessee Valley Authority.

3 Table 33-1 can be found at www.whitehouse.gov/sites/default/
files/omb/budget /fy2013/assets/33_1.pdf.
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Table 12-1. COMPARISON OF TOTAL, ON-BUDGET, AND OFF-BUDGET TRANSACTIONS '
(In billions of dollars)
Receipts Outlays Surplus or deficit ()
Fiscal Year
Total On-budget | Off-budget Total On-budget | Off-budget Total On-budget | Off-budget
279.1 216.6 62.5 332.3 270.8 61.6 -53.2 -54.1 0.9
5171 403.9 113.2 590.9 477.0 113.9 -73.8 -73.1 -0.7
734.0 547.9 186.2 946.3 769.4 176.9 -212.3 -221.5 9.2
1,032.0 750.3 281.7 1,253.0 1,027.9 225.1 -221.0 -277.6 56.6
1,351.8 1,000.7 3511 1,515.7 1,227.1 288.7 -164.0 —226.4 62.4
2,025.2 1,544.6 480.6 1,789.0 1,458.2 330.8 236.2 86.4 149.8
2,153.6 1,576.1 577.5 2,472.0 2,069.7 402.2 -318.3 -493.6 175.3
2,162.7 1,531.0 631.7 3,456.2 2,901.5 554.7 -1,293.5 -1,370.5 77.0
2,303.5 1,737.7 565.8 3,603.1 3,104.5 498.6 -1,299.6 -1,366.8 67.2
-2,450.2 -1,880.7 -569.5 3,537.1 3,029.5 507.6 -1,087.0 -1,148.9 61.9
2013 €StiMate ...coveverereerereeereeerenene -2,712.0 -2,038.6 -673.5 3,684.9 3,044.9 640.0 -972.9 -1,006.4 335
2014 eStimate ......cccvvveeerereeeerreeereieeens -3,033.6 —2,294.5 -739.1 3,777.8 3,062.7 7151 —744.2 -768.2 24.0
2015 €StiMate ...oveeeeeeeee s -3,331.7 -2,553.4 -778.3 3,908.2 3,137.0 77141 -576.5 -583.6 7.1
2016 €StiMALe ....oveeeeeeieeeees -3,561.5 -2,735.9 -825.6 4,089.8 3,260.4 829.4 -528.4 -524.5 -39
2017 €StMALE ...cvvvvvrrecriecieieeeeriiene -3,760.5 -2,891.8 -868.7 4,247.4 3,370.2 877.3 -486.9 —478.3 -8.6
2018 €StMALE ....cvvvvverercrecerieeeerinene -3,974.0 -3,056.5 -917.5 4,449.2 3,516.2 933.1 -475.3 -459.6 -15.6
2019 €StMALE ...cvvevvereerreereeeeeeriiene -4,225.9 -3,260.8 -965.0 4,724.0 37349 989.1 -498.1 -474.0 -24.1
2020 €StMALE ....veoverererereeeieerreeereienens -4,463.8 -3,456.3 -1,007.5 4,966.9 3,915.1 1,051.8 -503.1 —458.8 -44.3
2021 estimate. —4,708.6 -3,645.4 -1,063.2 5,209.4 4,096.4 1,113.0 -500.8 —451.0 -49.8
2022 €StMALE ...vovvveeeereieiesee s —-4,951.2 -3,837.2 -1,113.9 5,469.9 4,286.9 1,183.0 -518.7 -449.7 -69.0
2023 €StMALE ...ooveerecicieees -5,220.4 -4,059.3 -1,161.0 5,659.5 4,404.2 1,255.3 -439.1 -344.8 -94.3

1 Off-budget transactions consist of the Social Security trust funds and the Postal Service fund.

Off-budget Federal activities.—Despite the 1967
Commission’s recommendation that the budget be com-
prehensive, every year since 1971, at least one Federal
program or agency that would otherwise be included in
the budget has been presented as off-budget because of
a requirement in the law. Such off-budget Federal activi-
ties are funded by the Government and administered ac-
cording to Federal legal requirements, but their costs are
excluded, by law, from the rest of the budget totals, which
are also known as the “on-budget” totals. The budget re-
flects the legal distinction between on-budget activities
and off-budget activities by showing outlays and receipts
for both types of activities separately.

Although there is a legal distinction between on-budget
and off-budget activities, there is no conceptual difference
between the two. The off-budget Federal activities reflect
the same kinds of governmental roles as the on-budget ac-
tivities, and off-budget activities result in the same kind of
outlays and receipts as on-budget activities. Like on-budget
activities, off-budget activities are funded and controlled by
the Government. The “unified budget” reflects the concep-
tual similarity between on-budget and off-budget activities
by showing combined totals of outlays and receipts for both.

The off-budget Federal activities currently consist of
the U.S. Postal Service and the two Social Security Trust
Funds: Old-Age and Survivors Insurance and Disability
Insurance. Social Security has been classified as off-budget
since 1986 and the Postal Service has been classified as off-

budget since 1990.4 Other activities that had been declared
off-budget by law at different times before 1986 have been
classified as on-budget by law since at least 1985.

Table 12-1 divides total Federal Government receipts,
outlays, and the surplus or deficit between on-budget and
off-budget amounts. Within this table, the Social Security
and Postal Service transactions are classified as off-budget
for all years in order to provide a consistent comparison
over time. Activities that were off-budget at one time but
are now on-budget are classified as on-budget for all years.

Because Social Security is the largest single program
in the unified budget and is classified by law as off-bud-
get, the off-budget accounts constitute a significant part
of total Federal spending and receipts. In 2014, off-budget
receipts are an estimated 24.4 percent of total receipts
and off-budget outlays are a smaller, but still significant,
percentage of total outlays at 18.9 percent. The estimated
unified budget deficit in 2014 is $744.2 billion—a $768.2
billion on-budget deficit partly offset by a $24.0 billion
off-budget surplus. The off-budget surplus for 2013, 2014,
and 2015 consists almost entirely of the Social Security

4See 42 U.S.C. 911 and 39 U.S.C. 2009a. The off-budget Postal Service
accounts consist of the Postal Service Fund, which is classified as a man-
datory account, and the Office of the Inspector General and the Postal
Regulatory Commission, both of which are classified as discretionary
accounts. The Postal Service Retiree Health Benefits Fund is an on-bud-
get mandatory account with the Office of Personnel Management. The
off-budget Social Security accounts consist of the Federal Old-Age and
Survivors Trust Fund and the Federal Disability Insurance Trust Fund,
both of which have mandatory and discretionary amounts.
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surplus.? Social Security had small deficits or surpluses
from its inception through the early 1980s and large and
growing surpluses from the mid-1980s until 2008. Because
of the economic downturn, the Social Security surplus
has been declining for several years. Over the long term,
without further legislative action, the trust funds will be
depleted in 2033, according to the 2012 Social Security
trustees’ report.

Non-Budgetary Activities

Some important Government activities are character-
ized as non-budgetary because they do not involve the di-
rect allocation of resources by the Government.® Some of
the Government’s major non-budgetary activities are dis-
cussed below and, as noted below, some of these activities
affect budget outlays or receipts even though they have
components that are non-budgetary.

Federal credit programs: budgetary and non-bud-
getary transactions.—Federal credit programs make di-
rect loans or guarantee private loans to non-Federal bor-
rowers. The Federal Credit Reform Act of 1990 (FCRA), as
amended by the Balanced Budget Act of 1997, established
the current budgetary treatment for credit programs.

Under FCRA, the budgetary cost of a credit program is
known as the “subsidy cost” and outlays equal to the sub-
sidy cost are recorded in the budget when a loan is made
or guaranteed. The subsidy cost is the estimated lifetime
cost to the Government of a loan or a loan guarantee on a
net present value basis, excluding the Government’s ad-
ministrative costs. Credit program cash flows to and from
the public other than administrative costs are recorded in
non-budgetary financing accounts.”

To illustrate the budgetary and non-budgetary com-
ponents of a credit program, consider a portfolio of new
direct loans made to a cohort of college students. To en-
courage higher education, the Government offers loans
at more favorable terms than private lenders, for ex-
ample, lower interest rates or longer repayment periods.
Students agree to repay the loans according to the terms
of their promissory notes, but some students are likely

5 The 2013 off-budget surplus reflects a $33.1 billion surplus for So-
cial Security and a $0.4 billion surplus for the Postal Service. The esti-
mated 2014 off-budget surplus reflects a $19.2 billion surplus for Social
Security and a $4.8 billion surplus for the Postal Service, and the pro-
jected 2015 off-budget surplus reflects a $7.4 billion surplus for Social
Security and a $0.3 billion deficit for the Postal Service.

6 Tax expenditures, which are discussed in Chapter 16 of this volume,
are an example of Government activities that could be characterized as
either budgetary or non-budgetary. Tax expenditures refer to the reduc-
tion in tax receipts resulting from the special tax treatment accorded
certain private activities. Because tax expenditures reduce tax receipts
and receipts are budgetary, tax expenditures clearly have budgetary
effects. However, the size and composition of tax expenditures are not
explicitly recorded in the budget as outlays or as negative receipts and,
for this reason, tax expenditures might be considered a special case of
non-budgetary transactions.

7Under FCRA, there are additional intragovernmental transfers be-
tween budgetary accounts and non-budgetary financing accounts where
one side of the transaction is treated as budgetary. These include “rees-
timates,” annual updates of the subsidy cost of outstanding direct and
guaranteed loans, as well as intragovernmental interest transactions
with Treasury.

to become delinquent or default on their loans, leading
to some Government losses. If the payments of principal
and interest on the portfolio are not sufficient to offset
the expected losses from delinquencies, defaults, or costs
associated with favorable loan terms, the present value
of the expected future cash flows will be less than the
Government disburses in loans and the Government will
incur a cost (known as the subsidy cost). Under FCRA, the
subsidy cost is the difference in present value between
the amount disbursed by the Government and the esti-
mated value of the payments the Government expects
to receive. The remainder of the transaction (beyond the
amount recorded as a subsidy cost) is simply an exchange
of financial assets of equal value and does not result in a
budgetary cost to the Government.

Since FCRA took effect in 1992, the budget outlays for
credit programs have reflected only the subsidy costs to
Government of providing credit assistance, and are re-
flected up front when the credit assistance was or is ex-
pected to be provided. This allows the budget to reflect
more accurately the cost of credit assistance® and enables
the budget to fulfill its purpose of serving as a financial
plan for allocating resources by allowing comparisons of
the expected cost of credit programs with the cost of other
spending programs, and allowing comparisons of the cost
of one type of credit assistance with other types.? Credit
programs are discussed in more detail in Chapter 22 of
this volume, “Credit and Insurance.”

Deposit funds.—Deposit funds are non-budgetary
accounts that record amounts held by the Government
temporarily until ownership is determined (such as ear-
nest money paid by bidders for mineral leases) or held
by the Government as an agent for others (such as State
income taxes withheld from Federal employees’ salaries
and not yet paid to the States). The largest deposit fund
is the Government Securities Investment Fund, which
is also known as the G-Fund. It is one of several invest-
ment funds managed by the Federal Retirement Thrift

8 Both FCRA accounting and the earlier cash accounting of Federal
credit programs would ultimately show the same costs for credit trans-
actions. For example, cash accounting for direct loans would show the
full disbursement of the loan as an outlay when it was made and then
later show the repayments of principal and interest as an offset to out-
lays. Over the life of the loan, only the net cost of the loan would ulti-
mately be reflected in the budget. FCRA accounting shows that same
net cost, but shows that cost at the time the loan is made (adjusting the
cash flows for the time-value of money). Under cash accounting, the out-
lays recorded when a loan was made overstated the lifetime costs of the
loan and the outlays recorded when a guarantee was made understated
the lifetime cost of the guarantee. Some have proposed amending credit
reform to reflect the “fair value” estimate of cost. For more on this, please
see Chapter 22 of this volume, “Credit and Insurance.”

9 For more explanation of the budget concepts for direct loans and
loan guarantees, see the sections on Federal credit and credit financing
accounts in Chapter 11 of this volume, “Budget Concepts.” The structure
of credit reform is further explained in Chapter VIII.A of the Budget of
the United States Government, Fiscal Year 1992, Part Two, pp. 223-226.
The implementation of FCRA through 1995 is reviewed in Chapter 8,
“Underwriting Federal Credit and Insurance,” Analytical Perspectives,
Budget of the United States Government, Fiscal Year 1997, pp. 142-144.
Refinements and simplifications enacted by the Balanced Budget Act
of 1997 or provided by later OMB guidance are explained in Chapter 8,
“Underwriting Federal Credit and Insurance,” Analytical Perspectives,
Budget of the United States Government, Fiscal Year 1999, p. 170.
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Investment Board, as an agent, for Federal employees
who participate in the Government’s defined contribution
retirement plan, the Thrift Savings Plan (which is similar
to private-sector 401(k) plans). Because the G-Fund as-
sets, which are held by the Department of the Treasury,
are the property of Federal employees and are held by
the Government only in a fiduciary capacity, the trans-
actions of the Fund are not resource allocations by the
Government and are therefore non-budgetary.!® For simi-
lar reasons, the budget excludes funds that are owned by
Native American Indians but held and managed by the
Government in a fiduciary capacity.

Government-Sponsored Enterprises (GSEs).—The
Federal Government has chartered GSEs such as the
Federal National Mortgage Association (Fannie Mae), the
Federal Home Loan Mortgage Corporation (Freddie Mac),
the Federal Home Loan Banks, the Farm Credit System,
and the Federal Agricultural Mortgage Corporation to
provide financial intermediation for specified public pur-
poses. Although federally-chartered to serve public-policy
purposes, the GSEs are classified as non-budgetary and
excluded from the Budget. This is because they are in-
tended to be privately owned and controlled, with any
public benefits accruing indirectly from the GSEs’ busi-
ness transactions. Estimates of the GSEs’ activities are
reported in a separate chapter of the Budget Appendix,
and their activities are discussed in Chapter 22 of this
volume, “Credit and Insurance.”

In September 2008, in response to the financial market
crisis, the director of the Federal Housing Finance Agency
(FHFA)!! placed Fannie Mae and Freddie Mac into con-
servatorship for the purpose of preserving the assets and
restoring the solvency of these two GSEs. As conserva-
tor, FHFA has broad authority to direct the operations of
these GSEs. However, these GSEs remain private compa-
nies with Boards of Directors and management responsi-
ble for their day-to-day operations. This Budget continues
to treat these two GSEs as non-budgetary private entities
in conservatorship rather than as Government agencies.
By contrast, CBO treats these GSEs as budgetary Federal
agencies. Both treatments include budgetary and non-
budgetary amounts.

Under the approach in the Budget, all of the GSEs’
transactions with the public are non-budgetary because
the GSEs are not considered to be Government agencies.
However, the payments from the Treasury to the GSEs
are recorded as budgetary outlays and dividends received
by the Treasury are recorded as budgetary receipts. Under
CBO’s approach, the subsidy costs, or expected losses over
time, of the GSEs’ past credit activities have already been
recorded in the budget estimates and the subsidy costs
of future credit activities will be recorded when the ac-

10 The administrative functions of the Federal Retirement Thrift In-
vestment Board are carried out by Government employees and included
in the budget.

11 The Housing and Economic Recovery Act of 2008, enacted on July
30, 2008, created the FHFA as the new regulator for Fannie Mae, Fred-
die Mac, and the Federal Home Loan Banks. FHFA reflects the merger
of the Office of Federal Housing Enterprise Oversight, the Federal Hous-
ing Finance Board, and the Department of Housing and Urban Develop-
ment’s Government-sponsored enterprise mission team.

tivities occur. Lending and borrowing activities between
the GSEs and the public apart from the subsidy costs
are treated as non-budgetary by CBO, and Treasury pay-
ments to the GSEs are intragovernmental transfers (from
Treasury to the GSEs) that net to zero in CBO’s budget
estimates.

Overall, both the Budget’s accounting and CBO’s ac-
counting present the GSEs’ losses as Government outlays,
which increase Government deficits. The two approaches,
however, reflect the losses as budgetary costs at different
times.

Other federally-created non-budgetary enti-
ties.—In addition to chartering the GSEs, the Federal
Government has created a number of other entities that
are classified as non-budgetary. These include federally-
funded research and development centers (FFRDCs),
non-appropriated fund instrumentalities (NAFIs), and
other entities, some of which are incorporated as non-
profit entities and some of which are incorporated as for-
profit entities.!?

FFRDCs are entities that conduct agency-specific re-
search under contract or cooperative agreement. Most
FFRDCs were created by and conduct research for the
Departments of Defense and Energy, and most are ad-
ministered by colleges, universities, or other non-profit
entities. Examples of federally-funded research and de-
velopment centers are the Center for Naval Analysis,
Los Alamos National Laboratory, and the Jet Propulsion
Laboratory.13 FFRDCs are non-budgetary, but the Federal
agency’s payments to the FFRDC are recorded as budget
outlays. In addition to Federal funding, FFRDCs may re-
ceive funding from non-Federal sources.

Non-appropriated fund instrumentalities (NAFIs)
are entities that support an agency’s personnel (current
and retired). Virtually all NAFIs are associated with

12 Although most entities created by the Federal Government are
budgetary, as discussed in this section, the GSEs and the Federal Re-
serve System were created by the Federal Government, but are clas-
sified as non-budgetary. In addition, Congress and the President have
chartered, but not necessarily created, approximately 100 nonprofit
entities that are non-budgetary. These include patriotic, charitable,
and educational organizations under Title 36 of the U.S. Code and foun-
dations and trusts chartered under other titles of the Code. Title 36
corporations include the American Legion, the American National Red
Cross, Big Brothers-Big Sisters of America, Boy Scouts of America, Fu-
ture Farmers of America, Girl Scouts of the United States of America,
the National Academy of Public Administration, the National Academy
of Sciences, and Veterans of Foreign Wars of the United States. Virtu-
ally all of the nonprofit entities chartered by the Government existed
under State law prior to the granting of a Government charter, making
the Government charter an honorary rather than governing charter; a
major exception to this is the American National Red Cross. Its Govern-
ment charter requires it to provide disaster relief and to ensure compli-
ance with treaty obligations under the Geneva Convention. Although
any Government payments (whether made as direct appropriations or
through agency appropriations) to these chartered nonprofits, including
the Red Cross, would be budgetary, the nonprofits themselves are clas-
sified as non-budgetary. On March 10, 2011, the Subcommittee on Im-
migration Policy and Enforcement of the Committee on the Judiciary in
the U.S. House of Representatives adopted a policy prohibiting Congress
from granting new Federal charters to private, non-profit organizations.
This policy has been adopted by every subcommittee with jurisdiction
over charters since the 101st Congress.

13 The National Science Foundation maintains a list of FFRDCs at
www.nsf.gov / statistics/ ffrde.
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the Departments of Defense, Homeland Security (Coast
Guard), and Veterans Affairs. Most NAFIs are located on
military bases and include the armed forces exchanges
(which sell goods to military personnel and their families),
recreational facilities, and child care centers. NAFIs are fi-
nanced by the proceeds from the sale of goods or services
and do not receive direct appropriations. As a result, they
have been characterized as non-budgetary and any agency
payments to the NAFIs are recorded as budget outlays.

As noted above in the section on “Budgetary Activities,”
a number of entities created by the Government receive
a significant amount of non-Federal funding. In addition,
some such entities are significantly controlled by non-Fed-
eral individuals or organizations. Although not exhaus-
tive, this list of entities includes Gallaudet University,
Howard University, the United States Enrichment
Corporation, and the Universal Services Administrative
Company.!* Most of these entities receive direct appropri-
ations or other recurring payments from the Government,
and the appropriations or other payments are budgetary
and included in Table 33-1, mentioned above. However,
many of these entities are themselves non-budgetary.
Generally, entities that receive a significant portion of
funding from non-Federal sources and that are not con-
trolled by the Government are treated as non-budgetary.
As noted above, classifications for budgetary and non-
budgetary status are made jointly by OMB, CBO, and the
Budget Committees of the Congress.

Regulation.—Federal Government regulation often
requires the private sector or other levels of government
to make expenditures for specified purposes that are in-
tended to have public benefits, such as workplace safety
and pollution control. Although the budget reflects the
Government’s cost of conducting regulatory activities, the
costs imposed on the private sector as a result of regula-
tion are treated as non-budgetary and not included in
the budget. The Government’s regulatory priorities and
plans are described in the annual Regulatory Plan and the
semi-annual Unified Agenda of Federal Regulatory and
Deregulatory Actions.!®

The estimated costs and benefits of Federal regula-
tion have been published annually by OMB since 1997.
In this report, OMB indicates that the estimated annual
benefits of Federal regulations it reviewed from October
1, 2001, to September 30, 2011, range from $141 billion
to $692 billion, while the estimated annual costs range
from $42 to $66 billion. In its report, OMB discusses the
impact of Federal regulation on State, local, and tribal
governments, and agency compliance with the Unfunded
Mandates Reform Act of 1995. The costs and benefits of

14 Under section 415(b) of the Amtrak Reform Act of 1997, Public Law
105-134, Amtrak is required to redeem all of its outstanding common
stock. Once all outstanding common stock is redeemed, Amtrak will be
wholly-owned by the Government and, at that point, its non-budgetary
status may need to be reassessed.

15 The most recent Regulatory Plan and introduction to the Unified
Agenda were issued by the General Services Administration’s Regula-
tory Information Service Center and were printed in the Federal Regis-
ter on December 21, 2012. Both the Regulatory Plan and Unified Agenda
are available on-line at www.reginfo.gov and at www.gpoaccess.gov.

Federal regulation are also discussed in Chapter 9 of this
volume, “Benefit-Cost Analysis.”

Monetary policy.—As noted above, the budget is
a financial plan for allocating resources by raising rev-
enues and spending those revenues. As a fiscal policy
tool, the budget is used by elected Government officials
to promote economic growth and achieve other public
policy objectives. Monetary policy is another tool that
governments use to promote public policy objectives. In
the United States, monetary policy is conducted by the
Federal Reserve System, which is composed of a Board of
Governors and 12 regional Federal Reserve Banks. The
Federal Reserve Act provides that the goal of monetary
policy is to “maintain long run growth of the monetary
and credit aggregates commensurate with the economy’s
long run potential to increase production, so as to pro-
mote effectively the goals of maximum employment, sta-
ble prices, and moderate long-term interest rates.”'® The
dual goals of full employment and price stability were re-
affirmed by the Full Employment and Balanced Growth
Act of 1978, also known as the Humphrey-Hawkins Act.1”

By law, the Federal Reserve System is a self-financing
entity that is independent of the Executive Branch and
subject to only broad oversight by the Congress. Consistent
with the recommendations of the 1967 Commission, the
effects of monetary policy and the actions of the Federal
Reserve System are, with two exceptions, non-budgetary.
Although the relatively recent increase in the Federal
Reserve’s balance sheet in response to the financial crisis
has had important macroeconomic consequences, it does
not directly affect the Federal deficit.

The exceptions to the treatment of Federal Reserve
transactions as non-budgetary involve excess earnings of
the Federal Reserve System. The Federal Reserve System
earns income from a variety of sources including interest on
Government securities, foreign currency investments and
loans to depository institutions, and fees for services (e.g.,
check clearing services) provided to depository institutions.
After paying its expenses, the Federal Reserve System re-
mits to Treasury any excess income. This income, which
is classified in the budget as a governmental receipt, was
equal to $82.0 billion in 2012. The recent expansion of the
Federal Reserve’s balance sheet has increased its sources
of income (and potential loss), which in turn has affected
the Federal Reserve’s excess income payment to Treasury.
In addition to remitting excess income to Treasury, the
Dodd-Frank Wall Street Reform and Consumer Protection
Act requires the Federal Reserve to transfer a portion of
its excess earnings to the Consumer Financial Protection
Bureau (CFPB), an independent bureau of the Federal
Reserve, which was created by the Act.!®

The Board of Governors is a Federal Government agen-
cy, but because of its independent status, its budget is not
subject to Executive Branch review and is included in the

16 See 12 U.S.C. 225a.
17 See 15 U.S.C. 3101 et seq.

18 See section 1011 of Public Law 111-203, enacted on July 21, 2010.
The CFPB is an executive agency, led by a director appointed by the
President and reliant on Federal funding, that serves the governmental
function of regulating Federal consumer financial laws. Accordingly, it is
included in the Budget.
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Budget Appendix for informational purposes only. The
Federal Reserve Banks are subject to Board oversight and
managed by boards of directors chosen by the Board of
Governors and member banks, which include all national
banks and state banks that choose to become members.
The budgets of the regional Banks are subject to approval
by the Board of Governors and are not included in the
Budget Appendix.

Indirect macroeconomic effects of Federal ac-
tivity.—Government activity has many effects on the
Nation’s economy that extend beyond the amounts re-
corded in the budget. Government expenditures, taxa-
tion, tax expenditures, regulation, and trade policy can
all affect the allocation of resources among private uses
and income distribution among individuals. These effects,
resulting indirectly from Federal activity, are generally
not part of the budget, but the most important of these
are discussed in this volume. For example, the effects of
the American Recovery and Reinvestment Act of 2009
(ARRA), among other things, are discussed in Chapter 2
of this volume, “Economic Assumptions and Interactions
with the Budget.”

Financial Stabilization Activity

Since late 2007, the Federal Reserve System, Executive
Branch agencies, and the GSEs Fannie Mae and Freddie
Mac have been engaged in a variety of activities designed
to stabilize the financial markets and restore economic
growth. The actions taken by the Federal Reserve System!?
are non-budgetary for reasons discussed above in the sec-
tion on “Monetary policy.” However, as also noted above,
Federal Reserve actions may affect the System’s earn-
ings, which ultimately affect governmental receipts. The
placement of Fannie Mae and Freddie Mac into conserva-
torship, discussed above in the section on “Government-
Sponsored Enterprises,” is not treated as affecting their
non-budgetary status, so the GSEs’ transactions with
the public are not included in the 2014 Budget. However,
as with other transactions between non-budgetary enti-
ties and the Government, the transactions of the GSEs

19 The following Federal Reserve liquidity facilities that were created
during the financial market crisis have been allowed to expire: the Asset-
Backed Commercial Paper Money Market Mutual Fund Liquidity Facil-
ity, the Commercial Paper Funding Facility, the Money Market Investor
Funding Facility, the Primary Dealer Credit Facility, the Term Auction
Facility, and the Term Securities Lending Facility. The Federal Reserve
Bank of New York continues to lend under the Term Asset-Backed Secu-
rities Loan Facility, a program administered jointly with Treasury.

with the Government, including all cash payments from
Treasury to the GSEs, are included in the 2014 Budget.

Executive Branch activities in support of financial
market stabilization include actions taken by Treasury,
the Federal Deposit Insurance Corporation (FDIC), the
National Credit Union Administration (NCUA), and the
FHFA. Treasury activities included three credit market
programs—the Public-Private Investment Partnership
program, the Term Asset-Backed Securities Loan Facility
(administered jointly with the Federal Reserve), and the
Small Business Administration 7(a) Securities Purchase
Program. In addition, Treasury activities include three
housing programs—the Making Home Affordable
Program, the Hardest Hit Fund, and the FHA Short-
Refinance Program. Treasury activities also include the
Capital Purchase Program, the Small Business Lending
Fund, the Asset Guarantee Program (administered jointly
with the Federal Reserve and the FDIC), the Automotive
Industry Financing Program, and an investment in
American International Group.?° Actions by the FDIC in-
clude the Temporary Liquidity Guarantee Program and
actions by the NCUA include the Temporary Corporate
Credit Union Liquidity Guarantee Program. Actions by
the FHFA include the placement of the GSEs into conser-
vatorship in 2008 and the subsequent and ongoing man-
agement of the GSEs. Chapter 3 of this volume, “Financial
Stabilization Efforts and Their Budgetary Effects,” dis-
cusses all Government efforts to stabilize the financial
markets and restore economic growth.

As distinct from the activities of the Federal Reserve
and the GSEs, the activities of Treasury, the FDIC, and
the NCUA are budgetary. The total budget impact of all
of the credit market stabilization efforts undertaken by
Treasury, other Executive Branch agencies, the GSEs,
and the Federal Reserve may not be known with certainty
for several years. Nevertheless, actual and estimated out-
lays and receipts are included in the 2014 Budget. In ad-
dition, the actual and estimated impacts of credit market
stabilization efforts on the Federal debt held by the public
are included in the 2014 Budget.

20 Treasury has completed its work on two programs—the Targeted
Investment Program and the Community Development Capital Initia-
tive. In addition, Treasury is in the process of selling off the mortgage-
backed securities it purchased from the GSEs.
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Since taking office, the Administration has sought to
present budget figures that accurately reflect the present
and future course of the Nation’s finances, and to make
improvements in budget process and enforcement. An
honest and transparent accounting of the Nation’s financ-
es is critical to making decisions about key fiscal policies,
and effective budget enforcement mechanisms are neces-
sary to promote budget discipline.

This chapter begins with a description of three broad
categories of budget reform. First, the chapter discusses
proposals to improve budgeting and fiscal sustainabil-
ity with respect to individual programs as well as across
Government. These proposals include: legislation that
provides for more than $1.2 trillion in savings (the tar-
get for the Joint Select Committee on Deficit Reduction),
repeals the Joint Committee reductions, and restores
amounts that were reduced by the 2013 order; various
initiatives to reduce improper payments; funding re-
quested for disaster relief; reforms to reduce the Federal
Government’s real property inventory; limits on advance
appropriations; structural reforms for surface transpor-
tation programs; maximum Pell Grant award funding;
Postal Service reforms; changes to the budgetary treat-
ment of the International Monetary Fund quota; and
fast-track procedures for the Congress to consider certain
rescission requests. Second, the chapter describes the
system of scoring under the Statutory Pay-As-You-Go Act

of legislation affecting receipts and mandatory spending,
and it summarizes the Administration’s commitment to
applying a PAYGO requirement to administrative actions
affecting mandatory spending. Finally, the chapter pres-
ents proposals to revise the budget baseline and to im-
prove budget presentation, for example, by including an
allowance for the costs of potential future natural disas-
ters and by projecting the costs of certain major tax and
spending policies currently in effect, even though those
policies are scheduled to expire within the budget win-
dow. This revised baseline better captures the likely fu-
ture costs of operating the Federal Government. This sec-
tion also discusses the use of debt net of financial assets,
instead of debt held by the public, as a better measure of
the Government’s demand on private credit markets.

Taken together, these reforms generate a Budget that
is more transparent, comprehensive, accurate, and real-
istic, and is thus a better guidepost for citizens and their
representatives in making decisions about the key fiscal
policy issues that face the Nation.!

1 This chapter typically contains a report which fulfills the require-
ment under section 254 of the Balanced Budget and Emergency Deficit
Control Act of 1985 (BBEDCA), as amended, for OMB to issue a seques-
tration preview report for each fiscal year. The OMB Sequestration Pre-
view Report for FY 2014 will be made available on the OMB website.

I. BUDGET REFORM PROPOSALS

Joint Committee Enforcement

In August 2011, as part of the Budget Control Act
(BCA), bipartisan majorities in both the House and
Senate voted for automatic reductions as a mechanism
to compel the Congress to enact legislation to reduce the
Federal deficit by at least $1.2 trillion over the period of
fiscal years 2012 through 2021. On multiple occasions,
the President has presented comprehensive plans to
cut the deficit through a mix of spending cuts and rev-
enue proposals. However, despite repeated urging by the
President to enact balanced deficit reduction legislation to
achieve the full savings and cancel sequestration, during
the ensuing year and a half the Congress has enacted just
$24 billion of savings toward this goal. The Congress’s
failure to achieve the full savings resulted in a sequestra-
tion of $85 billion for fiscal year 2013 beginning on March
1,2013. Damaging annual reductions of $109 billion will
be required for each of fiscal years 2014 through 2021,
unless the Congress enacts balanced deficit reduction leg-
islation that replaces and repeals the Joint Committee
reductions. As required by the BCA, the reductions for

each year, beginning in fiscal year 2014, are triggered by
the transmittal of the President’s Budget. The reductions
to discretionary spending for fiscal years 2014 through
2021 are to be implemented by reducing the discretionary
caps established in the BCA, while the reductions to man-
datory programs are to be implemented by a sequestra-
tion of non-exempt mandatory budgetary resources. The
reductions required for 2014 are discussed in the OMB
Sequestration Preview Report for FY 2014, which will be
made available on the OMB website.

The President has warned repeatedly that these reduc-
tions will be harmful to national security, domestic in-
vestments, and core Government functions. He has been
clear that he is willing to make tough choices to reach an
agreement on further deficit reduction. The 2014 Budget
includes balanced and responsible deficit reduction pro-
posals that, in total, exceed the $1.2 trillion deficit reduc-
tion target. The President will work with the Congress to
enact deficit reduction sufficient to replace and repeal the
Joint Committee reductions required by the BCA in fiscal
years 2013 through 2021.

147
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Program Integrity Funding

Critical programs such as Social Security, Medicare,
and Medicaid, should be run efficiently and effectively.
Still, the Government made an estimated $108 billion in
improper payments last year. Although this amount re-
flects an improvement in both the payment error amount
and the payment error rate, this level of error is unafford-
able and unacceptable. Therefore, the Administration,
proposes to make significant investments in activities to
ensure that taxpayer dollars are spent correctly, by ex-
panding oversight activities in the largest benefit pro-
grams and increasing investments in tax compliance and
enforcement activities. In addition, the Administration
supports a number of legislative and administrative re-
forms in order to reduce improper payments and improve
debt collection. Many of these proposals will provide sav-
ings for the Government and taxpayers, and will support
Government-wide efforts to improve the management
and oversight of Federal resources.

The Administration supports efforts to provide Federal
agencies with the necessary resources and incentives to
prevent, reduce, or recover improper payments. With the
enactment of the Improper Payments Elimination and
Recovery Act of 2010 (P. L. 111-204), and the release of
three Presidential directives on improper payments un-
der this Administration, agencies are well positioned to
utilize these new tools and techniques to prevent, reduce,
and recover improper payments. The Administration will
continue to identify areas—in addition to those outlined
in the Budget—where it can work with the Congress to
further improve agency efforts.

Administrative Funding for Program Integrity.—
There is compelling evidence that investments in admin-
istrative resources can significantly decrease the rate of
improper payments and recoup many times their initial
investment. For every $1 spent by the Social Security
Administration (SSA) on a disability review, $9 is saved
in erroneous payments. Similarly, for every additional $1
spent on Health Care Fraud and Abuse Control (HCFAC)
program integrity efforts, CMS actuaries conservatively
estimate approximately $1.50 is saved or averted, and the
Internal Revenue Service (IRS) enforcement activities re-
coup roughly $4 for every $1 spent.

Enacted Adjustments Pursuant to BBEDCA
Converted to Mandatory Funding.—BBEDCA, as
amended, recognized that a multi-year strategy of agen-
cies focusing attention and resources on reducing the rate
of improper payments, commensurate with the large and
growing costs of the programs administered by that agen-
cy, is a laudable goal. To support that goal, BBEDCA, as
amended, provided for adjustments to the discretionary
spending limits for additional funding for specific program
integrity activities at SSA to reduce improper payments
in the Social Security program and in the Medicare and
Medicaid programs. These adjustments are increases in
the discretionary caps on budget authority through 2021
and are made only if appropriations bills increase funding
for the specified program integrity purposes above speci-
fied base levels. This budget mechanism was intended to

ensure that the additional funding did not supplant other
Federal spending on these activities and that such spend-
ing was not diverted to other purposes.

Despite enactment of these multi-year discretionary
cap adjustments, annual appropriations bills have not
provided the full amount of program integrity funding
authorized in BBEDCA, as amended. Tens of billions
of dollars in deficit savings over the next ten years from
curtailing improper payments will not be realized if the
administrative expenses for program integrity envisioned
by BBEDCA, as amended, are not provided in each year.
To ensure these important program integrity investments
are made, the Budget is proposing to repeal the discre-
tionary cap adjustments beginning in 2014 for SSA and
2013 for HCFAC and instead provide a dedicated, depend-
able source of mandatory funding that will ensure SSA,
the Department of Health and Human Services (HHS)
and the Department of Justice (DOJ) have the resources
that they need to conduct necessary program integrity
activities and make certain that the right people receive
the right payment for the right reason at the right time.
Providing mandatory funding to SSA and HCFAC will
also avoid delays in annual appropriations that make it
difficult for the agencies to execute their budget plans and
achieve targeted results in each year.

For 2014, the Budget proposes to continue to provide
the base funding ($273 million for SSA and $311 million
for HHS, and DOJ, respectively) through discretionary
appropriations. After 2014, no discretionary funding is
being proposed for this purpose. In addition, the Budget
proposes an annual reduction to the discretionary spend-
ing limits in section 251(c) of BBEDCA, as amended, be-
ginning in 2015 to offset the cost of shifting the base fund-
ing from discretionary to mandatory. The more stable
mandatory program integrity funding will produce new
net deficit savings of almost $40.1 billion over 11 years.

Social Security Administration Continuing
Disability Reviews and Redeterminations of
Eligibility.—For the Social Security Administration, the
Budget’s proposed $1,227 million in mandatory funding
and $273 million in discretionary base funding will allow
SSA to conduct at least 650,000 Continuing Disability
Reviews (CDRs) and at least 2.6 million Supplemental
Security Income (SSI) redeterminations of eligibility.
CDRs determine whether an individual continues to qual-
ify for Disability Insurance (DI) or SSI. The mandatory
funding provided for the SSA will enable the agency to
work down a backlog of CDRs. As a result of increased
mandatory funding in 2013 through 2023, SSA would re-
coup more than $51.4 billion in gross savings in the DI
and SSI programs, with additional savings after the 11-
year period, according to estimates of SSA’s Office of the
Actuary. Taking into account the $13.7 billion cost of the
increased mandatory funding, this would produce new
net deficit savings of $37.7 billion. These costs and sav-
ings are reflected in Table 13-1. The cost of shifting the
current SSA base funding of $273 million from discretion-
ary to mandatory in 2015 through 2023 is not reflected in
the new net deficit savings because, as noted above, it is
being offset with an annual reduction to the discretionary
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Table 13-1. PROPOSAL TO SHIFT TO MANDATORY FUNDING FOR ENACTED CAP ADJUSTMENTS, INCLUDING MANDATORY SAVINGS
(Outlays in millions of dollars)
2013-2023
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 Total
SSA Program Integrity
Mandatory COStS! ...........umrreviieererieeseeesieeeees oo 266 1,227 1,477| 1527| 1,437 1,352 1,270| 1270/ 1,270| 1270| 1,347 13,713
Mandatory Savings? -76| -559| -2,437| -3,809| -4,417| -4,824| -5760| -6,466| -7,040| -7,890| -8,124 -51,402
NEt SAVINGS .coouveeiceecrieeee s 190 668 -960| -2,282| -2,980| -3,472| -4,490| -5,196| -5770| -6,620| -6,777| 37,689
Health Care Fraud and Abuse Control Program
Mandatory COStS" ...........cmrrreeeerrinnrreeeesssssneeesesiesenns 303 329 361 395 414 434 454 475 496 518 541 4,720
Mandatory SaVINGSS ........rrreeeermnnnereeeesssseneeesesessenns -450|  -496| -546| -599| -628| -659| -690| -722| -755| -789| 824 -7,158
NEt SAVINGS. ..ovvriiriinereserissesss s ssensesesss -147| 167 185 -204] -214] -225| -236| -247| -259| 21 —283 2,438

The cost of shifting the current SSA and HCFAC base funding ($273 million and $311 million, respectively) from discretionary to mandatory is not reflected above in 2015 through
2023 because it is being offset with an annual reduction to the discretionary spending limits in section 251(c) of the Balanced Budget and Emergency Deficit Control Act of 1985
(BBEDCA), as amended.For 2013, for both SSA and HCFAC, the base amounts were enacted in the annual appropriations bill and, for SSA, an additional $485 million was provided
as a discretionary cap adjustment pursuant to section 251(b)(2)(B) of BBEDCA, as amended.For 2014, the Budget continues to request the SSA and HCFAC base funding through
discretionary appropriations. The mandatory savings from the base funding in every year and any enacted discretionary cap adjustment funding continues to be included in the BBEDCA

baseline.

2This is based on SSA’s Office of the Actuary estimates of savings. In the first two years, there is no net savings.This is due to the fact that redeterminations of eligibility can uncover
underpayment errors as well as overpayment errors and corrections for underpayments are realized more quickly than corrections for overpayments.
8 These savings are based on estimates from the HHS Office of the Actuary for return on investment (ROI) from program integrity activities.

spending limits in section 251(c) of BBEDCA, as amended
if the mandatory funding proposal is enacted.

SSA is required by law to conduct CDRs for all benefi-
ciaries who are receiving DI benefits, as well as all chil-
dren under age 18 who are receiving SSI. SSI redeter-
minations are also required by law, but the frequency is
not specified in statute. For 2013, the base amounts, as
well as an additional $485 million discretionary cap ad-
justment pursuant to section 251(b)(2)(B) of BBEDCA, as
amended, were enacted in the annual appropriations bill.
The mandatory savings from the base funding in every
year and any enacted discretionary cap adjustment fund-
ing in 2013 are included in the BBEDCA baseline because
the baseline assumes the likely frequency of program in-
tegrity activities, given the current likely funding levels.
The Budget shows the savings that would result from the
increase in CDRs and redeterminations made possible
by the increased mandatory funding. Although final ap-
propriations action was not yet complete at the time the
Budget went to print, the 2013 appropriations bill had
not fully funded the cap adjustment for 2013 for CDRs
and redeterminations; therefore, the Administration is
proposing to increase mandatory funding for this purpose
by $266 million in 2013. This funding will realize net
savings of $1,941 million, included in the new net defi-
cit savings above, when compared to the current enacted
amount for 2013.

As stated above, the return on investment (ROI) for
CDRs is approximately 9 to 1 in lifetime program savings.
The ROI for redeterminations is approximately 5 to 1.
The savings from one year of program integrity activities
are realized over multiple years because some CDRs find
that beneficiaries have medically improved and are ca-
pable of working, which may mean that they are no longer
eligible to receive DI or SSI benefits. Redeterminations
focus on an individual’s eligibility for the means-tested
SSI program and generally result in a revision of the in-

dividual’s benefit level. However, the schedule of savings
resulting from redeterminations will be different for the
base funding and the increased mandatory funding. This
is because redeterminations of eligibility can uncover un-
derpayment errors as well as overpayment errors. SSI
recipients are more likely to initiate a redetermination of
eligibility if they believe there are underpayments, and
these recipient-initiated redeterminations are included in
the base. The estimated lifetime savings per dollar spent
on CDRs and redeterminations was revised downward
last year due to an interaction with a provision in the
Affordable Care Act (ACA) that allows States to expand
Medicaid coverage beginning January 2014 for individu-
als under age 65 with income less than 133 percent of
poverty. As a result of this provision, many SSI beneficia-
ries, who would otherwise lose Medicaid coverage due to
a CDR or redetermination, would continue to be covered.
In addition, some of these individuals will be eligible for
the Medicaid ACA enhanced Federal matching rate, re-
sulting in higher Federal Medicaid costs.

Health Care Fraud and Abuse Program.—The pro-
posed additional mandatory funding of $329 million (in
addition to the discretionary base funding of $311 mil-
lion) for HCFAC activities in 2014 is designed to reduce
the Medicare improper payment rate, support the Health
Care Fraud Prevention & Enforcement Action Team
(HEAT) initiative, and to reduce Medicaid improper pay-
ment rates. The increased mandatory funding will also al-
low the Centers for Medicare & Medicaid Services (CMS)
to deploy innovative efforts that focus on improving the
analysis and application of data, including state-of-the-
art predictive modeling capabilities, in order to prevent
potentially wasteful, abusive, or fraudulent payments
before they occur. The funding is to be allocated among
CMS, the Health and Human Services Office of Inspector
General, and DOJ. Over 2013 through 2023, as reflected
in Table 13-1, this $4,720 million increase in net HCFAC



150

ANALYTICAL PERSPECTIVES

Table 13-2. PROPROSALS FOR DISCRETIONARY PROGRAM INTEGRITY BASE FUNDING

AND CAP ADJUSTMENTS, INCLUDING

MANDATORY AND RECEIPTS SAVINGS

(Budget authority in millions of dollars)

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023  [2014-2023
Proposed | Proposed | Proposed | Proposed | Proposed | Proposed | Proposed | Proposed |Proposed |Proposed | Total
IRS TAX ENFORCEMENT
Proposed Adjustments Pursuant to the Balanced
Budget and Emergency Deficit Control Act of
1985, as Amended:
Enforcement Base. ........coccueeeenmererneeennneriiseennnes 9,832| 10,179| 10,592| 11,062| 11,526| 11,995 12,459| 12,926| 13,384| 13,859
Cap Adjustments:
BA <ttt 412 738 1,030 1,341 1,662 1,639 1,650 1,712 1,773 1,836 13,793
OUHIAYS ..o 387 718 1,012 1,322 1,643 1,640 1,649 1,708 1,769 1,832| 13,683
Receipt Savings from Discretionary Program
Integrity Base Funding and Cap Adjustments:'
Enforcement Base? .........ccoooevvvvveeesereeseverissnnne -55,000/ -55,000| -55,000{ -55,000| -55,000| -55,000| -55,000{ -55,000| -55,000| -55,000| -550,000
Cap AJIUSIMENT® ...vovvveve i -458|  -1,252 -2,503|  -3,766| -5052| -5955| -6525| -6816] -7,017| -7,158| -46,502
UNEMPLOYMENT INSURANCE IMPROPER PAYMENTS
Proposed Adjustments Pursuant to the Balanced Budget and Emergency Deficit Control Act of 1985, as Amended:
Enforcement Base ..........cooeeeerneeverinerineneneninn. 60 60 60 60 60 60 60 60 60 60
Cap Adjustments:
BA s 20 25 30 35 36 37 38 39 40 41 341
OUHAYS ..ovvvveeeereereeesesereeeseeesse e 20 25 30 35 36 37 38 39 40 41 341
Mandatory Savings from Discretionary Program
Integrity Base Funding and Cap Adjustments:*
Enforcement Base ..........occueeeeeriieeennerineneennes -125 -250 -252 -256 -258 -262 -266 -268 -271 -271 -2,479
Cap AJIUSIMENL. ... -33 -77 -100 -123 -137 -143 -148 -154 -161 -164 -1,240

1 Savings for IRS are revenue increases rather than spending reductions. They are shown as negatives for consistency in presentation.
2 No official estimate for 2014 enforcement revenue has been produced, so this figure is an approximation and included only for illustrative purposes.
8 The Internal Revenue Service (IRS) cap adjustment funds cost increases for existing enforcement initiatives and activities and new initiatives. The IRS enforcement program helps

maintain the more than $2 trillion in taxes paid each year without direct enforcement measur

es. The cost increases will help maintain the base revenue while generating additional

revenue through targeted program investments. The activities and new initiatives funded out of the cap adjustment will yield more than $46.5 billion in savings over ten years. Aside from
direct enforcement revenue, the deterrence impact of these activities suggests the potential for even greater savings.

4 The maximum Ul benefit period is typically 26 weeks unless temporary extended benefit
benefits would save at most a half year of benefits in the absence of extended benefits. The

s programs are in effect. As a result, preventing an ineligible individual from collecting Ul
savings estimates are based on regular Ul benefits and spread over two years, reflecting the

fact that reemployment and eligibility assessments conducted late in the year affect individuals whose benefits would have continued into the subsequent fiscal year. As a result of the
benefit savings, many States will be able to reduce their unemployment taxes. The estimated revenue loss from the enforcement base is $604 million, net of the income tax offset. The

estimated revenue increase from the cap adjustment is $570 million, net of the offset.

mandatory funding will generate approximately $7,158
million in savings to Medicare and Medicaid, for new net
deficit reduction of $2,438 million over the 11-year period,
reflecting prevention and recoupment of improper pay-
ments made to providers, as well as recoveries related to
civil and criminal penalties. The cost of shifting the cur-
rent HCFAC base funding of $311 million from discretion-
ary to mandatory in 2015 through 2023 is not reflected
in the new net deficit savings because, as noted above,
it is being offset with an annual reduction to the discre-
tionary spending limits in section 251(c) of BBEDCA, as
amended. As with CDRs and redeterminations, the base
amounts for 2013 were enacted in the annual appropria-
tions bill. The mandatory savings from that base funding

and the base funding in every year are included in the
BBEDCA baseline. Also, since the 2013 appropriations
bill did not fully fund the base or the cap adjustment for
2013 for HCFAC, the Administration is proposing to in-
crease mandatory funding for this purpose by $303 mil-
lion in 2013. This will save an additional $450 million,
included in the new net deficit savings above, when com-
pared to the current enacted amount for 2013.

Proposed Adjustments to BBEDCA Discretionary
Spending Limits.—The Administration also proposes to
amend BBEDCA to enact adjustments to the discretion-
ary spending limits at the IRS and Treasury’s Tax and
Trade Bureau (TTB) for tax code enforcement and the
Department of Labor (DOL) to reduce improper payments
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Table 13-3. MANDATORY AND RECEIPT SAVINGS FROM OTHER PROGRAM INTEGRITY INITIATIVES

(Receipts and outlays in millions of dollars)

10-year
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 total

Department of Health and Human Services:
Cut Waste, Fraud, and Abuse in Medicare and Medicaid " ... -156 =272 -358 -388 424 -444 -470 -501 -526 -552|  —4,091
Department of Labor:
Implement Unemployment Insurance Integrity .............c...... -10 -40 -43 -44 -40 =37 =35 -33 -33 -31 -346
Implement Unemployment Insurance Integrity (non-PAYGO

1ECEIPE EffEC) .vvvvvveviereeres | | e 1 4 9 12 447 34 28 22 501
Disclose Prisoner Data for Improper Payments ................... -5 -10 -10 -10 -10 -10 -10 -11 -1 -12 -99
Department of the Treasury:
Increase levy authority for payments to Medicare providers

with delinquent tax debt (receipt effect) .........cccovvrriene. -46 -67 -70 -7 -72 -74 -76 -76 =77 -78 -707
Provide authority to contact delinquent debtors via their

CEllPRONES .o -12 -12 -12 -12 -12 -12 -12 -12 -12 -12 -120
Authorize Treasury to locate and recover assets of the

United States and to retain a portion of amounts

collected to pay for the cost of recovery ..........ccoovveenee. -2.5 -2.5 -2.5 -2.5 25 -2.5 -2.5 2.5 -2.5 -2.5 -25
Disclose Prisoner Data for Improper Payments (includes

1ECEIPL BffECE) .vuvviriiciec e -24 -35 -36 =37 -38 -39 -40 -4 -42 -43 -375
Prevent Improper Use of the Death Master File (includes

1eCeipt EffEC) .vvuvvreercei s -65 -131 -132 -135 -138 -137 -137 -140 -143 -145|  -1,303
Social Security Administration:
Windfall Elimination Provision/Government Pension Offset

Enforcement Provision (Non-PAYGO) .........cccccreuniunennnee 18 28 24 -232 -500 -650 -685 -619 -577 -524| -3,717
Disclose Prisoner Data for Improper Payments (non-

PAYGO) .oovereeeeireiieesssesseieessessessssssssssessesssssssanes 15 | ] ] ] ] ] ] | e 15
Total, Mandatory and Receipt Savings .........ouueemurssesnns -288 -542 -639 -928| -1,228| -1,394| -1,021| -1,402| -1,452| -1,378| -10,267

PAYGO SVINGS ....ooverreerrireerieeierieerisesssssesessessssessnens -321 -570 -664 -700 -737 -756 -783 -817 -847 -876| -7,066

NON-PAYGO SaViNGS ....ovverrverrreneiinmrsiesenesssrssenssssessenes 33 28 25 228 491 -638 -238 -585 -605 -502| 3,201

1 Savings estimates may not include all interactions.

in the Unemployment Insurance (UI) program. As shown
in Table 13-2, the proposed adjustments are estimated to
result in more than $48.3 billion in lower spending and
additional tax revenue over the next 10 years, with fur-
ther savings after the 10-year period. Both the base level
of funding and the additional funding that would trigger
cap adjustments are also listed in Table 13-2.

Internal Revenue Service and Treasury’s Tax and
Trade Bureau.—For the IRS and TTB, the base funds
current tax administration activities, including all tax
enforcement and compliance program activities, in the
Enforcement and Operations Support accounts at IRS
and the Salaries and Expenses account at TTB. The
additional $412 million cap adjustment funds new and
continuing investments in expanding and improving the
effectiveness and efficiency of the IRS’s and TTB’s over-
all tax enforcement program. As a result of base tax en-
forcement and compliance activities, the Government will
collect roughly $55 billion in 2014 in direct enforcement
revenue. The IRS estimates that the proposed new 2014
enforcement initiatives will yield an additional $458 mil-
lion in revenue from the work done in 2014. Further, once
the new staff are trained and become fully operational
in 2016, the extra revenue brought in by the work done
in each year will rise to nearly $1.7 billion, or roughly $4
in additional revenue for every $1 in IRS expenses. New
investments are also proposed beyond 2014, with cap ad-

justments in fiscal years 2015 through 2018 that include
about $350 million in new revenue-producing enforce-
ment initiatives each year. The activities and new ini-
tiatives funded out of the cap adjustments through 2023
will generate more than $46 billion in additional revenue
over 10 years and will cost $13.8 billion for an estimated
net savings of $32.7 billion. Notably, the ROI is likely un-
derstated because it only includes amounts received; it
does not reflect the effect enhanced enforcement has on
deterring non-compliance. This indirect deterrence helps
to ensure the continued payment of well over $2 trillion
in taxes paid each year without direct enforcement mea-
sures.

Unemployment Insurance.—The Budget proposes a
series of cap adjustments for the Department of Labor’s
(DOL) Unemployment Insurance (UI) State administra-
tive grants program to reduce Ul improper payments,
a top management challenge identified by GAO and
DOL’s Inspector General. The proposal would expand
what is now a $60 million Reemployment and Eligibility
Assessment (REA) initiative, begun in 2005 to finance in-
person interviews at American Job Centers (also known
as “One-Stop Career Centers”), to assess Ul beneficia-
ries’ need for job finding services and their continued
eligibility for benefits. The current $60 million base ef-
fort, if continued through 2023, would result in a savings
in UI benefit payments of an estimated $2,479 million.
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These benefit savings would allow States to reduce their
UI taxes by over $600 million (net of the income tax off-
set), reducing the burden on employers. The request for
additional funding for in-person reemployment and eli-
gibility assessments of claimants of unemployment com-
pensation builds upon the success of a number of States
in reducing improper payments and speeding reemploy-
ment by using these assessments. Because most unem-
ployment claims are now filed by telephone or online, in-
person assessments conducted in the Centers can help
determine the continued eligibility for benefits and the
adequacy of work search, verify the identity of beneficia-
ries where there is suspicion of possible identity theft,
and provide a referral to reemployment assistance for
those who need additional help. The savings from this
REA initiative are short-term because the maximum UI
benefit period is limited, typically 26 weeks for regular
State Ul programs, although durations are currently
longer in response to the elevated unemployment rate.
The proposed cap adjustments would begin at $20 mil-
lion in 2014 and total $341 million through 2023, provid-
ing total gross outlay savings estimated at $1.240 billion.
These outlay savings from the cap adjustments would
result in some States increasing their Ul taxes, which
would result in an estimated revenue increase of $570
million (net of the income tax offset). Net savings for
the proposal, including the cost of the cap adjustments,
the mandatory outlay savings, and the revenue increase,
totals $1,469 million.

Partnership Fund for Program Integrity
Innovation.—Funded from fiscal year 2010 through
2013, the Partnership Fund has invested over $29 million
in eleven pilot projects, which are estimated to lead to to-
tal savings of up to $200 million or more annually if the
pilots are taken to scale. As evaluations are completed
and results finalized, OMB will work with Federal agen-
cies, States and local governments, and other stakehold-
ers to disseminate lessons learned and apply the tools and
methods tested more broadly across programs and levels
of government.

Pilots that are now evaluating results include:

e The Department of Labor is working with States to
test how access to data from financial institutions
could help to detect overpayments in the Unemploy-
ment Insurance program;

e The Department of the Treasury is partnering with
States to determine how expanding the Treasury
Offset Program (TOP) could help States collect de-
linquent debt that includes Federal dollars; and

e The Centers for Medicare & Medicaid Services and
States are working to better identify provider fraud
and share fraud information through automated
risk assessment tools using integrated data from
State Medicaid programs and the Federal Medicare
program.

Mandatory Program Integrity Initiatives.—Table
13-3 lays out the mandatory and receipt savings from oth-

er program integrity initiatives that are included in the
2014 Budget, beyond the expansion in resources resulting
from the increases in administrative funding discussed
above. These savings total almost $10.3 billion over ten
years. Almost 69 percent of these savings would be scored
as PAYGO offsets because the legislation would authorize
agencies to use new methods to reduce overpayments and
combat fraud. These mandatory proposals to reduce im-
proper payments and ensure agencies recover debt owed
to the Federal Government reflect the importance of these
issues to the Administration. Through these and other
initiatives outlined in the Budget, the Administration
can improve management efforts across the Federal
Government.

Cut Waste, Fraud, and Abuse in Medicare and
Medicaid.—The Budget includes a robust package of
Medicare and Medicaid program integrity proposals to
help prevent fraud and abuse before they occur; detect
fraud and abuse as early as possible; more comprehensive-
ly enforce penalties and other sanctions when fraud and
abuse occur; provide greater flexibility to the Secretary of
Health and Human Services to implement program integ-
rity activities that allow for efficient use of resources and
achieve high returns-on-investment; and promote integ-
rity in Federal-State financing. For example, the Budget
proposes to authorize civil monetary penalties or other
intermediate sanctions for providers who do not update
enrollment records, permit exclusion of individuals af-
filiated with entities sanctioned for fraudulent or other
prohibited action from Federal health care programs, and
affirm Medicaid’s position as a payer of last resort when
another entity is legally liable to pay claims for benefi-
ciaries. Together, the CMS program integrity authority
would save approximately $4.1 billion over 10 years.

Unemployment Insurance Integrity.—The Budget
includes two proposals that would implement improved
integrity in the Unemployment Insurance program and
would result in PAYGO savings of $346 million over ten
years:

e Collection of Past-Due, Legally Enforceable
State Unemployment Compensation Debts.—
The Budget proposes to require States to use the
Treasury Offset Program (TOP) to recover certain
Unemployment Insurance (UI) debts (stemming
from overpayments due to fraud or failure to report
earnings). A number of States already use TOP, and
they have found it an effective debt recovery tool
when other attempts to collect legally enforceable Ul
debts have failed. However, many States have not
yet used this tool. A barrier that some States face is
that their entire Ul information technology system is
administered through contractors, and they are un-
able to participate in TOP if those contractors would
be needed to carry it out. Therefore, this proposal
also amends the Internal Revenue Code to allow
State contractors to receive the needed information
solely for the purposes of carrying out TOP. States
are required to provide due process opportunities for
individuals to challenge the validity of the debt, be-



13. BUDGET PROCESS

153

fore seeking to recover the funds through TOP. This
proposal will help to ensure that all States will par-
ticipate in TOP and recover UI debts.

o Electronic Transmission of Unemployment
Compensation Information.—The Budget pro-
poses to require all State agencies to use a system
designated by the Secretary of Labor to obtain in-
formation from employers relating to Ul claims,
which could be the existing State Information Data
Exchange System (SIDES) or else a successor sys-
tem. The Department of Labor’s SIDES system is
designed to help employers more quickly provide
to States the information necessary to determine
a claimant’s eligibility by providing a secure elec-
tronic data exchange between States and employers
or their third party administrators. SIDES is cur-
rently used by about 35 States. The improvements
in speed and accuracy resulting from use of such a
system will help avoid overpayments or underpay-
ments, and provide for more efficient and effective
administration of the UI program.

Improve Treasury Debt Collection.—The Budget
includes two proposals that would increase collections of
delinquent debt:

o Increase levy authority for payments to Medi-
care providers with delinquent tax debt.—The
Budget proposes a change to the Department of the
Treasury’s debt collection procedures that will in-
crease the amount of delinquent taxes collected from
Medicare providers. Through the Federal Payment
Levy Program, Treasury deducts (levies) a portion
of a Government payment to an individual or busi-
ness in order to collect unpaid taxes. Pursuant to
the Medicare Improvements for Patients and Pro-
viders Act of 2008, Medicare provider and supplier
payments are included in the Federal Payment Levy
Program, whereby Treasury is authorized to contin-
uously levy up to 15 percent of a payment to a Medi-
care provider in order to collect delinquent tax debt.
The Budget proposal will allow Treasury to levy up
to 100 percent of a payment to a Medicare provider
to collect unpaid taxes. This proposal would result
in PAYGO savings of $707 million over ten years.

e Provide authority to contact delinquent debt-
ors via their cell phones.—The Budget proposes
to clarify that the use of automatic dialing systems
and prerecorded voice messages is allowed when
contacting wireless phones in the collection of debt
owed to or granted by the United States. In this
time of fiscal constraint, the Administration believes
that the Federal Government should ensure that
all debt owed to the United States is collected as
quickly and efficiently as possible and this provision
could result in millions of defaulted debt being col-
lected. While protections against abuse and harass-
ment are appropriate, changing technology should
not absolve these citizens from paying back the debt
they owe their fellow citizens. The proposal would

also allow the Federal Communications Commission
to implement rules to protect consumers from being
harassed and contacted unreasonably. This proposal
would result in PAYGO savings of $120 million over
10 years.

e Authorize Treasury to locate and recover assets
of the United States and to retain a portion of
amounts collected to pay for the cost of recov-
ery.—States and other entities hold assets in the
name of the United States or in the name of depart-
ments, agencies and other subdivisions of the Fed-
eral Government. Many agencies are not recovering
these assets due to lack of expertise and funding.
Under current authority, Treasury collects delin-
quent debts owed to the United States and retains
a portion of collections, which is the sole source of
funding for its debt collection operations. While un-
claimed Federal assets are generally not considered
to be delinquent debts, Treasury’s debt collection
operations personnel have the skills and training to
recover these assets. The Budget proposes to autho-
rize Treasury to use its resources to recover assets
of the United States. This proposal would result in
PAYGO savings of $25 million over 10 years.

Reduction of Identity Theft by Reforming the
Death Master File.—The Budget proposes to amend the
Social Security Act to limit access to the “Death Master
File” to prevent this information from being used to file
fraudulent claims for benefits or tax refunds. This pro-
posal provides that the Commissioner of Social Security
may use, or provide for the use of, records of deceased indi-
viduals, subject to such safeguards as the Commissioner
determines are necessary or appropriate to protect the
information from unauthorized use or disclosure, for the
purpose of public health or safety, law enforcement, tax
administration, health oversight, debt collection, pay-
ment certification, disbursement of payments, and for the
prevention, identification or recoupment of improper pay-
ments. This proposal would result in PAYGO savings of
$1.3 billion over ten years.

Social Security Windfall Elimination Provision/
Government Pension Offset Enforcement Provision.—
The Budget re-proposes legislation that would improve
reporting for non-covered pensions by including up to
$70 million for administrative expenses, $50 million of
which would be available to the States, to develop a mech-
anism so that the Social Security Administration could
enforce the offsets for non-covered employment, Windfall
Elimination Provision (WEP), and Government Pension
Offset (GPO). The proposal would require State and lo-
cal governments to provide information on their noncov-
ered pension payments to SSA so that the agency can
apply the WEP and GPO adjustments. Under current
law, the WEP and GPO adjustments are dependent on
self-reported pension data and cannot be independently
verified. This proposal would result in savings in the Old-
Age, Survivors, and Disability Insurance program of more
than $3.7 billion over 10 years, which would be scored as
non-PAYGO savings because the program is off-budget.
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Disclose Prisoner Data for Improper Payments.—
The Budget proposes to increase Federal and State ac-
cess to information contained in the Social Security
Administration’s (SSA’s) Prisoner Update Processing
System (PUPS), which contains Federal, State, and local
prisoner data. The proposal also expands the informa-
tion the prisons are required to report to SSA to include
release dates, making the system more valuable to users.
The PUPS data will help prevent prisoners from illegally
receiving payments, such as unemployment compensa-
tion in the Department of Labor and certain Railroad
Retirement benefits, and identify individuals who are
filing fraudulent tax returns. SSA will transfer PUPS
data to the Department of the Treasury, Bureau of Fiscal
Service on a regular basis, where it will be maintained for
use by other Federal agencies. This proposal would result
in $459 million in net savings over ten years across all of
the affected agencies.

Other Program Integrity Initiatives.— Executive Order
13520 on Reducing Improper Payments and Eliminating
Waste in Federal Programs intensifies agency efforts to
eliminate improper payments (including waste, fraud, and
abuse) in the “high-error” programs (i.e., those programs
with the highest dollar value or majority of improper pay-
ments) administered by the Federal Government. There
are three overarching EO requirements:

1. Increase transparency and public participation;

2. Intensify agency accountability and coordination;
and

3. Use incentives to improve contractor and State and
local efforts in eliminating payment errors.

The EO provisions align with the President’s program
integrity initiatives by (1) ensuring that performance
measures exist to assess (either annually or more fre-
quently) whether these actions are reducing errors; (2)
requiring agencies to submit a remediation plan when
reduction targets for those programs with the high dol-
lar value of improper payments are missed two consecu-
tive years; and (3) initiating studies to recommend incen-
tives for reducing error. Agencies are continuing to make
progress in implementing EO 13520, and agency results
can be found on the Federal Government’s improper pay-
ments dashboard at http:/www.PaymentAccuracy.gov/.

In addition, enactment of the Improper Payments
Elimination and Recovery Act of 2010 and the Improper
Payments Elimination and Recovery Improvement
Act of 2012 (IPERIA) were both important milestones
in the Government’s effort to reduce improper pay-
ments. These statutes provide agencies with new tools
to identify and address improper payments and reinforce
Administration efforts underway, including EO 13520
and the Administration’s Do Not Pay Initiative.

Leveraging Technology to Reduce Improper
Payments.—Under this Administration, the Federal
Government has focused on utilizing technology to address
improper payments. Specifically, when the President took

office, in many cases Federal agencies were either un-
aware of or unable to utilize technology in a manner that
could help prevent and reduce improper payments. In
addition, approximately 31 percent (or $34 billion) of all
payment errors in 2012 were due to the inability to verify
applicant information such as earnings, income, assets, or
work status. This type of information is frequently avail-
able in data sources maintained by Federal agencies and
third parties, but access to these sources is often limited
due to legal, regulatory, or cost impediments.

Recognizing these barriers, the Administration has fo-
cused on enhancing agency use of technology to prevent
improper payments in a number of ways, including the
following activities. First, under EO 13520, work groups
were created to analyze the role that cutting-edge foren-
sic technologies could play in identifying and prevent-
ing fraud and other improper payments, as well as ef-
forts that could be undertaken to improve data sharing
between agencies. Second, the 2012 Budget requested,
and the Consolidated Appropriations Act, 2012 appropri-
ated $10 million to support expansion of the “Do Not Pay”
list—created by a Presidential memorandum issued June
18, 2010—and to add forensic fraud detection capabilities
to the basic “Do Not Pay” portal. Specifically, the funding
will help expand the number of databases and infrastruc-
ture of the “Do Not Pay” list, procure the detection tech-
nology and hire staff to support an operations center to
analyze fraud patterns utilizing public and private-sector
information, and refer potential issues to agency manage-
ment and the relevant agency Inspector General. Third,
to enhance data sharing, the President issued a memo-
randum that directed that a single portal be established
through which agencies could check multiple eligibility
databases before making an award or payment, and in
November 2010, OMB released a memorandum that en-
couraged agencies to share high-value data that can be
used to support important Administration initiatives, in-
cluding preventing improper payments.

When the President signed into law the enacted
Improper Payments and Elimination and Recovery
Improvement Act of 2012 (IPERIA), Public Law 112-248,
he reinforced the Administration’s “Do Not Pay Initiative”
already underway. Spearheaded by the Department of
the Treasury, Do Not Pay now emphasizes Treasury’s on-
line portal that enables Federal Government officials to
access information from multiple data sources through
a central portal. In addition, the Do Not Pay initiative
includes other central portals, such as the Integrated
Acquisition Environment System for Award Management
maintained by the General Services Administration, that
allow agencies to check award and payment informa-
tion against multiple data sources at once. Do Not Pay
will also incorporate other agency initiatives and activi-
ties that best promote program integrity based on pro-
gram authorities, needs, and benefits to the taxpayer. By
June 1, 2013, agencies will be checking all payments and
awards through a Do Not Pay working system as appro-
priate.

The Administration is continuing to pursue opportu-
nities to improve information sharing by developing or
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enhancing policy and guidance and developing legislative
proposals to leverage available information and technol-
ogy in determining benefit eligibility and other opportu-
nities to prevent improper payments. In particular, the
Budget proposes to give the “Do Not Pay” portal (DNP)
access to the National Directory of New Hires (NDNH)
database, which contains information on newly hired em-
ployees. The proposal gives DNP NDNH database access
to perform an eligibility check only for those agencies that
already have NDNH matching authority (IRS, SSA, and
HUD, among others). DNP access to the database will
help to increase the effectiveness of the portal and fur-
ther reduce Government-wide improper payments. In ad-
dition, OMB intends to issue guidance related to IPERIA
implementation in July 2013, as required by the Act.

Social Security Workers’ Compensation
Enforcement Provision.—The Budget reproposes a pro-
posal from the 2012 and 2013 Budgets to improve the col-
lection of data on the receipt of Workers’ Compensation
benefits. Similar to WEP/GPO (see description in the
mandatory program integrity initiatives section above),
this information is self-reported to SSA and is used to
offset benefit amounts in the Social Security Disability
Insurance and Supplemental Security Income programs.
This proposal would develop a process to collect this infor-
mation in a timely manner from States and private insur-
ers to correctly offset Disability Insurance benefits and
reduce SSI payments. The proposal includes $10 million
to help fund States’ implementation costs. While the pro-
posal is expected to generate long-term savings based on
a pilot previously performed by SSA’s Inspector General,
SSA has been unable to develop a savings estimate.

Using Rigorous Evidence to Develop Cost
Estimates.—OMB works with Federal agencies and
CBO to develop PAYGO estimates for mandatory pro-
grams. OMB has issued guidance to agencies for scor-
ing legislation under the statutory Pay-As-You-Go Act
of 2010. This guidance states that agencies must score
the effects of program legislation on other programs if
the programs are linked by statute. (For example, effects
on Medicaid spending that are due to statutory linkages
in eligibility for Supplemental Security Income benefits
must be scored.) In addition, even when programs are
not linked by statute, agencies may score effects on other
programs if those effects are significant and well docu-
mented. Specifically, the guidance states: “Under certain
circumstances, estimates may also include effects in pro-
grams not linked by statute where such effects are sig-
nificant and well documented. For example, such effects
may be estimated where rigorous experimental research
or past program experience has established a high prob-
ability that changes in eligibility or terms of one program
will have significant effects on participation in another
program.”

Rigorous evidence can help policy makers identify poli-
cies that reduce government spending overall. Because
PAYGO accounts for long-term mandatory savings, it
creates an incentive to invest in relatively cost-effective
programs. Discretionary programs can save money too,
but discretionary scoring typically does not capture these

savings. For example, research shows investments in
the Special Supplemental Nutrition Program for Women,
Infants, and Children (WIC) reduce Medicaid costs for the
mother and child. Although the interventions can reduce
Federal costs, the appropriations bills are scored with the
discretionary costs but are not credited with the savings
in mandatory spending. As discussed earlier in this chap-
ter, one exception to this is the program integrity cap ad-
justments, which allow the appropriators to provide mon-
ey above the discretionary caps for activities that have
been shown to generate cost savings. OMB would like
to work with the Congress and CBO to develop options
to provide similar incentives to use rigorous evidence to
reward discretionary program investments in interven-
tions that reduce government spending in other areas. In
addition to promoting better use of limited discretionary
funding, such incentives would also stimulate better data
collection and evaluation about the impacts of Federal
spending.

Disaster Relief Funding

Section 251(b)(2)(D) of BBEDCA, as amended, includes
a provision to adjust the discretionary caps for appropria-
tions that the Congress designates as being for disaster
relief in statute. The law allows for the discretionary cap
to be increased by no more than the average funding pro-
vided for disaster relief over the previous ten years, ex-
cluding the highest and lowest years. The ceiling for each
year’s adjustment (as determined by the ten year aver-
age) is then increased by the unused amount of the prior
year’s ceiling (excluding the portion of the prior year’s
ceiling that was itself due to any unused amount from the
year before). Disaster relief is defined as activities car-
ried out pursuant to a determination under section 102(2)
of the Robert T. Stafford Disaster Relief and Emergency
Assistance Act (42 U.S.C. 5122(2)) for major disasters de-
clared by the President. The request amends BBEDCA to
extend the discretionary cap for disaster funding through
2023.

As required by law, OMB included in its Sequestration
Update Report for FY 2013 a preview estimate of the
2013 adjustment for disaster relief. The ceiling for the
disaster relief adjustment in 2013 was calculated to be
$11,779 million. The Congress has already enacted ap-
propriations in 2013 designated for disaster relief up
to that ceiling in the Federal Emergency Management
Agency’s (FEMA’s) Disaster Relief Fund (DRF). Exactly
$6,400 million was included for the DRF in the regular
appropriations bill for 2013 and $5,379 million was in-
cluded for the DRF in the FY 2013 Disaster Assistance
Supplemental (P.L. 113-2) for Hurricane Sandy response
and recovery. Additional supplemental funding for disas-
ter assistance for Hurricane Sandy was designated as an
emergency requirement pursuant to section 251(b)(2)(A).

OMB must include in its Sequestration Update Report
for FY 2014 a preview estimate of the ceiling on the ad-
justment for disaster relief funding for fiscal year 2014.
This estimate will contain an average funding calculation
that incorporates eight years (2004 through 2011) using
the definition of disaster relief from OMB’s September 1,
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2011 report and two years using the funding the Congress
designated in 2012 and 2013 for disaster relief pursuant
to BBEDCA, as amended, excluding the highest and low-
est years.

At this time, the Administration is requesting $5,785
million in funding in two accounts to be designated for
disaster relief by the Congress: more than $5.6 billion in
FEMA’s DRF to cover the costs of Presidentially-declared
major disasters, including identified costs for previously
declared catastrophic events (defined by FEMA as events
with expected costs that total more than $500 million) and
the predictable annual cost of non-catastrophic events ex-
pected to obligate in 2014, and almost $159 million in the
Small Business Administration’s Disaster Loans Program
Account for administrative expenses. For these two pro-
grams, the Budget requests funding for both known needs
based on expected costs of prior declared disasters and
the typical average expenditures in these programs. This
is consistent with past practice of requesting and fund-
ing these as part of regular appropriations bills. For the
DREF, the request does not include additional funding for
Hurricane Sandy, because the funding tail could not yet
be determined at the time of allocation. If necessary, addi-
tional funding will be requested in the 2015 Budget. Also
consistent with past practice, the 2014 request level does
not seek to pre-fund anticipated needs in other programs
arising out of disasters that have yet to occur, nor does
the Budget seek funding for potential catastrophic needs.
As additional information about the need to fund prior or
future disasters becomes available, additional requests,
in the form of either 2013 supplemental appropriations
(designated as emergency funding pursuant to BBEDCA,
as amended) or budget amendments to the Budget, may
be transmitted.

Under the principles outlined above, since the
Administration does not have the adequate information
about known or estimated needs that is necessary to state
the total amount that will be requested in future years
to be designated by the Congress for disaster relief, the
Budget does not explicitly request to use the BBEDCA
disaster designation in any year after the budget year.
Instead, a placeholder for disaster relief is included in
both the budget year, to capture unanticipated disasters,
and in each of the outyears. See the discussion of this
placeholder allowance later in this chapter in Section
III (Improved Definition of Baseline) under the heading
titled “Adjustments for Emergency and Disaster Costs”.

Civilian Property Realignment

The Federal Government owns and leases over 1.1 mil-
lion individual properties. Within this large inventory
are significant opportunities to be more efficient, reduce
holdings, and save money. There are hundreds of under-
performing properties that could be consolidated or sold,
thereby eliminating ongoing Federal maintenance costs
and reducing substantial energy consumption. However,
progress is often blocked for different reasons: the vari-
ety of stakeholders; the numerous government processes
that extend the timeline for disposing a property; and the
financial disincentives for agencies to dispose of property,

where they have no ability to recoup the significant up-
front cost of preparing properties for sale.

This proposal would create an independent Civilian
Property Realignment Board of private and public sector
leaders to overcome the obstacles to reducing the Federal
real estate inventory through sales and consolidations.
The Board would forward to the Congress bundled rec-
ommendations of properties or actions to better align the
Federal Government’s real property inventory with our
core missions and programs. The Board would have to
submit bundled recommendations to the Congress to sell
unneeded high-value assets and consolidate other assets
in the real estate inventory. Unless the Congress disap-
proves the package as a whole, the Board’s recommenda-
tions would become effective.

Under the proposal, agencies would use streamlined
authorities to dispose of property. The Board would uti-
lize a revolving fund, supported by a portion of real estate
sales, to assist agencies in implementing further consoli-
dations and sales to further reduce operating costs. In
creating its recommendations, the Board would have to
balance a variety of factors, including economic develop-
ment opportunities, community interests, and homeless-
ness assistance, to direct properties toward their highest
and best use. The Board’s actions would result in reduced
operating costs and at least $2 billion in net proceeds di-
rected to the Treasury General Fund for deficit reduction.

Limit on Discretionary Advance Appropriations

An advance appropriation first becomes available for
obligation one or more fiscal years beyond the year for
which the appropriations act is passed. Budget author-
ity is recorded in the year the funds become available for
obligation, not in the year the appropriation is enacted.

There are legitimate policy reasons to use advance ap-
propriations to fund programs. For example, funding for
the Corporation for Public Broadcasting is customarily
appropriated two years in advance. This gives the ben-
eficiaries of this funding time to plan their broadcasting
budgets before the broadcast season starts.

However, advance appropriations can also be used in
situations that lack a programmatic justification, as a
gimmick to make room for expanded funding within the
discretionary spending limits on budget authority for a
given year under BBEDCA, as amended. For example,
some education grants are forward funded (available be-
ginning July 1 of the fiscal year) to provide certainty of
funding for an entire school year, since school years strad-
dle Federal fiscal years. This funding is recorded in the
budget year because the funding is first legally available
in that fiscal year. However, more than $22.6 billion of
this funding is advance appropriated (available beginning
three months later, on October 1) rather than forward
funded. Prior Congresses increased advance appropria-
tions and decreased the amounts of forward funding as a
gimmick to free up room in the budget year without affect-
ing the total amount available for a coming school year.
This gimmick works because the advance appropriation
is not recorded in the budget year but rather the following
fiscal year. But it works only in the year in which funds
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are switched from forward funding to advance appropria-
tions; that is, it works only in years in which the amounts
of advance appropriations for such “straddle” programs
are increased.

To curtail this gimmick, which allows over-budget fund-
ing in the budget year and exerts pressure for increased
funding in future years by committing up-front a portion
of the total budget authority limits under the discretion-
ary caps in BBEDCA, as amended, in those years, con-
gressional budget resolutions since the 2001 resolution
have set limits on the amount of advance appropriations.
When the congressional limit equals the amount that had
been advance appropriated in the most recent appropria-
tions bill, there is no additional room to switch forward
funding to advance appropriations, and so no room for
this particular gimmick to operate in that year’s budget.

The Budget includes $28,840 million in advance appro-
priations for 2015 and freezes them at this level in sub-
sequent years. (One exception is the elimination of 2016
through 2023 advances for the Department of Labor’s dis-
located worker program, because the Budget proposes a
new Universal Displaced Worker program that would re-
place it.) In this way, the Budget does not employ this po-
tential gimmick. Moreover, the Administration supports
limiting advance appropriations to the proposed level
through the congressional budget resolution for 2014,
similar to the limits included as section 402 and 424 of S.
Con. Res. 13, the concurrent resolution on the budget for
2010. Those limits applied only to the accounts explicitly
specified in the joint explanatory statement of managers
accompanying the budget resolution.

In order to account for the Administration’s Elementary
and Secondary Education Act reauthorization proposal,
the Budget eliminates the $1,681 million advance appro-
priation that was previously in the School Improvement
account (renamed the Education Improvement account)
and replaces it with corresponding increases to ad-
vance appropriations in the accounts for Education for
the Disadvantaged ($841 million, renamed Accelerating
Achievement and Ensuring Equity) and Special Education
($841 million). Total advance appropriations for 2014
in the Department of Education remain unchanged at
$22,597 million.

In addition, the Administration would allow advance ap-
propriations for the Corporation for Public Broadcasting,
which is typically enacted two years in advance, and for
Veterans Medical Care, as is required by the Veterans
Health Care Budget Reform and Transparency Act (P.L.
111-81). The advance appropriations funding level for
the veterans medical care accounts (comprising Medical
Services, Medical Support and Compliance, and Medical
Facilities) is largely determined by the Enrollee Health
Care Projection Model of the Department of Veterans
Affairs. This model covers more than 85 percent of the
total medical care funding requirement. The remain-
ing funding requirement is estimated based on other
models and assumptions for services such as readjust-
ment counseling and initiatives. To aid the Government
Accountability Office in meeting a requirement contained
in P.L.. 111-81 to develop a report on the adequacy of the

Administration’s advance appropriations request within
120 days of the release of the President’s Budget, the
Department of Veterans Affairs has included detailed
information in its Congressional Budget Justifications
about the overall 2015 VA medical care funding require-
ment.

Another advance appropriation that the Administration
is proposing to be considered outside of the limit on ad-
vance appropriations is for full funding of construction
of Virginia class submarines in the Shipbuilding and
Conversion, Navy account at the Department of Defense
(DOD). The use of advance appropriations will allow
the Navy to procure a tenth submarine as part of the FY
2014 Block IV multiyear procurement contract, thereby
maintaining the health of the industrial base. Moreover,
advance appropriations will help ensure transparency
of costs and full funding. A regular appropriation is re-
quested for the Virginia class submarines in 2014 and an
advance appropriation is requested for 2015.

For a detailed table of accounts that have received dis-
cretionary and mandatory advance appropriations since
2012 or for which the Budget requests advance appropria-
tions for 2015 and beyond, please refer to the Advance
Appropriations chapter in the Appendix.

Budgetary Treatment of Surface
Transportation Infrastructure Funding

Overview.—Currently, surface transportation pro-
grams financed from the Highway Trust Fund (HTF) are
treated as hybrids: contract authority is classified as
mandatory, while outlays are classified as discretionary.
Broadly speaking, this framework evolved as a mecha-
nism to ensure that collections into the HTF (e.g., mo-
tor fuel taxes) were used to pay only for programs that
benefit surface transportation users, and that funding for
those programs would generally be commensurate with
collections. However, HTF collections are no longer ad-
equate to support current law spending levels.

The National Commission on Fiscal Responsibility and
Reform (the “Fiscal Commission”) recommended chang-
ing the scorekeeping treatment of surface transportation
programs to close loopholes in the present system:

This hybrid treatment results in less accountabil-
ity and discipline for transportation spending and
allows for budget gimmicks to circumvent budget
limits to increase spending. The Commission plan
reclassifies spending from the Transportation
Trust Fund to make both contract authority and
outlays mandatory.

Specifically, rather than skirting the two mechanisms
intended to control spending, caps on discretionary bud-
get authority and PAYGO, the Fiscal Commission’s rec-
ommendation would establish surface transportation pro-
grams as subject to PAYGO.

The Administration’s 2012 and 2013 Budgets included
structural reforms to surface transportation programs
that mirror the recommendation of the Fiscal Commission.
These reforms were put in place to help ensure that the
President and the Congress would work together to en-
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sure the next surface transportation authorization did
not increase the deficit.

On July 6, 2012 the President signed the Moving
Ahead for Progress in the 215t Century (MAP-21), the
first multiyear reauthorization since the expiration of
the Safe, Accountable, Flexible, Efficient Transportation
Equity Act: A Legacy for Users (SAFETEA-LU) in 2009.
MAP-21 authorizes highway, highway safety, and transit
programs through fiscal year 2014, at baseline funding
levels. While MAP-21 included a number of programmat-
ic reforms sought by the Administration, the Act did not
alter the current hybrid budgetary treatment. However,
MAP-21 did offset the $18.8 billion in transfers from the
General Fund to the Highway Trust Fund with various
revenue provisions. This was the first time that trans-
fers to the Highway Trust Fund were offset, which the
Administration believes is a step in the right direction for
fiscal discipline.

The Administration continues to believe that imple-
menting structural reforms to the budgetary treatment
of surface transportation programs is the right policy, and
will continue to promote such changes as the Congress
begins developing the next authorization bill. However,
MAP-21 did not include such reforms, and as the surface
transportation reauthorization covers fiscal year 2014,
the Appendix does not include the previously proposed
formal reclassification of the spending for MAP-21 pro-
grams for the budget year.

While the Administration believes MAP-21 provided
needed certainty for grantees and made important pro-
grammatic reforms, the act did not provide necessary
additional investments to ensure the Nation’s infrastruc-
ture is in a state of good repair. The Administration con-
tinues to champion additional spending above current
service levels, and, the Budget includes a reauthorization
reserve of $88 billion over six years (2015-2020) to provide
for these critical investments. Consistent with previous
reclassification proposals, these funds are shown as man-
datory budget authority and mandatory outlays, consis-
tent with the previous reclassification proposals.

Additionally, MAP-21 did not include a rail title, and the
current rail authorization (the Passenger Rail Investment
and Improvement Act of 2008) expires at the conclusion
of 2013. Therefore, the Budget includes a five-year, $40
billion rail authorization. Similar to the last two budgets,
this proposal is being requested under the Trust Fund
umbrella: the HTF is renamed the Transportation Trust
Fund (TTF), and a new rail account is created. Under
this proposal, intercity passenger (including Amtrak) and
freight rail activities would be financed with mandatory
contract authority and associated mandatory outlays.
This is consistent with the reclassification for traditional
HTF programs that the Administration has sought for the
past two years.

This unified scoring framework for the rail proposal
does not radically alter traditional roles and jurisdictional
relationships as they are conceived of under current law
and scorekeeping practice for traditional HTF programs.
Authorizing committees would be scored with the full cost
of contract authority and outlays associated with their

proposal; discretionary outlays would no longer be a cen-
tral feature of the scorekeeping system. However, under
the proposal, the Appropriations Committees would con-
tinue to set obligation limitations that are legally binding.
In addition, the Appropriations Committees would liqui-
date contract authority. As under current law, multi-year
authorizing bills would set initial expectations for spend-
ing. The new scorekeeping regime would recognize that
fact by fully reflecting the cost of that legislation in terms
of both budget authority and outlays.

The Budget uses savings from ramping down overseas
military operations to offset both the cost of the rail bill
and the out-year reauthorization reserve beyond what the
current funding mechanism can cover. Beyond the next
reauthorization windows for both proposals, the Budget
assumes that spending returns to baseline levels gener-
ated based on what was estimated in 2013. This reflects
the assumption that while the Administration has identi-
fied a “pay for” that will support the next reauthorization,
those savings will not be available forever. Policy-makers
will need to work together to develop other fiscally re-
sponsible solutions beyond the six-year reauthorization
period. As a matter of policy, the Administration believes
that the proceeds from existing Highway Trust Fund ex-
cise taxes should be dedicated solely to the highway and
transit accounts; no existing excise taxes would be divert-
ed to rail. Rather, under the Administration’s proposal,
savings from ramping down overseas military operations
would offset General Fund transfers to eliminate the
projected shortfall in the Highway and Mass Transit ac-
counts under baseline and cover the proposed spending
out of the new rail account. Finally, the overseas military
operations savings would cover the full ten-year cost of
the out-year reauthorization reserve that begins in 2015.

Account-by-Account Budgetary Treatment.—For
those trust fund accounts authorized under MAP-21, the
Budget reflects the current hybrid budgetary framework
of mandatory contract authority and discretionary out-
lays, derived from annual obligation limitations.

Beginning in 2015, the Budget includes a surface
transportation reauthorization reserve totaling $88 bil-
lion in mandatory resources. This funding represents
the additional investments the Administration supports
above baseline for highway, highway safety, and transit
programs, and which the Administration plans to work
with the Congress to secure during the next reauthoriza-
tion.

For intercity passenger and freight rail activities, the
Budget proposes $40 billion over five years, financed
with contract authority.  Consistent with previous
Administration proposals, outlays flowing from that con-
tract authority—which is already mandatory—will be
treated as mandatory. As is the case for all other pro-
grams, this aligns outlays with budget authority. By plac-
ing outlays on the PAYGO scorecard, it gives real scor-
ing effect to funding increases for the rail proposal. The
Budget proposes that the reauthorization contain annual
obligation limits at the same level as the contract author-
ity, and also that annual appropriations bills include ob-
ligation limits at those levels. The obligation limits en-
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acted by the appropriators enable the Administration and
the Congress to review policies and resource levels on an
annual basis, but under a framework that will continue
to give external stakeholders a high level of certainty re-
garding the multi-year resource trajectory for highways,
transit, passenger rail, and multimodal activities.

The Budget modifies individual accounts to con-
form to the proposed budgetary treatment in all years.
Specifically:

e For the two Federal Railroad Administration ac-
counts that are presently classified as generating
discretionary budget authority and outlays, but that
the Administration proposes to incorporate into the
TTF (Operating Subsidy Grants to the National
Railroad Passenger Corporation and the Capital and
Debt Service Grants to the National Railroad Pas-
senger Corporation), the Budget includes separate
schedules that:

— Show baseline budget authority and outlays as
discretionary, consistent with current classifica-
tions.

— Reclassify baseline budget authority and outlays
as mandatory in all years, including 2012 and
2013, for comparability purposes (i.e., to enable a
comparison of funding levels across years in an
account).

— Show adjustments (subject to PAYGO) to the re-
classified mandatory amounts so that the pro-
posal properly accounts for requested program
growth in the new trust fund accounts.

e For proposed new Federal Railroad Administra-
tion accounts supported by the TTF (Rail Service
Improvement Program, Current Passenger Rail
Service, and Railroad Research, Development, and
Technology), the Budget includes a schedule that in-
cludes new mandatory contract authority and out-
lays requested to support those programs.

Amounts in these accounts total $1.4 billion in discre-
tionary budget authority for 2013. The baseline levels for
these amounts are what constitute the discretionary cap
adjustment as noted in the OMB Sequestration Preview
Report for FY 2014 available on the OMB website. Note
that activities under the two existing Amtrak accounts
are requested as part of the new accounts of the Rail
Account of the TTF. Therefore, the PAYGO impact of the
Administration’s reauthorization proposal must be calcu-
lated at the aggregate level rather than the individual ac-
count level (i.e., the change between the reclassified base-
line amounts in the existing General Fund accounts and
the proposed levels in the successor account).

Outyear Assumptions.—Beyond the reauthorization
reserve windows for these proposals, the Budget assumes
that contract authority will return to baseline levels. While
the Administration has identified savings to offset the pres-
ently-pending reauthorization proposals, policy-makers will
need to develop alternative fiscally responsible solutions be-
yond the periods of the reauthorization proposals.

Transportation Trust Fund Mechanics.—As dis-
cussed earlier, the Budget proposes a successor to the
Highway Trust Fund, the Transportation Trust Fund,
containing three accounts:

e The Highway Account continues to finance the high-
way and highway safety activities currently in the
Highway Trust Fund.

e The Mass Transit Account continues to finance the
transit activities currently in the Highway Trust
Fund.

e The Rail Account focuses on developing high-speed
rail and also subsumes activities currently financed
from the General Fund: Capital Assistance for High-
Speed Rail Corridors; Capital and Debt service
grants to AMTRAK; and Operating Grants to AM-
TRAK.

The goal of a broader Trust Fund is to allow policy-mak-
ers to review surface transportation policy and spending
in a more comprehensive way.

Offsets.—The President is committed to working with
the Congress on a bipartisan basis to ensure that funding
increases for surface transportation do not increase the
deficit. The 2014 Budget fully pays for the rail proposal
and the reauthorization of MAP-21 by applying a portion
of the savings from the drawdown of the wars overseas to
cover outlays associated with: 1) new spending associated
with the Administration’s rail proposal and out-year re-
authorization reserve, and 2) shortfalls between revenue
and spending that exist under current law for the same
time period. As discussed above, the Budget proposes to
make surface transportation spending subject to PAYGO
rules, under which PAYGO costs must be offset with cor-
responding PAYGO savings.

Because the Budget retains the Trust Fund concept,
fully-offset transfers from the General Fund to the TTF
are reflected to maintain TTF solvency through the re-
authorization reserve period (through 2020) and to cover
outlays generated from funding increases but projected
to occur beyond the reauthorization period. Offsets from
the drawdown of overseas military operations are only
used to cover the structural deficit for reauthorization of
MAP-21 (through 2020) and all new outlays associated
with the reauthorization proposal for the 10-year window.
Since the Administration’s proposed offset is finite, after
the reauthorization period spending levels drop back to
baseline levels calculated from 2013 and spending again
exceeds revenue.

Pell Grants

The Pell Grant program includes features that make
it unlike other discretionary programs. In recent years,
the program’s costs have risen significantly, though de-
mand has slowed since 2010. This section provides some
background on the unique nature of the Pell Grant pro-
gram and explains how the Budget accommodates these
rising discretionary costs. A later section of this chapter
discusses the treatment of Pell in the adjusted baseline.
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Table 13-4. EFFECT OF STUDENT AID PROPOSALS ON DISCRETIONARY PELL FUNDING NEEDS

(Dollars in Billions)

2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 2022 | 2023 22%12‘(13
Full Funding, Discretionary Pell .............cccccrereneerrrinnens 204| 292| 294| 296 299| 304 307, 314 314| 317
Mandatory Funding Previously Provided .........ccccooovurinenae (0.8)]  coovene| e (1.6) (1.4) (1.4) (1.4) (1.1) (1.1) (1.1)
Discretionary NEed ..........cceereereermrrinersiessisesesessioneens 228| 228 198| 292/ 294| 280/ 285 289/ 292| 299 302 306
Fund Pell at 2014 Full Funding Estimate ............cccoeeeveinne 228 228/ 198 19.8 19.8 19.8 19.8 19.8 19.8 19.8 19.8| 198
Discretionary Funding Gap ... | || e (9.4 (9.6) (8.2) (8.7) 9.1) (9.4)] (10.1)] (10.4)] (10.8)| (85.8)
Fund Pell at 2012 Enacted Level ..., 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0
Remaining FUNAiNG Gap .........ccevvrvmreerieirerneieeierienienns 3.0 (6.4) (6.6) (5.2) (5.6) (6.1) (6.4) (7.1) (7.4) (7.8)] (55.5)
Carry Forward 2014 BA Request to Help Fund 2014 .......... (3.0 B30 ] ] ] ] ] ] ]
Remaining Funding Gap ... | || e (3.3) (6.6) (5.2) (5.6) (6.1) (6.4) (7.1) (7.4) (7.8)] (55.5)
Proposed Mandatory Funding in the Budget .........c.cccceeue... 3.3 45 29 3.1 0.9 0.8 1.1 1.1 1.1
Remaining Funding Gap ........ccoccoernminssisinsinscnncnsnncee | || ] e (2.1) (2.3) (2.6) (5.3) (5.6) (6.0) (6.3) (6.6)] (36.8)

Under current law, the Pell program has several no-
table features:

e The Pell program acts like an entitlement program,
such as the Supplemental Nutrition Assistance Pro-
gram or Supplemental Security Income, where the
size of the individual award and the number of eli-
gible applicants together determine the cost in any
given year. Specifically, Pell Grant costs depend on
the maximum award set in statute, the number of el-
igible applicants, and the award for which those ap-
plicants are eligible based on their needs and costs
of attendance. The maximum Pell award for the aca-
demic year 2013-2014 is $5,645, of which $4,860 will
be established in the annual appropriations act and
the remaining $785 is provided automatically by the
College Cost Reduction and Access Act (CCRAA), as
amended.

e The cost of each Pell Grant is funded by discretion-
ary budget authority provided in annual appropria-
tions acts, along with mandatory budget authority
provided not only by the CCRAA, as amended, and
the BCA, but also by amendments to the Higher Ed-
ucation Act of 1965 contained in the 2011 and 2012
appropriations acts. There is no programmatic dif-
ference between the mandatory and discretionary
funding.

e If valid applicants are more numerous than ex-
pected, or if these applicants are eligible for higher
awards, the Pell Grant program will cost more than
the appropriations provided, and vice versa. If the
costs during one academic year are higher than ex-
pected, the Department of Education funds the extra
costs with the subsequent year’s appropriation.?

2 This ability to “borrow” from a subsequent appropriation is unique
to the Pell program. It comes about for two reasons. First, like many
education programs, Pell is “forward-funded”—the budget authority
enacted in the fall of one year is intended for the subsequent academ-

e To prevent deliberate underfunding of Pell costs, in
2006 the congressional and Executive Branch score-
keepers agreed to a special scorekeeping rule for
Pell. Under this rule, the annual appropriations bill
is charged with the full estimated cost of the Pell
Grant program for the budget year, plus or minus
any cumulative shortfalls or surpluses from prior
years. This scorekeeping rule was adopted by the
Congress as §406(b) of the Concurrent Resolution
on the Budget for Fiscal Year 2006 (H. Con. Res. 95,
109th Congress).

Given the nature of the program, it is reasonable to
consider Pell Grants an individual entitlement for pur-
poses of budget analysis and enforcement, and in the
2010 and 2011 Budgets, the Administration requested
that Pell Grants be converted into a mandatory program.
The Congress has chosen to continue treating the portion
funded in annual appropriations acts as discretionary,
counting that budget authority for Pell Grants against
the discretionary spending caps pursuant to section 251
of BBEDCA, as amended, and appropriations allocations
established annually under §302 of the Congressional
Budget Act. The Budget maintains this discretionary
treatment.

The total cost of Pell Grants can fluctuate from year
to year, even with no change in the maximum Pell Grant
award. In addition, since 2009 the program has relied
on temporary mandatory or emergency appropriations

ic year, which begins in the following July. Second, even though the
amount of funding is predicated on the expected cost of Pell during one
academic year, the money is made legally available for the full 24-month
period covering the current fiscal year and the subsequent fiscal year.
This means that, if the funding for an academic year proves inadequate,
the following year’s appropriation will legally be available to cover the
funding shortage for the first academic year. The 2014 appropriation,
for instance, will support the 2014-2015 academic year beginning in July
2014 but will become available in October 2013 and can therefore help
cover any shortages that may arise in funding for the 2013-2014 aca-
demic year.
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to fund the program well above the level that could have
been provided by the regular discretionary appropriation.
In 2015, those extra mandatory funds in large part run
out, and the program faces a significant funding gap (see
Table 13-4).

Administration policy is to fully fund the maximum
award. The Budget provides sufficient resources to ful-
ly fund the 2014-2015 and 2015-2016 award years. The
Budget provides $22.8 billion in discretionary budget au-
thority in 2014, the same level of discretionary budget
authority provided in 2012. Level-funding Pell in 2014
provides $3.0 billion more than is needed to fully fund
the program in the 2014-15 award year, thanks to manda-
tory funding provided in prior legislation. This surplus
budget authority serves as the first step in addressing
the funding cliff in 2015. Cutting the budget authority
in Pell to only the level needed to fund the program in
2014 would have a doubly detrimental impact on the 2015
cliff; it would reduce the budget authority carried forward
from 2014, while simultaneously reducing the discretion-
ary base funding level in the program.

In addition, this Budget makes a down payment to-
ward addressing the long term Pell gap, financed by two
reforms in the student loan programs, discussed in the
Appendix: expanding and reforming the Perkins loan pro-
gram and reducing excessive payments to guaranty agen-
cies that rehabilitate student loans. The total mandatory
budget authority and outlay savings from these reforms
in the student loan programs amount to a $17.9 billion,
10-year reduction. This savings allows $18.8 billion in
budget authority to be appropriated as part of proposed
authorizing legislation, with outlays of $17.9 billion dur-
ing the budget window, toward paying for the discretion-
ary portion of Pell. This is analogous to SAFRA’s one-time
$13.5 billion appropriation for discretionary Pell enacted
in March 2010, which was financed by mandatory savings
in student loan programs. With minimal adjustments
to budget authority, the proposed Pell package could
also be enacted as part of an appropriations act within
Congressional scorekeeping rules, as was done in 2011
and 2012.

These important student aid reforms will provide full
funding of Pell through the 2015-2016 award year. The
Administration continues to believe that, in order to avoid
the risk of deep and unnecessary cuts in the Pell Grant
program in future years, the Congress should act sooner
rather than later to address the Pell funding gap (cur-
rently estimated at $3.3 billion in 2015 if Pell is funded in
2013 and 2014 at the same level of discretionary budget
authority provided in 2012). While recent reductions in
program costs have allowed mandatory budget authority
provided in prior years to stretch further than expected,
that extra budget authority will run out, and the program
will face a permanent, structural shortfall in the near fu-
ture. If the Congress does not act in fiscal year 2014 and
instead waits until fiscal year 2015 to confront a 2015-
2016 Pell Grant funding gap, and if the Congress again
concludes — as it did in the 2012 appropriations process
— that savings from the subsequent fiscal year cannot be
used to cover a current-year problem, then deep reduc-

tions in Pell Grants may be required in 2015. These re-
ductions will be much more severe than the reductions
needed if the Congress tackles the 2015-2016 problem in
fiscal year 2014, using savings from multiple years. In
addition, if the Congress delays, it will not be able to use
savings from student aid reforms that are deferred in
time in order to allow institutions to adjust or to protect
students’ settled expectations. The result could be a deci-
sion not to implement justified program changes, because
they will not yield savings that meet an immediate need
or a decision to impose hardships for students and schools
that could have been avoided by acting sooner. The
Administration is therefore committed to working with
the Congress to achieve two goals: first, enacting in fiscal
year 2014 the changes needed to fully fund Pell through
the 2015-2016 award year; and second, in 2014 or 2015,
taking further steps to ensure the long term stability of
this vital program.

Postal Service Reforms

The Administration proposes reform of the Postal
Service, necessitated by the serious financial condition
of the Postal Service Fund. The policy proposals are
discussed in the Postal Service and Office of Personnel
Management sections of the Appendix.

As a matter of law, the Postal Service is designated as
an off-budget independent establishment of the Executive
Branch. This designation and budgetary treatment was
most recently mandated in 1989, in part to reflect the
policy agreement that the Postal Service should pay for
its own costs through its own revenues and should oper-
ate more like an independent business entity. Statutory
requirements on Postal Service expenses and restrictions
that impede the Postal Service’s ability to adapt to the
ongoing evolution to paperless written communications
have made this goal increasingly difficult to achieve. To
address its current financial and structural challenges,
the Administration proposes specific financial relief and
reform measures to ensure that USPS can continue to op-
erate in the short term and work toward viability in the
long run. The Administration also proposes PAYGO scor-
ing of Postal legislation on a unified budget basis to better
reflect how and when such legislation will affect overall
deficits and debt. That is, for the purposes of entering
amounts on the statutory PAYGO scorecards, the appli-
cable estimates should include both the off-budget and
the on-budget costs and savings produced by the legisla-
tion. This scorekeeping change would be accomplished
by a provision contained within Postal reform legislation.

Budgetary Treatment of IMF Quota

The United States participates in the International
Monetary Fund (IMF) through a quota subscription, de-
nominated in Special Drawing Rights (SDRs). Quotas
are the main metric used by the Fund to assign voting
shares, and to determine countries’ contributions to the
IMF’s general resources and access to IMF financing. The
United States also participates in the New Arrangements
to Borrow (NAB), which is a standing arrangement among
certain IMF members to supplement IMF resources to
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forestall or cope with an impairment of the international
monetary system or to deal with an exceptional situation
that poses a threat to the stability of the system.

Beginning with the establishment of the IMF through
1980, IMF quota increases were treated as an exchange
of monetary assets, similar to purchases of gold and to
U.S. deposits in commercial bank accounts. When the
United States transfers dollars or other reserve assets
to the IMF under the U.S. quota subscription, the United
States receives an equal, offsetting, and interest-bearing
claim on the IMF, which is reflected as an increase in U.S.
international monetary reserves. As a result of a compro-
mise reached in 1980 between the Administration and the
Appropriations Committees, appropriations for IMF in-
creases were recorded as budget authority, reflecting the
appropriations language, but no outlays were recorded,
reflecting the principle that these transactions are mon-
etary exchanges.? The same scoring was applied to the
NAB when it was established in 1998.

This agreement remained in place through 2009, when
the President’s Budget proposed to return to the pre-
1980 practice of recording IMF quota increases solely as
a means of financing. The Congress did not accept the
proposed scoring change. Instead, reflecting a negotiated
agreement between the Administration and the Congress,
the Supplemental Appropriations Act of 2009 (Public Law
111-32) directed that the 2009 appropriation to increase
the U.S. quota in the IMF be scored on a credit reform ba-
sis, per the Federal Credit Reform Act of 1990, as amend-
ed (FCRA), with an additional adjustment to the discount
rate for market risk.

The application of FCRA by operation of law to the
2009 quota appropriation was a significant change in the
budgetary treatment of the U.S. quota to the IMF, and is
not a useful method for measuring cost for both conceptu-
al and technical reasons. In particular, the use of the U.S.
quota by the IMF constitutes an exchange of monetary
assets and does not result in the net budget outlays, while
FCRA is intended for debt obligations. For example, the
U.S. reserve position in the IMF holds U.S. international
monetary reserves that are readily available to meet a
U.S. balance-of-payments financing need. However under
FCRA, these funds are treated as a loan. Further dis-
cussion is included in the Appendix under the heading
“International Monetary Programs” in the Department of
State and Other International Programs chapter.

Even having gone through the worst financial crisis
since the Great Depression, since its inception nearly sev-
enty years ago, the IMF has never defaulted on any U.S.
reserve claims on the IMF. The IMF is also recognized by
its entire membership as the preferred creditor, with the
unique ability to set conditions to assure repayment. U.S.
reserve claims on the IMF are backed by the IMF’s sound
financial management and a balance sheet with reserves
of $15 billion and 90 million ounces of gold worth more
than $140 billion at current market prices.

3 However, the budget records actual remunerations from the IMF
and changes in the exchange rate of the dollar relative to Special Draw-
ing Rights (in which the U.S. quota is denominated) as receipts or out-
lays.

To implement the terms of a 2010 agreement reached
by the G-20 leaders and the IMF membership, the Budget
proposes an increase to the U.S. quota and an equiva-
lent rollback in U.S. participation in the NAB, with no
net change in overall U.S. financial participation in the
IMF. Under the Administration’s proposal, the increases
to the quota and NAB provided in the 2009 Supplemental
Appropriations Act would be restated to reflect the pre-
2009 agreement on budgetary treatment for the IMF, and
the proposed revisions to the quota and NAB would be
scored on that basis. For the reasons discussed above, the
pre-2009 scoring is a better representation of the budget-
ary impact of these transactions.

Expedited Rescission

In order to make it easier to eliminate unnecessary
spending, the Administration requests that the Congress
enact the President’s proposal for expedited rescission,
transmitted May 24, 2010. That legislation would cre-
ate an important tool for reducing unneeded funding. In
short, the bill would provide the President with additional
authority to propose a package of rescissions that would
then receive expedited consideration in the Congress and
a guaranteed up-or-down vote.

The proposal includes several components:

e Scope.—Under this new authority, the President
can propose fast-track consideration of rescissions of
new discretionary and non-entitlement mandatory
spending.* The President is limited to proposing
changes that reduce funding levels and cannot use
this authority to propose other changes in law, in-
cluding new transfer authority, supplemental fund-
ing, or changes in authorizing legislation. The fast-
track process is thus limited only to simple funding
reductions, for which a straight up-or-down vote is
desirable.

o Proposing a rescission package.—After enact-
ment of funding, the President has 45 days during
which the Congress is in session (excluding week-
ends and national holidays) to decide whether to
submit a rescission package using this expedited
procedure. The President is also limited to a single
package of rescissions per bill under this procedure,
and the requested rescissions must be limited to pro-
visions in that bill.5

e Congressional procedure.—A rescission package
submitted under this authority receives fast-track
consideration in the Congress. Debate is limited in
both houses and the package is guaranteed an up-

4 In almost every case, “non-entitlement mandatory funding” exists
where an agency has the authority to spend the proceeds of fees or oth-
er offsetting collections to run the agency. The spending in question
is generally indistinguishable from other funding for administering the
Government that is typically provided through discretionary appropria-
tions.

5 There is one exception to the packaging rule: when a single appro-
priations bill includes funding that is in the jurisdiction of more than
one appropriations subcommittee such as in an omnibus appropriations
bill. In that case, the President may submit up to two packages.
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or-down vote without amendment. The package is
first introduced and considered in the House and, if
approved there, is taken up in the Senate. From the
package’s introduction to its final vote in the Senate,
the process will take no more than 25 days. Note
that, while the Congress cannot amend the package,
the proposal enables the Congress to omit from the
bill any proposed rescission that it believes goes be-
yond the scope allowed.

o Withholding funding.—Following submission
of a rescission request using this expedited proce-
dure, the President may withhold funding for up to
25 days, after which the funding must be released
if the Congress has not approved the request. This
ensures that agencies do not obligate funds before
the Congress has had an opportunity to consider the
rescission package.

In sum, the proposal provides the President with im-
portant, but limited, powers that will allow the President
and the Congress to work together more effectively to
eliminate unnecessary funding. Knowing this procedure
exists may also discourage policymakers from providing
such funding in the first place.

The proposal is crafted in a way that preserves the
constitutional balance of power between the President
and the Congress. In 1996, the Congress granted the
President “line item veto” power over certain spending
and tax bills, allowing the President to use his veto au-
thority to strip out select provisions of legislation while
signing the rest into law. The Supreme Court found this

to violate the Constitutional procedure for presenting a
bill to the President for approval or veto of the entire bill.
The Administration’s proposal is, however, fundamental-
ly different. Under the proposal, the Congress, which is
empowered to set its own rules, changes those rules for
rescission packages proposed by the President—using
well-established fast-track procedures. Most importantly,
rescissions only occur if the Congress affirmatively enacts
them into law. In other words, the proposal does not ex-
pand the Presidential veto authority in any way.

The proposal also preserves the President’s two existing
authorities for proposing rescissions. First, the President
retains the Constitutional authority to recommend legis-
lation such as cancellation packages to be considered un-
der regular order in the Congress. Second, the President
retains the power to recommend rescissions under the
procedure already established under the Impoundment
Control Act of 1974. This existing authority provides more
limited fast-track protections to a Presidential rescission
package than what the Administration has proposed and,
specifically, allows committee and floor amendments and
so does not guarantee a clean up-or-down vote on a pack-
age submitted by the President.

The President’s proposal lifts procedural barriers; how-
ever, the President and the Congress will still have to
make the difficult choices to cut back unnecessary fund-
ing. Furthermore, restoring fiscal sustainability in the
medium and long term will require not only targeting
unnecessary funding in specific programs, which the pro-
posal aids, but also making larger choices about overall
budget priorities and revenue levels.

II. STATUTORY PAYGO

The Statutory Pay-As-You-Go Act of 2010 (PAYGO, or
“the Act”) was enacted on February 12, 2010. The Act
significantly strengthens the rules of budget discipline,
which is a key priority for the Administration.

Drawing upon the version of the law enacted as part
of the 1990 Budget Enforcement Act, the Act requires
that, subject to specific exceptions, all legislation enact-
ed during each session of the Congress changing taxes
or mandatory expenditures and collections not increase
projected deficits. Mandatory spending encompasses any
spending except that controlled by the annual appropria-
tions process.®

PAYGO established 5- and 10-year scorecards to record
the budgetary effects of legislation; these scorecards are
maintained by OMB and are published on the OMB web
site  (http:/ lwww.whitehouse.gov /omb / paygo_default).
PAYGO also established special scorekeeping rules that
affect whether all estimated budgetary effects of PAYGO
bills are entered on the scorecards. Off-budget programs
and provisions designated by the Congress in law as
emergencies are not included. In addition, legislation af-
fecting mandatory revenues or receipts has been enacted

6 Mandatory spending is termed direct spending in the PAYGO Act.
The term mandatory encompasses entitlement programs, e.g., Medicare
and Medicaid, and any funding not controlled by annual appropriations
bills, such as the automatic availability of immigration examination fees
to the Department of Homeland Security.

with provisions that directed that laws be held off of the
PAYGO scorecard. In the most recent Congressional ses-
sion, for example, three significant pieces of legislation
were enacted with such provisions.

Also, if an act uses timing shifts to move costs outside of
the 10-year PAYGO scorecard window or to shift revenues
into the 10-year window, those timing shifts are ignored.

The requirement of budget neutrality is enforced by an
accompanying requirement of automatic across-the-board
cuts in selected mandatory programs if enacted legisla-
tion taken as a whole does not meet that standard. If
the Congress adjourns at the end of a session with net
costs—that is, more costs than savings—in the budget-
year column of either the 5- or 10-year scorecard, OMB
is required to prepare, and the President is required to
issue, a sequestration order implementing across-the-
board cuts to a select group of mandatory programs in an
amount sufficient to offset the net costs on the PAYGO
scorecards.

Exemptions from a PAYGO sequestration order gener-
ally include Social Security; most unemployment benefits;
veterans’ benefits; interest on the debt; Federal retire-
ment; and the low-income entitlements such as Medicaid,
the Supplemental Nutrition Assistance Program (SNAP,
formerly known as food stamps), and Supplemental


http://www.whitehouse.gov/omb/paygo_default

164

ANALYTICAL PERSPECTIVES

Security Income (SSI).” The major remaining mandato-
ry programs, which are subject to sequestration, include
most Medicare payments (limited to a maximum seques-
tration of 4 percent), farm price supports, vocational re-
habilitation basic State grants, mineral leasing payments
to States, the Social Services Block Grant, and many
smaller programs. The list of exempt programs and the
special sequestration rules for certain programs are con-
tained in sections 255 and 256 of BBEDCA, as amended,
and the exemptions and special rules generally apply to
the following sequestrations: the sequestration pursuant
to the PAYGO Act, the sequestration to eliminate excess
spending above discretionary caps specified in section 251
of BBEDCA, as amended, and the sequestration currently
required by the BCA as a result of the failure of the Joint
Committee process.

Even though sequestration is calculated to fully offset
any net costs on the PAYGO scorecard, it historically has
acted as a successful deterrent to enacting legislation
with net costs, and so has not been implemented. During
the 1990s, under the first statutory PAYGO law, the se-
questration rules and exemptions were almost identical
to those in the current Act. The Congress complied with
PAYGO throughout that decade. As a result, no PAYGO
sequestration ever occurred.

7 Although many programs are exempt from sequestration, those pro-
grams are rarely exempt from PAYGO. For example, a bill to increase
veterans’ disability benefits or Medicaid benefits must be offset, even
though a sequestration, if it is required, will not reduce those benefits.

As was the case during 1990s PAYGO, sequestration has
not been required during the three Congressional sessions
since the PAYGO Act reinstated the statutory PAYGO re-
quirement. In each of those sessions, OMB’s end-of-session
PAYGO reports showed net savings in the budget year col-
umn of both the 5- and 10-year scorecards. The reports for
the two most recent Congressional sessions note that four
laws with significant effects on mandatory revenues or re-
ceipts were enacted with provisions that directed that the
laws be held off of the PAYGO scorecard.?

Administrative PAYGO

The Administration continues to review potential ad-
ministrative actions by Executive Branch agencies affect-
ing entitlement programs, as stated in a memorandum
issued on May 23, 2005, by the Director of the Office of
Management and Budget. This effectively establishes a
PAYGO requirement for administrative actions involving
mandatory spending programs. Exceptions to this re-
quirement are only provided in extraordinary or compel-
ling circumstances.?

8 For more information, see OMB’s annual PAYGO reports, available
at www.whitehouse.gov/omb /reports_default.

9 For a review of the application of Administrative PAYGO, see US-
DA’s Application of Administrative PAYGO to Its Mandatory Spending
Programs, GAO, October 31, 2011, GAO-11-921R.

III. IMPROVED BASELINE AND BUDGET PRESENTATION

Improved Definition of Baseline

The Administration suggests changes to the concepts
used in formulating baseline projections to make the re-
sulting product more useful to the public and to policy-
makers: extending certain major expiring tax and man-
datory provisions, using a more meaningful method for
reflecting future disaster costs, and reflecting the cost of
fully funding the Pell Grant program. In addition, as ex-
plained above, the proposal to provide mandatory fund-
ing for a rail authorization proposal involves adjusting
presentations, including baselines, so that corresponding
funding and spending levels will be displayed on a compa-
rable basis. The Administration also makes modifications
to the baseline to reflect the discretionary caps on budget
authority enacted in BBEDCA, as amended, including
the cap adjustments permitted by the Act for Overseas
Contingency Operations (OCO) inflated at the inflation
rates in the baseline, and to reflect the Joint Committee
enforcement procedures.

For years, the baseline used by the Congress has fol-
lowed the definition contained in section 257 of BBEDCA,
as amended. However, the BBEDCA baseline does not ac-
curately reflect a continuation of current policy. In each of
its Budgets, this Administration has built its budget pro-
posals starting from a baseline that adjusts the BBEDCA
baseline to better represent the thrust of current policy in
certain major cases, and recommends that the Congress,

the Congressional Budget Office, and the public use such
a baseline in their own analyses as well. The deficit im-
pacts of the adjustments to the BBEDCA baseline are
summarized in Summary Table S-8 of the Budget. The
adjustments are described below. Further detail about
the adjusted baseline is provided in Chapter 26, “Current
Services Estimates,” in this volume.

While the adjusted baseline provides a more realistic
basis for analyzing budgets, it is not intended to replace
the BBEDCA baseline with respect to mandatory pro-
grams and revenues, either for legal purposes or to al-
ter the application of the Statutory PAYGO Act of 2010.
Specifically, the costs or savings from legislation affecting
mandatory spending or revenues are measured relative
to the BBEDCA baseline for purpose of entries on the
PAYGO scorecards, discussed earlier in the chapter.1?

Adjustments to Reflect Certain Expiring
Provi