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CBO’S BUDGET AND ECONOMIC OUTLOOK:
FISCAL YEARS 2019–2029
TUESDAY, JANUARY 29, 2019

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Washington, DC.
The Committee met, pursuant to notice, at 2:31 p.m., in Room
SD–608, Dirksen Senate Office Building, Hon. Michael B. Enzi,
Chairman of the Committee, presiding.
Present: Senators Enzi, Grassley, Crapo, Toomey, Johnson,
Perdue, Braun, Kennedy, Cramer, Whitehouse, and Kaine.
Staff Present: Elizabeth McDonnell, Republican Staff Director;
and Joshua Smith, Minority Budget Policy Director.
OPENING STATEMENT OF CHAIRMAN ENZI
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Chairman ENZI. The hour of 2:30 has arrived, so good afternoon
and welcome to the first hearing of the Senate Budget Committee
in the 116th Congress. We have some new faces joining the Committee for the first time this afternoon, and while they are not all
here yet because of other Committee meetings, I would like to formally welcome to the Senate Budget Committee the newest members: Senator Braun of Indiana, also Senator Rick Scott of Florida,
and Senator Kevin Cramer of North Dakota. I look forward to their
contributions as we tackle our Nation’s pressing fiscal challenges in
the years ahead.
We begin our work this year by examining the Congressional
Budget Office’s annual update of the budget and economic outlook.
Our witness today, of course, is Dr. Keith Hall, who is the Director
of the CBO and has probably appeared before this Committee more
than any other Director. I would like to welcome him and the members of his team accompanying him. We look forward to your testimony.
In my review of this report, what strikes me most is how few surprises there really are. As has been the case since 2002, the Federal Government spends more than it collects. In fiscal year 2018,
the Federal Government collected more than $3.3 trillion in revenue, but it spent more than $4.1 trillion, which means the Government overspent by $779 billion.
Beginning in 2022, the Federal Government is projected to begin
running deficits of more than $1 trillion each year. Total overspending for the next 10 years will reach more than $11.6 trillion
under this forecast, which assumes no other changes to tax or
spending laws currently on the books. And that is the way that it
(1)
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has to be done. It is an unlikely outcome, but one that CBO is required to project.
As CBO’s report shows, spending over the next 10 years will
grow from $4.4 trillion in 2019 to $7 trillion in 2029. What is causing the spike in spending? CBO tells us that three-quarters of that
$2.6 trillion growth is attributed to Social Security, Medicare, and
interest payments. Just those three things: Social Security, Medicare, and interest payments. While interest costs are tied to debt
accumulation and rising rates, cost growth in Social Security and
Medicare is a matter of demographics and ever growing per beneficiary health care costs. The number of people 65 years or older
is double what it was 50 years ago and is forecast to increase by
a third in the next 10 years. For years, we have known this was
coming, and I welcome CBO’s additional emphasis on this issue in
this year’s report.
According to CBO, between 2019 and 2029, revenues will grow
by about 5 percent per year. This revenue growth will result in receipts to the Government that hover around the 50-year average
and then spike upwards following expiration of certain provisions
of the 2017 tax law. While revenue growth will be strong, it will
be outpaced by non-interest mandatory spending, which will grow
5.5 percent per year, and interest payments will grow 9 percent per
year on average. In just a few short years beyond the current forecast, there is no doubt that 100 percent of revenue—that is every
penny the Government collects—will go towards mandatory spending and interest payments.
Funding for national security, border security, education, and
health research will be fully financed by the Nation’s credit card.
We are becoming a Nation of credit cards. Year after year, CBO’s
data show that our mandatory spending programs that operate on
autopilot continue to grow faster than the revenue that pays for
them can support. For example, over the next 10 years, the Medicare program will spend nearly $5.6 trillion more than the program
collects in payroll taxes and beneficiary premiums. Trillion dollar
deficits are within sight. They are real. It is time for us all to have
an honest conversation as to how we are going to address them. I
believe that most of us agree that when you have $22 trillion in
debt, which is forecast to grow to nearly $34 trillion in 10 years’
time, Congress needs to start putting solutions on the table.
The fact that interest rates are rising only makes the need to act
soon more pressing. Something has to change. Lurching from deal
to deal under the threat of a Government shutdown only leads to
more spending, more deficits, and ultimately more debt.
Congress must implement foundational and structural policy
changes if we are to ever achieve fiscal sustainability. While this
Committee will be focused on leading the way to a better fiscal
path, I also intend to press ahead on the Committee’s ongoing
spending process reform and oversight work. As the Nation and its
leaders continue to grapple with the effects of the longest Government shutdown in American history, it is clear that we need to
work together to improve the process by which our country budgets
and spends money.
Last year, some members of this Committee, along with members
of the House of Representatives, worked to develop solutions to
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America’s broken spending process. I salute their efforts and intend
to build on their work and the previous work of this Committee.
I think we will do a hearing on that. Additionally, I intend to have
this Committee provide continued oversight of Federal spending,
ensuring programs deliver the results they were promised. There
must be accountability for the expenditure of all taxpayers’ dollars.
Whether it be the Department of Defense or the Department of
Health and Human Services, all spending should be reviewed. As
we kick off a new Congress, I welcome and I long for the constructive input of my fellow Committee members regarding areas ripe
for oversight. There is no more appropriate topic for this Committee’s first hearing than receiving an update on the Nation’s budget
and economic outlook.
Dr. Hall, thank you for joining us today. I look forward to hearing from you today and working with my colleagues on this Committee to strengthen our economy, to reduce overspending, and to
put our Nation on a more sustainable fiscal path.
At this point we would usually hear from somebody on the Ranking Member’s side. If they show up and wish to make a statement,
we will interrupt for that.
Our witness this afternoon, as I mentioned, is Dr. Keith Hall,
who is the Director of the Congressional Budget Office. We appreciate your work and look forward to receiving your testimony.
For the information of colleagues, Dr. Hall will take up to 7 minutes for his opening statement, followed by questions. And we have
a specific order for the questions, which I will go over as soon as
he finishes.
Dr. Hall.
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STATEMENT OF THE HONORABLE KEITH HALL, PH.D.,
DIRECTOR, CONGRESSIONAL BUDGET OFFICE

Mr. HALL. Thank you. Chairman Enzi, Ranking Member Sanders, and members of the Committee, thank you for inviting me to
testify about the Congressional Budget Office’s most recent analysis of the outlook for the budget and the economy, which we released yesterday.
I would like to draw your attention to important information in
that report about the amount of debt that the Federal Government
will incur if we continue on the current budgetary path. I am going
to focus on four questions.
First, how large does CBO project that debt will become?
Second, why is debt projected to become so large?
Third, what would happen if the economy grew more quickly?
Fourth, what are the consequences of high and rising debt?
The first question: What does CBO project? Federal debt is already large, and budget deficits over the next decade and beyond
are projected to keep pushing it up in relation to the size of the
economy. Eventually, debt as a share of economic output would
reach its highest level in our Nation’s history. Let me highlight a
few key numbers.
At the end of last year, the amount of debt held by the public
was equal to 78 percent of gross domestic product. In CBO’s projections, debt equals 93 percent of GDP by 2029 and about 150 percent of GDP by 30 years from now. Even at its highest point ever,
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just after World War II, debt was far less than that, at 106 percent
of GDP.
Second question: Why does debt become so large in CBO’s projections? Now, we provided you a summary of the report, a visual
summary, if you have it handy. You can see the answer in the summary of the report which we just provided you. We have summarized things in a new way to sort of help make things a little easier
to digest.
If you look at the chart on the first page at the bottom, you will
see that the page indicates why debt grows. Federal spending and
revenues both grow through 2029, yet the gap between them persists.
On the spending side, growth is driven by benefits for older people and by interest costs. Outlays for Social Security and Medicare
increase significantly in CBO’s baseline projections. As members of
the Baby Boom generation age, the number of people at least 65
years old—who are the main beneficiaries of that spending—is expected to grow by about one-third, and their health care costs will
continue to rise. Interest costs are also projected to rise, primarily
because of increases in Federal borrowing and higher interest
rates.
As for revenues, they too are projected to increase through 2029,
partly because of the scheduled expiration of some tax cuts at the
end of 2025. However, that growth in revenues is not enough to
keep deficits from becoming significantly larger than they have
been over the past 50 years.
In CBO’s projections, the average deficit over the next 10 years
equals 4.4 percent of GDP. That is shown on the front of your
handout if you look at the very first graph. That average deficit is
not only large but also unusual for times of low unemployment—
in contrast to times of high unemployment, when the Government
sometimes implements policies aiming to stabilize the economy,
causing deficits to be larger.
Third question: What would happen if the economy grew more
quickly? If GDP grew more quickly than it does in CBO’s projections, revenues would increase more than spending would, and
deficits would be smaller than projected. If economic growth was
fast enough, deficits would actually shrink, and debt would stabilize or even fall as a percentage of GDP rather than continuing
to grow.
But such an outcome is unlikely. In 2018, the real growth rate
of the economy—that is, the growth with the effects of inflation removed—was 3.1 percent, the highest rate since 2005. Nevertheless,
the deficit equaled 3.8 percent of GDP, and debt increased as a percentage of GDP.
Furthermore, this year the boost that the recent tax legislation
gave to business investment wanes in CBO’s projections. Also, Federal purchases drop sharply under current law, starting in the
fourth quarter of this year. As a result, economic growth is projected to slow in 2019. And over the long term, output growth is
projected to be lower than its long-term historical average because
the working-age population is expected to grow more slowly than
it did in the past. Real GDP grows only by an average of 1.8 per-
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cent per year in CBO’s 10-year projections. In short, the economy
is not likely to grow quickly enough to shrink the budget deficit.
We have posted an interactive workbook on our website that lets
you specify different economic scenarios and see the results. For example, if productivity growth turned out to be half a percentage
point higher in every year than CBO currently projects, real GDP
would grow by 2.4 percent per year instead of 1.8 percent. Deficits
would still average 3.7 percent of GDP instead of 4.4 percent of
GDP. And debt would stabilize at roughly 80 percent of GDP by
2029. Such economic growth is possible, but it is not likely under
current law.
CBO aims for its projections to be in the middle of potential outcomes, so there is about the same chance that productivity growth
would turn out to be half a percentage point lower than CBO
projects. If that happened, real GDP growth would average 1.1 percent over the next decade, average deficits would be 5.2 percent of
GDP, and debt would swell even more than it does in our projections.
Fourth question: What are the consequences of high and rising
debt? If debt rose to the amounts that CBO projects, there would
be troubling consequences.
First, as interest rates continued to rise towards levels more typical than today’s, Federal spending on interest payments would increase—surpassing the entire amount of defense spending by 2025
in our baseline projections, for example.
Second, because Federal borrowing reduces national saving over
time, the Nation’s capital stock would ultimately be smaller, and
as a result, productivity and total wages would be lower than
would be the case if debt were smaller.
Third, lawmakers would have less flexibility than otherwise to
use tax and spending policies to respond to unexpected challenges.
And, fourth, the likelihood of a fiscal crisis in the United States
would increase.
In closing, I will emphasize that debt is on an unsustainable
course in CBO’s projections. To put it on a sustainable one, lawmakers will have to make significant changes to tax and spending
policies—making revenues larger than they would be under current
law, making spending for large benefit programs smaller than it
would be under current law, or adopting some combination of these
approaches.
I am happy to answer your questions.
[The prepared statement of Mr. Hall follows:]
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Chairman Enzi, Ranking Member Sanders, and
Members of the Committee, thank you for inviting mt.:
to testit)· about the Congn::ssion;i.J Budget Office's most
recent analysis of the outh.)otc. for thi..: budget and the
economy, which \Vt: released yesterday. lhis testimony
includes information about chat report and answers to
some related questions.

by about one-third, and their health care costs will
continue to rise.
•

Interest costs arc also projected to rise, primarily
because of increases in foder~l borrowing and higher
interest rates.

As for revenues, they too arc projected to increase

Information About the Report
Today I'd lih to draw your attention to important
information in our report about the amount of debt
that the fedcral government will incur if we continue on
the current hudgct:uy path. l'm going to focus on four
guestilrns.

through 202'.:), partly because of the scheduled expiration of some tax cuts at the .::nd of 2025. Hmwvcr, that
growth in ri..:venues is not enough to keep ddicits from
being significantly larger than they have been over the
past 50 years.

In C13O's projections, the ;i.veragc deficit over the next
Federal debt is already large, and budget deficits over the
next decade and beyond arc projected to keep pushing
it up in relation to the size of the economy. Eventually.
dt:ht as a share of economic output would reach its highest level in our nation's history. Let me highlight a few
key numbers:
• At the end of 2018, the amount of debt held hy the
public was equal to 78 percent of gross domestic
product (GDP).
•

In CDO's projections, deht equals 93 percent of GDP
hy 2029 and about 150 percent of GDP hy 2049.

• Even at its highc.,t point ever, just after World War II,
debtwm; far less than that: 106 percent of GDP.

Why Does Debt Become So Large in CBO' s Projections?
You can sec the answer in the summary of the report.
This year we've summarized our findings in a nt:w way,
using the charts in the report to illustrate some key
mt.:ssages. The figure on rhc bortom of rhe first page of
the handout in front of you indicatt.:s why debt grows:
Fednal spending and revenues both grow through 2029,
yt.:t the gap betwet.:n them pt.:rsisrs.
On the 1,pending side, growth is driven by henefirs for
older people and by inreresr costs.
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• Outlays for Social Security and Medicare increase
~ignificantly in C13O's baseline projections. As members of the baby-boom generation age, the number
of pi:-oplt'. at least 65 years old-who are the main
beneficiaries of that spending-is exp,xted to grow
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10 years cquah 4.4 percent of GDP. That average deficit
is not only large but also unusual for times oflow
unemployment-in contrast to times of high unemployment, when the government sometimes implements
policies aiming to stabilize the economy, causing deficits
to he larger.

What Would Happen If the Economy
Grew More Quickly?
If GDP grew more quickly than it docs in CBO's projections, revenues would increase more than spending
would, and deficits would be smaller than projected. If
economic growth was fast enough, ddicits could acrually
shrink, :rnd debt could stahilizc or cvrn fall as a percenragc of GDP rather than continuing to grow.
But such an outcome is unlikely. In 2018, the rt:al
growth rate of rhe economy---that is, growth wirh
rhc effects ofinffation n.:moved-was 3.1 percent, the
highest rate since 2005. Nevertheless. the deficir equaled
3.8 percent of GDP, and debt increased as a percentage
of GDP.
Furthermore, this year the boost that recent tax legislation gave to business investment W,Hli.:S in cno:-,
projections. A!so, federal purchases drop sharply under
currl.'.nt law, starting in the fourth quarter of rhc year. As
a result, t:conomic growth is projected to slow in 2019.
Over the longer term, outpur growth is projected ro be
lower than its long-term historic:;i.J average because the
working-age population is expected to grow more slowly
than it did in the past. Real GDP grows by :;in average
of 1.8 percent per yt:ar in C13O's 10-ycar projections. In
short, the t'.conomy isn't likely to grow quickly enough to
shrink the budgt.:t deficit.
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We have posted J.n interactive workhook on our wehsite that lets you spccif)r different economic scenarios
and see the results. For example, if productivity growth
turned out to be half a percentage point higher in every
yi.:~r than CBO projects, real GDP would grow hy
2.4 percent per yc~u over the corning decade instead of
by L8 percent. Deficits would ;iver~gc 3.7 percent of
GDP instead of 4.4 percent. And deht would stabilize
at roughly 80 percent of GDP hy 2029. Such economic
growth is possible, but it is not likely under current law,
in cno:', assessment.
CBO aims for its projections to be in the middle of
potenti.i.l outcomes. So there is about the same chance
that productivity growth could mm out to he half a
percentage point lower than CBO prnjects. If that happened, real GDP growth would average 1.1 percent over
the next decade, average deficits would be 5.2 percent
of GDP, and debt would swell even more than it docs in
CBO's projections.

would he under current law, or J.dopting some combination of those approaches.

What Are the Effects of the Partial
Government Shutdown?
CBO has estimated the effects of the five-week partial
shutdown of the government that started on December
22, 2018, and ended onjanuary 25, 2019. 1 CllO's findings include the following:

• CBO estimates that the five-week shutdown ddaved
approximately $18 billion in federal discrction~rY
spending for compensation and purch~scs of goods
and services and suspended some fedcr.i.l services.
■

reduced bv $3 billion (in 2019 dollars) in relation to
what it w:Hlld have been otherwise. (Such n:forences
are in c;i.lend,u yean or qu,utcrs.) In the first quarter
of 2019, thckvd of real GDP is estlm;-ited to be
$8 billion IO\vcr than it would have been-an dfcct
reflecting both the five-week partial shutdown and
the resumption in economic activity once funding
resumed.

What Are the Consequences of High amt Rising Debt?
Jf debt rose to rht: amounts that CBO projects, then.:
would be troubling consequences.
•

•

First, as interest rates continut:d to rise toward levels
more typical than today's, federal spending on interest
payments would incn:asc-surpas5ing the entire
amount of dcfonsc spending by 2025 in CBO's baseline projections, for t:xample.
Second, because fodcra! borrowing reduces national
saving oYcr time, the nation's capital stock ultimately
would be smaller, and productivity and total wages
would be !own. than would be the case lf debt was

As a result of reduced economic activity, CBO estimates, real GDP in the fourth quartcrof2018 was

• As a share of quarterly real GDP, the level of real
GDP in the fourth quarter of2018 was reduced by
0.1 percent, CBO estimates. And the level of real

GDP in the first quarter of2019 is cxpectt:d to be
reduced by 0.2 percent/ (The efft'ct on the annualized quarterly gwwth rate in those quarters will be
largcr.) 3

• In Sllh5cqut!nt quam::rs, GDP will be temporarily

smalkr.

higher th.i.n it would have been in thi: ab:1ence of
shutdown. Although mnsr of thi: real GDP lost
during the fourth quarter of 2018 and the first

• Third, lawmakers would have less flexibility than

•

otherwise to use tax and spending policies to respond
to u nexpcctt:d cha!kngcs.

I.

Fourth, the likelihood of a fiscal crisis in the United
States would increase.

Cungrenion;;i] Budl}'.t Office, Jh, ([fir/I {{th,, Parti;dSl,utdcwn
F11ai11,r: in.January 2019 0anu;;iry 2019), www.cbo.gov/
puhlintion/5~937.

=·

The economic forl"rnst that CBO rekascd in Thi' Rudgrt tflul
Fwnomic 0111Wok: .101910 202,9was completed before the
p;;ittiJ.1 shutdown of the federal govcrnms::nt began. ]hcrcfor<.:,
th;n forec1ut don not incorporQte any oftlw thntdown'i economic tffi:cu. Sn· Coni;reuional Budget Office, Tiu H11,4{rt 1111.i
F.·1,tcmic O1,tk,.,/t: 2019 tc 202,9 (J;;inu;iry 2019). www.cbo.gnv/
public,1tion/54918.

3.

To annualize an amount is to adjust it so that it applie,~ to an
entire year.
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f n closing, I will emphasize that debt is on an unsustainable course in CBO's projections. To put it on a
sustainable one, lawmakers will have to m.ikc significant
changes to tax and spending policies-making revenues
larger than they would he under current law, making
spending for large benefit programs smaller than it
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•

•

Underlying those effects on the overall economy arc
much more significant effects on individual businesses
and workers. Among those who experienced the largest and most direct negative effects arc fodcral workers
who faced delayed compensation and private-sector
entities that lost business. Some of rhost' privarcsector i.'.ntitics will never recoup that lost income.
All of the estirnated effects and their timing ,ue suhject to considerable uncatainty. In p:.l.rticuLu, CDO
is uncertain about how much discretionary spending
was affected by the partial shutdown, how affected
federal employees .rnd contractors adjusted their
spending in response to delayed compensation, and
how agencies will adjust their spending on goods and
scrvio.::s now that funding has resumed.

In CBO's estimation, the shutdown d:.l.mpcned economic
activity mainly because of the loss of forloughed fod1.;ral workers' contribution to GDP, the delay in federal
spending on goods and services, and thc reduction in
aggregate demand (which thereby dampened privatesector activity).,;
CBO's estimates do not incorporate other, more indirect
negative effects of the shutdown, which arc more difficult
to quanrify but were prohahly becoming more significant as it continued. For cxamplc, somt: businesses could
not obtain federal permits .tnd certifications, and others
faced reduo.::d access to loans provided by the fedt.:ral government. Such factors were probably beginning to lead
firms to postpone investment and hiring decisions. ln
addition, ri-"ks to the crnnomy wen: becoming increasingly signific.tnt as the shutdown continued. Although
their precise effects on economic output arc uncertain,
th-: negative effects of such factors would have become
incn.:.:isingly important if rhc partial shutdown had
cxtendcd hcyond five weeks.

lotter on DSK11XQN23PROD with HEARING

ln CBO\ csti111:1t,;1, worker;) who were required to continue to
wo1k :it agencies that did not h;1.ve fundir~ contributed to real
GDP durini the ,hutdown, ¥-fok furloughed workeu did not;1.n 1.ppro1.ch that accords with the mdhoch typk.l.lly med by the
Bureau of&onomk Analysis to nwasur<:' (eal GDP.
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What Are the Effects of Recent Changes in
Trade Policy?
In 2018, the United States imposed new tariffs on
12 percent of imported goods. Some of those tariff'>
were on good, and commodities, such as solar panels
and stcd, imported from most countries, and others
wcrc only on various products imported from China.
Thc new tariffs r:;inge from 10 percent to 30 percent of
the imports' :;isscssed customs v;i_lues. 1n response, U.S.
trading partners impnscd tariffs on 9 percent of al! goods
;:xported by the Un iced States.
CBO's baseline projections incorpor:;itc the a._,;sumprion that all newly impl.emmted ch:.l.ngcs to trade policy,
both domcstic and foreign, arc permanent and th:;it
scheduled changes to trade policy do not rake effect.
The Adminisrration posscs.-:es broad wthority to adjust
tariff policy without legislative action, bur CBO did not
am.::mrt to predict those adjustments.
On net, CBO cstiman;s that the new tariff$ on both
imports and exports will reduce U.S. real GDP by about
0.1 percent, on average, through 2029. 11le clungcs in
tr:.l.de policy also increase uncertainty among investors,
which may furrhcr reduce U.S. output. CBO's estimates
of rhe economic effects of the new tariffs arc subject to
considerable uncertainty, particularly over the longer
run.
ln addition to their broad effects on the economy, the
new tariff~ arc projected to boost customs duties. Such
duties have equaled 0.2 percent of GDP in recent ye:.l.ts,
amounting to $41 billion in 2018. ln CI3O's baseline
projections, they increase to 0.3 pt:rcent of GDP in 2019
and rl'main bctwern 0.3 percent and 0.4 percent of GDP
through the next decade. (For additional dct:.l.il.<:, sec Box
2-1 in y.:stcrday's report.)

How Does CBO Make Projections of
Immigration and Its Effects?
Underlying CBO's baseline projections arc estimates
of many demographic factors, includin~ immigr:.l.tion.
CBO estimates the annual net flows of three kinds of
immigrants: legal permanent residcnrs, legal t<.:mporary
residents, and foreign-horn individuals without legal
status. l11e agency'~ -:stimates arc infimned hy analyses
of recent trends and current immigration policy. COOS
basdinc projections incorporatt: the following estimates:
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guarter of2019 will eventuatly be n:covcred, CBO
estimates that about $3 billion will not be. That
amount equals 0.02 percent of projccrcd annual GDP
in 2019. !n other words, the Ind of GDP for the full
calendar year is upcctcd to bt: 0.02 percent smaller
than it would have been otherwise.
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Annual net flows of legal permanent residents grow at
an average rate of about 0.4 percent pi.;r year over the
next 10 years, averaging approximately 860,000 per
y;.;ar.
Annual net flows of legal temporary residents remain
,ready at approximately 80,000 per year over the next
decade.
Annual net flows of fr)rcign-horn individuals without

legal status increase over the next five years, from zero
in 2019 (meaning that immigr;ition offset by emi-

i;

gration) to about 170,000 in 2024. Aft;.;r that, annual
net flows remain about thc same through 2029.
All told, in CBO's projections, net immigration to the
United States-a measure that accounts for aH people
who either enter or !cave the country in any year-grow!!
by .m average of2.0 percent per year ov;.;r the next
dee.de.

lotter on DSK11XQN23PROD with HEARING

In cstim;iting the hudgctary effects of proposed legislation related to immigration, CBO and the: staff of
the Joint Committee on Taxation start with the baseline projtctions and then examine many aspects of the
lcgisl;irion, including the immigration status of affected
people, whvre tht:y currently live, and factors rdatvd w
their employment and their use of fcde.ral benefits. Such
factors include the ways in which the legislation would
change people's eligibility for frd;.;ral benefits and ability
to work, which are defined in current law. Thcv ;;i,lso
include the ways in which the legislation would affect
people's h:havior.
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7he Budget and Etonomic Outlook: 2019 to 2029 is
one in a series of report5 on the state of the budget
and the economy that CBO issues each year. 1he
report satisfies the rcquin.::mc:nt of section 202(e) of
the Congressional Budget Act of 1974 for CBO to
submit to th<: Committees on the Budget periodic
reports about fiscal policy and to provide b;isdinc
projections of thc federal budget. This testimony
highlighu kcy issues related to that report.
In accordance with CBO's mandate to provide
objective, impartial analysis, neither that report nor
this testimony makes ;;i.nv recommendations. Both
publications ;re av;iil;ihl~ on CBO's website, at
www.cbo.gov/publicatilm/54918 and w,vw.cho,gov/

puhlication/54945, respectively.

Keith Hall
Director
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Chairman ENZI. Thank you, Director. And I also want to thank
you for the product that your staff put out on some possible spending changes that we can make, and they are designed on a sliding
scale, and I have everybody looking through those, I hope.
Now we will turn to questions, and normally I would ask questions first, but I am going to be here for the whole hearing, and
we have a vote scheduled. But I will explain the process to Committee members before we start. Each member will have 5 minutes
for questions, usually beginning with me and with the Ranking
Member. Following the two of us, we would alternate questions between Republicans and the minority. All members who were in attendance when the hearing started, at the sound of the gavel, will
be recognized in order of seniority. For those who arrived after the
hearing began, you are on the list in order of arrival. If it is your
turn to be on the list to be recognized and you are not available,
then you move to the bottom of the list and we turn to the next
Senator on that side of the aisle to ask questions.
Okay. With that, I will turn to Senator Johnson, who was here
at the sound of the gavel.
Senator JOHNSON. Thank you, Mr. Chairman. Dr. Hall, by the
way, I did appreciate your summary. It is the charts and graphs
that I was picking out of your larger product, so I appreciate that.
I want to focus on page 4 of the main report. What you said in
your testimony, you talked about the increasing number of retired
individuals. You state it a little bit differently in your report. You
say, ‘‘We are going to experience slower growth primarily because
the labor force is expected to grow more slowly than it has in the
past.’’ The same type of thing.
One of the things we are debating is immigration. How many
people should we grant permanent legal residency per year? I have
been in manufacturing for 30 years. It has been difficult to hire
people in manufacturing for at least 20 of those years. As long as
I have been a Senator, there is not one manufacturing plant in
Wisconsin that can hire enough people. The same way in terms of
dairy farms.
So can you expand a little bit more? You know, from my standpoint, economic growth requires human capital plus financial capital. Just talk about the demographics that we are facing in terms
of lower birth rates. You know, Senator Perdue and I earlier talked
about what should be the number of people we allow into this country in terms of legal immigration and how should we structure that
as opposed to just family unification versus targeted toward employment.
Mr. HALL. Sure. Well, let me start with stating clearly what I
think the challenge is. When we talk about long-term potential
growth being only something like 1.8 percent, there is a really simple recipe. If you look at productivity growth, if we assume something like 1.3 or 1.4 percent productivity growth, that is something
in the range that we normally have. We have had bigger at time.
Senator JOHNSON. And, again, that is the financial capital aspect.
Mr. HALL. Exactly. That depends on the capital stock. That is the
sort of thing that, for example, the tax bill addressed.
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The other part is the labor force. We only see the labor force
growing about half a percent a year. So if you take 1.3, add it to
0.5, you get the 1.8, and it is almost that simple.
So those are sort of the two ingredients for getting long-term
growth. That 1.5 percent is a real challenge because of our aging
population. We are getting more people who are over 65. The number of people who are over 65 are getting older, and the labor force
participation rates of younger folks just are not actually keeping up
with the Baby Boomers. So we are going to see a drop in labor force
participation. That is a big part of why this labor force growth is
slowing.
Senator JOHNSON. So, again, the numbers are pretty simple. I
think our labor force is approximately 150 million people. Is
that——
Mr. HALL. Right. That is right.
Senator JOHNSON. Okay. So if we want to grow faster than
that—right now you are saying it is going to grow by half a percent.
Mr. HALL. Yes.
Senator JOHNSON. That is about 750,000 people per year, correct?
Mr. HALL. That sounds about right.
Senator JOHNSON. So if we want to grow another half percent,
we need to increase our labor force by another 750,000. If we want
to grow by 2 percent, we would have to really grow our labor force
by about 3 million people per year. That is just off the top of my
head. But, I mean, those are the types of numbers we are talking
about. We grant legal permanent residency to about a million people.
Mr. HALL. Right.
Senator JOHNSON. What are you——
Senator PERDUE. But.
Senator JOHNSON. Yeah, but it is primarily about family unification as opposed to putting them to work. What are you seeing in
your demographics in terms of just natural birth rate and our own
population growth? And what shortfall do we have there? So fill in
the blanks on the 500,000 you are basically talking about.
Mr. HALL. Right, well, let me mention one thing about immigration really quickly. Specific proposals on immigration policy would
have different effects. It in part depends upon who you are allowing in on immigration. The level of education and skills do make
a difference. So if you are getting people with high education levels,
there actually is evidence that those people, not only do they add
to your labor force; they actually add to productivity. If you add
folks who are less skilled and more basic, they do not add to productivity like that, and there is some issue of whether or not they
suppress wages for low-income folks as well. So the mix matters.
Senator JOHNSON. Sure.
Mr. HALL. But the basic formula is if you just allow immigration,
you increase your labor force and you increase growth. Historically,
we have had pretty high labor force growth rates in part because
we have had fairly high immigration. One of the things that you
see is recent immigrants actually typically have higher birth rates
than others do. So actually we get an extra—we have gotten an
extra little kick in the past and adding to the labor force with that.
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Senator JOHNSON. But, again, just base numbers, you are looking
at a labor force increase of about 750,000 people per year.
Mr. HALL. Right, right.
Senator JOHNSON. Your projections.
Mr. HALL. Right. Now, let me just say, when we were really
going gangbusters in economic growth in the late 1990s, it was
more than immigration. It was also that women’s labor force participation was rising to historical levels. And so women closed that
gap, so we actually had this extra boost in the labor force. And
from what we have seen since then, that gap is now closed, and it
is now pretty constant. So we do not really expect that to close any
more in the future, so you do not have that additional growth in
the labor force.
Senator JOHNSON. Okay. Thank you very much. Very helpful.
Chairman ENZI. Thank you.
Senator Perdue.
Senator PERDUE. Well, thank you. I did not know we would have
an unilateral debate going today in the Committee, but, first of all,
Dr. Hall, I really appreciate your focus on the debt. This has been
a consistent message that you have delivered each year that you
have come here, and I want to thank you personally for that. I personally believe it is the number one crisis we have in America.
But I want to level-set this a bit. You talk about the public debt
being 78 percent. If we were to include in the nomenclature the
debt that we hold in the Social Security and Medicare trust funds,
it is actually over 100 percent of current GDP if that were all included. Correct? So it is a matter of really how you level-set that.
Mr. HALL. Right, right.
Senator PERDUE. I want to come to another question, though,
particularly the growth of this. To go from $22 trillion projected at
the end of 2019, from $21 trillion today to $32 trillion next year,
the largest growth in that is Social Security, Medicare, and interest
on the debt. But we have also got pension benefits for Federal employees, Medicaid, and this interest I want to talk about.
Right now, it is projected that in the next 10 years it will go—
from 2019 net interest outlays, from $383 to $928 billion by 2029
of this. So can you elaborate a little bit on the impact of the growth
of interest? And we are still assuming a low relative interest rate
compared to historical interest rates of about 5.5 percent.
Mr. HALL. That is right. In fact, we do have interest rates going
up, and that is a big part of this. And the trouble, of course, with
interest rates going up is we already have a big debt. So when we
start to add to the debt, in large part the things you mentioned are
all typically related to the aging population.
Senator PERDUE. Right.
Mr. HALL. When you add that to it, you get this sort of double
hit with interest rates and high debt combining on things. But you
are right; we have debt—we have interest rates going up to what
is a more normal range. We are still at the low end of the normal
range, and that makes a big difference. If interest rates were just
a percentage point higher than we forecast, then we are talking
about an extra $2 trillion in debt over the next 10 years.
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Senator PERDUE. Yes, you projected in an earlier report that by
2023 we would be spending more on interest on the debt than we
are on our military.
Mr. HALL. Right, and that is——
Senator PERDUE. All defense spending.
Mr. HALL. And that is still in our projection. At the end of 10
years, the spending on net interest is greater than all defense
spending.
Senator PERDUE. So let me move to the two things that are going
up the fastest because of the aging population: Medicare and Social
Security.
Mr. HALL. Right.
Senator PERDUE. You know, total spending is at an all-time high
as a percentage of GDP. But when we look at Social Security, the
trust fund of Social Security actually—disability goes to zero as
projected, you project, by 2027. And I think the retirement part
goes by 2032.
Mr. HALL. Right.
Senator PERDUE. I do not think the public fully appreciates the
weight of that observation, so what really happens when they go—
and, by the way, we are subsidizing this year Social Security by
about $100 billion and I think Medicare by about $380 billion right
out of the current account. So if those two trust funds actually
were allowed to go to zero, then the only way to continue paying
benefits at 100 percent is to take that deficit or that shortfall out
of the current Federal income tax, which is something that we really never, ever projected to do.
So, in your mind, what is the impact of this? And, frankly, if we
do not address that, no matter how the economy grows, how you
cut expenses, or what you do with the budget process or what you
do with health care, you really cannot bring the debt curve back
down to some reasonable percentage over any length of time without addressing those pieces of it. Would you agree?
Mr. HALL. Well, yeah, the part I agree about is not to recommend
particular things, but you need to find big changes. You need to
find big sources of big cuts in spending or big increases in taxes
or both. You cannot look at the small things and get there.
Senator PERDUE. Agree. But when you are spending $1.3 trillion
in discretionary and over $3 trillion in mandatory, wouldn’t you
agree that the only way really to bend this curve is to attack all
the costs? You cannot do it—you cannot get to solving a $1 trillion
deficit by going after $1.3 trillion of expenses on discretionary
spending. That just is not going to work. You cannot really raise
revenue fast enough to do that. You really cannot cut enough
spending out of discretionary spending. So the only way to go is to
save Social Security and save Medicare. By ‘‘save,’’ I mean avoid
either trust fund going to zero.
Mr. HALL. That is reasonable logic. I think the discretionary
spending is not a big bucket, but it by itself would not solve the
problem.
Senator PERDUE. Right. Thank you. Again, thank you so much
for the executive summary. This is so helpful. And I encourage you
to continue to do that. It is very, very helpful.
Mr. HALL. Thank you.
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Senator PERDUE. Thank you, Mr. Chairman.
Chairman ENZI. Thank you.
Senator Braun.
Senator BRAUN. Thank you, Chairman Enzi. And, Dr. Hall, we
had a get-together in my office, and I had a few questions for you
then, and you got me good answers.
Most people would not look forward to being on a Budget Committee when I have learned how we have worked so hard, you
know, to try to tell the truth. I know in the State of Indiana, you
know, we passed a balanced budget amendment. That certainly
makes it easier. You know, we have done it out of practice. Being
on a school board 10 years, being the CEO of my own business, it
would be laughable if in any of those gigs that you would run the
operation like that.
I am going to take a little different tack here, and great presentation in terms of the facts and figures. The other side many times
indicates that we can raise income to offset our troubles here in the
budget. And I asked you a few particular questions, and I was
amazed at the answer that came back, and I am going to start with
this one. To eliminate a deficit, you came back with the answer:
‘‘Taxes would have to go up across the board 33 percent.’’ I want
to make sure that that was correct because that is a huge number,
and that is just a great example of how far we are out of kilter.
You said one-third.
Mr. HALL. Well, you know, you go up by one-third, if you raise
the tax rate, the tax rate would have to go up by 10 percent across
the board.
Senator BRAUN. Okay. So that is good to clarify that. That is a
huge tax increase. And then I think you also, when I was looking
at the higher income brackets, the highest single bracket is
$510,000, and the one just taxed at two percentage points lower is
$204,000. And then the married equivalents would be 408 and 612.
And let me understand this correctly. Did you say if you taxed fully
through those brackets, meaning at 100 percent, it would not generate enough revenue?
Mr. HALL. That is right.
Senator BRAUN. Okay. If you taxed all income over $204,000 and
$408,000 for married couples, you could not raise enough revenue
to pay for our deficit. That to me is appalling. I am going to try
to couch terms in ways that people will understand it, and we have
just got to do a better job than that. That would be—and I was disappointed when I got here and heard that several times we have
tried to address spending bills and cannot get those ever to catch
stride. But it looks like it would nearly be impossible if you did
what many claim out there in terms of very top rates, you just
could not generate enough income for us to balance our budget.
So I think you do not need much more than an eighth grade education to understand the arithmetic here. Politically, some think
that you could tax your way out of it. We have got to me what appears to be a spending problem that has been accumulating over
many years. Revenues are currently rising faster than the growth
of the economy. Is that true?
Mr. HALL. That is right.
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Senator BRAUN. Okay. So you could not tax incomes at 100 percent and still cover the deficit. We are generating more income
faster than the rate of the growth of the economy. It looks to me
that the answer is simple, and it is more about backbone and fortitude, and we are going to have to start addressing the mandatory
spending and doing things that are kind of across the board if we
are ever going to cut into this issue that has not snuck up on us.
Mr. HALL. I will pass on agreeing because we do not comment
on policy, but——
Senator BRAUN. I understand, and I will yield the rest of my
time.
Chairman ENZI. Thank you.
Senator Kennedy.
Senator KENNEDY. Thank you, Mr. Chairman. Doctor, thanks for
being here today.
What would be the impact on our GNP if America adopted a socalled merit immigration policy like Canada or Australia?
Mr. HALL. We would have to look at that. I am not sure exactly
how that is different. We would have to—I would not want to try
to guess. We would have to look at it carefully and analyze it carefully.
Senator KENNEDY. Well, would it cause it to go down?
Mr. HALL. I am afraid I am just not that familiar with the Canadian system.
Senator KENNEDY. Well, the Canadian and Australian systems
basically admit folks to their country based on their potential economic contribution as opposed to our system; we basically admit
people who have family.
Mr. HALL. Right.
Senator KENNEDY. Would you look at that for me?
Mr. HALL. Sure, sure. I can say, which is a relevant statistic, I
think, the evidence is that people with higher levels of education
as immigrants do contribute to productivity growth as well as their
work. So that has sort of a different effect than others who are less
skilled.
Senator KENNEDY. What role, briefly, does the labor force participation rate play in GDP?
Mr. HALL. It is a very important role. It is a really key part of
getting GDP growth.
Senator KENNEDY. And what is our labor force participation rate,
about 0.62, something like that?
Mr. HALL. Yeah, it is a little under 63 percent right now, and we
see it going down, unfortunately, as the Baby Boomers age and
start to retire. So right now it has been—actually, the rate has actually been holding for a little bit, but we expect it to start to decline, and that is starting to be a burden on growth going forward.
Senator KENNEDY. If Government social programs paid more
than one could earn through an entry-level minimum wage job,
would that have an impact on GDP?
Mr. HALL. Well, let me just say in general we look at the marginal tax on labor. You know, when things happen, for example,
even the income tax, there is a marginal tax on labor. So when the
marginal tax on labor goes up, we think labor supply goes down.
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Senator KENNEDY. Well, let me put it another way. If you add
up all of our welfare programs—TANF, Medicaid, food stamps, et
cetera—they pay someone more than the minimum wage in 35
States. Does that sound right?
Mr. HALL. Yeah, that sounds right, but I do not——
Senator KENNEDY. They pay more than $15 an hour in 13 States.
In my State, one parent and two children would make $27,000 taxfree. You cannot do that in a minimum wage job. That discourages
people from joining the workforce, does it not?
Mr. HALL. Again, that sort of thing contributes to a high tax rate
on working in our marginal tax——
Senator KENNEDY. That discourages people from joining the labor
force, does it not?
Mr. HALL. It could have an impact. I hesitate to say because we
have not done the analysis, and we try to be really careful about
when we talk about things that we have actually looked at specifics.
Senator KENNEDY. All right. I want to ask you about the shutdown. Nobody wanted the shutdown. Nobody is for a shutdown,
and I do not want you to construe my remarks as implying otherwise. Can we agree that the American economy, our gross national
product, is about $20 trillion a year?
Mr. HALL. That is right, yes.
Senator KENNEDY. That is like 12 zeroes, right?
Mr. HALL. Yes.
Senator KENNEDY. Okay. And I understand—maybe they are
your numbers—that the shutdown cost $11 billion. Is that right?
Mr. HALL. That was our estimate, yes.
Senator KENNEDY. But we are going to recover $8 billion, right?
Mr. HALL. That is right.
Senator KENNEDY. That leaves $3 billion that we are out, right?
Mr. HALL. Yes.
Senator KENNEDY. Do you happen to know what—did you look
at what percentage $3 billion of $20 trillion is?
Mr. HALL. It is not a big percentage.
Senator KENNEDY. It is about 0.02 percent of 1 percent.
Mr. HALL. That sounds about right.
Senator KENNEDY. Okay. So how come so many economists are
saying the world is going to spin off its axis? We are talking
about—I am not defending the shutdown. I am just trying to understand basic math. You are talking about 0.02 percent of 1 percent.
Mr. HALL. Right.
Senator KENNEDY. Am I right?
Mr. HALL. That is right, and I do not want to defend somebody
else’s analysis. But we did produce these numbers that you are
quoting.
Senator KENNEDY. All right. I am out of time. Thank you for
coming, Dr. Hall.
Chairman ENZI. Thank you.
Senator Cramer.
Senator CRAMER. Thank you, Mr. Chairman, and I am honored
to be on the Committee. And I want to follow up with what Senator
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Kennedy is talking about because maybe there is more to it than
simply a linear number, and I suspect there is.
But let us go to the next step. Let us say that we were able to
reform our process so that we could institutionalize a prohibition,
if you will, basically on any future Government shutdowns. Would
there be a way to score that, the value of that, of never having to
worry about one again? And, you know, it would not just be Federal workers who would be guaranteed a paycheck but, you know,
the economy that requires and depends on those Government services to keep going along. Would there be some way to add a value
to that?
Mr. HALL. That would be a challenging estimate. We would
struggle with that.
Senator CRAMER. I will bet it would be, because it seems to me,
as we talk about all these pieces of this formula, economic growth
is the one that we have had some—that we have been fairly good
at. It also seems to me that as the economy grows, there should
be less need for Government, not more need, except for maybe infrastructure or things like that.
I want to go back to the earlier discussion, though, about immigration because we have such a generous immigration policy, and
the workforce shortage is real, and it does stifle economic growth.
I believe all of that. Is there any way, sort of tagging on again to
maybe what Senator Kennedy was talking about, is there any way
to score say 100 percent of the million legal immigrants per year
if they were all merit-based, in other words, all of them had a skill
set, whether it is an H–2A, you know, seasonal farm skill set, or
an H–1B software engineering skill set, is there any way to determine how—the contribution that would make to the economy, thus
to revenue and less demand for Government service?
Mr. HALL. I think that is something that, if we spent a little
time, we could get a handle on.
Senator CRAMER. I think it would be valuable to do that as we
are having these discussions, particularly the immigration discussion, apart from border security, but immigration policy. It seems
to me comprehensive immigration reform has become the hardest
thing in this town to do, and yet when I look at all the pieces of
it, while each one of them has its own complexities, there is plenty
of reason for us to do it. And we get caught up in numbers; we get
caught up in caps; we get caught up in, you know, per country
caps. We get caught up in all of these things, and yet I do not know
anybody that could not be convinced of a benefit if we had a good
economic score on what—in fact, let me even back up further. I
would even submit to you that the number of immigrants that we
allow per year is not even relevant if we allow the right type of
people with the right skill sets and education that would fit the
economic demands and workforce demands of our economy. And I
would love to see CBO, or anybody else for that matter, do a real
thorough analysis of what that might be, because I can think of
some of my skeptical friends that might be convinced of, you know,
a different argument.
Mr. HALL. Yeah, one of the things we could do in—I do not know
if anybody else has done some research like that. We can look at
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it a little bit, and if you would like to follow up, we would like to
sort of tell you what we have found in terms of current evidence.
Senator CRAMER. I would be interested in that. I think it would
be—it would be helpful to me, I know, and I think it could be fascinating otherwise.
I think, Mr. Chairman, with that I will just yield back, and
thank you.
Chairman ENZI. Thank you, and thanks for being here, and
thanks for choosing this Committee. I appreciate it.
Senator CRAMER. It chose me. [Laughter.]
Chairman ENZI. Dr. Hall, when you exclude intergovernmental
transfers, which is just the Federal Government moving money
from its right pocket to its left pocket, spending on Social Security
and Medicare will exceed their dedicated revenues by $8.3 trillion
between 2020 and 2029. Are these programs fiscally sustainable?
Mr. HALL. The trust funds are going to be exhausted.
Chairman ENZI. Without legislative action, what year do you
project that the Social Security Disability Insurance Trust Fund
and Medicare’s Hospital Insurance Trust Fund will be exhausted?
And what happens when they are exhausted?
Mr. HALL. Well, the Disability we think will be exhausted in
2027, and under current law that would mean then that the benefits paid out would be constrained by the amount of money in the
trust fund. So right away that would lower the benefits by about
10 percent right after that was exhausted. The Hospital Trust
Fund, that ends in 2026, and there is a similar effect. Under current law the outlays would have to decline to match the incoming
money for the trust fund, and that would decline like 14 percent
the first year.
Chairman ENZI. Thank you. I am also deeply troubled, as a number have already mentioned, by the national debt.
Some have suggested, however, that the economic costs of debt
are small or even that the debt does not matter at all. Can you
elaborate on the potential consequences of our high and rising Federal debt? What about the claim that we do not need to worry
about debt because the Federal Government can always print more
money?
Mr. HALL. Well, let me mention what we think the potential consequences are.
First, as interest rates rise to more typical levels, Federal spending and interest payments will take more and more of the Federal
budget. And that is why I like to point out that Federal spending
on interest payments in 10 years is going to be about 3 percent of
GDP. That is going to be higher than all defense spending. It is
also going to be higher—or it is also higher than all discretionary
nondefense spending. So interest rate payments are going to be a
bigger and bigger part of the budget.
Second, Federal borrowing reduces the capital stock over time, so
we get slower productivity, lower productivity, which means lower
economic growth and lower wages for folks.
Third is lawmakers have limited flexibility in bad times. If you
look at that visual summary that we gave out, there is a nice
graph, the very first graph on it, that has the debt. It has circled
deficits level year by year. And you can just see recessions here. In
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1980, you see the deficits go up, in 1990, 2001, 2008. They all start
from a relatively low-ish level and get significantly higher.
Right now we have a really high deficit at 4.4 percent. If we run
into another business cycle, it is really going to go up from that,
and it is going to limit policymakers’ ability to deal with another
recession. And, of course, the likelihood of a financial crisis would
increase, and by that really we mean interest rates spiking over
where they are now over our projection. We have got a really nice
rule of thumb. If they increase by, say, a percentage point, we are
talking about $2 trillion in debt over 10 years. So it is a really significant thing.
Now, those that claim that we should not worry about debt, we
disagree with that. We think that continued borrowing—and this
is based on past experience—continued borrowing, interest rates
are going to go up. They are going to go up to normal levels. They
will not stay down. And we believe that printing more money to accommodate that will lead to higher inflation and higher interest
rates.
So we do not think that will work; although it is an interesting
theory, we will try to follow that. But the fact is that our view of
past experience is that that will not work going forward.
Chairman ENZI. Thank you.
Senator Kaine, did you vote? It is not your turn yet, but——
Senator KAINE. Yes, I voted.
Chairman ENZI. Okay. 2018 was a good year for the U.S. economy. CBO estimates that the economy grew 3.1 percent last year,
the fastest annual growth since 2005. And while CBO predicts
growth may not be as high going forward, the new report makes
it clear that the 2017 Tax Cuts and Jobs Act will continue to have
a positive effect on the economy over the next decade.
Director Hall, can you expand on how the new Tax Code is expected to improve incentives to work, save, and invest over the
next several years?
Mr. HALL. The important impacts on growth from the tax bill
are, one, there was a reduction in the effective marginal tax rates
on labor income. This is primarily the lower individual income
taxes. We think that will stimulate workers entering the labor
force. We think the labor force will be bigger. We think the labor
force will average about 600,000 more on average over the next 10
years because of the Tax Act, and we think that workers will work
more hours. And the hours will be the equivalent of about another
800,000 workers, so that will not be trivial. That will be higher
GDP growth and, importantly, higher potential GDP growth.
The second effect was higher effective marginal tax rates on capital income, and that is primarily from lower tax rates and business income. That means higher capital, higher productivity. And
the bottom line in both these things, we think real GDP over the
next decade will be about seven-tenths of a percent higher than it
would have been without the Tax Act.
So the effects we think are measurable, and our earlier estimate,
about a year ago, we are still comfortable with. We still think this
will be the impact of the Tax Act going forward.
Chairman ENZI. Thank you.
Senator Kaine.
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Senator KAINE. Thank you.
Dr. Hall, let me just ask, while we are on the tax bill, before the
Chairman’s question to you about the growth effect, you were talking about negative aspects of a debt and deficit effect.
Mr. HALL. Right.
Senator KAINE. Have you netted out your thoughts about the tax
bill’s impact on growth with the negative effects of its impact on
the debt and deficit?
Mr. HALL. Yeah, that is a tough judgment to make. In fact, that
is sort of above our pay grade. But I can tell you that we did not
estimate that the Tax Act would generate so much growth that it
would pay for itself. We do think the growth will result in higher
revenue, but the higher revenue is maybe about 30 percent of the
cost of the tax bill. So, you know, you have heard the line, ‘‘Will
the tax bill pay for itself?’’ By our estimate, it will be able to pay
for about 30 percent of itself through the higher growth.
Senator KAINE. And then depending upon these other economic
factors and then how big a burden our debt turns out to be, if we
enter a down cycle and because of debt we are not able to use some
of the tools we have used in the past to deal with the down cycle,
then you would start to see more of the real impact of the debt
number that is occasioned by the tax bill.
Mr. HALL. Right, we certainly think the high debt level and rising debt level does create some risk for the economy.
Senator KAINE. Let me ask you this: So I have been seeing reports recently about a dramatic slowdown in the housing market,
you know, 19 to 18, and some real significant concerns there. Did
you deal with that at all in the economic outlook that you put into
this report?
Mr. HALL. Yes, actually, we do forecast the housing market as
part of our forecast, and so we do adjust that every year. We sort
of look at the recent data and see where we think that is heading.
Senator KAINE. And do you share the—I mean, I have been reading in sort of common trade publications, Business Insider, Wall
Street Journal, housing trade publications, slowing housing market. Do you also in your predictions see a slowing housing market
as sort of a likely reality in the next year or two?
Mr. HALL. I think that is right. I would have to double-check
with our housing analysts, but I think that is right. I do not think
we are being surprised by anything at this point.
Senator KAINE. And do you have thoughts about the causes of
that? Is it rising interest rates? Is it overbuilding, overcapacity?
You know, is there a tax bill effect on SALT deductibility or home
mortgage interest deductibility? You make a projection. Do you attribute it to factors?
Mr. HALL. Yeah, I mean, the mortgage deductibility part we do
think is going to have an effect, and that is in our forecast. A lot
of the general slowdown, though, we think is—the stimulus from
the tax bill is still in place, but it is waning over time, and that
is a big part of what the slowdown is, we think. In fact, you know,
this is where we get into beyond this year we think it will actually
slow down to below potential for a little while as we readjust to
that lack of stimulus at some point.
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Senator KAINE. One thing that I do not think you put into your
projection, because hopefully we would not need to put it into our
projection, deals with the upcoming decision that Congress might
have to make about the debt ceiling. I am assuming in your factoring in you do not include some chance of, you know, Congress
running up against some default on the debt ceiling or precipitous
action on the debt ceiling of the type that led to a downgrading of
U.S. credit in 2011. Am I correct that you are not making an assumption that we would do something stupid about the debt ceiling?
Mr. HALL. That is correct.
Senator KAINE. And so your advice to us, although I know you
are giving us analysis rather than advice, is do not do something
stupid about the debt ceiling.
Mr. HALL. Well, I will try not to give advice, but the stupid—if
I were going to give advice, I would say something like that.
Senator KAINE. Because doing something stupid about the debt
ceiling could have a significant negative impact on the economy,
correct?
Mr. HALL. Well, you know, we would have to think it through.
I do not want to project something like that. You know, actually
I think there are some who differ a little bit as to how much impact
that would have, so I do not want to——
Senator KAINE. Explain that. You know, as a former Governor
and a Senator, to me anything that, you know, suggests that you
are close to default or, you know, we are not good for the promises
that we have made, those would have been—my financial advisers
when I was Governor, for example, said that would be cataclysmic
to do something like that, do not do that; or when I was mayor,
you know, you are getting the bond rating, it would be really stupid
for your costs of borrowing for you to suggest any unreliability over
matters of being good on your debt.
What would the argument be that maybe flirting with the debt
ceiling may not be so difficult?
Mr. HALL. Well, in a lot of ways, there still remains a great deal
of trust in the Federal Government as a borrower. As long as people trust that the Government is a safe place to loan money to,
then the U.S. Government is not going to have a premium on when
they borrow. So it is probably likely that we are pretty far from
having really concerns about whether there is a loss of faith in the
Federal Government’s ability to pay back its debts.
Senator KAINE. But anything that would contribute to any decline in confidence could have some negative impact, and it might
be significant, depending upon how catastrophic or how irrational
the actions of Congress or the administration would be.
Mr. HALL. Yeah, and that is sort of why we talk—when we talk
about an extreme, we talk about a financial crisis, we are really
talking about a severe drop in the faith of the Federal Government’s ability to pay things back. And as we have talked about,
having the U.S. Government have to pay a premium on its borrowing is not a good thing, not only for the budget but also probably for economic growth.
Senator KAINE. Right, and your point——
Chairman ENZI. Senator Whitehouse.
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Senator KAINE. Okay. Thank you. Thank you.
Senator WHITEHOUSE. Thank you, Chairman. Welcome, Dr. Hall.
I appreciate you being here. I wanted to ask you about two things.
The first is health care spending.
I keep showing you this graph that is one of my most interesting
puzzles, which indicates that in the 2019 to 2029 period, compared
to extension of your projection for this period based on the same
terms that we project here, you end up with a net savings in that
10-year period of $4.7 trillion in total Federal health care spending.
About this much is actual, and then on it goes to projection. But,
clearly, something has happened in there. I believe there have been
estimates that about $400 billion of this $4.7 trillion has to do with
the changes in the individual mandate. But that still leaves $4.3
trillion.
So I would ask you again to please work with us to try to understand what on Earth is going on. It could be that all your boffins
with their algorithms do not actually know, but I would like to get
a better understanding of it, because if you can lower in a 10-year
period our health care spend by $4.3 trillion without really hurting
anybody, whatever happened, we want to do more of it. So will you
pledge to work with us and try to understand that better?
Mr. HALL. Yeah, and one thing, you know, we have limited ability to do our own research, so we rely on outside research much
more than we do on our own research. We do what we can. So a
lot of what we are lacking is just somebody’s research.
Senator WHITEHOUSE. Well, if you could task—figure out who it
is that you could task in that outside research to explain this, it
would be helpful. And we will follow up separately.
Mr. HALL. Okay.
Senator WHITEHOUSE. The second thing I wanted to ask you
about goes back to your answer to a question for the record by
Ranking Member Sanders on April 6, 2017, a very simple statement that climate change may affect the Nation’s economic output.
Now, since that date, we have seen two pretty serious warnings
emerge, economic warnings, related to climate change. The first is
probably best exemplified by Freddie Mac saying that they expect
a coastal property values crash or at least a coastal property values
crash is possible, which in its economic impact and scale would
match the economic impact and scale of the 2008 mortgage meltdown, which we lived through and do not want to have to go
through again. So that is out there, and a lot of people have written and talked about it. But Freddie Mac is probably the biggest
and most non-environmentally specific organization with a lot of
expertise that has made that warning. So that is one.
The second one is that the Bank of England is warning about a
carbon asset bubble crash, and they use the term to define the impact of that crash ‘‘systemic risk.’’ Do you know what the Bank of
England means when it says ‘‘systemic risk’’?
Mr. HALL. Well, I know what the term generally means, but I am
not familiar with this—their view on that.
Senator WHITEHOUSE. Well, generally, I describe it as the
blandest term that is the most terrifying two words economically
one can think of. It basically means global economic collapse or significant slippage. Correct?
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Mr. HALL. Right.
Senator WHITEHOUSE. It means that the problem goes beyond the
carbon companies and out into the general economy, the same way
that the 2008 crash went beyond the mortgage companies and out
into the generally economy. Correct?
Mr. HALL. Yes.
Senator WHITEHOUSE. So those two things are now out there as
warnings. Have you looked at either of those warnings, either on
the merits or to see, were they to come true, what would that mean
for your projections?
Mr. HALL. Sure. One of the things that we have done, and I
think it is worthwhile mentioning, we do have a report from a couple years ago looking at the effect of increased hurricane frequency
and intensity.
Senator WHITEHOUSE. Yeah, on the Flood Insurance Program,
emergency spending, all that.
Mr. HALL. Exactly. And that is certainly relevant to the property
part from Freddie Mac.
Senator WHITEHOUSE. Although just to be clear, this is actually
quite different, because it is not an evaluation of the immediate impact of sea level rise or offshore storms or whatever. It is an evaluation of what happens to confidence in coastal property values
when banks will not give you a mortgage because they do not know
that the property is going to be there 30 years from now and you
cannot get insurance because you do not know what the tail-end
risk is if you are the insurer, which makes it really hard to sell
coastal property, which creates the meltdown long ahead of and
independent of any particular storm.
My time has run out, so let me follow up with questions for the
record to make sure that we are on record.
Mr. HALL. Okay.
Senator WHITEHOUSE. And I would love to follow up and get answers from you in those three areas.
Mr. HALL. Sure.
Senator WHITEHOUSE. Thank you.
Chairman ENZI. I want to thank Dr. Hall for his testimony today.
Your full statement will be entered in the record.
Information to all Senators: Questions for the record are due by
noon tomorrow with a signed hard copy delivered to the Committee
clerk at Dirksen 624. Under our rules, our witness will have 7 days
from receipt of the questions to respond with answers.
With no further business before the Committee, this hearing is
adjourned.
[Whereupon, at 3:28 p.m., the Committee was adjourned.]
ADDITIONAL COMMITTEE QUESTIONS
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[The following submitted questions were not asked at the hearing but were answered by the witness subsequent to the hearing:]
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·--------------------·--Congressional Budget O'ffice
MARCH 29, 2019

Answers to Questions for the Record Following a Hearing
on Tlze Budget and Economic Outlook: 2019 to 2029
Conducted by the Senate Committee on the Budget
On ftmuary 29, 2019, the Sentlte Committee on the Budget convened a hMring itt u,hich
Keith Hall. Din-ctor ofthe Conpy-ssio,uil Bud~t Office, test(fied about The Budget and
Economic Outlook: 2019 to 2029. 1 After the hearing. R.anking J.fember Sankrs and other
members ofthe Committee submitted questions for the record. This document provides CBO's
ansu;en. It is 11uai/4b& rrt ,v,i,rw.cho.gov/puhlic•tion/54991.

Senator Sanders
Question. I read with interest your recent report, "Options for Reducing the Deficit: 2019
to 2028.'' While I very much apprcciatt: th1.: work you and yom team put into this volume, I
,vas disturhed hy the following statt:rncnt made on page 292 during the report's discussion of
a potential carbon tax:
Many estimates suggest that the effect of climate change on the nation's
economic output, and hence on federal tax revenues, will probably he
small over the next 30 years and larger, hut still modest, in the following
few decades.

Simply put, the claim that climate change will have only "small" or "modest'' effects on our
nation'5 economy and hudget is not supported by the facts.
In November, 13 federal government agencies collectively produced a new National Climate
Assessment, which concluded: "With continued growth in emissions at historic rates, annual
losses in some economic sectors arc projected to reach hundreds of billions of dotlars hy the
end of rhc century~more than the current gross domestic product (GDP) of many U.S.
states
Pkasc provide me a list of thi.:: studies that have led you to conclude that the projcct<.!d
economic and budgetary harms from climate change are merely "small" or "modcn.''
Answer. It is important to note thc time frames addressed by CBO's statement becanse
climate changt: is i.::xpccted to impose costs that will accumulat(; over time. Initially,
thi.:: economic effects of climate change will probably he small relativi.:: to the size of the
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AXSWERS TO QliESTIO\SFOR nm RECORD

\!ARCH 29, 2019

U.S. economy, bur the relative cost is expected to increase throughout the 21st century. As
CBO non.:d in its lan;st vol um(; of Optiom far Reducing the Deficit, "Uncertainty about the
cfl-Ccts of climate change-and the potcnti.i.l for unlimited emissions to cause significant
damage-grow-'! substantially in the more distant future.") That is because the potcnti.i.l mag~
nirudc of d.i.m.i.ge-.i.nd the range of possible outcomes-becomes incr(!.tsingly Luge as the
average global temperature rises. Hence, even if the economic costs arc modest 50 or 60 yc.i.rs
from now, they may no longt:r be modest 80 or 90 years from now. CBO has not a:sscsscd the
magnitude of those costs at the end of the century, as some studies have done.:>
One important consideration for understanding the future economic impact of climate
change is the cxp,xted increase in the size of the economy, Dollar losses th.it occur in a given
year arc most appropriately compan:d with GDP in that same year. The summJry finding
reported in the Fourth Nationi!I Climatt Assts-smmt compared the magnitude of annual
losses at the end of th<: century (estimatt.'.d to he hundred5 of billions of dollars) with the
current GDP of several statcs. 4 1hat comparison docs not account for the substantial growth
in GDP that is likdy to occur between now and then. Although forecasting GDP decade, in
advance is \'Cry speculative, if the economy continues to grow as it has in recent decades for
the rest of this century, as CBO expects it will. the nation's output (measured on an inflationadjusted basis) would he several times the size it is today.
Hovvever, the effects of climate change will not be evenly distributt.:d throughout the
United States. Although losses may he small rdativc to GDP over the next few decades,
damage is likely to he concentrated in certain areas and ro have a larger impact on some
sectors of the t.:C011L)my than others. For cxampll', damage from rising sea levels and increases
in the intensity of hurricanes would be borne by coasc;il communities, ln 2016, CI3O examined how climate change and development in coastal areas might affect the costs of damage
from hurricanes. 1he ;igcncy concluded that, at present, less than 0.4 percent ofrhe U.S.
population, or about l .2 million people, live in counties when: per capita, hurricane damage
is i.:xpccted to be greater than 5 percent of the average income.~ By 2075, however, that
share would, in CBO's estimation, risi.: to 2.1 percent of the popubtion, or about 10 million
people.
FinaJ\y, experts believe that there is a small pos5ibilicy that even relatively modest warming
could, with link warning, trigger unprt.:ct.!dentcd changes during the 21st century that
could have 1ignificant ncgativ-.: effects on the U.S. economy. Fur example, shifts in oc-.:an
currents could change weather patterns and affect agriculture over large areas, or the rapid

2.

Congressional Budget Office, ("JJtiomf~r Rl'd'l,/dlJ[ th(' D,fitir: 2019 tc 2028 (Dcc.-:mbcr 20l8), p. 292,
w,i,·w.cbo.gov! pub Iic:itio n/ 5-1-66 7.

3.

4.

For a range of e:ttim:W.:t of the effects auoci;i.tcd with different lcvdt of emh,iont over the 2ht century. sec
Riccardo Colacito, Bridger Hoffo1;1.nn, ;i.nd To;i_n Phan, J/.,npmsturr 1nJ G1·.:m 11h: A Hwl'I •.<fnafr,h fl_( thl'
U11itui Slt1fr,, Working P;i.per 18-09 (Federal Reserve Bank of Ridunond, 1tuch 2018), httpt:/ /tinyurl.com/
j'),.-vnnq9; Solomon I·fli;i_ng and othen, "Estimating Economic Damage From Climate Change in th..: United
Su.re,," Scima, voL 356, no. 6345 (June 2017), pp. 1362-1369, httpd /doi.org/1 0.1126/Kknce..1..1.!4369:
TH)':.111J. Dcryugim snd Solomon M. H,iuni, f),m the l:",11•il-111wu111 .'i'ti!l 11.fatta? D11.i{y 11'111}'tmfJt1·1•and
lwollll' ir1 the• U11it1·J Sltttrt, Working P:1.pcr 20750 (National Bure.i.u of Economic Research, Dccemhcr 2014),
www.nb.:r.org/papen/w7.0750; :1.nd Kate Lo.m:n and oth..:r1, Amn·it/111 Clim,tN Pr(/.\prctw: Fmriomir Risks in
thl' Unitui St-1fl'i (Rhodium Group, Octohn 2014), https:/ /tinyurl.com!y6yrp4ms.
U.S. Glohal Ch;i.nge Re~urch Prognun, hmrth N{ltiond Climalf ,·foeH11u·111, vol. 2, Impart._;, Rish,,
mi.I A/4pt.-11ic11i111hr Unitl'J St(I/N (2018), p. 26, https://go.us,1.gov/xEGxy (PDF, I 18 KB).

5.

Congreuionsl Budg~'t Offict:, Potmti11l lnrrM,'tJ in

Hi1.n-il'l'rll1'

Dam.t,(f in 1hr li1Ji1td Stater: Implications (oi- thr
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disintegration of ice sheets could dramatically raise sea levels. The sources and nature of such
abrupt changc1, their likelihood, and their potential impacts remain very poorly undcrstood.r;

Question. Bct\vccn December 2017 and April 2018 the static score of the Trump tax cuts
increased by $436 billion. Why did the score increase?
Answer. The estimate of the budgetary 1.:ffccts of the 2017 tax act that CI30 published on
December 15, 2017, largely relied on the staff of the Joint Committee ofTaxation's (JCT's)
estimates of die impact of that legislation.' Those estimati..:s were measured in relation to the
baseline budget projections char CBO publi5lwd in January 2017. 1 As reported in a recent
blog post, in April 2018 CBO made significant changes to its baseline projections m reflect
new information that bt'c1mc available during 2017. 9 On ner, those cb.1nges resulted in
higher projccrions of GDP and of revenues from both individual and corporate taxes.
When Cl30 produced a new esrimak of the effects of the 2017 tax act in relation to the
higher basdine projections of revenues puhlishcd in April 2018, the i:stimatcd impact on
the deficit was larger. w 1hc most nntable difference between the two sets of estimates was
the magnitude of the decrease in revenues projected to result from rhc tax act's reduction of
tax rates. 1hc decrease was estimated to be larger prim.1rily hcc.rnse the tax base was larger in
CBO's 2018 economic forecast than it was in the agency'.12017 forecast.

Senator Cramer
Question. Director Hall. 1 wanted to follow up on the discussion that we had during the
January 29, 2019 hc11ring regarding the economic impact of a merit-based immigration system. As we discussed, the siZt' and .1killsct of our labor force has a tremendous impact on the
strength of our cconomy. Does your office havc any analysis on the hudgetary and economic
impacts of changing our immigration system to a merit-based system? If not, please provide.
Answer. CBO has not analyzed the budgetary or economic effects of adopting a meritbased immigration syst..:m. However, in a cost estimate for H.R. 2131, the Supplying
Knowledge-based Immigrants and Lifting Levels of STEM Visas Act of 2013, CBO and JCT
estimated that, on net, the bill would reduce budget deficits hy $1 l O billion over the 2014-"
2024 period. 11 H.R. 2131 would hav<.: made many changes to immigration law, but two in

6

Congic,~ional Budget Office, Potmti11l Impacts of Climate Chang_r in the Unill'd Stain (May 2009),
www.cbo.gov/publication/4J l80.

7.

Congrcnional Budget Offict'., h:ttn to the Honorahlt· Kevin Brady providing a cost ,·stimate for the
conference 1.t;rce.mcnt on H.R. l, a bill to provide for n.:conciliation ptmu1.nt to title, II and V of
the concurrent resolution on the 1->udget for f:i,cal year 20[8 (D~·ccmber 15. 2017), www.cbo.gov/
publicatlon/53415.

8.

See Congressional Budget Office. Tht Budgd t111d Ero11omic OutWok: 2017 to 2027 (Janua1y 2017),
,,.,...,.,...,.,.-_cho.gov I pub Iicatlo n/ 5 237 0.

9.

Congreuionlll Budget Office, "How the 2017 Tax Act Ha~ Affected CBO's GDP and Budget Projections
Sine(· J:i.nwu-y 2017," CBO Blog (Fd-,ruary 28, 2019), www.cho.~ov/pnblic1tion/54994.

10. Scc Congn.:niomil Budget Office, The Bw(f!.d t1111! Fconomi, 011tlaok: 2018 lo 2028 (April 2018)W¥,•Vt·.cbo.go" /puh!kation/536~ 1.
l 1. Congn.:ssio11.l! Budget Office, cost estimate for H.R. 2131, the Supplying Knm,,Jedge-hucd I111mlgr;111t, J.nd
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parricular would have moved U.S. immigration toward a merit-based system by ~hifring the
rdativc skill level of noncitizcns who were permitted to live and work in the Unitt.:d States;
First, the law would h,1ve signific.i.ntly increased the number of workers and their dependents ,vl10 could receive l.1wful permanent resident (LPR) status (commonly referred
to as a green card) or H-1 I3 nonimmigrant (that is, temporary) status on the basis of
employment. (Dependents of workers with H- l B nonimmigrant status arc granted
H-4 nonimmigrant status.) CEO estimated that the number of fi.m::ign-born peopk· who
qualified for permanent or temporary immigr;;i.tion status through those channels and
their n.1xivc-born children would have increased by more than 1 million during the first
decade after the law was enacted.
Second, the law would have eliminated thr.:: diYt::rsity visa lottery, which allows
50,000 noncitizcns each year to receive LPR status if they or thdr relative arc chosen
through a random-selection process. To he eligible for the lottery, a noncitizen needs
only a high school education or two years of experience in an occupation that requires
two years of training. CI3O cstimarr.::d that climim.ting the lottery would have decreased
the number of frneign-born pr.::oplc who gualificd for LPR status and their native-born
children by 400,000 du ting the first decadt: after the law was enacted.

In addition, in 2013. CBO analyzed the effect that an increase in immigration would have
on productivityY The agency estimated that the increase in immigr.i.tion-particularly of
highly ,killed immigrants~n:sulting from enacting S. 744. the Border Security, Economic
Opportunity, and Immigration Moderniz.i.tion Act, would raise productivity slightly.
CI3O has not completi:d any similar analyses recently. and th.: estimarcd effects of a change
in immigration policy today would differ from those for H. R. 2131 or S. 744,H Legislative
and administr~tive changes in immigration, benefit, and ta.x laws made since those estimates
were published would affect CBO's estimates of merit-based immigration propos~ls or other
propos.i.ls. Additionally, the behavior of U.S. employers and foreign-born employees and
students changes OV(;f time, and those ch.i.ngcs could af:Fcct how CBO estimates the effects of
immigration proposals on the population. Fin.i.lly, CI3O and JCT continually update thdr
baseline projtctiorn and estimates to incorponi.te new research and information. CBO has
discussed thosi: and related issues in several publications. 14
Question. Docs your office havr.: any analysis of the budgcc:.uy .i.nd economic impacts of
dirninating the per country pt:rcentagc caps on employrncnt-hased immigrants in the Hl B
visa program? If not, please provide.
12. Sec Congrcsi,ional Budget Office, fh,, h·{1110111it lmpnl'l ofS. 711, thl' Bm"tk,· Sl'ruti~,- [:'1.m111mic Opp1wtu11ity,

a11d lmmigmtiou iV!od.emiMtion At! (rune: 2013), W'!'lw.cbo.gov/publicationi4-4346.
13. CBO projected the: dkcu of 2 propoul ,imiLu to S. 744 in the President's 2017 budget, but thut 2nuly1J1
w.11 b.1,ed on th(' .:igrncy's 2013 eitinutc. After g_djmting th11..t coJt e:nim.ite: to reAcct clu.nge~ in the
budine: bu<lge:t prof(~ctioiu th.it hg_d h~·cn m.ide: since 2013, and •fte:r raking into ;tccoont other ch,mge:•
to the: tax code propo,e:d by the Pn::1idcnt, CBO .ind JCT projected th.it the proponl's dfecu on revenues
2nd direct 1pending would reduce deficiu by Sl 01 hill ion oYer the 2017-2026 period. (1he deficit
reduction 'l'l'J.J proj~ct,·d to he $158 hil!ion over the 2014-2023 period in the 01igin.il coJt estimate.) Sec
Congrn1ion2l Budg:e:t Offict\ An A.1111/y,;is eftht' Pmidmt's 2011 BuJ:,·t (M.irch 2016). p. 6, W\Yw.,bo.gov/
public1.tion/51J8J.

14. S1,e, for example, Congressional Budget Office, H,u, (J,,mt!J in lmmif!7flicn P~lir_y Af(!},tAf!Crt ti,,
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/-'e,,/.n-al /111.it;i•t (J.inuary 2015), .,-ww.cbo.gov/pub\ic.ition/49flh8, CO$t estimate fo1 S. 74-4, the Border
Security, Economic Opportunity, and Jmmig:r:1tion Modcrni1>1tion Ast (July 3, 20! .3), www.cbo.gov/
publicution/524.81, And Th, F1:om,mfr lmp1rct ~f'.\: 714, tl1r Bonlrr.'if"rnri~J;, E1.:~m,11Jic Opp~rt1111il_1; rmrl
lmmip'fllti,111\fodm1iuti~11 Art (June 2013), ,,.,,~w.cbo.go\'/public.ition/44.346.
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Answer. Although the total number of foreign-born workers in s:pecialry occupations who
arc eligible for nonimmigrant status through the H-1 B program is sufljcct to annual limits,
the program docs not have any coumry-hased quotas. However, such limits (csrablishcd in
8 U.S.C. 1152) apply to nnncitizens who seek. lawful permanent resident status through
cmploymcnt-hascd preferences (8 U.S.C. 1153(h)) or fumi!y-sponsorcd preferences (8 U.S.C.
1153(a)).
Cl3O analy1.cd the budgetary cffCcts of removing the country-based limits on who can obtain
LPR status through employment-based prdCrcnccs in September 2018, when the House
Committee on Appropriations reported H.R. 6776, a bill making appropriariorn for the
Department ofHomeLmd Security for fiscal year 2019. (i\s is rhe case frH most cost estimates, CBO did not exarnint: the economic effccr., of enacting the legislation.) Section 540
of that bill would have removi.:d the current resrriction that no more th.in 7 percent of
all noncitizens who receive LPR status on the basis of employment in a given year can
be from any single country. (Under current law, that limit can he lifted in a given )'i.:<U if
enforcing it would prevent the United States from granting cmrloyment-hased LPR status
to 140,000 noncitizcns.) According to CI3O's estimate, enacting section 540 would increase
direct spending by $22 million and dccrc:;t<i:e revenues hy $11 million (stemming mostly from
a reduction in receipts from visa fees) over the 2019-2028 period, thereby increasing budget
deficits hy $33 million over that period.
Primarily on the basis of data from the Department of Homeland Security, CI30 estimated
that, on net, section 540 would reduce th-: U.S. population hdow what it would he under
current law. 1hat reduction in population would occur because, with the temoval of the
7 pcrct:nt cap, more of the noncitizcns who received employmt.'nt-bascd LPR status would
alrc.i.dy bt: in the United States in another status (typically H-1 B nonimmigrant status), and
fowcr would be arriving from abroad. In particular, noncitizens from India and China, who
make up a largt:: portion of H-1 B nonimmigrants, arc the most likdy to be affected by the
7 percent cap. If section 540 was enacted, some of them \Vould become LPRs-and evcnru.1.lly U.S. citizens-more quickly than they would under current law. 15 Thus, although the
number of nonciti1.cns who were granted employment-based LPR status would remain the
same, the number of noncitizens in the United St,tcs in nonimmigrant status would decline
because they would spend fewer years in that status while waiting for it to be adjusted to LPR
status.
That more rapid adjustment to LPR status would have another df<:ct. Naturalized citiz-:ns
from India and China sponsor their parents for LPR status as immt:diatc rdativcs of U.S.
citizens at higher rat.:s than do naturalized citizens from other countries. Thus, the number
of noncitizens in the United States who received LPR status as immediate rdatives of U.S.
citizens would incr-:ase as ,vdl.
Unlike noncitizens who have -:mploymcnt-based LPR status, immediate rdatiVt'.S of U.S.
citizens arc not subject ro employment or .:ducational r<:quircmcnu. CBO estimates that tht:y
would have lower income than tho5c who apply on the basis of employment and thus would
be digibk for mor.: federal benefits-most notably, subsidies under rhc Affordable Care Acc.
(Somi.; of rhos.: subsidies reduce income tax liabilities and dms decrease rt::wnues.)
Because there would he fow.:r noncitizcns in nonimmigrant status, there would also he
a reduction in direct spending, mostly fi)r suhsidics under the Affordable Car.: Act, That
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J 5 H- !B nonimmig1ant;, who;,.: employers have sponsored them for cmployment-hast·d LPR status can
continu.l.lly 1cntw their H-1 B -1tatu1 whilt w2itin~ for tlwir ,1djtutrntnt to LPR stJ.tu1. Such renew.1ls do not
count against any numerical limitations in the H-1 B progr::im.
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reduction would be rdativdy small bt::cause nonimmigrants arc spccifically ineligible for
many federal hl'ncfits and bccaust: thosl' who would be affcctcd by scction 540 must work
in specialty occupations, hold advanced degrees, or meet both of those requirements.
Cornequendy, CI3O expects thar they (;md their spoust:s and minor children) would most
likely havl! income that was too high to qualify fi1f various federal benefits. Thus, CBO
expects that over the 10-yc.ir projection period, the increases in dirt.:ct spending for those
additional immediate relatives of U.S. citizens who obtained LPR status would outwdgh the
decreases in direct spending stemming from tht: decline in the number of nonimrnigrants.
In addition, because fewer noncitizens would be applying for LPR status from abroad, the
Department of Sure would collect fower foes fiH immigrant visas. A portion of those foes is
dcpo5ite<l in the Treasury and recorded in the budget as revenues. Dy contrast, foes paid to
the Department of Homeland Security to adjust status within the United States ate recorded
as off'>ctring receipts, which reduce ditcct spending. 1bosc receipts arc available robe spent
without future appropriation; chus, the nt:t budgetary effect from collecting those fees i5
negligible.

Senator Grassley
Question. Dr. Hall, your ourlook looks at recent changes in trade policy, where you consider
effects of U.S,-imposed tariffs and the retaliatory t•riffa othu counrries h•vc imposed in
response. And it looks likt.: CBO's analysis confirms that tariff..~ arc not good for rhc economy.
Your report also says that around 21 perct:nt of good:-; in the Food, Feed, and Beverages group
arc affected by tariffi, and f presume that includes agricultural goods rhat are affected.
l ·wonder whether your analysis has factored in possible 5upply-chain effCcts of tariff'> with,
for example, long-term damage to U.S. agricultural exports wht:n other countries find new
places to buy agricultural goods.
Answer. ln CBO's baseline projections. retaliatory tariffs imposed by the United States'
trading partners reduce d(:m.;i,nd for U.S. agricultural exports and other goods because they
increase the price nf those exports relative to the prices of similar goods from othcr c0unrrit:s.
Those trading partncrs art: exp~'ctcd to rt:place most of their purchases of U.S. agricultural
exports subject to the new tariff-S with goods from othcr countries. Howcv.:r, much of that
reduction in purchases is projected to he offSct by increased U.S. exports to countries that did
not impose new tariffs. If th.;i,t off-Set was smalkr than anticipated, or if the reduction in U.S.
exports from countries' impo5ing rera\i.;i.tory tariffs was larger than expected, the negative
dfcct on the U.S. agricultural industry would be greater than projected. Because CBO's
projections incorporated the assumption that t.;i.riffs in effect when the baseline was published
would bc permanent, the reduction in exports to countries that imposed rctaliatory tariffs
is long-lasting; howev.:r, CBO projects th.;i,t over time, the United States would divert more
;:xports to other trading partners.
Question. Dr. Hall, part of the fiscal challcngcs ahead of us arc growing interest costs on the
debt. Under the Obama administration, there wcrc fi)ut consecutive years of deficits wcH
above one trillion dollars. Also, public debt held by the public balloo;1ed over the full Obama
presidency by more than eight trillion doll,us.
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Answer. Since 2008, debt and deficits have increased signific1ntly, primarily as a result of
the severe 2007-2009 recession and enacted legislation. Fcdcr,l debt held hy the public is
now roughly twice what it was before the recession, and it continues to grow. The high and
rising lt:Ycl of debt poses significant risks to both the economy and the federal budget. The
government's interest costs arc rising. The nation's capital stock will ultimately be smaller, and
productivity and total wages lower, than thcy would have hcen otherwise. Lawmakers wilt
have less fkxibiliry to r.:spond to unexpected challenges. And tht' likdihood of a fiscal crisis
in the United States grows ever greater.
Much of the increase in the past decade occurred from 2009 through 2012, when deficits
totalt:d $5.1 trillion. 1h: larg<: deficits stemmed in part from th<: n:ductions in n.::venucs and
increases in mandatory spt:nding that automatically occur during and after economic downturns. Newly enactcd lcg:islation-including chi.: Amtrican Ri.:covery and Reinvt'.strncnt Act
of2009 (Public Law 111-5) and the Ta.x Rclie{ Unemployment Insurance Reauthorization,
and Job Cri.:ation Act of 2010 (P.L. 111-312)-also contributed significantly.
1he deficit shrank to $0.4 trillion in 2015 but has been larger since then. Although the
effects of the 2007-2009 recession have waned in recent years, deficits have neverthdcs,
remained larger than they were before it occurred. ln CBO'.s most recent baseline projections,
which reflect the assumption that current laws governing revenues and .spending generally
remain unchanged, fcder;il debt held by the public rises by another $13 trillion from 2018 to
2029, reaching 93 percent of GDP by the end of chat period.
Question. Dr. Hal!, CBO's baseline projection has total revenues as a pero:nc of GDP rising
m~adily to 17.4 pen.·ent, which is the long-run historic .1.Vt'r.1.gc, by 2025. That means that
with all of the rco.:nt tax refi,rm fully in place, revenues as a ,hare of GDP will hit the historic
average. Then revenues relative to GDP rise even further as some of tht.:: temporary foatures of
the tax codt: phase out.
I have two questions about that.
First, is it correct to say that revenues as a share of GDP will return to the long-run historic
average by 2025. bcfon.: any of the recently enactt:d tax reform phases out?
And, sccond, what is the range of uncertainry about those estimates? For example, what is
the chance that the rt:venue-to-GDP ratio that you project could hit the historic average even
well before 2025?
Answer. Yes, CBO projects that in 2025, before th\: \:Xpiration of most of the temporary
provisions of the 2017 tax act, revenw.::s will amount to 17.4 percent of GDP-the same as
the aver.i.gc over the past 50 y1.::ars. In CBO\ basdine, tbt:y ris\: to an av\:rage of 18.3 percent

of GDP from 2027 through 2029.
As pan of its rcccnr Bud.grt and &wwmic Outlook, CI30 projected revenues under alternative
a~sumptions about focal policy, including the assumption that certain expiring provisions of
the 2017 tax act remained fully in place over a longer period of rime. H' If foll expensing and
certain other temporary provb;ions of the tax act wen: extern.fod, total revenues would. COO
projects, range from 17.3 percent to 17.4 percent of GDP for the years 2025 through 2029,
very close to the average over the past 50 years.
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16. Ste Con~reuional Budget Offio.:, lht Hu.i'f,t't 1111J h1m,m11i: 011tl.cclt: 2019 t// 2029 Qanuiry 2019),
Chapt<.r 5, wwvr.cbo.gov/publicnion/5~918.
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However, projections of revenues and GDP arc inherently uncertain. Unexpected developments can causc rcvennt:s as a percentage of GDP to differ from projt:ctcd value~. Such dcvdopmcnts might include a comhination of ch.mgcs in the fr1llo,ving factors: tht.: composition
of GDP and national income, the relationship between national income and the associated
tax hases, the relative growth. rates of asset prices and GDP the distribution of income among
taxpayt:rs, and the effect~ of recently implemented policies.
A recent analysis of CI3O's revenue forecasting record showed that the mean ahsohm: errorthat is, the average of the projection errors without regard to whether thq wcrt< positive or
ncg.i.tive-wa~ 5.0 percent for the agency's budget-yeiil.r projections and 10.1 percent for its
sixth-year projectionsY ln CBO's current baseline projections, errors of those magnitudes
would amount to 0.8 percent of GDP in 2020 and LS percent of GDP in 2024. On the
basis of that analysis of forecast errors, CBO estimatt.:s tlut there is a roughly 25 perctnt
chance that revenm.:s as a percentage of GDP would be equ.i.\ to or greater than the historical
average of l 7.4 pcrccrlt in 2020-though there is a similar probability chat they would he
16.0 percent of GDP or less. (In CBO:~ baseline, revenues are projected to tot;;i.l 16.7 percent
of GDP in 2020.)
Question. Dr. Hall, in a recent analysis ofCBO's economic forecasting record, it is identified
that: "Forecasri.:rs have con.'li.'ltcntly owrcstimated interest rates since the early 2000s." And I
believe that CBO has also oyeresrimared interest rates in the past.
I understand that forecasting is a <liffi.c11lr bnsinc:ss, hut since interest cosrs of federal debt
seem to be a growing cause of concern, and sinct: frHecasrers have bc:en consistently 0Yt..'restimating interest rates, what might chat mean for projected intcn.:st costs on the federal
debt. For example, if you arc consistently oveTe:stimating longer-term interest rates by, say,
a percentage point, by how much may you have overestimated interest costs over a 10-year
hudget window?
Answer. l11c trajectory of interest rates is a significant source of uncertainty in CBO's
projections. lfinterest rates turned out to be l percentage point lower each p.:ar than CBO
currently projects and all other economic variahks wert: unchanged, net outl.i.ys for inrcrest
would, in CBO's assessment, be roughly$] .8 trillion less between 2020 and 2029.
To show how variations in interest rates might aftCct the foderal budget, CBO developed an
interactive workbook in which us.ers can create their own alternative scenarios fr)l" intcn:st
rares to see how rcvcnucs, outlays, and deficits might differ from CBO's basdin..: budgtt
prnjcctions. 1~ l110se alternative scmarios il!ustrati.:: the scnsitiYity of the budget to changes
in intert..'st rates-~induding both the rate on 3-month Treasury hills and tht..' rat<.: on 10-y~ar
Tr..:asury notes-when all oth..:r i..-conomic variables are left unchanged. 1he ..:stimates shown
in the workbook ar<.: simplified approximations of the results that CilO might produce using
its broad set of economic and budget models.
Question. Dr. Hall, spending as a share of GDP is projected to average 22.0 percent over the
2020~2029 period, wdl ahovc the historic average. And. your rect..'nt outlook points to two
major driv.:rs of increased spending; namely, increases in spending for Social Security and
17. Congrt:nion2I Budgt:t Office, C:[JO;• Re,,nme Fm·emding l<.fforrl (November 2015), ,v,vw.cho.gov /
pub\ication/508J I,
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18. Congressional Budget Office, "How Changes in Economic C....onditions Might Affect the Federal Budget"
(lnteractin: tool, January 20 !9), WW\:Y.cbo.gov/pnblication/54934.
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Medicare, as well as net interest costs. So, mandatory spending on entitlements is one big
driver of the unsustainable growth in federal spending.
Discretionary sp-:nding, in contrast, looks like it will fall rdatiw to GDP.
I wonder, Dr. Hall, if you can tdl me how long CBO has been giving Congress the message
that mandatory sprnding has hccn growing faster than GDP; has it just l:H:cn in th.: past
couple of years, or havt: we known this for quite some time?
Answer. Since 1970. mandatory spending has more than doubled as a share of GDP, and
C13O has long provided infrHmation about both actual and projected growth in such
spcnding. Thc agency identified the challenge posl'd by growth in mandatory spending as
far hack as 1980. l11at year, CBO Director Alice Rivlin d(:dared, "The major force that has
driven budgct~ry growth in the past two decades, and promi.1es to drive it in the next decade,
is tht.: growth in entitlements and orht.:r types of !';pending that are difficult to mod if)' in the
short run." 19 More than two decades ago, the agency started akrting lawmakers about the
hudgt:tary prc.1sures that would arise beginning in 2008, when the first of the baby buomers
would rum 62 and become eligible to receive Social Security benefits. In May 1996, CBO
noted, "In the decades after 2010 ... the demographic .o;hifi: will push up the deficit rapidly
if no change, are made in entitlement benefits for the elderly or in taxes on the working
population.'',\)

Senator Kaine
Question. In 2013, CBO rdcased a report titled, "111e Distribution of Major Tax
fupcnditurc.1 in the Individual Income T~x System.'' This is an informative report that we
rdy on fi,r information when evaluating the tax code and changes to it. Since the report was
released, significant changes have occurred to the U.S. tax code, including the 2017 tax hill,
which would change the substance of the 2013 report.

•

Does CBO have plans to update rhis report?

• If not, will you commit to updating this report as soon as feasibly possible?
•

\Vhcn would be a reasonable timcframc frw these updates?

Answer. Each year, in Thf Budttt r1nd Eronomir Outlook, CBO reports the overall amount
of tax expendirnrcs and identifies which tax cxpendituri,;s arc thi,; largest. CBO curn:ndy has
no plans for a more expansive report on ux expenditures or rhcir distribution. However, the
agency would be happy ro work wirh rhc Senate Budget Committee to assess rhe priority
of producing a report on the distribution of tax expenditures. The priority of that project
relative to other.-; would significantly affect the time frame needed to complete it. CI3O
anticip~tc.'i rhat the data collection, analysis, and modeling needed to complete such a project
would taki,; at least nine months from start to finish.

19. 1tstimony of Alice M. Rivlin, Director, Congressional Badget Office, before the Task Force on Federal
Expenditure Limit~ of the House Rules Committee, Limiti11~ the r;,-_,uth ~f Falm-rl F,;,,.Jwdilmn (Fcbru~ty 6,
19SO), p. 13, www.cbo.g:ov/publicatlon/2 ! 131.
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20. Congressional Budget Office, 7h1' Fto1wm.ic ({Jtd Rudgd Outloak: Fisml }h1n 1997 2006 (May 1996), p. xxii,
www.cbo.gov/puhlic.ation/ I 'l9i9.
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Senator Scott
Question. The CBO estimates that net intt::tl'st payments will be $383 billion in 2019 and
\vill increase to nearly $930 billion by 2029. Rising intcn::st payments limit lawmakers'
flexibility to set 5pcnding priorities as more and more money goes to 5ervicing the debt. As
Governor, I worked hard to get Florida's fiscal house in order. As a result, the Stare of Florida
now holds top credit ratings with each of the major r.i.ting .lgcncic5, which has lowered
interest costs and created real savings for the taxpayers of Florida.
In 2011, Standard and Poor's (S&P) rating agency downgr.idcd the general obligation credit
rating of the United Staks Government for the first time in modern history. What dfect has
this h•d lrn net interest spending and what would he the budgetary and economic effects of
a credit rating upgr;idc in your outlook? What pathways exist to improve the foderal government's creditworthiness within the outlook's timeframe?
Answer. In CBO's assessment, Standard & Poor's downgrade of the federal government's
credit rating in 2011 prohahly had a negligible dfect on interest rates and nt.:t interest payments. First, it is not clear that investors in U.S. Treasuries rdy on credit r,tings to assess the
creditworthiness of the United Stares in the same way that thq might use credit r•tings to
assess borrowing by state or local governments. including Florid.'s state government. St:cond,
even if investors did use credit agencies' ratings to assess tht: crt:ditworthincss of the United
States, the other two le•ding credit agencics--•Moody's Investors Service and Firch Ratingsretained their highest credit r,tings filr the federal government, so on its own, Standard
& Poor's downgrade would have had a limited impact on market interest rates. 1hird, the
downgrad1:; did not seem to affect the inn:rest rate ch•rgcd on U.S. Treasuries, which in fact
dropped in the days following tht: downgrade. Accordingly, in CBO's view, a credit rating
upgra<lt: woul<l he unlikely to have a significant effect on U.S. Treasury rates.
Standard & Poor's reported that its downgrade in 2011 was prompted by concerns about
rising fcdi.:ral debt and that, from the r~.ting •gency's perspective, "the effectiveness, stability,
and predict.i.bi!ity of Amcric;in policymaking ;ind political institutions have weakened,"
suggesting that the creditworthiness of the federal government might improve iflawmakers
addrt..'S5t:d those issues.: 1 To put the federal budget on• sustainable long-term path, lawmakers would need to make significant polk)' changts-allowing revenues to rise more dnn they
would under current law, r.:ducing spending for large bt:ndit programs to amounts kss than
those currently projected, or ._dopting some combination of those approa.chc1.n In CBO's
view, lowering the debt below the current-law projcctiom would reduce interest rates and
increase private invi.:stmcnt, regardless of the federal government's credit rating.

Senator Toomey
Question. CBO's latest report makes it clear that excessive federal spending, not lack of
revenue, is driving our dcficiu over the duration of the hudget window. Revenue as a
percentage of gross domestic product (GDP) exceeds the 50-ye•r historical average over the
l 0-ycar budgt:t window. and spending as a pcrct.:nt;ige of GDP is 1.7 pi.:rcent gri.:ari.:r than the
historical average owr the l 0-year budget window. CBO projects rhar revenue will increase
21. S&:P Glohal R.sting•, "Research Upd~te: United States of Arncrka Long-Tenn R1ting L.)Vi'ert::d to '.AA+' on
Political RJ,lu and Ri,ing Debt Bmden; Outlook Ncgatin:" (August 5. 2011), httpd/tinyurl.com/y4xh553f.
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22, CBO outlined 121 poI1ibilitici for policy chJ.ng<:t tlut would reduce the deficit in C....ongreuio/1\l.l Budget
Offins, Opti11mflw Rnhi('int th1' f)ificit: 20!!) tc 2018 (December 2018), www.cho.gov/puMkation/546fi7.
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from $3.5 trillion in 2019 to $5.7 trillion in 2029, a 61 percent increase. Meanwhik, mandatory spending is on pace to increase from $2.7 trillion in 2019 to $4.6 trillion in 2029-a
70 percent increase. M:rndarnry spi..:nding and nr:t interest on the dcht is projected to make
up 789'\1 of at! federal outlays hy 2029.
Dr. Ha!L do you acknowledge that our fiscal situation cannot he adequately addressed
without curbing the growth of some of these mandatory spending programs?
Answer. CUO has long maintained. as it most n:ccntly stated in the January 2019 Budget
rtnd Eronomic Outlook, that "to put debt on a .mst.linable path, lawmakers will haw to
make significant changes to tax and spending policics-incrcasing revenues more than they
would under current law, reducing spending for large benefit prognuns below the projected
amounts, or adopting some combination of thme approaches.".1 1

Question. CBO's latest report highlights several positive economic benefits from the
2017 tax act. 111is is a result of the structural changes that will haw long-krm bt.:nefits on
cwnomic growth. The competitive husiness rate and foll expensing kad busine55(.;5 to invest
in capital (;quipm<.!nt, making workers more productiw and in turn increasing their earnings
and quality oflife. According to CBO, wage growth accderated notahly in 2018. Annual
growth of the employment cost index for wages and salaries was 3.3 perct:m in 2018 and is
expected tu average 3.5 pt.'rcent bcnwen 2019 and 2023. 111is is in cuntrast to the 2.0 percent average from 2009 tu 2017.
Dr. Hall, the CBO report says that "growing demand for labor and competition fi)f workers
arc expecrt:d to boost the gnw.nb of wages and salaries owr the next fow years." How docs the
tax hill contribute to this increase ln wages?

Answer. CDO expects rhc eff(;cc of the 2017 tax act on short-term wage growth to be positive. In particular, the agency expects the growth in th(.'. employment cost index (ECI) for
wagt's and salaries in the privJ.l.t<.: st..:ctor to be slightly higher through 2023 than it would have
been if the law had not bl..'.cn enacted. As a r.:sult, the lt:vd of the ECI is projectt.'d to be about
0.2 percent higher in 2023 than it would have been otherwise. The eft-Cct is somewhat larger
in the longer term.
CBO expects the 2017 tax act's effect on wage growth to ht' modest in the next fow years
mainly because the tax act is expected to add only a small amount of inflationary pressure to
the economy in general and ro 1.he labor market in p.i.rticul:.ir. Although the law boo~ts the
dl'mand for labor in the near tnm, which helps push up wagt:S, it also boosu the supply of
labor by increasing the incentives to work, which mitigates that pressure on wage growth.
Over the longer term, the eftl:ct of the tax act on wages is expt.'cted to he larger hccausc of
incn;ascs in labor productivity. Productivity increases as investment gradually translates into
productive capit~L which boosts the recurn to labor.
In the near tt.'t'm, the tax act ls projected to have more significant positive effects on the !ahor
force participation rate, cmpll))'□lCnt, and total hours worked; consequently, tht: effect on
total (t.'conomywidc) ·wages ~nd salaries is also greater. 'fhc act is projected to increase total
wages and salaries hy 1.1 percent in 2023 (boosting labor's shari.: of income as wdl) and by
lt:ss in latl..'.r years.
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23. CongR"S~ional Budget Offic<.:, 7he Hwigttr111rl l:i'Ol11Jf!lic 011t!m1k: 20!9 ta 202,9 Qanuary 2019), p. 20,
\~'W\'l'.,bo.god public,ttion/H9 l 8.
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Question. Tit-for-tat tariff escalation hurts Anu:rican consnmers and threatens U.S. jobs.
CBO's latest report nows that the U.S. has imposed new tariffs on 12 percent of imports,
which has resulted in rctali.1.tory tariffs on nine percent of American exports. CBO estimates
that these new trade barriers will reduce real cornumption Py 0.1 percent, private investment
by 0.3 percent, and real U.S. exports by 0.5 percent hy 2022.
1hcst' projccrions show that there arc no winners in a trade war. You may be awan.: that
legislation has recently been introduced that would allow rhc U.S. to "reciprocally'' increase
our tariff rates to m.1.tch higher tariffs imposed by fordgn nations on the same product.
Dr, Hall, given the projections in CBO's latest report, do you think that raising U.S. tariff,;
to mei.'.t rbc tariff rares of our rrading parrners would help or hinder U.S. economic growrh?
Answer. CBO has not analyzed tht.: economic effects ofincre.1Sing U.S. tariff rates to the rates
of the United States' trading partners. However, in the long nm, higher tariffs on imports
tend to reduce domestic competition and productivity and, in turn, real (that is, inflationadjusted) GDP. ln CI3O's view, they could also reduce the long-term rare of economic
gmwth.

Senator Van Hollen
Question. CBO estimates that the shutdown cost the economy$} 1 billion overa!L including
$3 hill ion that will never be recovered even with the government reopened. But CDO makes
clear that these estimated cff..:cts, "do not incorporate a number of indirect ncgatiYc cffr:cts,
which arc more difficult to quantify but were probably becoming more important as the
shutdown continued."
During the shutdown, I heard from small businesses throughout 11aryland suffering
from these types of negative effects. A catering comporny told me that reductions in FDA
im.pcctiom incrt.:ased consumer concerns ahout food s;ifcty, and hindered their ability to get
needed certifications. A venture capital firm told me the :,hutdown hurt their inwstments
in companies that hring discoveries at universities to market, because the companies lost
valuable time that they nca:.:d to secure hridgc funding from the Small Business Innovation
Research prngram. A hair salon was not able to get an SBA loan to expand their business and
create new johs hecaus\: of the shutdown, which may cause them to lose a deposit that they
put dm.vn for their new space.
If CBO was somehow able to qnantiJ}' the economic damage from these types of negative
effects from th\: shutdown, and add this to th\: effects that ynu did measure, would that
increase CBO's t·stimate for the economic damag..: from tht.: shutdown? Is there a way CBO
can provide a rough estimate of those additional costs?
Answer. CBO's estimates did not incorpor,ne indirect effects of the shutdown, such as those
resulting from interrupted access to federal subsidies and loans, lags in issuing federal permit.,
and ccrtification5, and ddayed funding for agencies that help minimize various risks. In
CBO's view, those factors probably exacerbated the shutdown's dfccts on economic output
and would have done so to an increasing extent as the shutdown continued.
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However, a good deal of uncertainty surrounds the magnitude and timing of those indirect
cffcct5-particularly the cffocrs on various federal programs and services th<lt rhc private
sector rdic5 nn. Ir is also highly uncertain how private husin~~ses adjusted their investment
and hiring decisions in response to disrupted government activitks. CBO docs not have
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enough information to quantify those effects at this time. 111c .igcncy is closely monitoring
new evidence and data, which may allow it to estimate those cftCcts in the future.
Question. In April 2018, CBO cstimat-:d that the 2017 tax act would increase deficits hy
$1.843 trillion over 10 years. While macroeconomic feedback, excluding interest costs,
reduced the cost of the bill hv $571 billion in CBO's estimatt:, the total feedback related to
interest costs increased the u;st of the bill hy $582 billion. So these effects are essentially a
wash, and CBO estimated that the tax bill increased ddicits by $1.854 trillion over 10 ye1rs
after taking both of these factors into account.

Since April 2018, has CBO significantly changed its projections for the t:conomic and
budgetary cfl:-Ccts of the 2017 tax act?
Answer. CBO has not revised its estimate of how the 2017 tax act would affect the budget
or economic growth since 7he Budget and Economic Outlook: 2018 to 2028 was puhli~hcd in
April 2018. Over the past year. the economy has pcrf~nmcd much as CBO anticipated at that
time. Uncertainty about the timing of the c;u .icr'5 hudgct.iry effect.Ii makes it difficult rn infer
from recent tax collections whether the act's eventual cost will be larger or smaller than CBO
projected. Corporate tax revenues in fiscal year 2018 were weaker than expected, bur the
extent to which that weakness w~L~ a continuation of a multiyear trend or a wnsequence of
effects of the 2017 tax act that differed from prior estimates-or some combination of those
nvo fo.ctors~is unckar.
Question. Advocates of the 2017 tax act daimcd that the law would increase the rate of
economic growth, as ml'.asurcd hy real gross domestic product, to 3% in the long-term.
Is there even one private sector forecast among the roughly 50 included in the Blue Chip
survey that shows 3% economic growth in 2020?
Answer. None ofrhe roughly 50 re,pondcnrs who contributed to the January 10, 2019, Blue
Chip survey projected that real GDP growth would reach 3.0 percent in 2020. In those forecasts, estimated growth for 2020 ranged from a low of0.4 percent to a high of2.7 percent.
Estimates in the middle two-thirds of that range extended from L5 percent to 2.3 percent.

Senator Warner
Question. 1lrn.mghout the course of the rccord-hrl'.aking 35 day government shutdown,
it is estimated that the US economy suffered a GDP reduction of$11 billion. While these
projections indicate that much of th.i.t loss will be regained, it is also projected that $3 billion, or .02% of the projected annual CDP, may never be fully rt:covcrcd-chat value is gone
forevt:r.
In addition, the shutdown exposed with stark clarity the numbu of people in this country
unable to miss a paycheck without painful negative economic consequl'.nces. And while
fodcral vvorkcrs arc beginning to recl'.ivl'. back pay, there are still more than one million fodcral
contractors who will never receive compensation f(n the income they lost.
Director Hall, hased on your analysis what arc some things the government can do to avoid
this kind of cost to the economy in the future?
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Answer. In CBO's estimation, the partial shutdown that 1.:nded on January 25, 2019,
dampened economic activity mainly becwse of the loss of furloughed federal workers'
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contribution to GDP.. the delay in fodcral spending on goods and services, and the reduction
in the overall demand fiH goods and scrvict:s in the economy (which dampened private-sector
activity). Avoiding a lapse in discretionary funding for federal agencies would prevent such
consequences in tht! futur1;.
CBO's estimate of the effects of the five-week partial shutdown does not incorporate a
number of indirect negative effects, which an: more difficult tn quantify bm \Vere probahly
becoming more significant as rhc shutdown continul'd. For <.::xample, during the shutdown,
some husincsscs could not obtain federal permits and ci.::rrifications, and some faced interrupted access to subsidies and loans provided by the federal government. TI10se types of
disruptions were probably beginning to reduce economic output. Avoiding an extcndtxl
.shutdown would prevent those sorts of negative indirect effects from reemerging.
Question. According to the Congressional Budget Office's 2019-2029 report on The Budget
and Economic Outlook, the federal budget deficit is about $900 billion in 2019 and will
exceed $1 trillion each year ~t.uting in 2022. The deficits in the next ten years arc well above
the average over the p:.l.st 50 years. fluctuating h:tween 4.1 and 4.7 percent of GDP. 2019 has
rhe largest single de.fide increase of any ycar--an increase of over $280 billion in the deficit
under the Republican tax bill for 2019. :.1ccording to JCT. \X!hik the tax cuts carried out
may have created a "sugar-high", it is clear that the economic growth cxpcrit::nced is not
sustainable.
Giwn this unsustainable deficit-spending, how could we maintain the short-term economic
boost produced by the rnx cuts once the "sugar-high" t..:xpires?
Answer. CBO projects that from 201:) through 2021, economic output will exceed its
potential-that is, its maximum sustainable amount-in p:.1rt hccause of stimulus provided
by the 2017 ta.x act and by increases in :spending enacted in 2018, Over the llrnger term, real
GDP tends to grow at the same rate as potential GDP, which is determined by factors such as
the size of the \:.lhor force, the average number of labor hours per worker, capital investment,
and productivity. New policies that incrc:.1:scd incentives to work. and invest :uid that raised
productivity would drive potential and actual GDP growth up ahlwe CI3O's current-la,v
projections of such growth in tht.; longer term.

Senator 'Whitehouse
Question. As you cm sec in the attached chart, CI3O projects federal health :spending over
the next decade will he $4.7 billion lower than its 2010 estimates extrapolated out to thi:s
budget window. While a portion ,,f this diflCrence rdatcs to the repeal of the individual
mandate and other policy changes, much of it appears to result from a sustained slowdown in
heahh spending growth in recent years. As CI3O noted in the current budget outlook, "1hc
reasons fi)r that slowdown arc not clear."
I think the slowdown is evidence that structural change~ in the delivery of care-many of
which were ushered in by the Aff(1rdable C:.1rc Act-have taken hold and we arc seeing lower
federal jpending as a result. For t,;xamplc, Coastal Mt,;dical in Rhode Island, a i\.1cdicarc
Account:.1blc Care Org2nization, has saved $30 million over fivt,; yt.;ars, and has done so while
increasing services and improving the quality of ore thdr patients receive.
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As I've raised with you before, l think it's important for CI3O to tease out what is responsible
for this significant, sustaint,;d slowdmvn in federal health spending growth. What is CBO
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doing to bcttt:t understand the causes of the sustained slowdown in federal health care
spending? Would you agree that cornparing the current CBO baseline with the 2010 baseline extrapolated out to the current ,vindow is a logical way to cstimatt: changes in health
projections?
Answer. Because tht.: reasons for the slowdown in health care .'!pending growth arc not well
understood, it has been challenging for CBO to projc:ct whether the :dowdown would persist
or growth in health care spending would return to hi5torical lcvds. 7" To better understand
the causes of the slowdown, CBO will solicit input on the topic from the ;igcncy's Panel of
~kalth Advisers-which comprists widely rccogni·1,ed experts in health policy and the health
care sector-when that panel rnl'ets next in the fall. CI3O also continw.:s to monitor tht: latest
n:scarch on the causes of tht: slowdown.
1hat research sheds some light on whethi..:r certain changes in how care is paid fr>r and delivered have affected fcdi..:ral heahh care spending. One important change has been th..: growth
of accountable cart: organiiations (ACOs), which arc groups z,f doctors, hospitals, and othtr
health care providers that assume collective responsibility for the costs and quality of care
furnished to their patients. ACOs arc intended ro give providers incentives to improve the
quality and coordination of <.:arc and eliminate unncces5;;uy spending. However, the available
evidence indicates that ACOs have had little or no net effect on Medicare 5pcnding. 1 "' To
date, nearly all ACOs that have operated in the Medicare system have employed a "oncsidcd'' risk modeL Under that model. ACOs receive ho nus payments from Medicare if the
total Mcdicare paymcnts for their patients arc bdow a benchmark. amounL hut tbcy do not
face a pcn.i.lty if the total payments for their patients are above the benchmark. Thc evaluations ofMedic:.1.rc ACOs have found that, on average, they reduced spending on Medicare
hcncfits hy a modest amount, hut those savings have been largdy oft-Set by bonus payments.
CBO an:.1.lyzcs ch.1ngc5 in its baseline projections by comp.t.ring projections for particular
years published at different points in time. Difft'.rences bctwi..:en those projections ,uc classified into three types of changes: legislative changes, which n;sulr from the enactment of
new laws; economic changes, which stem from updates to the ag!.'ncy's economic fim:cast;
and technical changcs, which reflect all other updates to the agency's projections. Tn CBO's
hasdinc projections from August 2010-rhc first projections puhlishcd after the enactment
of the Aft{1rdahle Care Act-two years, 2019 and 2020, overlap with CBO's current baseline
projections, making a comparison of the two baselines possible for those years.
ln its Augll5t 2010 projtctions, CBO estimated that mandatory 1pending for the two
broad budget cat\!gorics covering the major health care progra1m would be $1,489 billion,
or 6.7 percent of GDP. in 2020. In CBO's January 2019 baseline projections, rhe agency

24. In 2013, CBO released an analysis of the slowdown in gmwth of •pending on Medican;. Th.1.t 1.n;i.]y_,i1
resulted in the following findings: Spending per bcncficbry ln Mcdkue Part A (Hospital lnn1nrncc) and
Part B Uvfrdical Insurance) grew Qt a much ,lower rate from 2007 through 2012 than the avei-.,ge mte of
growth in carlic1 ye1.n, only 1. ,mall part of the ~lowdown could 1:-c accounted for by ob.erv;i.hlc factou th1.t
would he n:pcctcJ ro in8ue1Kc bcncfidarict' dem1.nd for hc:ihh care, ;ind much of th<.: ,lowdown w;u due to
unidentified focton th1.t changt:d bt'.ncficiaric,' dem;1.nd for care or provideri bduvior. Sec Michael Levine
and Melinda Buntin. WJ~y lf,n Gmwth in .''f'mdi11t.far Fuji,r-Sn·1•irr Mrdiran-,'J-'/c11 nl?\Vorking P1.pt:r
2013~06 (Congr<.:ss!onal Budget Office, ,'..ugi.ut 2013}, www.cbo.gov/pul:>lication/44513.
1

25. See). Michael Mc\Vil!iams, "Clungei in Mcdk1.rc Shared Savin~• Pror,ram Sawing1 From 2013 to
2014," /mnw/ (!ftlv Amnimn Mh:Jir1.IA1,•ci11tw1, -vol. 316, no. 16 (October 2016), pp. 1711-1713,
http://dx.doi.or~/1 O. IOO l/jlil.m;;i..20 l&.12049; .1.nd J. Michael Mc\Villio.ms and othen, "Early Pt:1formlil.nce
of Acconnubk Care Organi:r.atiom in Mofo.:.1.1e," lhe N/'11 F11tJ,mJ.fe1murl cfMnfhint', voL 374, no. 24
(June 2016), pp. 2357-2366, http://dx.doi.org/t0, 1056/NEJMul600142.
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estimated that such spending would total $1,202 billion, or 5.4 percent of GDP, in 2020.
Of the $287 billion diffcn;ncc between those proj<:ctions for 2020, $18 billion is attributable
to lcgi,1lativc changes and $269 billion to economic and technical changes. 1hc slowdown in
health care spending growth was the largest technical revision that CBO incnrpor.i.tcd into
its baseline projcctiom of federal health spending; however, there were many nther technical
revisions. For example, CDO reduced its projections of subsidies through the marketplaces
because tht: actual number of people receiving subsidies was lower than anticipated.
Table 1 compares CBO's August 2010 prnjcctiom of mandatory spending for the two hroad
budget functions covering major hc;llth progr;lrrn; (after an adjustment to incorpor~tc the
estimated cffCcts oflegislation enacted since the projections were prepared) with the actual
amounts of such spending. "TI1at adjustment is IH:ccssary because although CBO docs not
attempt to predict foturc lcgisfa.civc changes or their effects on spending when preparing
its baseline budget projections. actual spcnding is neverchdess aflt:crc:d by those changes.
Adjusting its projectiom to incorporate the effects of subsequently enacted legislation hcforc
comparing them allows CBO to focus on the economic and tcchnic;ll factors responsihle for
changes to the agency's projections.
Extrapolating the Augmt 2010 projections heyond 2020 to increase the numhcr of years
nf overlap is challenging. Ideally, the growth rates used for that extrapolation would reflect
tht' growth rates (adjusted to incorporate the effects of subsequently enacted kgisl;ltion)
underlying CBO's 2010 Lont-Thm Budget Outlook, ,vhich extends to 2035. However, the
growth rates embedded ln those long-term projections do not rdlt>cr enacted legisl:uion that
has changt'd projt>cted growth in spending for rn,1.jor health care programs. CBO has not
separately estimated the longer-term efFects of s:uch legislation in a way that would allow the
agency to subtract those effects frnm the growth rates underlying the long-term projections.
1hc agency's health analysts would be happy to med with you to discuss forthcr the challcngcs in extrapolating the 2010 projections.
Question. President Obama worked with Congress to reduce the annual dcficit from
$1.4 trillion in 2009 to $665 billion in 2017. ln your testimony you project that deficits
will again rise above $1 trillion by 2022 and th-: deficit in out years could be even higher if
provisions such as the individual ta.x cuts arc made permanent or extended. \Xlhat dfcct docs
the Tax Cuts and Jobs Act haYe on our nation's deficit and debt outlook? Would making the
tt>mporary provisions of the law permanent lower or raise our national debt?
Answer. ln April 2018, CBO estimated that the 2017 tax act would increase deficits hy
about $1.9 trillion between 2018 and 2028. Extending certain provisions of the tax act and
maintaining honus depreciation~:1 provision that allows businesses to deduct a portion of
the costs of equipment from their taxable income~at 100 percent would increase deficits by
,1hout $300 billion in 2029 and by about $1.1 trillion in total over the next decade. Added
dd,r-service costs would further increase deficits and dcbt. CBO included .:stimat.:s of the
budgctary effect., of thosc extensions in its projections of budgetary outcomes under altt'rnarivc fiscal policies published in its recent B"Mdtet and &onomic Outlook.)<,
Question. CBO's outlook projects Real GDP growth to slow down in 2019 to 2.3% from
3.1 % in 2018, and drop furthi..'.r to an average of 1.7% through 2023. \'v'hat effCct docs the
Tax Cuts and Johs Act have on your cconornic growth projections over the next decade?
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Table 1.

Comparison of CBO's August 2010 Projections and Actual Amounts of Mandatory Spending for
Budget Functions 550 (Health) and 570 (Medicare), by Fiscal Year
2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

In Billions of Dollars
CBO's August 2010 Projections, Adjusted to Incorporate
the Effects of SubSEquen!ly Enacted Legislation

751

810

798

851

940

1,034

1,162

1,238

1,296

1,396

1.471

Actual and Projected Amounts as of January 2019''

750

790

752

793

859

966

1,043

1,064

1,071

~

1,202

20

46

58

81

68

119

173

225

247

269

798

778

831

930

1,026

1,148

1,224

1,287

1,395

1,489

Difference

Memorandum:
CBO's August 201 OProjections

751

As a Percentage of Gross Domestic Product
CB O's August 2010 Prol;ctions, .Adjusted to Incorporate
the Effects of Subsequently Enacted Legislation

5.1

5.3

5.0

5.1

5.4

5.7

6.3

6.4

6.4

6.6

6.6

Actual and Projected Amounts as of January 2019''

5.1

5.1

4.7

4.8

5.0

5.3

5.6

5.5

5.3

5.4

5.4

0.1

0.3

0.3

0.5

0.4

0.6

0.9

1.1

1.2

1.2

Difference
Memorandum:
Gross Domestic Product (Bi!Hons of dollars)"

14,839 15,404 16,056 16,604 17,333 18,090 18,551 19,272 20,236 21,252 22,120

Source: Congressional Budget Office.
~"" between zero and 0.05 percent
a. Actual amounts are reported through 2018; the values for 2019 and 2020 reflect CBO's current projections as pubHshed in The Budget and
Economic Outlook: 2019 to 2029 (January 2019), wvvw.cbo.gov/publication/54918.

Answer. CEO published a detailed description of its estimates of the cf!-Ccts of the 2017 tax
act on its economic and budget projections in April 2018.i 1hc :lgcncy projected that
the tax act \Votild raise real GDP above what it would have otherwise been by an average
of 0.7 percent each year over the 2018-2028 period. The additional GDP attributable to
the tax act would he largest in 2022-amounting to LO percent of GDP-and decline in
subsequent years.
7

111at pattern reflects CBO's projectinru that the 2017 tax act would have positive effects
on real GDP growth on:r the first five years of the projection period and negative effects
over the remaining six years. Specifically, in the agency's projections, the legislation bnosts
annual real CDP growth hy 0.3 percentage points in hoth 2018 and 2019, hy about
0.2 percentage points in 2020, and by 0.1 percentage point in both 2021 ~nd 2022. Over
the 2023~2028 period, however, rhe t<LX act slows real GDP growth by an aYcrage of about
0.1 percentage point per yt:ar. 1he actual data rt.::portcd thus far have generally hccn consistenr with those estimates.
Question. Numerous experts are warning of the significant economic risks of climate change.
The first of these risks relates to rising seas and the likdihood that hundreds ofhi!lions of

27 Sn:: Cungreniona! Budget Offiu.::, 7he B11d.,_'(el and Eco11omic Outlook: 2018 lo 2028 (April 2018), Appendix B,
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dollars' worth of coastal real estate becomes uninhabitable. Freddie ?vfac has this to say on the
subject:
"[Rlising sea levels and spreading flood plains nonetheless appear likely
to destroy billions of dollars in property and to displace millions of
people. The economic losses and social disruption may happen gradually, but they arc likely to be greater in total than those experienced in
the housing crisis and Great Recession."
Has CBO considered the economic and budgetary risks posed hy such a coastal real estate
crash?
We're ;1lrcady seeing the c,r!y w;1rning signs of this up and down the East Coast. The First
Street Foundation looked at the effect t)f rising seas and increased coastal flooding on Rhode
Island property valu\:s and frmnd that since 2005, Rhod\: lsland coastal real estate has already
lost $45 million in expt:'.cted value. Total losses along the East Coast already exceed$] 5 billion. Is CBO studying bow faHing coastal property values may affect economic growth and
fodcral revenues?
Answer. CBO has not estimated the potential loss in property values due to rising sea levels
or investigated how such losses might affect the economy, Jn 2016, hO\vever, the agency
published a n:port that examined rhc cfftcts ofdimarc change and coastal dcvdopmcnt on
the total cost of hurricane cl.image in the United Statt:s, including projccriom of such costs
in 2025, 2050, and 2075. 1N In addition, CBO has examined the financiaJ soundness and
affordability of the National Flood Jnsurance Program, a topic that is ofr<.;n discussed in
conjunction with coastal real estate valu<.;S.N Cun<.;ntly, CBO is rcss:,uching the economic and
hudgt:tary costs imposed by hurricane-related winds, srorm 1urgcs, ,rnd hc.i.vy prt-cipitation.
(The effects of heavy precipit.ition ,wre not included in the 2016 report.) Finally, the ags:ncy
has been aploring available data that would allow it to estimate the economic costs associated with cffccrs of ri.o;ing sea levels on high-tide flooding.
Question, The second climate-related risk of which experts are warning is the so-called
''carbon bubbk" 1his refers to an over-investment in fos.o;il fuel assets that then dramatically
decline in value as the world economy i!I fi.)rcc<l to wean itself off of fossil fuel in order to
combat climate change. The Bank of England warns:
"As the world increasingly limits carbon e1nissions, and moves to alternative energy sources, investments in fossil fuds and related technologies
[... l may take a huge hit.''
Economists have modekd what a bursting of the carbon bubble might look like, and they
warn that it mighr result in a loss comp:iuablc to th<.; 2008 financial crisis. In your budget
and economic outlook, do you consider the economic and budgdary risks posed hy such a
carbon buhhk?

28. s~c Congrenion~l Budget Office, /'t1tmtial lwn-1ru1 in llurrim1u ])1111uttt in thl' U11itul States: lmpli01tions.fa11'
!ht J:,Jnu! Bw"f:t! (June 2016), WW¥>.cho.gov/pnblic1tion/5 \ 5 I 8.
29. See Congreuion.J.1 Budget Office, !Jlf• Na!iomil Fkwrl fmimma Program: Financial Sou11dne•s a11d ,1/fow/.abilizv
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Answer. For a carbon bubble to burst an<l cause an economic disruption comparable to the
financial crisis in 2008, policy changes both in the United States and overseas would proba-

bly haw to be impkm-:ntcd quicldy, leaving owners of and investors in fossil fuel asst.:ts, such
as coal mines, oil wells, and fussil-fud power plants, with minimal time to .i.djust. CBO's
Budget and Economic Outlook incorpor~v.:s the assumption that current federal laws will
generally remain unchanged, so it docs not account for possible changes in federal law related
to fossil fuels that might precipitate such a crisis.
That said, policies that limit emissions of carbon dioxide could ri:sult in the early retirement
of fossil-fud pown plants and decrease the market value of fossil fuels, c;msing producer5 to
abandon such facilities or to deplete energy reserves sooner than they might havc othcrwisc.
1hc energy market has cxpcrit.:nced such a decline in rhe value of assds---oftcn referred to
as "stranded costs''-in tht.: past. For <..:xample, in 1998, CBO cxamincd thc implications of
compensating ekctric power utilities for stranded costs resulting from the deregulation of the
retail market for dectriciry.~0
The potential magnitude of stranded costs is uncertain. Such costs would depend on how
lawmakers designed future policies to reduce cmissions-spccifically, on the stringency of
such policies-as well as investors' expectations about how rhosc policies might affect the
returns from inwsting in fr)ssil fuels. ll1e budgcr,uy effects of stranded costs would depend
on lawmakers' decisions about whether to provide fodcral compensarion for such costs.
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THE BUDGET CONTROL ACT:
A REVIEW OF CAP-ADJUSTED SPENDING
WEDNESDAY, FEBRUARY 27, 2019

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Washington, DC.
The Committee met, pursuant to notice, at 2:30 p.m., in Room
SD–608, Dirksen Senate Office Building, Hon. Michael B. Enzi,
Chairman of the Committee, presiding.
Present: Senators Enzi, Grassley, Toomey, Braun, Kennedy,
Sanders, Kaine, and Van Hollen.
Staff Present: Elizabeth McDonnell, Republican Staff Director;
and Warren Gunnels, Minority Staff Director.
OPENING STATEMENT OF CHAIRMAN ENZI

lotter on DSK11XQN23PROD with HEARING

Chairman ENZI. I will call to order this meeting of the Senate
Budget Committee for a hearing on the Budget Control Act’s
spending caps and adjustments, something everybody understands
in detail, I am sure.
Welcome to today’s hearing on the cap-adjusted spending under
the Budget Control Act of 2011, known as the BCA. It is my hope
that this hearing will help to focus members of this Committee and
Congress on a category of Federal spending that often lacks sufficient scrutiny and for which Congress has appropriated nearly $1
trillion since 2012. This includes discretionary spending that is not
constrained by the BCA’s base spending caps, such as spending on
overseas contingency operations, on emergencies, on disasters, and
certain program integrity initiatives.
It does not include increases to defense and nondefense spending
limits that have been legislated through a series of 2-year budget
agreements.
Our witness today is Teri Gullo, who is the Assistant Director for
Budget Analysis at the Congressional Budget Office. I would like
to welcome her to the Committee, as well as her colleague, Dave
Mosher, the Assistant Director of CBO’s National Security Division, who is here to answer questions members may have related
to defense spending.
Ms. Gullo, we look forward to your testimony and appreciate
your being here to shed light on this issue.
As my colleagues know, the Budget Control Act was enacted in
2011 as a compromise to raise the Nation’s debt limit in exchange
for significant reductions in Federal spending. The law placed caps
on discretionary spending through fiscal year 2021 that are intended to reduce spending by more than $900 billion. It also cre(45)
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46
ated a Joint Select Committee that was charged with coming up
with additional deficit reduction and provided enforcement procedures to reduce spending levels automatically if the Select Committee failed to meet its target. These procedures were meant to be
the stick to ensure the Committee’s success.
As we know, the Select Committee failed, setting in motion a series of automatic reductions to both mandatory and discretionary
spending, including lower discretionary spending limits for fiscal
years 2014 through 2021. While the primary objective of the BCA
was deficit reduction, the law also allows for several cap adjustments to increase spending for specified purposes without triggering a breach of statutory spending limits. It is these adjustments which have grown in number in successive spending deals
that we are focused on today.
The largest cap adjustment utilized since the enactment of the
BCA is known as OCO, which stands for overseas contingency operations. Congress provides tens of billions of dollars annually
through OCO, which is not constrained by the BCA’s spending
caps. Since fiscal year 2012, $650 billion in OCO defense spending
has been appropriated. The existence of this unlimited cap adjustment has created an incentive to shift budgetary resources for the
Departments of Defense and State from their base into OCO, contrary to the BCA’s intention.
Nonetheless, year after year this practice has been utilized to
evade the discretionary spending caps and make room for spending
on other defense and nondefense priorities.
Another heavily utilized cap adjustment is the emergency designation, which has been used to provide nearly $180 billion since
2012. Like OCO, this designation is uncapped, meaning as long as
Congress and the President can agree, there is no limit on the
amounts that can be appropriated. The vast majority of spending
is provided for real emergencies and often in response to natural
disasters. I am interested in hearing from our witness this afternoon whether there may be better ways to plan and budget for inevitable emergencies.
Other cap adjustments in the BCA are limited either by formula
or as otherwise dictated in statute. These adjustments include disaster relief and program integrity adjustments. Program integrity
includes continuing disability reviews and determinations, health
care fraud and abuse control, and re-employment services and eligibility assessments.
Since 2012, about $70 billion has been provided for disaster relief
and $11 billion for various program integrity efforts. Cap adjustments are often necessary, but I also believe Congress must be diligent in providing oversight of their use. Without a doubt, some of
these adjustments have been abused in the past. I truly believe
that if Congress put as much effort into trying to abide by the caps
as they do trying to evade and mitigate them, our Nation’s fiscal
outlook would be less severe.
I recognize this review of cap-adjusted spending under the BCA
will inevitably draw attention to the discretionary spending limits
to 2020 and 2021, which is what we are working on. Congress has
acted three times to increase the base discretionary caps by a total
of $439 billion, including a $300 billion increase that was enacted
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just last year. That is in addition to the $1 trillion in cap adjusted
spending we are focused on today.
Before Congress rushes to add billions more to the taxpayers’
tab, we must carefully consider our fiscal outlook. According to
CBO, mandatory spending is the primary driver of our debt. In
2018, the Federal Government spent $2.5 trillion on mandatory
programs like Medicare, Medicaid, and Social Security. That accounted for 12.5 percent of gross domestic product. Without further
congressional action, CBO projects we will spend $4.6 trillion on
these programs in 2029. That will be nearly 15 percent of GDP.
CBO also projects that as spending increases over the next decade, interest payments on the national debt will also grow, from 1.6
percent of GDP in 2018 to 3 percent in 2029. We must get a handle
on this. To do so, Congress should thoroughly review all Federal
spending, mandatory and discretionary. This hearing today is one
small step in reviewing the more than $4 trillion the Federal Government spends every year.
I want to again thank Ms. Gullo for joining us this afternoon and
Mr. Mosher for joining us, and before turning it over to her for her
testimony, I would recognize Senator Sanders for his opening remarks.

lotter on DSK11XQN23PROD with HEARING

OPENING STATEMENT OF SENATOR SANDERS

Senator SANDERS. Thank you, Mr. Chairman. Welcome, Ms.
Gullo and Mr. Mosher.
You just mentioned the need to review our budget, and I absolutely agree with you. I think from top to bottom we need a review
of what our national priorities should be as a Nation.
As you know, if we do not lift the caps, nondefense programs will
be cut by $55 billion in fiscal year 2020 compared to this year—
$55 billion. And if you look at the enormous needs facing working
people in this country—a child care system which is dysfunctional,
hundreds of thousands of our young people are unable to afford to
go to college, many leaving college deeply in debt, an infrastructure
which is crumbling, 34 million people without any health insurance, half of older Americans having nothing in savings as they approach retirement, not to mention the need to transform our energy
system away from fossil fuels—we have enormous needs out there.
And I think the time is right to be looking at issues like income
and wealth inequality, whether we think it is appropriate that
three people in this country own more wealth than the bottom half;
that we have major corporation after major corporation—Amazon
and General Motors being just two recently—make billions in profit, do not pay a nickel in Federal taxes. Not a nickel in Federal
taxes.
So I do think we need to take a hard look at what our priorities
are, and one of the concerns that I have is that as a Nation we are
now spending some $700 billion a year on the military—$700 billion. We now as a Nation—and, by the way, you held a hearing on
this issue. We have a huge military budget, and yet as I understand it—correct me if I am wrong—the Defense Department is the
only department of Government not to have passed a clean audit.
So we are spending money hand over fist with the Defense Department.
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We are seeing huge profits in the military-industrial complex.
And you have veterans sleeping out on the street and children in
America going hungry.
In terms of the Defense Department, we are now spending as
much on our national defense as the next 11 countries in the world
combined. Okay? So we have kids who cannot afford to go to college. We have a crumbling infrastructure. We are not addressing
climate change. But we are spending as much money on defense as
the next 11 countries in the world combined, and that includes
Russia and China as well as many of our top allies like United
Kingdom, Japan, and France.
Despite this fact, in 2018 Congress passed, over my strong objection, a $165 billion increase in the Pentagon’s budget over 2 years,
including an $85 billion increase this year.
Now, you will hear people, my Republican colleagues, talking
about the need to cut Social Security, the need to cut Medicare, the
need to cut Medicaid. But when it comes to the budget, there is not
a lot of worry about massive spending on the military.
Let me just go over some interesting facts.
The $85 billion increase in defense spending could have made
every public college, university, and trade school in America tuition-free and substantially reduced student debt in America. So,
Mr. Chairman, when you talk about, you know, the need for a topto-bottom review, I agree.
My own guess is that the American people would prefer to make
public colleges and universities tuition-free rather than spend another $85 billion on the military.
We have got to also understand what is, I think, very interesting
in that we are throwing so much money at the Pentagon that they
literally do not know what to do with it.
Kids go hungry in America. Veterans sleep out on the street.
Kids cannot afford to go to college. But the Pentagon does not know
what to do, given the enormous amount of money we are throwing
at it.
According to the Government Accountability Office, since 2013
the Department of Defense returned over $80 billion in appropriated funding back to the Treasury, including more than $16 billion in 2018 alone.
So it seems to me, Mr. Chairman—and I think your point is well
taken—we need a thorough review. We need to argue about what
are the priorities. Do we give the Defense Department more money
than they can spend after we are spending more than the next 11
countries combined? Or do we, in fact, address the massive social
needs facing working families in this country? And I think the majority of the people in this country will demand that we get our priorities right, protect the needs of working families, not just the 1
percent and not just the Pentagon.
Mr. Chairman, I am going to have to apologize because I have
to get to another meeting, but thank you very much for calling this
meeting.
Chairman ENZI. Thank you for your comments.
Next we will have some comments from our witness, and then
that will be followed by questions. Ms. Gullo.
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STATEMENT OF THERESA GULLO, ASSISTANT DIRECTOR FOR
BUDGET ANALYSIS, CONGRESSIONAL BUDGET OFFICE; ACCOMPANIED BY DAVID MOSHER, ASSISTANT DIRECTOR, NATIONAL SECURITY DIVISION, CONGRESSIONAL BUDGET OFFICE

Ms. GULLO. Thank you. Chairman Enzi, members of the Committee, thank you for inviting me to testify today about discretionary appropriations under the Budget Control Act of 2011. There
are four main points I hope you take away today.
First, although discretionary spending increased in real terms—
that is, adjusted for inflation—from 1999 to 2018, trends differed
dramatically during the first and second halves of that period, rising in real terms over the first half of that period, but since the
BCA took effect, falling by almost 17 percent. Much of that decline
resulted from other factors.
Second, despite those spending declines, discretionary appropriations have been consistently greater than the annual cap amounts
specified in the BCA for two reasons: because the Congress has
provided substantial funding for activities mostly related to defense
and emergency requirements that automatically result in cap adjustments; and because cap levels have been increased statutorily.
Third, because no changes have been enacted to the caps for fiscal years 2020 and 2021, funding constrained by the caps is scheduled to drop significantly after 2019.
Fourth, in deciding what to do for fiscal year 2020, the Congress
will face several issues, including overall cap levels, their relation
to total discretionary spending amounts, and how any net changes
in spending might change the outlook for deficits and the debt.
Let me take each of these points in turn.
First, on real declines in spending, from 1999 to 2018, discretionary spending more than doubled in nominal terms, by 121 percent. Defense discretionary spending increased by 126 percent and
nondefense by 116. In real inflation adjusted terms, all categories
of discretionary spending rose, but they did so by roughly half the
nominal rates.
Trends during the two halves of that period, however, differed
dramatically. From 1999 to 2010, spending rose in real terms,
peaking in 2010, shortly after the end of the Great Recession. Since
the BCA took effect, however, such spending has fallen substantially by 17 percent—defense by 21 percent and nondefense by 12.
Much of that decline was caused by a sharp drop in war funding
as the U.S. withdrew forces from military operations in Iraq and
by the fading effects of spending attributable to the American Recovery and Reinvestment Act of 2009.
Second, exceeding the BCA limits. Despite that decline in discretionary spending, discretionary appropriations, or funding, have
consistently been greater than the annual statutory caps, and all
discretionary funding over the 2012–2019 period has been larger
than the BCA’s lower or post sequester cap levels by a total of $1.4
trillion, about 17 percent. Most of that amount, 70 percent, or $984
billion, has been the result of adjustments to the caps triggered by
certain types of appropriations.
BCA and provisions in the 2018 appropriations will allow cap adjustments to accommodate appropriations for four types of activi-
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ties, namely, overseas contingency operations, or OCO; emergency
requirements; disaster relief, including beginning in 2020 wildfire
suppression; and program integrity activities. But two of those adjustments for OCO and emergency requirements are unlimited and
have accounted for 92 percent of the adjustments since 2012. Some
of that OCO funding was for routine activities of the Defense Department rather than for war-related activities.
The remaining 30 percent, $427 billion, stems from legislative
changes made to the caps themselves. Most of the legislative increase, about $300 billion, result from the Bipartisan Budget Act
of 2018, which altered the limits for fiscal years 2018 and 2019.
Third, on the caps for fiscal years 2020 and 2021, no changes
have been enacted to the caps for those 2 years, the last covered
by the BCA. Without legislation to increase them, CBO estimates
that funding constrained by the caps in fiscal year 2020 is set to
drop by $126 billion, or 10 percent.
Fourth, what issues lawmakers will face in the future. The Congress will confront a number of issues related to the caps and to
the statutory adjustments that could be made to them, including
whether to raise the caps next year and, if so, whether Congress,
as it has in the past, will maintain some kind of parity between
defense and nondefense programs. There will also be the question
of whether to offset any increases with deficit-reducing measures
as all previous legislative increases have done, at least in part, by
reducing mandatory spending, including extensions of the mandatory sequester or by increasing revenues.
Another important issue will be how so-called spending outside
the caps or those adjustments we are talking about should be managed, specifically how cap adjustments, especially for the unlimited
categories, OCO and emergencies, should be made and for what
purposes.
Finally, in making choices about discretionary funding, the Congress will have to consider how such changes might alter the outlook for deficits and the debt. Deficits in CBO’s baseline average
4.4 percent of GDP over the 2020–2029 period. That is high by historical standards. Over the past 50 years, annual deficits have
averaged 2.9 percent of GDP. And, importantly, deficits in periods
of low unemployment have been even smaller.
Large deficits over the next decade could cause debt held by the
public to rise steadily. CBO’s baseline projects debt at 78 percent
of GDP in 2018, growing to 93 percent by 2029. At that point, Federal debt would be higher as a percent of GDP than at any point
since just after World War II.
In closing, I want to emphasize that CBO aims to provide you
with whatever information it can to assist you as you confront
these and other issues. My colleague Dave and I would be happy
to answer any questions you have.
[The prepared statement of Ms. Gullo follows:]
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Notes
Unless otherwise indicated, alt
referred to arc federal fiscal years, which run from
arc designated by the calendar year in which they end.
October 1 to September 30
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Chairman Enzi, Ranking Memlx:r Sanders, and
Members of tht: Committee, thank you for inviting me
to tcstii)r about the history of discretionary funding sine..:
t:nactmcnt of the Budget Cl)ntrol Act of 2011 (BCA,
Public Law 112-25).

to funding fiir frmr types of activities, but two of
rhem-v,,,'ar-rclared activitit:s (rcforred to as overseas

contingency operations, or OCO) and activities designated as emergency requirements-have accounted
for most of th.: ~djustment" and for the largest
amounts ($723 billion and $180 hillion, respectively,
since 20 l 2).

1l1cse arc the main points I hope you rake away this
afternoon:
•

From 1999 to 2018, discretionary spending increased
hy 53 percent in rt:al terms (that is, ~djustcd to
remove the effects ofinflation)-from j;H43 billion
(in 2019 dollars) to $1,290 billion. Dt:fonse outlays
rose by 56 percent, while nondcfonse outlays grew by
50 pncem.

•

Discretionary spending difl~red dramatically during
the first and second halves of that period. Tr rose in
real terms over tht.: first half, peaking in 2010. Since
the BCA took effl:ct in 2011, hmwver, such spending
has fallen. From 2011 to 2018, total real discretionary
spending foll by almost 17 percent: defon.H>. outlay~
fell by 21 percent, and nondefornc outlays, hy 12 percent. Much of that decline was caust:d by a ~harp
rl.'duction in war funding and hy the fading effects of
spending arrributahlc to the Amt:rican Recovery and
Reinvestment Act of 2009 (P.L 111-5).

•

No changes have hecn enacted to the caps for 2020
and 2021, the last two years cov-:rcd hy the BCA.
Without legislation to increase the caps, fonding
constrained by the caps in 2020 is set to drop hy
$126 billion (or 10 p-:rcent), the Congressional
Budget Office estimatt.:s. 1

•

In deciding whether to implement those scheduled
sharp reductions or raise the c~ps, the Congress will
face a numh..:r of issues, including whether to offoet
any of the spending increases that would result from
raising the c;;i.ps and how it might do so, whether
any changt:s in defense and nonddCnsc cap~ should
he ~qual, and how any n.:sulting additional spending
might change the picture for deht and deficits.

The remaindt:r of my testimony covers those points in
more detail.

What Is Discretionary Spending?
Despite those OVt'.rall declines in spending, discretionary appropriations have been greater th;;,m the
annual cap amounts specified in tl1t: BCA (including
rhe automatic rcducrion in the caps that !aw !att'.r
required) sinct: the law took .:fl'cct. Excluding th.:
amounts st·qu.:stt.:rcd in 2013, diKretionary appropriations ov.:r the 2012-2019 period havc to date hccn
largt:r than those annual cap amounts by a rotal of
$1.4 trillion (or about 17 percent).

•

Ahom 30 percent of that amount, $427 billion,
stemmed from legislative changes made to the caps
themsdvcs. After two small n:ductions were made to
the caps in 2013, rhri:.: hws i:ach increased discretionary caps frH two years at a time Most of that increase,
$296 billion, was the n:sult of the 2018 ll'gislation,
which ab:red th-: limits for 2018 and 2019.
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Di~cretion.uy spending, which accounts for about
30 perct:nr of total foderal spending, rt:sulrs from fonding
controlled through annual appropriations that fund a
broad array of gowrnment activitks, including defense,
law enf(:1rcemcnt, education, veterans· h.:alth programs,
the national park systun, disastt:r relief-~ and foreign aid.
That spending is split about .:venly bctwe.:n national
defons-: and nondt:fcnse programs ,111d activities.

How Has Discretionary Spending Changed in
Recent Years?
In nominal tt:rms, total, defense, ,111d nondefonsc discretionary outlay5 all roughly doubkd from I 999 to 2018.
Total discretionary spending incr..:ased hy 121 percl.'nt;
ddCnse di.scretionary spending, by 126 percent; and
nonddCnse discretionary .-spending, by 1] 6 percent. fn
real terms, too, all categori-::s of discretionary spending rose, but thq did so by roughly half as much (see
Figur1.: 1).
1.

Set C:,ngrtnion.i.l Budget Office, Fintf! SMJ1mtrati,n
Re,nr·/ fOr Firm! Yc·(/r 2019 (Ftbru.i.ry 2019), www.cbo.gov/
public.ation/54983.
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Figure 1.

Total, Defense, and Nondefense Discretionary Outlays in Nominal and Real Terms, 1999 to 2021
--

--

Billions of Dollars

-

In Nominal Terms
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ln nominal terms, discretionary
spending wou!cl, under
current law, roughly double
o,.,er thP 1999-2021 period.
Such spending would also
increase in real terms {that
is. adjusted to remove the
effr.cts of inflation), but
byabouthalfusmuch.
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Spending trends in the two
hal,.,es of the period differed
significantly. During the first
half, discretionary spending
rose in real terms. peaking
in 2010, just after the
2007-2009 recession. Since
the eops on dlsue!lonary
funding specified in the
Budget Control Act of 2011
took effect, such spending
ht1s fd!len substantially.
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Source: Congressional Budget Office.
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Measuring the change in real terms ming com:tant
dollars offers a more meaningful comparison of governmrnt spending over time because it removes rhi: 1.:-ffcct
of growth in prices. That is, it measures the change in

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00060

Fmt 6601

the purchasing power nfspending in terms of good~ and
services of comparable quality. For example, if a federal
program n:ct'.ivcd $50 million in budget authority one
year and $52 million tht: next, the increase in nominal
terms would he 4 pcrcenr. But if prices for thi.:: program's
purchases rosi.:: hy 2 percent, the program would be able
to purchasi.:: only 2 percent more goods and services.

What Caps Currently Exist to Limit the
Amount of Discretionary Funding Provided
Annually?
Most discretionary funding is controlled hy statutory
caps that were first imposed by the Budget Enfi1rccmcnt
Act of1990 (BEA, P.L 101-508) and reestablished by
the TICA. l11e BEA caps limited budget authority (that
is, the authority provided by law to federal agencies
to incur financial obligations) for three categories of
spending: dcfonsi.::, intl'rnational, and domestic. If the
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Spending during the two halves of the period differed
dr.im;i.ticJ.Hy. From 1999 to 2010, discretionary spending
rose in re.ii t;;rms, peaking in that lase yt::ar, shortly after
the 2007--2009 rectssion. Since the BCA took effect,
however, such spending has fallen substantially. From
2011 to 2018, total discretionary outlays declined in real
terms by 17 percent (defonse, by 21 pt:rccnt. and nondcfensc, by 12 percent). Much of tht: decline was caused
by ,l sharp drop in war funding as the Unitt:d States
withdrew almost aH ofirs forces from military operations
in Iraq that began .after 9/ l 1 and by the fading effects
of spending attributable to the American Recovery and
Reinvestment Act of 2009.
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Table 1.

Changes Made to the Caps on Total Discretionary Funding That Were Originally Imposed by the
Budget c_ontrol Act of 201~
Billions of Dollars

Original Caps Imposed by the Budget Control Act
of 2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

2021

Total,
20122021

1,043

1,047

1,066

1,086

1,107

1,131

1,156

1,182

1,208

1,234

11,260

-91

-91

-90

-91

-91

-91

-90

-89

-724

Changes Made to Caps Aftor the JSC's 2012
Deadline Passed"
Changes Made to Caps by the American Ta;q:iayer
Relief Act of 2012
Statutory Caps in Effect Before Adjustments and
Enactment of the Bipartisan Budget Acts

1,043

-4

-8

1,043

967

995

45

18

Changes Made to Caps by the BiparVsan Budget Acts
Bipartisan Budget Act of 2013
Bipartisan Budget Act of 2015
Bipartisan Budget Act of 2018

1,017

1,040

50

30

1,065

1,091

143

153

1,118

1,145

10,524
63
80
296

0

0

45

18

50

30

143

153

0

0

439

1,043

1,043

1,012

1,014

1,067

1,070

1,208

1,244

1,118

1,145

10,963

,4b

-54

-72

-40

-61

52

62

-90

-89

-297

Total
Statutory Caps Before Adjustments

-12

0

Tota! Changes Macie to Statutory Caps Since the
Budget Control Act of 2011 Was Enacted
Source: Congressional Budget Office.
JSC ""Joint Select Committee on Deficit Reduction.

a. The Budget Control Act of 2011 (BCA) established the JSC to develop a proposal that would reduce deftcits over the 2012-2021 period by
$1.5 trillion. The committee was unable to reach an agreement. and legislation to reduce deftcits over the period by the- minimum amount required
by the BCA-$1.2 trillion-was not enacted before the 2012 deadline, so the caps on discretionary funding were automatically lowered.
b. In March 2013. the Office of Management and Budget issued a sequestration order that cancelled $85 billion in budgetary resources for 2013,
including $68 billion from discretionary accounts. Because that order did not affect the statutory funding caps for 2013, that amount is not reflected
in the tota! change to the cap shown here.

Thc BCA ret'stahlishcd ,1t11.tutory caps on discretionary
budget authority for fiscal years 2012 through 2021 and
created proc.:durcs that would automatically lower those
caps and make other cuts if specified deficit-reducing
targets were nor mct. 2
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How Have Those Limits Changed Since They
Were First Imposed?
Although the BCA established initial limits on overall
discrctionarr funding, it contained provi.-:ions that called
for reductions in those initial c~ps if ccrt.1.in criteria were
not Int'.t. In addition, L1\vmakers h.ive enacted st:veral
pieces of legislation that have increased the funding limits in efft:ct for certain years (set: Table 1).

Initial Caps Specified in the BCA
The BCA contained procedures for reducing deficits hy
a minimum of $2. 1 tritlion over the 2012-2021 period,
including setting annual caps on discretionary funding.
111e legisl~tion onct: ag•in authorized ~t:qucstr~tion as
an enforcement mechanism that would take effect if
the cap~ were breached. In 2011, CBO estimated that
complying with those initial caps would reduce federal
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limits on any of those categories were exceeded, thi.: BEA
provided an enforc<::ment mechanism called st::questration that would amomatically impn5c across-the-hoard
cuts in budgetary resources to bring total fonding back
under the caps. Although the BEA caps were initi~lly set
to expire in 1995, thcy,vcre extt:ndcd and n:defincd in
1993 and 1997 b1.:fore expiring in 2002.
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outlays over the 2012-2021 period by $935 billion rdative to the agency's basdinc projections at that timc. 3

Reductions Made After the 2012 Dea,lline for a
New Agreement Passed
Another provision of the BCA created the Joint Select
Committc<: on Deficit Reduction {JSC) to develop a
proposal that would reduce deficits over the 20122021 period by at !t:ast $1.5 rrillion. 111e law also
t:stablishcd an automatic proct:ss to rt:duce spending that
would take effect in 2013 if, by January 15, 2012, the
.JSC did not rcport-:md the Congress and rhi.:: President
did nor i.::nact-legislation that would reduct: deficits over
the pi.::riod by at least$] .2 trillion. The automatic process
would require not only ,umual downward adjustments of
the discretionary funding limits hut also sequestration of
budget authority for nonexempt mandatory programs.
When no such kgi5lation was enacted, the automatic
proctss outlined in the l3CA took dfect. lowt:ring thi.::
statutory limits on di.::fonsc and nondcfcnse discretionary fonding for every year from 2014 through 2021. 4
Those reductions amount to an cstimati.::d $724 billion
over the 2014~2021 period (see Table 1). 5 In addition,
lawmakers enacted thc American Taxpayer Rdief Act of
2012 (ATRA, l' L, 112-240), which roduced the statutory caps hy a total of$12 billion in 2013 and 2014. 6

Sec CongrenionJ.I Budget Office, lctkr to the Honorable
John Bochner ,md the Honor2bk H:.11-ry Reid pmvidinf: 211 estimate of the Budget Control Act of 2011 ,u posted to th..: House
Committee un Rale, on Auf:LUt L 2011 (Augu•t l, 2011),
www.cho.go\'/public:ition/4 J 62f..
4.

5.
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The failure to enact legislation that would meet the goal of
$1.2 trillion in deficit reduction also n:1ulud in 1nmul 1c9tte1tration of nono:<·mpt mand:.1tory •pendinf; progro.nu. That
~eque1tr.1tion w.1.1 originally Khedulcd to apply to i·:ich yea.r
through 2021, but it hu Jinn: hec::n o:tended Jevc::r.1.l time• 2nd
nmv continues through 2027.

The 2013 c.tp '"''u lowered by 5-\ hillion, and the 20 J4 esp, by
$8 billion. Another proYiJion in ATRA more:: tlu.n offiet tlut
$12 billion reduction to the caps, hu....-ever, by reducing the
amount of the March 2013 ,cqm.·itration hy $24 billion. Th2t
reduction i.pplicd to the total Jeque.ci-.i.tion (including nundatory
accounts).
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facing tht prospect of cutting discretionary funding to
ml'.ct the new lower caps, the Congress has, since 2013,
enacted a series oflaws to incrtaS(; thi.:: limits in certain
years and thus to diminatt the effects of the amomatic
procedures that would have reduced funding limits.
Specifically, lawmakers have raised the caps thrte times
since the BCA was enacted~in 2013, 2015, and 2018.
Those three amcndmcnts increased the caps for th1.; years
2014 to 2019 by a total of$439 billion (sci.:: Figun.: 2).
About 54 percent of those increases wi.::ri.:: for dcfcnsc .
Individually, the threi.:: acts had the following effects:

• ll1c Biprnisan Budget Act of2013 (P.L, 113-67)
incrcast:d the combined limit for 2014 bv $45 billion
and the limit for 2015 hy $18 billion. Tho5e increases
wi.::rc evenly divided bctwei.::n the defonse and nondcfonsi.:: cap5. r

• 1hc Bipartisan Budget Act of2015 {P.L. 114-74)
increased the combined limit for 2016 by $50 billion
and the limit for 2017 by $30 billion. Ag;lin, those
amounts were c:venly divided between the defense and
nondefonse caps.8

• The Bipartisan Budget Act of 2018 (PL 115-123)
incre;lscd the combined limit for 2018 bv $143 billion and the limit for 2019 bv $153 billi:m. More of
those increases (56 percent ii~ both years) were for
di.::fonse funding than for nondefensc funding. 0

What Adjustments to the Caps Are Allowed,
and How Have They Been Used?
The BCA includes other mechanisms that allow lawmakers to adjust the caps to accommod,1te funding for
certain activities. Specifically, the caps can be adjusted
upward to provide funding fi.)r five typt:s of activities:

That amount does not include th-:: effects of the March 2013
sequcttf;l.tion ordered by th(" Pre:tidcnt, which orncd(td 568 billion in di,nctionary budgetary rciourcc1-•S43 billion (or
63 percent) from dcfemc pmgranu .1.nd S26 hill ion (or 37 per~
c<cnt) from nondcfensc programs. Set" Office of ~bnagcmcnt
and Budg.:t, 01.fB Rrp11rt tc rh, Co11pl'H 1111 thr faint Ginm,ittu
S'rqur,tmticnftJr Ftsra/}"dw20l.3 (Mutch 2013), http1://~~n.m11.
gov/xEydH.

Jkt 039734

Subsequent Increases in the BCA Caps

•

Oversi.::as conting.:ncy operations (most notably since
201 L military operatinns in Iraq and Afghanistan);

7.

S<.:c Congr<.:uion:ll Budg,.:t Office, con e1tin11.te fur the Bipartiu.n
Budgt:t Act of 201J (Dccemher 11, 2013), www.cbo.gov/
public1tion/44964.

8.

See CongRssiona! Budget Office, coJteitimate for H.R. 1314,
th,, Bip1utban Budget Act of 2015 (October 28. 2015),
w""w.cbo.gov/ pub\ icatio n/ 509 38.

9.

So;:c Congr~nion,.l Budget Office, cost estimate for the Bipartisan
Budget Act of 201~ (R.'hnmy 8, 2018), ,vww.cbo.govl
publkution/53556.
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Caps on Total Discretionary Funding and the Changes Made to Them by Recent Bipartisan Budget Acts
Billions of Do!!ars

1,250

1,000
Since the mechanism that
automatically lowered
the caps on discretionary
funding origin(iUy specitled
in the Budget Control Act of
2011 took effect in 2013.
lawmakers have on thiee
occasions enactecl legislation
to increasP those caps.

750

500

250

2012

2013

2014

2015

2016

2017

2018

2019

2020

2021

Source: Congressional Budget Office.
The lighter portions of the bars represent the caps on discretionary imding as of 2013, Including the automatic reductions required for 2014 through
2021 after the Joint Select Committee on Deficit Reduction created by the Budget Control Act of 2011 was unable to reach an agreement to reduce
defiClts as well the amendments to the caps made by the American Taxpayer Relief Act of 2012. The darker portions of the bars represent the increases
in those caps enacted in the Bipartisan Budget Acts of 2013, 2015, and 2018.
BSA= Bipartisan Budget Act.

Emergency requirements;
Certain activities related to disaster relief (particularly
those connected to major disasters as defined hy the
Robert T. Stafford Disastt'f Rdicf and Emcrgency
Assistance Act-the Stafford Act);

•

Certain program inregrity initiatives, including
continually reviewing and reassessing Social Sccurity
hendiciaries' disability status and controlling health
care fraud and abusc in tht: Medican; system; and

•

Beginning in 2020, wildfire suppression activities,

Adjustments for those activities have allowed discretionary funding to exceed rhe original cars by a total of
almost $984 billion since 2012. Mose of chat fonding
has hccn for OCO and emergency requirements (sec
Figure 3).
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"The extent to which the c.lps can be adjusted to accommodate those activities differs. 1hc BCA allows for thrtc
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typc1 of adjustments: one has no ceiling, one is based on
a formula. and om: requires the Congress to provide a
$pccified amount in regular appropri,1tiom for an acrivity
ht:fore the additional amount is av-.il-lhlc. For a select
group of activities, fonding docs not count against the
caps at all.

Adjustments With No Ceiling
For some caregorks of spending, unlimited adjustments
to the caps arc allowed co accommodatt whatever funding the Congress and the President agrc-.: to designate for
thmc purposes. That is, there is no ceiling on the size of
cap .i.djumncnrs fr)r spending for those purposes.
Overseas Contingency Operations. Funding limits can
he adjusted upward, on an unlimited basis, to accommodate ct:rtain defense funding, namdy appropriations
designated for overseas contingency operations and
international aff"airs. 'The IlCA does not strictly define
what activities constitute OCO; rather. it n:quiri.:s the
Congress and th-: President to spccific.1Jly designate,
on an account-•hy-account basis. funding as being for
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Figure 3.

Adjustments Made to Caps on Discretionary Funding to Accommodate Funding for Certain Activities
Specified in the Budget Control Act.. of 2011
"''

Billions of Dollars
Overseas Contingency Operations

Emergency Requirements

200
150
100
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11111111
Disaster Relief

Program Integrity

200
150
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50

lOIIJI_....,_.__..__________

L..l....

2012

2013 2014 2015 2016 2017
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2019

2012

2013 2014 2015 2016 2017
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Source: Congressional Budget Office.
The light gray background of each pane! shows the sum of all adjustments made to the caps to accommodate funding for activities for which the
Budget Control Act of 2011 allows adjustments. In other words, the bar in the background for a given year is the sum of the darker bars in a!I four
panels for that year.
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OCO funding has increased ckfonse and nonddCnsc
funding in diffCrcnt ways. For defon.se, OCO funding
has ;lddcd 14 percent to the Department ofDefonsc's
(Do D's) total funding 5ince 2012 to coyer a v.1riccy
of activities outside ofD0D'5 base budget. (1hc b;lsc
budget includes fonding for the department's planned or
regularly occurring activities.) Although OCO funding has paid for the tcmpor.1ry costs of Do D's overseas
contingency opcr.1tions, CilO estimates that since 2012
such funding h;ls also included an average of about
$50 billion (in 2019 dollars) each year to cover the costs
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of enduring activities-including funding explicitly
identified fi.1r b~c-budgct activities-that could have
been incorporated into the department's base budget but
were not. 10 1h<m.: enduring activities have accounred for
almost 60 percent of OCO spending since the DCA was
enacted.

Ily contr;l5t, OCO funding for activities of the State
Department and other agencies related to international
afFair-1 has not, for the most p.1rt, increased overall funding for thost.: activities since 2012. Rather, it has displaced base-budget fonding for those acriviries, leaving
lU Sec Congrc:,siona! Budget Office, Fundintf#r ()i't'rfl'lh
C-._n,ininuy Of>ml/i,;,111 ,111.l !t..,· lm_prut ,;,11 Defms1' Stmdi1-,.,;
(Octoh.::r 2018), www,cbo,gov/publirntion/5'l219,
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OCO. Since 2012, the Congre511 has pnH'ided a total of
$723 billion in funding for OCO, ,,1 hich accounts fr)r
73 percent of all cap adjwmnent5 allmvcd by the BCA
over the 2012-2019 period.
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total funding for them flat but creating room under the
caps fiH spending on other nonddCnsc activities unrelated to intt:rnational affairs. 11
Funding enduring activitk~ in the OCO budget rather
than in the base hudget tends to understate the actual
costs of implementing U.S. national security strategy and
foreign policy. For example, if Do D's regular base budget
had incorporated the enduring activities funded through
OCO, it would have been ~bout 9 pcm:nt higher per
year, on average, sine.:: 2012. Furthermore, the practice
of funding overscas conflicts outside of tht: base budgct
departs from historical norms. Fcir cxampk, during th(!
Korean and Vietnam Wars, DoD:<; base budget rose
rapidly each year to incorporate almost ,11l of the funding
for those conflicts.
Emergency Requirements. Like budgetary resources
for OCO, any funding designated as an eml'rgency
rcquin:mcnt results in an adju,mnent to the caps for
whatever amounts arc .i.ppropriated. As with OCO,
both the Congress and the President must agree on the
emergency dcsign.i.tion. Over the 2012-2019 pi.:riod,
a total of $180 billion has heen provided for purposes
designated as emergency requirements. Most of that
J.mount (6] pcrc(!nt) was provided in 2018 in response
to Hurricanes Harvey, Irma, and Maria and to wildfires
in California.
The BCA codified the definition of emtrtffll)' spmdint
tirst dcYcloped by the Office of Management .i.nd Budget
(0MB) in 199l~that is. that such spending must be
necessary. sudden, urgent, unforeseen, and not permanent. The law also distinguishc·d disaster relief from other
forms of emergency spending and allowed a scp.i.r.i.tc
adjustment for di-,a.stcr relief spending (di-,cus~cd below)
so that limited appropriations for disaster costs could be
provided in regular annual appropriation hills and would
not require t:magency designations and suppkmenta!
appropriati<)HS.

Adjustments That Are Based on a Formula
1he adjustments to the caps for disaster relief allow for
funding to pay frir rhe cosrs of major disasrt:rs as designated undtr the Stafford Act. The sizt: of the adjustment
is based on a 10-ycar rolling average of appropriations for
11. Sec Con~reuion;1l Bud~t Office, Fmul.in,cfo,- /111n11t1tiMal
Ajjtliri ,iai11itfr1, tVithi11 rwJ OJ1t,ik Atmrk.-' Brru Budf.tt!
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(Dto:mber 2018), "'-'"",i,·.cbo,t,;ovlpub!ic;1tion/5i848.
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disaster relic( excluding the highest and lowest annual
amounts 0Ycr the applicable period. lf the full allowable
amount is not ust:d in a year, the unus.:d amount can bl'.
rolled forward. Since 2012, almost $70 billion has been
providtd for disaster rdicf through this cap adjustment.
The Consolidated Appropriations Act of2018 (P..L. 115141) made some changes to the formula for calculating
the disaster relief .i.djustmenc. It allowed unused c.i.rryovers to remain available indefinitely (through 2018, that
rollover amount ,vas available for only one year), and it
adckd an additional amount to the formula. Sp-.:-cifically,
5 percent of disastt:r rdicf provided since 2011 as part of
amounts designated as an emergency requirement is now
added to the calculation for this adjustment.
The adjustment fi)r disaster rdicfhas been used in
different ways. In some years it has been used only to
provide funding to tht: Disaster Relief Fund managed by
the Fedt'ral Emergency Management Administration as
part of the regular appropriation process. But it has also
bct:n used to provide funding to other agencies as they
responded to major disasters.
The allowable adjrntment for disaster rdicf does not,
however, limit federal appropriations for disaster assistance. When the Congre-,s providt's more funding for
disaster relief than can he covered by the .i.djustment for
such relief in a given fiscal year-as it did for Hurricane
Sandy in 2013 and for severe hurricanes and wildfin.:s
in 2018-it has supplemented such appropriations
with funds made available through the emergency
cap adjustment.

Adjustments With Base Funding Requirements
For a third category, additional funding is contingent on
meeting base funding requirements.
Program Integrity. The caps can he adjusted to accommodate additional funding for three types of program
integrity activities~initiatives that ,1im to reduce
irnproper benefits payments in certain progums~as
long as the Congress provides a base l(!vcl of funding for
rhosc activities. Before any adjustment can be made to
accommodate additional fonding, base appropriations
for continuing disability reviews and redetcrminations
for Social Security's Disahility Insurance program must
rota! $273 million, base funding fiH health care fraud
and a.huse contwl in the Medicare system must equal at
least $311 million, ,rnd base appropriations to support
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the establishment of reemployment scrvicl's and to
rl'ducc improper uncmployml'nt compensation payments
must amount to at least $117 million. Sine<.· 2012, the
Congn:ss has provided $11 billion in program integrity
funding through this adjustment ;i.fccr it fine provided
base appropriations for those activities totaling $5 billion.
Wildfire Suppression. B~ginning in 2020. the caps can
be adjusted upward to accommodate additional funding
for wildfire .mppression activities once the base appropriation cqu.1.l! $1.395 billion-the 10-ycar average of
the cost for such activities as reported by 0MB in the
Pn.:sident's budget for 2015.

set after the JSC biled to meet the 2012 deadline established by the DO\. When faced with similar sirnations in
the past, the Congress has chosen to increas;c cap levels for
two years at a timt:.

Parity in Future Cap Adjustments
Thert.: is no requirement that changes made to the caps
on defense and nondefonsc budgt.:t authority be the same
size. hut the Congre$S has made egual ch.1.ngcs since the
BCA was enacted in one form or another. How that
principle has been applied, however, has changed ewer
tirnt::.

Th'-' budgetary cffi:cts of the automatic changes to the
Funding That Does Not Count Against the Caps
Finally, funding for some activities specified by statute is
not counted for the purposes of enforcing the cap~. Under
tht.: 21st Century Cures Act (P.L. 114-255), funding for
certain activities of the Food and Drug Administration
that was authorized by that act would not be counted
(up to specified !t:vds) for the purposes of enforcing the
cap1. Amounts nor counted agaimt the caps because of
that exemption totaled about $ t .056 miliion in 2018 and
$781 million in 2019. The maximum allowable amount
of such funding will decrease to $567 milli,)n in 2020
and to $474 million in 2021.

What Is Scheduled to Happen to the
Discretionary Caps Over the Next Two Years?
Lawmakers have not enacted any changes to the caps ti)r
2020 and 2021, the last two years subject to the limits
established by the BCA. Without addition,11 legisl.1.tion
to amend those limits, CBO estimati..:s. rota! fonding
constrained by the caps is sd to drop hy 10 percent, or
$126 billion, in 2020 before increasing by 2 percent, or
$27 billion, in 2021 (sec Figure 2 on page 5).

What Issnes Will Lawmakers Face
in the Future?
The Congress faces a number ofissues related to the caps
and to the statutory adjustments that can be made to
them. Those issues include whether to change the caps
for 2020 and 2021, whether to ensure that any such
changes arc equal .:i.cross spending categories, whether
to offact rhost.: increases with deficit-rducing measures.
and how any net changes in spending would change the
outlnok ft)r debt and deficits.
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The Bipartisan Budget Acts of 2013 and 2015 made
equal change, in the caps for the two categories of discretionary spending. However, they also included deficit
reduction measures that mo,nly affected mandatory
spending for nonddCnse cKtivities. In both cases, the
net incre,1se in funding was larger for defonse program,
because cuts ln mandatory spending off,;;ct a larger portion of the increase to nondcfensc discretionary funding.
The Bipartisan Budget Act of2018 increased the defense
and nondefonse caps for 2018 ,rnd 2019 by about the
same amount me,1Sured in relation to the initial BCA
caps. But relative to the l(1wer caps that took effect after
the 2012 deadline for a new agreement passed, the
2018 act's increases to the defense caps were larger than
those to the nondefense caps.
If the Congress considers making parity between defense
and nondcfi.:nst..: spending a priority, it will have to decide
how to define that concept. Considerations include
the following: Should parity be limited to the levels of
12. St:c C~mgrt:uionsl Budg.::t Offi.o.:, F,-tilmitfl1 Impact ,f1fot.imatic
Ru'4:r1 h:feJrm11ml lhml11m 5"paifi,J in th, R,ulpt CMi~I Art
(Sepkmbtr 2011), www.cbo.grn/publicuion/42754.
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A<ljusting the Caps for 2020 and 2021
If no new legislation is enacted, the discretionary caps for
2020 and 2021 will return to the significantly lower kvds

caps specified in the 13CA were the same for dcfonst.: and
nondefcnsc spending (including both discretionary and
mandatory spending). At the time, CI30 estim.1.tcd that
the automatic prncedurcs would lead to funding reductions totaling $984 billion over the 2014-202] period.
Half of that amount, $492 billion, vvas attributable
to reductions in d<..fcnsc funding, nearly all of which
affected discretionary accounts. The other half stemmed
from reductions in nondefonse funding, hut those
reductions were split between discrctionny accounts
($322 billion) •nd mandatory accounts (S171 hillion)Y
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defrnsc and nondefense discretionary caps themselves?
Should compari1ons include changes in mandatory
spending? How docs the historical shifting ofhasc fonding outside the constraints of the caps-using the OCO
cap adjustment to fund the enduring activities ofDoD
and the State Department, for example-or the adjustment for wildfire suppression funding that will soon be
permitted factor into considerations ofwh;i.t the caps
should he?

how such changes might alter the picture for debt and
deficits. As cno·s Director recently testified, fodccal
deficits in the .1.gency's hasdinc projections average
4,4 Fercent of gross domestic product (GDP) over the
2020-2029 period, Aside from the period immedi;i.tdy fr)!lowing World War IL the only time the ;i,ycr;i.ge
deficit has been so large over so many yi:~n was after the
2007~2009 n:cession. Over the past 50 years, annual
deficits have averaged 2.9 percent of GDP.

Offsets to Futore Cap Increases
The Congress will also have to consider \Vhether to offret

Large deficits over the next 10 years would cause debt
held hy the public to rise steadily. In CBO's baseline
projections, that dcbr is projected to increase from
78 percent of GDP in 2018 to 93 percent at thc end
of 2029, At that point, federal debt wonld he higher as
a pi..:rcentagc of GDP than at any point sine(.; just after
World War H-.1.nd heading still higher,

any changes it might make to the caps. Previous legislative increases in the caps were offset, at least in part, with
some reductions in mandatory spending, increases in
revenues, and extensions of the mandatory scqucster,
The Bipartisan Budget Acts of2013 and 2015 raised
the caps for 2014 through 2017, Both of those acts
included provisions to offoct the increased spending that
would eventually stem from the higher caps. When rhc
2013 act was being considered. COO estimated char
it would reduce deficirs over the 2014-2023 period
by $85 hill ion, more than offsetting the $63 billion
cumulative increase to the 2014 an<l 2015 discn:tionary caps, Similarly, CBO estimated that the 2015 act
\•.-'ould reduce dcficiu by about $80 billion, offsetting the
$80 billion cumulatiYe increase to the caps.
The Bipartisan Budget Act of 2018 increased the discretionary cap~ for 2018 and 2019 by a total of$296 billion. Whereas tht: previous two acrs folly office tht'
increased spending that would result from their adjustments to the caps, the 2018 ;i.ct only p.1rtially off-Set those
increases by cutting mandatory spending and increasing
n:vcnues. CBO estimated that the mandarnry spending
and revenue provisions would reduce deficits by $38 billion over the 2018-2027 period~$258 billion less than
the increase in discretionary spending that wriuld result
from raising the caps. 13

9

1his t.;stimony was prepared by Theresa Gullo with
contributions from Christina Hawley Anthony,
Barry Blom, Kcnt Christensen, Aawn Fcinstcin,
Edward G. Keating, Avi Lerner, Leo Lcx, David
Mosher. David Newman, Adam \Vilson, and Matt
Woodward, In keeping with the Congressional
Budget Office's mandate to provide ohjcctive,
impartial analysis, rhe testimony contains no
recommendations.
l11is document was reYicwcd by Keith Hall,
Mark Hadley, Jeffrey Kling, and Robert Sunshine.
Do Peery edited the tc~timony, and Casey Labrack
ptcp;i.ted it for publication. An electronic version
is available on CBO':s website at www.cho.gov!
publicltion/54965,

Effects on the Deficit and Debt
Finally, in making choices about changes in the caps and
po~5ihk offSets, the Congress also will have to consider
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13. Orhi:r provisions of the Bipartisan Budget Act of 2018 indudcd
rnppkment;t\ appropriatiom for fimtl yc:lr 2018. CBO estimated
th;1.t tho~,; proviiiom would incrt1U<c th,;: ddicit by $68 bi!lion
over the 2018-2027 period. See C.on~reuion:l! Budg..:t Office'.,
cost estimate for the Bip;1.rtis.1n Budget Act of 2018 (February 8,
2018), '9.,•.-w.cbo.goy/publin1.tion/53556.
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Chairman ENZI. Thank you for your testimony.
Let me explain to the Committee members before we start that
each member will have 5 minutes for questions, beginning with
myself and the Ranking Member, if he is here. Following the two
of us, we will alternate questions between Republicans and the minority. All members who were in attendance when the hearing
started will be recognized in the order of seniority of those who are
here. And for those who arrive after the hearing began, they will
be on the list in their order of arrival. If a person’s turn comes up
to be recognized and they are not available, then they move to the
bottom of the list, and the next Senator will get to ask questions.
So that brings me to my questions. Ms. Gullo, according to your
testimony, Congress has appropriated hundreds of billions of dollars for emergencies and natural disasters. Are there ways we can
better anticipate or better budget for these expenses? Are there any
lessons we can learn from the States, particularly those with balanced budget requirements?
Ms. GULLO. There are some other approaches—oh, sorry. I apologize. You could just make emergency funds compete with all other
funding needs, or you could require spending for emergencies to be
offset. You could retain the designations but require a super majority vote. In other words, there are lots of different ways to consider
how emergency spending fits within the overall budget.
Another option—and this is similar to something that the States
do—is you could establish a reserve fund for emergencies. But it
is important to understand that a reserve fund is not a panacea.
Basically, States face the same uncertainties that the Federal Government faces in the face of a disaster. And even though most
States have reserve funds or disaster funds, those funds are primarily used to provide a fairly standard small amount of money up
front for them to get going in addressing emergencies. But just like
the Federal Government, when there is a catastrophic unexpected
emergency, they either have to make a decision to provide supplemental funding, or if they request and the President declares an
emergency, then they turn to the Federal Government, and the
Federal Government provides them with money.
So there is some indication that stabilization funds and emergency reserve funds have helped States provide some money to get
started with emergencies. When you are talking about unexpected
large emergencies, they basically face the same problems the Federal Government faces.
Chairman ENZI. Thank you.
We talked a little bit about the cap adjustment for disaster relief
because it is based on a formula based in statute. The Consolidated
Appropriations Act of 2018 changed the calculation, significantly
increasing the amount of the adjustment. Can you talk about those
changes and their impact?
Ms. GULLO. Sure. The basic change made by the Consolidated
Appropriations Act increased the amount of money that would be
provided specifically under the disaster relief adjustment itself.
But, truthfully, I do not know that it will make much difference in
total because when Congress has chosen to provide money for disaster relief, even if they have hit the cap for disaster relief, that
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additional money ends up getting funded through the emergency
requirements, which does not have a limit.
So with that in mind, the current formula for calculating the disaster makes a couple of changes. It allows all unused carryover
from previous years to be available indefinitely for future spending.
It also adds amounts to the formula that had been previously provided through the emergency designation, so it is trying to move
a little bit of money that historically has been provided through the
emergency designation into the disaster so that you have a little
bit more certainty on more money provided through that one designation.
But I think it is important to explicitly recognize the interaction
between those two cap adjustments—the disaster and the emergencies.
Chairman ENZI. Thank you. I will try one more here.
In CBO’s December 2018 report on OCO funding for international affairs activities, it states that, ‘‘On average, non-base appropriations accounted for a larger share of activities’ total funding
in the years after the BCA was enacted than they did during the
period of large scale operations in Iraq and Afghanistan.’’ CBO’s report also showed significant variation in amounts of non-base funding provided as a share of the total international affairs appropriations.
Can you explain that variation in the BCA’s effect on non-base
funding for the international affairs?
Mr. MOSHER. Certainly, Senator. You are correct. There has been
a fair amount of variation, and I want to step back for a minute
just to make the point that OCO funding in the Department of Defense versus OCO funding for international affairs has had very
different effects on those two activities. And what has largely happened, particularly since the BCA has been passed, in the international affairs account is that the top line for international affairs,
OCO plus base, has changed very little over that time. What has
happened is the OCO amount has gone up, and that largely has
served as a substitute for what often would have been base budget
activities.
So, for example, there have been wide variations in some accounts that were never funded with OCO and in 2014 or 2015 all
of a sudden got 50 percent or more of their funding through the
OCO mechanism.
As to the ratios, what happened to the budget, over the first decade after 9/11, if you will, spending was about 15 percent of the top
line for international affairs came from the OCO accounts. And
after the BCA, it has gone up to about 24 percent.
Chairman ENZI. Thank you. My time has expired.
Senator Kaine.
Senator KAINE. Thank you, Mr. Chair.
Ms. Gullo, I want to make sure I heard the last bit of your testimony correctly. The debt-to-GDP ratio calculations that you suggested, I think it is 78 percent in 2019, and the projections you testified to, 93 percent in 2029. Is that correct? I want to make sure
I understand the assumptions on that.
So for purposes of preparing those debt-to-GDP ratios, I am assuming that since we have not done a deal to lift the BCA caps in
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2020 and 2021, your debt-to-GDP assumes that those caps are in
place?
Ms. GULLO. So we assume the caps stay in place through 2021,
and then for discretionary spending, we inflate off that 2021.
Senator KAINE. So that is important.
Ms. GULLO. That is right.
Senator KAINE. So for 2020 and 2021, if we do not do legislation
to increase the caps, funding constraints is set to drop by $126 billion.
Ms. GULLO. For 2020, correct.
Senator KAINE. For 2020, and then there would be an additional
drop in——
Ms. GULLO. Well, then it would actually increase by 2 percent.
Senator KAINE. Oh, that is right. That is right.
Ms. GULLO. Right.
Senator KAINE. That would be—okay. It would increase by 2 percent. But then, because the BCA caps expire at the end of 2021,
the way you do the debt-to-GDP calculation from 2021 through
2029 is you are assuming that the budget is growing by an inflation adjuster.
Ms. GULLO. Correct, which is what the Budget Control Act requires CBO to assume in doing the discretionary projections.
Senator KAINE. So, obviously, two decisions we are going to have
to make. We are going to have to make Decision A about whether
we do a deal and adjust the caps in 2020 and 2021. And then we
will have to decide as Congress do we just want to let the entire
BCA cap architecture go away, or do we want to do something different or similar? So we have some big decisions to make with respect to that.
Ms. GULLO. Correct.
Senator KAINE. I want to ask you about OCO, Mr. Mosher, because I think the testimony is pretty interesting on this. I am a
member of the Armed Services Committee, and we get into it.
‘‘Since 2012’’—I am looking at page 6 of the written testimony—
‘‘Congress has provided a total of $723 billion in funding for OCO,
which accounts for 73 percent of all cap adjustments allowed by the
BCA over the 2012–2019 period.’’ And your testimony about the
State side of this sort of hinted at a topic I want to get at, and that
is the way that we often use OCO to just fund base activities, both
in the defense side but also in the nondefense. ‘‘OCO funding has
increased defense and nondefense funding in different ways. For
defense, OCO funding has added 14 percent to the [DOD’s] total
funding since 2012 to cover a variety of activities outside of DOD’s
base budget.’’
Jumping to the end of the paragraph, ‘‘Although OCO funding
has paid for the temporary costs of DOD’s overseas contingency operations, CBO estimates that since 2012 such funding has also included an average of about $50 billion . . . each year to cover the
costs of enduring activities—including funding explicitly identified
for base-budget activities. . . . Those enduring activities have accounted for almost 60 percent of OCO spending since the BCA was
enacted.’’ So that would suggest that once the BCA was enacted,
we have really shifted to use OCO as a means of funding enduring
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activities, 60 percent enduring activities, 40 percent what we would
truly consider contingencies.
And then further, on page 7, ‘‘Funding enduring activities in the
OCO budget rather than in the base budget tends to understate
the actual costs of implementing U.S. national security strategy
and foreign policy. For example, if DOD’s regular base budget had
incorporated the enduring activities funded through OCO, it would
have been about 9 percent higher per year, on average. . . . Furthermore, the practice of funding overseas conflicts outside of the
base budget departs from historical norms. For example, during the
Korean and Vietnam Wars, DOD’s base budget rose rapidly each
year to incorporate almost all of the funding for those conflicts.’’
What this suggests to me is that we are basically overusing OCO
and sort of using OCO contrary to historic norms probably just as
a way of getting around the BCA budget caps. Would you think
that that is a fair interpretation?
Mr. MOSHER. I cannot comment about the appropriate or inappropriate use of OCO, but I will say that what we are doing since
9/11 was a significant departure from historical norms, that in the
Korean War, for example, OCO accounted for more than half of the
base budget in that first year, and in the second year basically the
base budget rose to that level and even higher.
Senator KAINE. Let me ask you this. It is not a question about
propriety but just kind of a budget theory. As a general matter,
would it be better to fund enduring activities in the base budget
than in an OCO account that suggests it is about contingencies?
Would you agree with me there?
Mr. MOSHER. Well, we point out in our report—we did the report
in October from which that piece of the testimony is drawn—that
there are some—you create some problems when you fund enduring activities in some sort of non-base budget. Part of it is you get
distortions within the base budget in planning and programming,
the sort of process the DOD does every year to develop their 5-year
plan. Certain activities that are high priority might get bumped
into the OCO accounts, and so lower priority, maybe expensive or
non optimal solutions or programs, might be included that would
not otherwise have been. Or even if you kept the top line, you
know, you raise the top line to include the enduring amount, that
would at least bring all those resources into the normal planning
and programming process. That would be the biggest advantage of
bringing it in the top line.
Senator KAINE. That is helpful. Thank you.
Thanks, Mr. Chair.
Chairman ENZI. Senator Braun.
Senator BRAUN. Thank you, Mr. Chair.
When I wrap up here, I am going to refer back to what struck
me as most compelling when we had Director Hall in here.
Stop me if I am incorrect in terms of getting a few things out
here that are simple for the public, I think, to understand. We just
hit $22 trillion in debt, and we are roughly running trillion dollar
deficits annually. I believe that from 2011 to 2018 discretionary
spending has actually dropped by 17 percent and would have
dropped more had the caps not been bypassed in 2013, 2015, and
2018. Is that true?
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Ms. GULLO. So the only thing I would say is that the debt held
by the public, which is what we use when we calculate debt-to-GDP
ratios, is about $16 trillion.
Senator BRAUN. It is 22 when you are referring to——
Ms. GULLO. Is the total debt, that is right.
Senator BRAUN [continuing]. Intragovernment debt.
Ms. GULLO. That is right. But all the spending numbers seemed
okay.
Senator BRAUN. Okay, good. And the fastest-growing part of our
budget would be in mandatory spending, and with the rate of inflation that we have had—and I think I read here, and I cannot recall
if you mentioned it—is going up roughly 6 percent a year?
Ms. GULLO. Right.
Senator BRAUN. I mean, that is astounding. Most people would
not know that, and that is something that is on autopilot.
And then interest on our debt, of course, now that interest rates
have risen, will about equal defense spending down the road soon,
and that in a way is kind of mandatory spending because unless
you are going to default, you have got to pay it.
Ms. GULLO. Right.
Senator BRAUN. Okay.
Ms. GULLO. We do not consider that discretionary.
That is right.
Senator BRAUN. Okay. And the Ranking Member, before he left,
cited that we need to do a whole lot more through Government,
and for the Ranking Member and others that think that that needs
to be the case, I would say if you are interested in doing that down
the road, you better look for a healthier institution to maybe conduct what spending you want to do. And this idea of trying to pile
more and more responsibility onto the Federal Government that is
$22 trillion in debt or 16, depending on how you look at it, running
annual trillion dollar deficits, do you think that is prescription for
anything working out well when it comes to Government finances?
Ms. GULLO. No, I mean, I think CBO has said multiple times in
the past that we think that the debt is on an unsustainable path
and that Congress is going to have to confront some hard choices
about some combination of increases in revenues or decreases in
spending. Given how high the debt is getting, it is hard to imagine
easily doing that on any one side of the budget.
Senator BRAUN. Very well put from an expert, and I would agree
100 percent.
I do not think any of this conversation can be had in the vacuum
of not talking about revenues, and implicit in everything I hear on
the other side is that there is a ton of capacity to increase revenues. And I think in places where it might be fairer to do it, you
look and you talk about it. But I asked Director Hall in the last
hearing, if you taxed 100 percent of income in the top two brackets,
you could not close the gap on our current deficits. I do not know
you have looked at that, but, you know, he did say that that would
not do the trick.
In looking at revenue enhancement, it is difficult for me to find
any model where there is not avoidance, there is less enterprise to
where you even get close to 20 percent of the current deficit. Have
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you looked at that yourself? And would you care to issue an opinion
on that?
Ms. GULLO. No, that is not my area of expertise.
Senator BRAUN. Okay.
Ms. GULLO. But I am happy, if you want, we can get some of our
tax experts——
Senator BRAUN. I have asked my staff, and I would love for you
to do the same thing, because until this is going to really sink in,
and what dire straits we are in, I think you have got to point out
that you cannot solve it through revenue. We are in an intransigent, stubborn deficit that we have not felt the pain of yet. That
will start happening when the interest rates tick up another percent or two and you add another $200 to $300 billion to what we
currently pay in interest. So I am going to bring to the Committee
here and I would ask you to do some work on the counter argument
of what could happen with revenue so you can clearly make the
case that this is a spending issue, we bypass caps, and until we get
it in line, you know, we are going to pay huge consequences down
the road.
Thank you.
Chairman ENZI. Thank you.
Senator Van Hollen.
Senator VAN HOLLEN. Thank you, Mr. Chairman. I thank both
of you for your service and testimony.
I want to pick up on the OCO issue, which has kind of become
Washington-speak for a big slush fund that is used by the administration and some previous administrations as well to shift base defense spending into the overseas contingency account, which, as the
name suggests, is supposed to be used for overseas contingencies.
Mr. Chairman, I hope this will be a bipartisan issue. It was in
the House. I would just like to read into the record what the former
Chairman of the House Budget Committee said at a time I was
Ranking Member of the House Budget Committee. This is Paul
Ryan in fiscal year 2015, and this was in the report from the House
Budget Committee: ‘‘Abuse of the OCO cap adjustment is a backdoor loophole that undermines the integrity of the budget process.
The Budget Committee will exercise its oversight responsibilities
with respect to the use of the OCO designation in the fiscal year
2015 budget process and will oppose increases above the levels the
administration and our military commanders say are needed to
carry out operations unless it can be clearly demonstrated that
such amounts are war-related.’’
That was 2015. My colleague in the House, now the Acting Chief
of Staff in the Trump administration, Mick Mulvaney, and I offered
amendments in the House that passed the House to address this
abuse of OCO. And, in fact, just last year, when I asked the DOD
Comptroller David Norquist about this issue, March of 2018, he
said, and I quote, ‘‘Consistent with your previous discussions with
Director Mulvaney’’—he is now referring to Mick Mulvaney as Director of OMB—‘‘you will not be surprised to know that in outyears he would like to shift those categories so even fewer of them
will count as OCO and more of it as base. And only the most incremental of the costs show up, which would dramatically reduce the
size of the OCO.’’
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For our witnesses, have you seen the speculation that the Trump
administration plans to submit a budget which will fund all of their
DOD request above the cap through OCO?
Mr. MOSHER. Yes, we have certainly seen the reports and the
budget.
Senator VAN HOLLEN. And that would be a dramatic departure
even by previous years’ levels from what we have done before,
would it not?
Mr. MOSHER. Well, certainly even this administration in last
year’s budget proposal did sort of exactly what Director Mulvaney,
I guess at the time, was proposing where much of the spending
that is what we would title ‘‘enduring,’’ and I guess he would agree,
would be folded back into the base budget, that the caps—well, it
was not about caps, but that the DOD base budget would rise by
about $45 billion a year and keep about $20 billion a year in OCO
or whatever it needed for the marginal cost, if you will, of conflicts.
That was the plan last year to do that. They did a little in 2019.
They would do it in 2020 through 2023. If the reporting of what
the administration may propose when the budget comes out would
reverse that, then obviously it is a change in their policy on that.
Senator VAN HOLLEN. And I would just, Chairman, quote from
the administration’s budget request from last year on this topic
where they said, ‘‘In fiscal year 2020 and the out-years, the administration proposes returning to OCO’s original purpose by shifting
certain costs funded in OCO to the base budget where they belong.’’
That was the administration’s budget language last year. It appears from reports that not only are they not heading in this direction, but they made a major U-turn in the other direction. And, you
know, I think as the Chairman knows, the purpose of this, of
course, is to try to avoid the kind of negotiations that we have had
in the past over the balance between our investment in defense as
well as nondefense areas like education and other really important
national priorities. And I hope that this Committee will stick to
what had been a bipartisan consensus in the past, which is that
OCO funds should be used for truly overseas contingencies and not
used to simply backfill into the base budget. And if we can start
with agreement on that, we will still have tough budget negotiations, but at least we will be on the same page that we have been
for the most part in the past. And I thank you because, again, we
do not know if the reports are true, but as you indicated, if they
are true, this is a major reversal in the administration’s own position.
Thank you.
Chairman ENZI. Thank you.
Senator Kennedy.
Senator KENNEDY. Thank you, Mr. Chairman. Let me apologize
to our witnesses. I am sorry, I was in another Committee, so I
missed the pleasure of hearing your opening statements, but I will
read them later.
There has been some discussion lately about budget deficits, of
which, of course, budget caps are related, and some of my colleagues have suggested that budget deficits do not matter as long
as people will loan us money. Do you agree with that?
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Ms. GULLO. I think it is risky to continue to run large deficits
that add to a debt that could at some point put the United States
Government in the position of not being able to respond quickly to
emergencies or problems because so much of the money that the
Federal Government spends goes to interest and paying for that
debt. So I think it is risky. I do not know that I would ascribe to
the idea that deficits do not matter. I think we—CBO believes we
are on an unsustainable path in terms of the continued increase in
the debt, and that has mostly to do with the ability of the Federal
Government to respond when it needs to.
Senator KENNEDY. Yes, Mr. Mosher?
Mr. MOSHER. This is not my area at all, so I defer to the experts.
Senator KENNEDY. So you do not have an opinion one way or the
other about whether deficits matter?
Mr. MOSHER. Well, I mean, I run the National Security Division
at CBO, so I focus more on defense issues. I can just restate what
Teri says, that the institution has a position that current projected
debt levels will be unsustainable long term.
Senator KENNEDY. Well, the budget caps are, of course, symptomatic of the larger problem that we talk a lot about, spending and
how we need to live within our means and do better. I have only
been here 2 years, but my experience is that everybody is for fiscal
restraint and fiscal responsibility. But when you get around to
doing something, it is kind of like everybody wants to go to heaven
but nobody is ready to make the trip.
You do not have to answer this if you do not want to, but now
is your chance. If you were king or queen for a day and wanted to
have the most immediate impact on our budget deficits as well as
our longer-term debt, what would you do?
Forget the politics.
Ms. GULLO. Well, the first thing I would do if I was queen for
a day is have Bryce Harper sign with the Nationals again. [Laughter.]
Senator KENNEDY. Fair enough.
Ms. GULLO. But in terms of the debt and deficit, I think the largest and growing problem that we face is with mandatory spending,
and so I think that the solution—part of the solution to addressing
the deficit problems I think has got to come from taking a look at
mandatory programs. They are the largest and the fastest-growing
part of the budget.
Senator KENNEDY. Yeah, I think I read—tell me if I have this
wrong. I read an analysis that you did. CBO is predicting that over
the next 10 years, discretionary spending is going to increase about
3 percent a year, mandatory spending with interest about 9 percent. Does that sound right?
Ms. GULLO. That sounds like the basic ball park, yes.
Senator KENNEDY. Okay. So it will double, basically, over the
next 10 years. I am working my way through—I think CBO did the
analysis of ways to save money.
Ms. GULLO. Yes.
Senator KENNEDY. The Chairman gave me a copy.
Ms. GULLO. Budget options, yes.
Senator KENNEDY. It is very interesting. Do you have an opinion
on that?
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Mr. MOSHER. It is a great volume. Thank you.
Senator KENNEDY. I am sorry?
Mr. MOSHER. It is a great book. We all work on it very hard at
our agency.
Senator KENNEDY. All right. Can you give me in my last 10 seconds a suggestion in terms of discretionary spending, the most flagrant abuses, the obvious waste?
Ms. GULLO. So I do not think many people would disagree that
there is waste, and improper payments and fraud, I think most IGs
or many IGs have pointed that out at agencies. GAO has pointed
that out.
Our analysis in looking at legislation to deal with things like improper payments indicates that those types of things are not a very
large portion of most budgets, and that while you might be able to
get to a point of having fewer improper payments, for example,
that could come at a very steep price, and in many cases things
like improper payments have to do with the paperwork was not
filled out correctly, somebody did not sign something. So even if
you solve those problems, it is not clear that you are going to reduce the deficit or save very much money.
Senator KENNEDY. May I, Mr. Chairman?
Improper payments are about $144 billion a year, so if you cut
that in half—I take your point—it is a very good one—about filling
out paper wrong. But sending checks to dead people, pretty blatant,
and even scarier is they are being cashed.
Ms. GULLO. Absolutely, and I do not mean to suggest that those
sorts of things should not be addressed or that dealing with some
of those things would result in fewer outlays.
Senator KENNEDY. Or the IRS signing hundreds of millions of
dollars of consulting contracts with people who owe taxes, not just
allegedly but there is a final judgment against.
Ms. GULLO. That one I do not know much about, but——
Senator KENNEDY. I have gone way over. I am sorry.
Thank you, Mr. Chairman.
Chairman ENZI. Thank you. I have some additional questions, so
you can have some additional ones as well if you wish.
During the 1990s, Congress rescinded just under $52 billion to
help offset supplemental appropriations. Was there a requirement
that such funding be offset? Can you discuss the trends in offsetting both supplemental appropriations and legislation to increase
the BCA’s discretionary spending caps?
Ms. GULLO. Sure. You are correct that some of the supplemental
appropriations that were provided in the 1990s were offset. Those
were predominantly non-emergency funds that were provided in
supplementals, and the requirement to offset those was for the purposes of not exceeding the caps that were in effect in those days.
Emergency funding was not required to be offset, even in the
1990s. So it kind of depended on what sort of spending you were
talking about.
In the 2000s and the 2010s, you have virtually none of the supplemental money being offset—very, very small amounts of money,
so the trend has been toward fewer and fewer offsets in supplemental appropriations bills.
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Chairman ENZI. Some of those offsets went far into the future,
I think.
Ms. GULLO. Right. That is right, and sometimes those offsets will
be with—will offset budget authority, but they do not necessarily
result in many outlay savings.
Chairman ENZI. Right, especially not in the immediate future.
Ms. GULLO. Not early, that is right.
Chairman ENZI. In the distant future, trying to—a way to spend
money from the tenth year of the budget in the first year.
Ms. GULLO. Right.
Chairman ENZI. That is something we will have to guard against
as well. Something we may have left out of the discussion is what
happens if the caps are exceeded. The general public probably does
not understand that. We have been through it once.
Ms. GULLO. Yeah. So there is a sequestration process.
If the caps are exceeded, the sequestration effectively works to
bring overall discretionary spending back to the cap levels, and it
does that through across-the-board cuts in those accounts.
Chairman ENZI. There is an added complication——
Ms. GULLO. Including OCO, actually. Dave makes a good point.
Even though OCO is not counted for the caps when it—do you
want to explain that?
Mr. MOSHER. Even though OCO is not—there is an adjustment
of the cap for OCO, once the sequestration process starts, then let
us say there is a 3-percent cut across the board, the OCO accounts
would be cut by the 3 percent as well.
Chairman ENZI. Well, there is another complication, though, that
we noted with the one time that the sequestration was put into effect, because we had continuing resolutions through most of the
year, which meant that everybody got to spend their previous
year’s amount to that point. And so it got down to the last quarter,
and if it is a 1-percent cut in the last quarter, it is only one-fourth
of the funds.
Ms. GULLO. Right.
Chairman ENZI. So it becomes like a 4-percent cut, which is a lot
more difficult. I do not think that when the budget caps were put
in place that the anticipation was that any of the sequestration
would take place in the first month, and succeeding months, not at
the end of the year when it could for a small appropriation maybe
use up everything that was left.
Ms. GULLO. Yeah, it would be really big.
Chairman ENZI. I think that was left out.
I think my colleagues would be surprised to learn that nearly $1
trillion in spending has been provided through cap adjustments
since 2012. That does not include the discretionary cap increases
that have been made through three Bipartisan Budget Acts for an
additional $439 billion.
Can CBO speak to any other efforts that have been utilized to
effectively circumvent the discretionary spending caps?
Have we attempted to quantify those efforts?
Ms. GULLO. So one thing that is used pretty consistently year
after year are Changes in Mandatory Programs, or CHIMPS. In
the appropriations process, sometimes the appropriators can make
changes to a mandatory program that will save money, and when
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that gets credited to the appropriations bill, that actually creates
additional room under the caps. And I think—Adam, if I am—correct me if I am wrong, Adam—about $17 billion a year on average
has been—CHIMPS have been used to create that amount of extra
room under the caps. So off the top of my head, that is the one
thing I can think of that is another way that spending can occur
that is not controlled by the caps.
Chairman ENZI. We also do some interesting things with the
Crime Victims Fund.
Ms. GULLO. That is one of the major examples. I think that accounts for at least half of that CHIMPS savings.
Chairman ENZI. My time has expired again. Senator Braun, did
you have more questions?
Senator BRAUN. One quick comment and a comment from you on
it. We did not get to the numbers awhile ago, but on mandatory
spending, we discussed interest is kind of like mandatory spending.
If you do not pay it, you default.
Currently it is a little over 70 percent of our total spending. Is
that roughly correct?
Ms. GULLO. Discretionary——
Senator BRAUN. Mandatory, which is kind of on autopilot. Looking at what it will be in 2026, it looks like it is going to be over
80 percent. So the trajectory in terms of how all this looks in the
short span of 7 to 8 years gets to where we are spending more and
more, and mandatory spending again is made up of Social Security,
Medicare, and Medicaid, and then depending how you classify interest, which to me that is somewhat mandatory, it is getting to
where discretionary spending is becoming such a small part of
what we do that obviously it has very little impact on changing the
trajectory.
So where would you—and I think just for the sake of the public
again hearing what the main variables would be when it comes to
mandatory spending, could you talk a little bit about what they
are—because it seems like no one here wants to—and lay out kind
of the arithmetic and, you know, what the options would be? And
avoid getting political with it, but just stick with the arithmetic.
Ms. GULLO. So you are correct, 60 percent of current spending is
mandatory, and most of that is Social Security and Medicare. But
you also have Medicaid, you have nutrition assistance programs,
you have farm programs. So there is a host of different programs
that are mandatory spending, meaning they do not require annual
appropriations. They operate automatically based on the provisions
of underlying law. But by far the largest two programs that account for mandatory spending are Social Security and Medicare.
Senator BRAUN. And then, really to be honest, until we tackle
that, we are not really affecting the trajectory of actually lowering
deficits. So that is the hard discussion that we need to have here.
Ms. GULLO. I think it is going to be hard to solve the problem
without looking at mandatory spending. It is such a big part of the
picture.
Senator BRAUN. Very good, and I think that it is all of our responsibility here on this Committee to have the backbone and fortitude to start doing that because, otherwise, you know, I think we
are deceiving the American public. That does not get talked about
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often enough, and we need to roll up our sleeves and at least be
honest about what the options are.
Thank you.
Chairman ENZI. And at the same time, we avoid those mandatory ones except in new bills that come out. And there are several
that have been put in this year, you know, dropped in, reported
out, but not out of Committee yet, that make more money mandatory instead of the ability to take a look at it or even being forced
to take a look at it.
Senator Kennedy. Microphone.
Senator KENNEDY. The Senator is absolutely right about mandatory in terms of bending the curve. But it seems to me we can also
save money on the discretionary side. I just find it extraordinary
that Social Security has a Death Master File and they do not share
it with anybody. I just find that extraordinary. And I find it extraordinary that agencies that are responsible for sending out
checks do not bother to inquire whether the recipient is dead. And
I have a hard time explaining that to my constituents. And I understand it takes time, and I understand the rights of privacy. But
I also understand the way that the taxpayer who is putting up all
this money looks at that. That is pretty basic. Do not pay dead people money. That is about as basic as you can get.
You know, the bonus payments, the year that we had so much
trouble with our Veterans Administration—not to suggest that
things are well now, but I think they are better. But the year we
had so much come to light about the inefficiencies in the delivery
of health care to our veterans, we paid $100 million bonuses over
there. The year that people at the IRS were caught obviously making decisions on the basis of somebody’s political beliefs, A, nothing
happened to them—nobody ever gets fired around here—and, number two, they got $100 million on bonuses.
Now, that is all discretionary, and, yeah, the mandatory matters,
but so does the discretionary. Maybe if we could warm up and just
try on the discretionary side, the other would get easier. I do not
know. But that has been—and I think part of it is that those who
want to reduce the spending are often told, ‘‘Well, it cannot pass,
so why try? We have to put together something that will pass’’—
which inevitably means spending more money.
That is not a question. That is just an observation. But it is very
frustrating, and it is very frustrating to explain to constituents
who, even after a cursory look at some of the decisions we make,
you know, they think we all parachuted in from another planet.
And I cannot much blame them.
But I do want to thank you for the work you do. It is very helpful. I am about halfway through your book in terms of suggested
savings, and I did not know something like that existed. So I thank
you for your work.
I read another study CBO did, and I am not denigrating our Federal employees, but a study I think you did for us from 2011 to
2015. You took all the public sector jobs in the Federal Government
and compared them to the same jobs in the private sector. It really
was an apples-to-apples comparison. And we pay salary, benefits,
everything, about 17 percent more on average in the public sector.
I am not saying people do not deserve it, but the numbers are the
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numbers. You say, well, 17 percent, that is not bad. That is $34,
$35 billion a year.
Ms. GULLO. Yeah, and I think that is overall. I think it varies
depending on the job categories.
Senator KENNEDY. That is true.
Ms. GULLO. Right.
Senator KENNEDY. We actually underpay for professionals.
Ms. GULLO. Correct. That is right.
Senator KENNEDY. But we overpay for people with a B.A. or less
compared to the private sector. Anyway, thank you, Mr. Chairman.
Chairman ENZI. Thank you.
I have a couple more questions. Congress appropriates billions of
dollars for emergencies or disaster relief, for immediate relief and
recovery from natural disasters. In some cases, these funds take
many years to spend. It is my understanding that we are still
spending funds on expenses from previous hurricanes such as
Katrina. Can you elaborate on why that is? Does Congress ever rescind the appropriated dollars of unspent during a given period?
Ms. GULLO. So it is true that oftentimes when funding is provided after a disaster, it can take years to spend. But there is a
real difference between—depending on what the money is provided
for, so some funding that is provided for rescue operations, emergency shelters, that type of thing, those spend pretty quickly. But
a fair amount of the money that is provided through emergencies
after a catastrophe like Hurricane Katrina are for longer-term
things like infrastructure reinvestment, and those can take a long
time. And I think you are correct, there is still some unspent
Katrina money. I do not know off the top of my head how much,
but there is some money that has not spent. So emergency money,
generally speaking, has a very long tail. There is some money that
takes a long time to get either obligated or spent.
There is some money that has been provided that people have
suggested that gets rescinded mostly for the purposes of offsetting
costs in some other proposal. The challenge that you face is that
because that money was provided as an emergency and, therefore,
did not count when it went into the budget, the question is should
it count as an offset when you try to rescind it? That is a decision
that is an enforcement decision, not a decision we make. We can
give you the numbers of how much, but when you get out that far,
quite frankly, and you have got unspent money, the odds are it is
not ever going to spend, so rescinding it may not give you any real
outlay effects.
Chairman ENZI. And something I will follow up on other places
is to find out how we bank that excess money since we really do
not have any bank accounts out there. I am not sure that we do
not spend it now and then assume—put bonds in a drawer just like
we do for Social Security.
Ms. GULLO. Right, yeah. That is a good—I do not know the answer to that.
Chairman ENZI. I do not either, but it is one that I will pursue.
Another question. Rural communities across the Nation depend
on healthy national forests for recreational activities, reliable jobs,
a lot of things in their local economy. As your testimony mentions,
a cap adjustment for wildfire suppression activities will come into
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effect in fiscal year 2020. Can you talk about how this new adjustment will help end the fire borrowing and the effect it will have
on wildfire funding in general?
Ms. GULLO. Sure. I am happy to explain the way this new cap
is going to work. I think it may very well contribute to helping prevent the need to borrow. I do not know that it will eliminate it, but
I think it could help.
So the way the new cap works is a 10-year average based on
what the 10-year average was in 2015, which was $1.4 billion, will
continue to be funded through the regular disaster cap. And once
that is provided, then levels above that amount will be funded
through this new fire suppression cap adjustment. And I think
those amounts range from $2 billion to $3 billion, beginning in
2020, and it goes through 2027. And the affected agencies are primarily the Forest Service and the Department of Interior.
Chairman ENZI. Thank you. Thank you for the wealth of information that both of you have shared and the daily work that you
do. Unless Senator Kennedy has more questions, that will conclude
the hearing. Adjourned.
[Whereupon, at 3:40 p.m., the Committee was adjourned.]
ADDITIONAL COMMITTEE QUESTIONS
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[The following submitted questions were not asked at the hearing but were answered by the witness subsequent to the hearing:]
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Theresa C1,1llo, the Conr;msio,wl Bud[rt Officej· A.ssistant Dirrctorfor Bud[rt Ana~sis, trstijiul... 1
~frrr th1.· hrarint, Ranking J.{rmber Sanders 1tr11I othn mrmbrrs ofthl' Ccmmittl'l' submitted
qu1'1tions for thr record This document prol!U:ks CBO's answers to thosr qurstions. It is available
at www.chn.gov/ pu hi ication/ 55280.

Ranking Member Sanders
Question. Even with all the spending \VC do beyond the hudget c.ip1 is it true that the
long-term trend has been that 11011-ddt'rne discrerinn,uy iipending h4'1 been falling rcl,1;tivc to
the size of the economy since the 1970s? Is it also true that if we do not raise the budget c.1.p5
that non-dcfonsc discretionary spending will he at its lowest poinr on record !1t;Xt ycar, and
will ket:p declining from then on?
Answer. Nondefonsc diKretion.i.ry spending h.i.s fallen rdatin: to the size of the economy
over the p-.st 50 years. In 1969, such spending totaled 3.5 percent of gross dl)mt:stic product
(GDP). CDO projt'.CC5 that in 2019 tht.> total will amount to 3.1 perctnt of GDP and will
t:qu.tl lts lowest level as a share of the economy over rhat period. In 2020, under CBO's baseline assumptions (in which the nonddCnsc discretionary cap for 2020 is not incr.::ased), such
spending would i:qual 2.9 percent of GDP. In CBO:~ baseline projections, which incorporn.te
thi: assumption that discrctionuy ,1ppropriations grow with inflation whi:n not c.1.ppcd,
nondefense discretionary spending continues to decline-to 2.5 percent of GDP in 2029.
Question. Since the DCA came into effect, what share of spending dul' to cap adjustments
bas bei:n for di:fonsc and what share has been fi1t non-defense? Since the BCA came into
effect, what share of non--defcnsc cap adjustments has becn to respond to emergencies and
disasters, such as Hurricanes Harvey, Irma, and Maria in 2018?
Answer. CI30 esrimatcs that since the enactment of the Dndgct Control Acr of2011 (I3CA),
which established caps on discretionary 5pcnding through 2021, $683 billion (or 69 pt:rccnt)
of rht.: total adjustments to those caps has been proYidcd fiH defense acrivities: $652 billion
for overseas contingency operations, $13 billion for emergency requirements, and $18 billion
fi)f disaster rclil'f.
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The othi.:r roughly $300 billion in c1p adjustments (30 p-.:rccnt of the total adjustments), was
provided for nondcfcnse purposes: $167 billion for ;;i_ctivitic.:, ddcrmincd to be tmcrgcncy
rcguircmi.;nts, $72 billion fi)r overseas conting(:"ncy operations, $)1 hilli1)n for disaskr relief,
and $11 billion for program integrity efforts.
Question. If we had not adjusted the TICA spending caps in 2018 ,vhcn we appropriated
the nearly $110 billion in cmcrgcncy ;ind disaster spcnding to respond to Hurricane-'
H.;i.rvcy, lrm.;i,, and Maria, and wildfires in California, what would have happened to other
non-dcfonsc di~cretionary progr;;i_ms~progr;;i_ms lib: Head Start, child nutrition, rental

assistance, heating assistance, and medical research?
Answer. In 2018, the cap adjustments for disaster emergency and disaster spending totaled
$117 hillion. If that amount had hcen accommodated und<:r the $579 hil!ion nondcfrnsc
discretionary cap fr)r that yl'.ar, the Congress would hav-: faced a choice. On the on-: hand,
it could have reduced funding for other discretionary accounts by that amount to k-:ep total
spending at the cap levd. D-:causc caps constrain total funding, not funding for individu;il
accounts, the Congress would have h;iJ to decide which accounts to reduce and by how
much. On the other hand, thi..: Congress could have imposed an across-the-hoard cancellation
of budgetary resources, totaling 20 percent, for all nondcfensc discretionary accounts ro keep
total spending at the rnp level.

Senator Grassley
Question. Based on CBO data, mandatory outlays \Vere around 5.5 pcrccnt of the size of
the ovl'rall t:conomy in 1969, and art' projected to rise to more than 15.0 percent hy 2029.
Mcanwhik, di:screLionary outlays were dose to 12.0 percent of GDP in 1969, and are projected to fall to bdmv 5.0 percent hy 2029. While chis hearing is focused on budget caps and
discretionary spending, could you give me a sense of the relative importance of discretionary
spcnding and mandatory spending over time in terms of overall -"pending?
Answer. Discretion.i.ry spending, which includes most spending on national defense, elementary and secondary cduc.i.tion, housing assistance, intl'.nutional affairs, and the administration of justice, as wdl as spending for highways and other infrastructure programs, will total
$1.3 trillion in 2019, or 6.3 percent of GDP, and will act'onnt for 30 pt.:rcent of total ouclays,
CBO estimates. Under the assumptions governing CI3O's baseline projections, such spending
is projected to fall to 4.9 percent of GDP hy 2029, more than l pt:rcrntagc point less than
CBO"s estimate of such outlays in 2019 and lowi..:r than at any point in the past 50 ycars.
M;1.nd;itory spending, ,vhich consists prim:.uily of payments for benefit programs, such as
Social Security, M('.dic.i.n.:, and Medicaid, will account for 60 percent of total fodcral spending
in 2019 and will amount to $2.7 trillion, or 12.7 perct:nt of GDP. Mandatory outlays are
projectt:d to increasl' hy 1.9 pc.:rcent;ig.; points-to 14.6 percent of GDP-by 2029. lhat
growth is primarily the result of the :;i.ging of the population and rising costs pt:r beneficiary in the major health can: programs. 111c only otha time since 1962 that mandatory
outlays cxcecdl'.d 14 percl'!1t of GDP was during the recession in 2009, ,vhcn they totaled
14.5 perct:nt.
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All rold, in 2019 mandatory spending (excluding intcrest) will be about twice discretionary
spcnding. By 2029, in CBO's baseline projections, mandatory spending is about three times
discretion~ry spending.
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Question. CBO has hccn warning Congrcs~ for decades, at least, that outsizcd and unsustainabk entitlement spending havc dominated the adverse long-run budget outlook. [\1y
question is: t:vcn if wt: froze discretionary spcnding over thc next few decades, would our
overall spending remain sustainable?
Answer. !n The 2018 Long-Term Budget Outlook, CBO projcctl'd discretionary spending
under rhe assumption that it would account for the same share of GDP {about 5.4 percent)
from 2028 through 2048.: In CBO's extended basdini.! projections, such spending constitutes about a third of alt nonintcrcst spending in 2019 and declines to less th.in a quarter
by 2048. (Tht: extended baseline projections generally reflect current law, following CBO's
l 0-year baseline budgct projections through 2028 and tht:n cxtcnding most of the concepts
undcrlying those projections for the rest of the 30-year projection period.)

If discretionary spending instead was frozen at 2019 nominal amounts, it would shrink ffom
6.4 percent of GDP in 2019 to 2.1 percent of GDP in 2048~dedining from about a third
of .l!l non interest spending to 11 percent by 2048.
Neverthdess, including the positive economic dfects of deficit reduction, debt as a percentage of GDP undcr that lattt:r seen.trio would conrinue to increast throughout the projection
period and would peak at about 95 percent of GDP in the mid-2030s before declining to
about 90 percent of GDP in 2048-still higher than the current 78 percent. By contrast, in
CI3O's extended basdinc projections, debt rises steadily to 152 percent of GDP in 2048.
Question. Congre-'S has altered the hudget caps originally envisioned in the 2011 Budget
Control Act. When the budget caps were adjuskd, allowing for more spending, can you tell
rn1,; whdhcr th1,;rc were any offi1.;ts to the increas1,;d spending?
Answer. The Bipartisan Budget Act of 2013 and the Bip.irti-'an Budgi..:t Act of 2015 raised
the caps for 2014, 2015, 2016, and 2017. At the time that the 2013 lawwas under consideration, CBO -::stimated that other provisions in the act would reduce deficits over the
2014~2023 pniod by $85 billion-~more than oft-Setting the $63 billion cumulative increase
in the 2014 and 2015 diKrerionary caps. Similarly, CBO estimated that provisions in th1,;
2015 act would reduce ddicits by about $80 billion-fully offsetting the $80 billion cumulative increas1.; in the caps that the 2015 act made for 2016 and 2017.

By contrast, the Bipartisan Budget Act of2018 only p;;i.rtially offSet the cap increases it
authorized for 2018 and 2019. CBO estimated that the mandatory spending and revenue
provisions would reduce deficits by $38 billion over the 2018~2027 period-$258 billion
less than the increase in discretionary spending that would result from raising the caps.
Question. According to a 2012 analysis by researchers at the Federal Reserve Bank of
New York, the share of costs of disaster relief p._id by the federal government was around
25 percent bdOre Hurricane Katrina, hut has increased sub!t.tntially to nearly 70 pcrccnt
after. Thcy go on to say that with the exp:.1.mion of federal disaster assistance, payments from
private insurance companies and the federal government exceeded the total economic cost
of events since Katrina hy about 25 percent. That is total, of course, .rnd docs not deny that
so1rn: individuals or businessl'S may not have been fully rcimburs-::d for chdr losses.
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With this as a backdrop, could you give me information about growth in federal disasttT
assistance spending over the past couple of decades?
Answer. Focu,ing on the country's single largest source of federal disaster assistance, the
Disaster Relief Fund (DRE which is administered by FEMA, the Fcdcul Emergency
Management Agency), CBO observes that in constant dollars, fodcral disaster spending
has increased .<tignificantly ovt:r the past three decades, particularly since Hurricant: Katrina
in 2005. Total federal spending from the DRF tot~kd ;;i.bout $27 billion in the 1990s
and increased dramatically in the past two decades (to $135 billion and $108 billion,
respectively).

In 2016, CBO examined information ahout major hurricanes ovtr the 2000~2015 period
and estimated that federal spo1ding as a percentage of total economic damage varied vviddy
from storm to storm, ranging from an average of 17 percent bd{)J'C Katrina to 62 percent
for Katrina and ensuing hurricanes. 5 1hat ratio has grown larger since 2005, particularly for
two storms-Katrina and Sandy. (Although federal assistance also is providcd for drought,
earthquakes, flooding, and other catastrophes, hurricanes consistently prove most costly and
have accounted t{)r the largest share of emergency disaster spending.)
[n April, CBO reported that expected annual economic losses total $54 billion for most
damage caused hy storm surges, heavy precipitation, or high winds from hurricanes or tropical storms.'1 That amount consists of ahout $34 billion in expected annual residential losses,
$9 billion in t:xpected annual commercial losses, and $12 hillion in expected annual losses ro
the public sector. (Expected losses represent average annual losses over the long run based on
current conditions for climate, sea levds, and property development in places at risk for such
stnrms.) On tht: basis l)f the pattern t'Xhibitt'.d for federal !pt'.nding and the losses incurred for
58 storms between 2005 and 2016, CI3O estimated that expected annual federal spcnding
totals $17 billion, or 31 percent of the $54 billion in expected annual losses.
Question. Please rdl me the difference between emergency spending and disaster spending,
from a budget perspective.
Answer. 1hc BCA codified the dcfinithm of rmrrt;.mcy spn,dingin 1991. According to chat
act, emergency spending must be necessary, sudden, urgent, unfr.nescen, and not permanent.
1be act allows the caps to be adjusted to accommodate any amounts provided for activities
identified as being for emergency requirements-ofrcn rdatcd to hurricanes or wildfires, but
also, for example, to prevent or respond to a disease outbreak.
111e BCA gcnl.'.rally considers spending identified for disaster relief to be the amounts needed
ro pay for m:;i.jor disasters designatt:d under the Robert T. Stafford Disaster Relief and
EmcrgL·ncy As1istance Act. Disaster relief funding provided under the DCA has been used in
various ways. In some years it has bt'.en ust:d to provide funding only to FEMA's DR.Fas part
of the regular appropriation proct:ss. ln other years, it also has been used to provide fi.111ding
to othtr agencies that respond to major disasters.
Question. Can you tell me whether supplemental and emergency spending has changed over
the past couple of decades?

3.
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Answer. Funding provided through mpplcmcntal appropriation hills (which historically have
accounted for the bulk of cmcrgc:ncy funding) has A.uctuatcd substantially over the past three
decades, r:mging from a low of$0.2 billion in 2014 to a high of$191 billion in 2009. Total
supplemental funding, however, was by far the largtst in the dccadc spanning 2000-2009 as
the Congn:ss responded to the terrorist attacks of Scpt..:mbcr 11, 2001, and to hurricanes,
including Katrina and Rita.
From 1990 to 1999, rhc Congress and the President provided a total of about $138 billion
in supplemental appropri~tiom, mostly for Operations Desert Shield and Desert Storm
during the Persian Gulf War; for a pc'-cckecping mission in Bosnia; for military opeutiom
in Kosovo; and fi.1r a wide range of disa.!ltcn, including natural occurrences, such as earthquakes and hurricanes, and for other types of disasters, such as the Los Angeles riots and the
Oklahoma City hombing.
From 2000 to 2009, oYcr two dozen laws provided emergency suppkmt>nt.i.l appropriations
tot;1.ling $992 billion. Almost 70 pcrctnt of the .mpplcmcnt.i.l funding over that decade
($708 billion) was providcd for dcfomc-rcl.i.ted activities, but significant funding also was
provided to repair d.i.m~e caus;:d by large storms (particularly Hurricane Sandy), for tsunami
relief, and fi)r responses to the influenza pandcmic of 2009.

From 2010 through thc end ofTv1ay 2019, the Congn:ss and th..: President cnactcd 12 suppkm..:ntal appropriation bills, totaling $260 hillion. l\-fost of the funding (about 80 percent)
was prnvidcd for nondefrnse purposcs (primarily hurricanes, wildfires, and flooding).

Senator Toomey
Question. During the committee hearing, you mentioned that CHIMPs arc used "prttty
con.<tistcntly" tn increase discretionary .<tpcnding above the caps. averaging about$] 7 hill ion
annually. Docs CBO publicly identif}' CHI MPs included in appropriations kgislation? How
can the utilization of CHI MPs and their budgetary effects be made more transparent?
Answer. As directed hy section 308 of rh.: Congressional Budget Act of 1974, CBO provides
detailed data and other information to the Appropriations Commirtecs and to the Congress
as a whok as they consider legislation. Those reports tabulate .i.ccount-by-accoum estimates
of the discretionary hudget authority provided in each hill and the n.:~ulting omlays; they are
distributed to all interested parties in the Congress.

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00086

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

Insert offset folio 139 here 39734A.040

lotter on DSK11XQN23PROD with HEARING

The reports also provide estimates of the hudget.i.ry effects of provisions that would make
changes in mandatory progr.i.ms (kno,vn as CHIJV1.Ps) in~ separ.i.te tabulation that covers the
budgct;i.ry effects in cKh yc~r of the next decade. Those tabulations also an: provided to all
interested parties in the Congrcs.'t. CBO indudcs account-level information on CHIMPs in
its annual hudget projections and is currently working on a report that ,vould bt: available to
rhe public cat.i.loging the C!-·HMPs includt:d in annual .i.ppropdation legislation.

THE PRESIDENT’S FISCAL YEAR 2020 BUDGET
PROPOSAL
WEDNESDAY, MARCH 13, 2019

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Washington, DC.
The Committee met, pursuant to notice, at 2:30 p.m., in Room
SD–608, Dirksen Senate Office Building, Hon. Michael B. Enzi,
Chairman of the Committee, presiding.
Present: Senators Enzi, Grassley, Crapo, Toomey, Perdue, Braun,
Scott, Kennedy, Cramer, Sanders, Wyden, Stabenow, Whitehouse,
Kaine, and Van Hollen.
Staff Present: Elizabeth McDonnell, Republican Staff Director;
and Warren Gunnels, Minority Staff Director.
OPENING STATEMENT OF CHAIRMAN ENZI

lotter on DSK11XQN23PROD with HEARING

Chairman ENZI. I call to order the Senate Budget Committee
hearing on the President’s fiscal year 2020 budget request. I note
that Senator Braun is here and Senator Grassley is here and Senator Cramer. Senator Perdue was here early studying. But I know
that Senator Braun and Senator Grassley have to go to a meeting
at the White House now, so they will be back for questions later.
Good morning, and welcome to the hearing on the President’s
budget request for fiscal year 2020. I want to thank Russell
Vought, the Acting Director of the Office of Management and Budget, for being here to discuss the White House’s budget request.
While we would normally receive the budget submission in early
February, the Government shutdown delayed this process. I have
been an outspoken advocate for reforming the Federal budget process and will continue to seek improvements, but this afternoon, we
will focus on the President’s plan for putting our country on a more
sustainable fiscal path.
The President’s annual budget proposal is the first step in the
Federal budget process. This submission provides the administration an opportunity to cast a vision for the future and provide important programmatic information to Congress and the American
people. I call it a ‘‘list of pretty good suggestions,’’ or at least ‘‘suggestions.’’
Budgets reflect spending and revenue priorities. Our hearing this
morning will allow us to consider how the President’s budget’s priorities align with the priorities of Congress. In nearly every hearing held by this Committee, I shine a spotlight on our country’s fiscal challenges.
(81)
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It is no secret the Federal Government spends more than it takes
in and will soon produce annual deficits exceeding $1 trillion. That
is the equivalent of $1,000 billion—a figure that is too large to
truly comprehend.
Rising deficits add up to rising debt, and debt as a percentage
of the economy is expected to surge in the coming years. According
to the Congressional Budget Office, debt held by the public is expected to reach $16.6 trillion later this year, or 78 percent of the
gross domestic product. By 2029, this debt is projected to grow to
$27.8 trillion, or 93 percent of GDP. Considering the 50-year average is 42 percent of GDP, we are clearly headed in an ominous direction.
This problem did not arise overnight. For decades we have
known of the budget pressures we face as the baby-boom generation aged. Autopilot spending—that is, mandatory spending—now
represents more than two-thirds of what the Federal Government
spends each year and grows with programs that are not even reauthorized. And there are always more efforts to make more items
mandatory. In my opinion, nothing should be mandatory unless it
has its own source of revenue sufficient for the years.
The growth in mandatory spending means that a smaller share
of Federal expenditures goes to so-called discretionary spending
that is funded through the annual appropriations process and is
made up of defense and nondefense programs that both sides of the
aisle care about.
Yes, 70 percent is mandatory and growing; discretionary is borrowed money. We are in a credit card Congress. More and more I
have been hearing people claim that debt and deficits do not matter. This unconventional view is not only misguided; it is dangerous.
Jerome Powell, Chairman of the Federal Reserve, recently testified that the U.S. debt is growing at an unsustainable pace and
that it would be a huge mistake to let that continue. Mr. Powell
noted, ‘‘The idea that deficits do not matter is just wrong.’’ That is
a quote.
Larry Summers, the Treasury Secretary under President Clinton
and Economic Adviser under President Obama, noted that the theory behind the idea that deficits do not matter is being oversimplified and exaggerated by fringe economists who hold these ideas
out as offering the proverbial free lunch—the ability of the Government to spend more without imposing any burden on anyone. We
also heard CBO disagree with this view in our last two hearings.
Make no mistake. Both sides share in the blame of the rising
deficits and debt, and both sides must work together to address
these issues. Just as these problems did not arise overnight, they
are not likely to be solved overnight. That is why in the coming
weeks I am hoping to put forward a budget resolution with a reasonable, achievable deficit reduction target as a first step in turning the tide of red ink. Ignoring the problem is not an option. I
would ask that as colleagues review the President’s budget and as
we work together to craft a fiscal year 2020 budget resolution done
by Congress, we are clear-headed about the challenges we face.
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Again, I thank our witness for being here, and I look forward to
his testimony and to working with the administration and my colleagues to put our Nation on a more sustainable path.
Senator Sanders.
OPENING STATEMENT OF SENATOR SANDERS

lotter on DSK11XQN23PROD with HEARING

Senator SANDERS. Mr. Chairman, thank you very much for holding this hearing. Mr. Vought, thank you very much for being with
us today.
Let me be as clear as I can be. This budget is an absolute disaster. It is an insult to the working families of this country, and
I have to say it really does expose Donald Trump for the fraud that
he is.
Over and over again, Candidate Donald Trump, when he was
looking for votes, promised the American people that he would be
a different type of Republican—I think we all remember that rhetoric—that he would be a champion of the working class, that he
would not cut Medicare or Medicaid or Social Security. I remember
those speeches like it was yesterday.
On May 7, 2015, Mr. Trump tweeted—this was during the campaign: ‘‘I was the first and only potential GOP candidate to state
there will be no cuts to Social Security, Medicare, and Medicaid.’’
August 10, 2015, another tweet from Mr. Trump: ‘‘I will save
Medicare, Medicaid, and Social Security without cuts. We have to
do it. People have been paying in for years, and now many of these
candidates want to cut it.’’ Donald Trump.
That is what Mr. Trump said during the campaign, but now that
he is President, the tune he is singing is very, very different.
On page 32 of the briefing book of his budget, Donald Trump proposes cutting $1.5 trillion from Medicaid, $845 billion from Medicare, and $25 billion from Social Security. And, Mr. Chairman, I
ask unanimous consent to insert this page into the record.
Chairman ENZI. Without objection.
Senator SANDERS. Thank you.
[The information follows:]
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Senator SANDERS. Mr. Chairman, let us just very briefly take a
look at what these cuts do to the working families of this country
at a time when millions and millions of families are struggling economically today.
As I think most of us know, Medicaid pays for more than twothirds of all of the nursing home care in our country in addition,
of course, to providing health care for millions of lower-income families. The question is: What happens to senior citizens in this country who are struggling with Alzheimer’s and other serious illnesses
who have their nursing home coverage paid for by Medicaid if that
program is cut by $1.5 trillion? If you are a working-class family
and your Mom is in a nursing home dealing with Alzheimer’s, massive cuts to Medicaid, what happens to your Mom? Or what happens to the ability of your family to take care of their basic needs
now that you are going to have to pay an arm and a leg for nursing
home care?
But it is not just seniors. Today Medicaid covers millions of children with special needs. We are the only major country on Earth,
embarrassingly, not to guarantee health care to all people as a
right. But this budget makes a bad situation worse and would
throw millions of children with special needs off of the health insurance they have.
We have an opioid epidemic from one end of this country to the
other, but when you slash Medicaid by $1.5 trillion, you make it
infinitely harder for communities and States to deal with this terrible crisis.
But it is not just Medicaid. In terms of Medicare, the Federation
of American Hospitals tells us, and I quote—this is not me. This
is the Federation of American Hospitals: ‘‘The new White House
budget imposes arbitrary and blunt Medicare cuts to hospitals who
will care for the Nation’s most vulnerable. The impact on care for
seniors would be devastating.’’
During the campaign President Trump told the American people
that he was going to provide, and I quote, ‘‘health insurance for everybody with much lower deductibles.’’ That is what he said during
the campaign. Let us talk about what he is doing now that he is
President.
President Trump’s budget would end the Affordable Care Act and
throw an estimated 32 million people off the health insurance they
have right now. Now, how in God’s name can you talk about being
a friend of working people and then propose to throw tens of millions of people off the health insurance they have? And at the same
time, this budget would substantially raise premiums for older
Americans and allow States to eliminate or substantially weaken
protections for preexisting conditions like cancer, diabetes, or asthma.
This is a budget which will make it harder for our children to
get a decent education, harder for working families to get the
health care they need, harder to protect the air that we breathe
and the water that we drink, and harder for the elderly to live out
their retirement years with dignity and respect.
This is not a budget, as Candidate Donald Trump talked about,
that takes on the political establishment. That was his rhetoric
during the campaign. This is a budget of the political establish-
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ment, of the 1 percent, of corporate America, of the wealthiest people in this country. This is a budget which practices the Robin
Hood principle in reverse. It takes from the poor and working families and gives to the very wealthy.
As a candidate, Donald Trump said he understood the pain that
working families across the country were feeling.
This is not a budget that Candidate Donald Trump talked about
that takes on the political establishment. This is a budget that does
very much the opposite.
Mr. President, you do not help working families when your budget would eliminate financial aid to more than 1.5 million low-income college students. It is really quite incredible to me that people
could prepare a budget when hundreds of thousands of kids in this
country cannot afford to go to college, when millions of people are
struggling with student debt, and this budget makes it harder for
young people to go to college.
Mr. President, and I would say also that it is unacceptable to me
coming from a cold-weather State—and I see some of my other colleagues here coming from cold weather States—that it would eliminate the LIHEAP program.
Seniors in Vermont stay warm because of LIHEAP. This budget
eliminates that.
But I should say that at a time when we are now spending more
on the military than the next ten countries combined, this budget
would expand military spending by $861 billion.
Now, for the working families of this country, for the middle
class, this is a disastrous budget. But I must confess there are
some good things in it for the wealthiest people in this country.
After passing a nearly $2 trillion tax break that mainly benefitted
the top 1 percent and large profitable corporations a little over a
year ago, the Trump budget would provide another $1 trillion tax
break that would, you guessed it, primarily benefit the wealthiest
people in this country. Think about it. Cuts to education, throwing
millions of people off the health care that they have, cuts to programs that keep seniors warm in the wintertime—again, more tax
breaks for the wealthiest people in this country.
Mr. Chairman, last year, Amazon, Netflix, General Motors, and
IBM—all very profitable corporations—not only paid nothing in
Federal income taxes; they actually received a tax refund from the
IRS. They do not need another tax break when families in this
country are struggling to keep their heads above water economically.
Mr. President, this is a budget that should be discarded immediately, and a serious budget should be put together that protects
working families and not just the 1 percent.
Thank you.
Chairman ENZI. Thank you, Senator Sanders, for your remarks.
Our witness this afternoon is Acting OMB Director Russell
Vought. Director Vought was confirmed to his position as OMB
Deputy Director by the Senate in February of last year, and he
oversaw the final development of the President’s fiscal year 2020
budget submission this year.
We appreciate your work, and we look forward to receiving your
testimony on the President’s vision for the Nation.
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For the information of colleagues, Director Vought will take up
to 7 minutes for his opening statement, followed by questions.
Welcome, Director Vought. Please begin.
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STATEMENT OF THE HONORABLE RUSSELL T. VOUGHT,
ACTING DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET

Mr. VOUGHT. Thank you, Mr. Chairman.
Chairman Enzi, Ranking Member Sanders, members of the Committee, thank you for this opportunity to testify on President
Trump’s fiscal year 2020 budget.
On Monday, I submitted my full statement for the record; however, in my oral testimony today, I just want to hit a few key
points.
Over the past 2 years, President Trump has unleashed the American economy through his pro-growth agenda, resulting in a return
to prosperity for the American people.
Working alongside many of you on this Committee, President
Trump signed historic tax reform into law, marking the first time
in 30 years that our Nation’s Tax Code was updated and improved.
It provided much needed relief to all Americans, especially the middle class.
Throughout his administration President Trump has implemented a robust regulatory reform agenda, resulting in small businesses and the American economy saving more than $33 billion in
burdensome regulatory costs.
However, these great achievements will be challenging to maintain if we do not get our fiscal house in order.
Annual deficits are continuing to rise and will exceed $1 trillion
a year, and interest payments on the national debt are projected
to double. Interest payments on the national debt are projected to
exceed military spending by 2024. The national debt nearly doubled under the prior administration and is now more than $22 trillion. This level of debt is unsustainable and threatens the prosperity and economic freedom of future generations.
The President’s commitment to fiscal responsibility has been outlined in his previous budgets, and again today he is requesting
more reductions to both discretionary and mandatory spending
than any other President in history.
Yet each time this President has called for fiscal restraint and
spending reform, he has been blatantly ignored. Instead, those opposed to decreasing Washington spending have called for massive
tax increases as a means to reduce the deficit. However, not only
would this punish taxpayers, destroy jobs, and slow America’s economic engine, but it also would ignore the reality of our current fiscal situation. Contrary to fearful predictions before the passage of
tax reform, revenues are increasing and are in line with 50-year
historic averages. The problem is not that Americans are taxed too
little; it is that Washington spends too much.
This budget is yet another fiscally responsible and common-sense
spending plan from President Trump. I look forward to working
with members of this Committee and Congress and remain hopeful
we can prove to the American people that their Government is capable of passing budgets and balancing the budget by prioritizing
efficient and effective spending.
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Thank you for your time. I look forward to hearing your questions.
[The prepared statement of Mr. Vought follows:]
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TESTIMONY OF
RUSSELL VOUGHT
ACTING DIRECTOR
OFFICE OF MANAGEMENT AND BUDGET
BEFORE THE SENATE COMMITTEE ON THE BUDGET
March 13, 2019
Chairman Enzi, Ranking Member Sanders, Members of the Committee:
Thank you for this opportunity to testify on President Trump's Fiscal Year (FY) 2020 Budget.
Over the past two years, President Trump has unleashed the American economy through his progrowth agenda, which we've coined MAGAnomics, resulting in a return to prosperity for the
American people.
Working alongside many of you on this committee, President Trump signed historic tax reform
into law, marking the first time in more than 30 years that our nation's tax code was updated and
improved. It provided much needed relief to all Americans, especially the middle class.
Throughout his Administration, President Trump has implemented a robust regulatory reform
agenda, resulting in small businesses and the American economy saving more than $33 billion in
burdensome, regulatory costs.
Simply put, hardworking Americans are benefitting from President Trump's taxpayer first, progrowth policies.
The unemployment rate remains near historic lows, and over 5.3 million jobs have been created
since the election. For the first time in history, we have more vacant jobs than people to fill them.
Nearly 5 million Americans have been lifted off food stamps.
Under President Trump, African American and Hispanic communities are experiencing their
highest employment levels in recorded history.
Total unemployment stands at 4 percent. Before tax reform was enacted, most forecasters,
including CBO, predicted higher rates.
President Trump's policies have achieved economic growth that critics continually denied ever
being possible.
As the President said at his State of the Union this year, our nation's economy is STRONG.
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However, these great achievements will be challenging to maintain if we do not get our fiscal
house in order. Annual deficits are continuing to rise and will exceed $1 trillion a year, and
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interest payments on the national debt are projected to exceed military spending by 2024. The
national debt nearly doubled under the prior Administration and is now more than $22 trillion.
This level of debt is unsustainable and threatens the prosperity and economic freedom of future
generations.
The President came to our nation's capital with a commitment to help get our fiscal house back
in order and end the wasteful spending in Washington. He's using every tool at his disposal to
put taxpayers first and drain the swamp.
The President's commitment to fiscal responsibility has been outlined in his previous budgets,
and again today he is requesting more cuts to both discretionary and mandatory spending than
any other president in history.
Yet each time the President has called for fiscal restraint and spending reforms, he has been
blatantly ignored. The President even persisted in these efforts to save taxpayer dollars with a
push for a $15 billion rescissions package in 20 I 8, but again Congress rejected it. The simplest
proposed restraints on spending have fallen on deaf ears here.
In the last six years, Congress has three times enacted deals to raise discretionary spending caps.
The last caps deal, in 2018, increased discretionary spending levels for fiscal years 2018 and
2019 by nearly $300 billion, pouring money into wasteful non-defense discretionary programs
that we know don't work and increase the deficit.
This January, CBO warned, "high and rising federal debt would reduce national saving and
income, boost the government's interest payments, limit lawmakers' ability to respond to
unforeseen events, and increase the likelihood of a fiscal crisis."
Even when presented with these astonishing statistics, many in Congress have already called for
the spending caps to once again be raised.
Those opposed to decreasing Washington spending have called for massive tax increases as a
means to reduce deficits. However, not only would this punish taxpayers, destroy jobs, and slow
America's economic engine, but it also would ignore the reality of our current fiscal situation.
Contrary to fearful predictions before passage of historic tax reform, revenues are increasing and
are in line with 50 year historic averages. CBO, which previously was not hopeful about the
impact of tax reform, now forecasts $6.8 trillion in higher cumulative GDP over the next decade,
due largely to tax reform.
The problem is not that Americans are taxed too little, it is that Washington spends too much.
Washington has a spending problem and it is undoubtedly one of the largest threats to our
national security and the future economic success of our nation for generations to come. It is
time for this irresponsible spending to end.
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The President's Budget does exactly that, decreasing our yearly deficits and achieving a balanced
budget within 15 years, a goal many in this committee have championed.
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Similar to President Trump's previous budgets, the FY2020 Budget was written with the
everyday American in mind. All across the country, hardworking taxpayers have to balance their
household budgets, finding ways to do more with less and save for the future. Our federal
agencies and departments should be held to the same level of responsibility, and with
accountability.
This year, President Trump directed most agencies to meet a target of 5 percent reduction to nondefense discretionary spending. I am proud to report to you today that we have achieved his 5
percent goal.
Americans work hard for their paychecks, and their tax dollars should be spent wisely or not
spent at all. This Budget ends wasteful spending like the $60 million being spent every year to
organize unions in other countries. It cuts $13 billion in foreign aid, including $336 million for
education and cultural exchanges. Academic exchanges funded by the U.S. Government
represent only l percent of the l million international students that came to the US in the 20172018 academic year. It stops millions going to the Senior Community Service Employment
Program, which the Department of Labor Inspector General found rife with fraud and abuse,
including $4.2 million in unreasonable executive compensation, personal travel, and even Netflix
subscriptions.
We save hundreds of millions of dollars by rightsizing and reforming the under-performing Job
Corps program, a residential youth training program that has made headlines in recent years for
security incidents, and which evaluations and government oversight reviews have repeatedly
found ineffective and poorly managed. In a New York Times report last year, a forn1er teacher
from Texas quit in protest, saying "Job Corps doesn't work. The adults are making money, the
politicians are getting photo ops. But we are all failing the students." Our Budget reforms the
program and closes poorly performing centers. While there are competing philosophies on how
best to balance the budget, we hope we can find bipartisan agreement that programs and
activities with decades-long history of failure and fraud should come to an end.
These are just a few examples.
By refocusing the Budget to spend taxpayer dollars more efficiently, effectively, and
accountably, agencies can continue to provide necessary services to the American people and we
can confidently say that investments for key national priorities will be met.
The FY2020 President's Budget outlines a number of key priorities the Administration plans to
continue or pursue:
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Securing Our Southern Border and Protecting American values
A nation without borders is not a nation at all. The Federal Government has no greater
duty than protecting the American people, securing our borders, and preserving our
values. The President's 2020 Budget includes increased funding for border security,
immigration enforcement, cybersecurity, and law enforcement capabilities. The 2020
Budget investments include $8.6 billion for construction of the border wall, and $506
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•

Taking Care of Our Veterans
Few deserve more of our nation's resources and care than our veterans who have served
our country with honor, dedication, and distinction. That is why the President's Budget
invests in world-class health care for our Nation's veterans by proposing $80 2 billion in
discretionary appropriations to fully fund VA medical care requirements in 2020 - a $7.0
billion or nearly 10 percent increase over the 2019 enacted level. This amount fully funds
the VA MISSION Act to ensure veterans can choose the best care for themselves and
provides essential resources for VA' s suicide prevention programs, a crisis that has
plagued the veteran community for far too long and must come to an end.

•

Educating for the Future
The President's Budget achieves two equally important goals: fiscal discipline in
discretionary spending and support for priorities that would improve the Nation's schools
and make the United States stronger by preparing the workforce for the jobs of the 21st
Century. The Budget reduces the Federal role in education and prio1itizes targeted
investments in school safety, teacher quality, school choice, and workforce development.
By modernizing U.S. education and training programs, the Budget would increase
competition and transparency, reduce student debt, and ensure that what students are
learning matches the needs of emerging industries. By increasing accountability for
institutions of higher education and helping students complete postsecondaiy education
more quickly, the Budget would help make higher education more affordable and
protects both students and taxpayers.

•

Combatting the Opioid Epidemic
America's opioid crisis is a serious public health challenge for our country. In addition to
progress already being made by the Administration, the Budget makes significant
investments to combat the drug abuse and opioid epidemic, which claimed more than
70,000 lives in 2017. In the last year, the President released a new Initiative to Stop
Opioid Abuse and Reduce Drug Supply and Demand, secured $6 billion in new resources
in 2018 and 2019 to combat the epidemic, and signed the SUPPORT for Patients and
Communities Act, which enhances the Federal response to the opioid crisis. The number
of opioid prescriptions dispensed monthly has fallen by more than 20 percent since the
beginning of 2017, and preliminary data from the Centers for Disease Control and
Prevention (CDC) suggests that the number of drug overdose deaths are finally starting to
level off or even decline. President Trump is determined to end this crisis and care for the
people deeply harmed by the scourge of opioids.

•

Maintaining America's Military Pre-eminence
The Government's fundamental responsibility is to protect the American people, the
homeland, and the American way of life. While America possesses enduring national
strengths, we face an era of increased strategic competition, global challenges, and
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million to hire over 2,800 additional law enforcement officers and critical support
personnel at US. Customs and Border Protection (CBP) and U.S. Immigration and
Customs Enforcement (ICE).
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Managing the Federal Workforce of Tomorrow
The last broad Federal civil service reform occurred over 40 years ago, when the Civil
Service Reform Act of 1978 established the Office of Personnel Management (OPM).
Today, both OPM and the Federal employment system it oversees are widely-viewed as
archaic and ill-equipped to manage the 2.1 million member civilian workforce. The
Legislative Branch recognizes this as well: The Government Accountability Office has
kept "Federal human capital" on its high-risk list since 2001, and Congress is continually
moved to exempt agencies, offices and occupations from the central personnel system
that OPM oversees. These carve-outs have further reduced OPM's capacity to manage
the workforce in an enterprise-wide manner. The Budget therefore proposes a
restructuring of OPM that would enable the Executive Branch to fill the critical gap in
strategic federal workforce management.

•

Reorganizing the Government to be More Efficient and Effective
The Government-wide Reorganization recommendations released last summer speak to a
situation in which Government has operated for too long with outdated technology,
archaic organizational constructs, and antiquated management processes. This frustrates
citizens who interact with the Government, and the Federal workers who operate within
it. Indeed, the structural management of the workforce itself requires an overhaul. OPM
today lacks jurisdiction over much of the federal workforce. And the vast majority of its
existing budget and personnel are not even dedicated to workforce management, but to
transactional, fee-for-service activities, including the conduct of background
investigations. A key reorganization proposal incorporated into the Budget involves the
transfer of OPM's background investigations portfolio to the Department of Defense, the
shifting of its other transactional activities to the General Services Administration, and
the creation of a central office -- with a Government-wide purview -- dedicated to
strategic workforce management.

•

Drug pricing
The Administration's comprehensive drug pricing strategy addresses the problem of high
drug prices, provides greater access to lifesaving medical products, and ensures that the
United States remains the leader in biomedical innovation. Consistent with the Presidents
Ame1ican Patient's First Blueprint, the Budget proposes strategies targeted at increasing
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erosion of the U.S. comparative military advantage. In order to preserve peace through
strength, we must continue to invest in the combat credible military capabilities needed to
compete, deter, and if necessary, fight and win wars to protect the security of the United
States. In FY 2020 the budget procures 110 advanced fighter aircraft, 12 battle force
ships, and modernizes 165 Abrams main battle tanks, nearly two armored brigades
worth. It also requests more than $100 billion in research, development, testing and
evaluation to maintain the military's technological superiority and conventional
overmatch against priority challenges, and supports the President's commitment to
expand and improve state-of-the-art missile defense systems as articulated in the recently
released Missile Defense Review.

94
competition, encouraging better negotiation, incentivizing lower list prices, and lowering
out-of-pocket costs for beneficiaries.
This Budget is yet another fiscally responsible and common sense spending plan from President
Trump. I look forward to working with members of this committee and congress and remain
hopeful we can prove to the American people that their government is capable of balancing a
budget by prioritizing efficient and effective spending.
These principles will help define the course of our freedom and prosperity for decades to come.
Thank you for your time.
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I look forward to hearing your questions.
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Chairman ENZI. Thank you.
Now we will turn to questions. Let me take a moment to explain
the process for all the Committee members before we start. Each
member will have 5 minutes for questions, beginning with myself
and then—somebody. Following that, we will alternate questions
between the Republicans and the minority. All members who were
in attendance when the hearing started will be recognized in order
of seniority.
For those who arrived after the hearing began, you are on a list
in order of arrival. If it is your turn on the list to be recognized
but you are not available, we will move to the bottom of the list
and turn to the next Senator on the list to ask questions. With
that, I have a few questions.
Director Vought, the President’s budget requests a large increase
in overseas contingency operations funding to provide a total of
$750 billion in defense spending in fiscal year 2020. Can you walk
us through the thought process on this approach and what seems
to be a change in the administration’s position on use of the overseas contingency operation designation to the fund base requirements?
Mr. VOUGHT. Thank you for the question, Mr. Chairman.
We, as you mentioned, do propose $165 billion into the OCO account. This is the money that we believe is necessary to continue
the rebuild of the military in excess of what the current cap level
for defense of $576 billion would be to arrive at a number of $750
billion when you also factor in $9 billion in military construction
funding.
Our view is that we need to move away from the types of 2-year
caps deals that are largely unpaid for in which we increase spending for nondefense discretionary spending, and the current paradigm is to have $1 of nondefense spending increase for every $1 of
defense spending increase. We believe that paradigm needs to go
in a different direction.
We believe that it is important that we actually make choices.
We are now in a time of $22 trillion in national debt, trillion-dollar
deficits. We need to be able to say to the American people we can
afford to continue to spend money on the military and rebuild it
to what the Commander in-Chief believes is necessary to secure the
country, and we are going to identify dollars to nondefense spending programs that we can no longer afford.
We have gone through a process to identify programs that we believe can receive less money and still perform the functions that
they were either set up or can be reformed.
But it is vital from our standpoint that we move away from these
2-year caps deals that really do not allow us to set choices.
And I just would make one last point, and I know you have other
questions. As it pertains to the mandatory reforms that people
often talk about that are attached to these 2-year deals, we have
seen less and less mandatory reforms with each of these cap agreements since 2011. And when you look at the fine print, they are
often not mandatory reforms that will lead to fundamental change
of our fiscal situation. They are often extending user fees or extending laws that are currently set to expire. But they rarely have the
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types of reforms that actually lead to the lowering of the cost
curves that we talk about as it pertains to mandatory spending.
Chairman ENZI. Thank you. The President’s budget proposal supports the currently authorized level of spending for the Highway
Trust Fund through fiscal year 2020. When the Fixing America’s
Surface Transportation Act, the FAST Act, expires, OMB’s baseline
appears to reduce Highway Trust Fund spending to match revenue
levels beginning in 2021.
Is this a realistic assumption on the future spending for the
Highway Trust Fund? Does the administration support any policy
options maintaining transportation spending at FAST Act levels
after its expiration?
Mr. VOUGHT. Well, let me first start by saying what a priority
infrastructure spending is for this President. It is one of the reasons why we included a $200 billion investment into infrastructure
that is not meant to just be surface transportation, and that is one
of the reasons why it is considered outside of the trust fund. So this
President is very committed to that.
In terms of the question that you asked, we reflect current law
with this, and so we think it is a more accurate baseline. That said,
we do recognize that there is about a $150 billion shortfall in the
trust fund that needs to be addressed, and we are willing to work
with Congress along those same lines.
Another point I would like to make on infrastructure is we do
have less detail on our infrastructure plan this year as it pertains
to the first two budgets. That is intentional. It is because we recognize that Congress had concerns with our first two proposals, and
we want to pass a law—or we want to enact a law that you all are
able to send us. And so we are trying to work with you all, and
we are in wait-and-see to be able to identify ways that we can work
with you all to be able to put a bill on the President’s desk.
Chairman ENZI. Thank you, and my time has almost expired, so
I will move on to Senator Stabenow.
Senator STABENOW. Thank you very much, Mr. Chairman. And
welcome, Mr. Vought.
First of all, we have a maternal and infant health crisis in this
country. Mr. Vought, can you explain to me why the administration
eliminates funding—eliminates funding—for more than half of the
maternal and child health programs at the Health Resources and
Services Administration?
Mr. VOUGHT. We believe that we have put forward a top line at
Health and Human Services that will be able to fund the programs
that we think work, that we can with a good faith effort say are
putting resources where they can do the most good——
Senator STABENOW. Okay. Let me, just in the interest of time, so
we have seven programs zeroed out. Could you name those?
Mr. VOUGHT. I do not know which programs you are specifically
referring to, but I would be happy to comment.
Senator STABENOW. Sickle cell demonstration program, autism
and other developmental disorders, heritable disorders, universal
newborn hearing screening, emergency medical services for children, pediatric mental health care access grants, screenings and
treatment for maternal depression. This category, seven programs,
has a subtotal of $144 million. And I am wondering, do you know
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where the U.S. stands in infant mortality rates among the top 35
wealthiest countries?
Mr. VOUGHT. I do not have that fact in front of me.
Senator STABENOW. 32. 32. Only Mexico, Turkey, and Chile are
worse than the United States of America, and you are proposing
to cut more than half of the maternal and child health programs
when we have a crisis for moms and babies.
We are also one of only 13 countries in the world where the rate
of maternal mortality is worse than it was 25 years ago. Is that acceptable?
Mr. VOUGHT. One of the things that we find unacceptable, Senator, is the fact that with a $1 trillion deficit and $22 trillion in
debt, that when it comes to identifying programs that we believe
we can look and move away from——
Senator STABENOW. You are not seriously saying that money is
more important than the lives of babies and moms? Is that what
I am telling—that is what you are telling me, that——
Mr. VOUGHT. Absolutely no, Senator——
Senator STABENOW [continuing]. Screening and treatment for
maternal—that pediatric mental health care, autism, that these
things are less important in your eyes than, frankly, the Republican tax cut that passed last year that really created the deficit?
Mr. VOUGHT. I am saying that when we look at budgets and
when we try to identify which programs work and we eliminate
programs, it is done because we do not think that they are effective.
Senator STABENOW. So you believe these programs are not effective? I would like a follow-up from you, an analysis on each of these
seven programs and what is not effective.
Mr. VOUGHT. I am happy to work——
Senator STABENOW. Let me go on, because it is even worse when
you look at the President’s Medicaid cuts, $1.2 trillion—$1.2 trillion, that is a lot of zeroes. And I am wondering if you are aware
that Medicaid covers nearly half of all the births in our country.
Mr. VOUGHT. I am aware of that.
Senator STABENOW. Okay. These cuts would be catastrophic, and
to top it off, the budget doubles down on harmful policies to expand
junk insurance plans and take away coverage for preexisting conditions by eliminating the Affordable Care Act. And I just want to
note that, prior to the Affordable Care Act, three out of four health
plans in the non-group insurance plans did not cover delivery and
inpatient maternity care. I fought very hard and got that included
as a member of the Finance Committee, and so now it is covered,
until recently, with the new junk plans, where none of them cover
maternity care. So talk about a double whammy on moms and babies—moms and babies—at a time when we are 32nd among the
wealthiest countries in the world, and we have this outrageous
budget in front of us.
So the administration may claim to care about women and children’s health. There is no way, obviously, that that is true.
So let me just say also that, with the time left, Mr. Chairman,
I am not even sure where to go with Medicare cuts, Medicaid cuts,
what you are doing to our Great Lakes, which is 90 percent of the
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country’s fresh water, eliminating 90 percent of the support for
that.
When I look at agriculture, when we just passed a farm bill with
the largest bipartisan vote in the history of the country, it was a
great bipartisan effort, and your budget cuts 31 percent of the agriculture programs, the rural development for small towns, and food
programs in addition to 15 percent of the USDA budget to implement programs. I do not even know where—I do not even know
where to begin with all of this. I would suggest that we throw it
out the window, Mr. Chairman.
Thank you very much.
Chairman ENZI. Would you like a chance to respond?
Mr. VOUGHT. Yeah, just briefly. I just want to say that we do not
cut Medicaid in this budget. We do not cut Medicare in this budget.
Senator STABENOW. Please.
Mr. VOUGHT. I am happy to walk you through the numbers, Senator.
Senator STABENOW. You are happy to walk——
Mr. VOUGHT. There is one point—I know that you think there is
$1.4 trillion in Medicaid reductions. We then provide money in the
form of State health block grants consistent with the Graham-Cassidy approach to repealing and replacing Medicare.
Senator STABENOW. Right.
Mr. VOUGHT. That leads to only 271 savings in Medicaid in the
State health care block grant. Those two line items will continue
to increase each and every year, and as a result, we do not—we are
not cutting Medicaid or those programs. We think that we are actually reforming it to be able to address the populations that Medicaid was founded——
Senator STABENOW. You are putting block grants in place that
are——
Chairman ENZI. Senator Perdue.
Senator STABENOW [continuing]. Not required to even be used on
health care——
Senator PERDUE. Thank you, Mr. Chairman——
Senator STABENOW [continuing]. So we have a bigger debate.
Thank you, Mr. Chairman.
Chairman ENZI. Senator Perdue.
Senator PERDUE. You know, I find this really interesting. You
know, in 2000—let’s just talk about the realities here, instead of
the emotion. In 2000, this Government had $6 trillion of debt. At
the end of President Bush’s 8 years, we had $10 trillion of debt.
At the end of 2016—we know what doesn’t work because we had
8 years of the lowest economic output in U.S. history. We had
added more debt as a Government than all prior Presidents before.
We doubled the debt in 8 years. And now we want to hide behind
the tax bill that made our corporations more competitive with the
rest of the world, created 5 million jobs over the last 2 years, eliminated this outrageous—the only country in the world that still had
a repatriation tax to free up some $2 or $3 trillion to get back and
invest in American manufacturing again, and the CBO said if you
grew the economy less than half a percent—I think it was 0.4 percent—it more than paid for it. Well, we are doing more than that.
It has grown over 3.1 percent in the latest quarter.
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If you look at the last year, we have got the highest median income in U.S. history, lowest unemployment in about 50 years.
There is no question we know what didn’t work for 8 years and
what is beginning to work now.
Here is the problem: Right now we have a $1.1 trillion deficit.
That did not start this year or last year. The problem is we
spend—discretionary is $1.4 trillion. If I understand this right, in
2020, mandatory is about two point—and here comes the punchline. Because of the $22 trillion of debt, interest goes up over $100
billion just in 2 short years. By 2023 or 2024, you are saying we
will spend more on interest than we do on the military at current
interest rates.
The problem is right now we have about—we subsidize—this is
the crisis that we are facing here. Nobody wants to talk about it.
We are losing the right to do the right thing. Everybody wants to
do everything that everybody wants to do. The problem is—and I
have a question coming here real quick, but I want to set this
ground. Social Security right now is bankrupt. That trust fund was
never supposed to go to zero. It goes to zero in 12 years by CBO’s
estimate, not my estimate. Medicare goes to zero in 8 short years.
These things have to be saved. Medicare right now—Medicaid, we
are paying that out right now at the level of $400 billion a year.
So right now we have got a $1 trillion issue right there that can
be solved. Both sides have solutions on it. I think there are compromises that we can do.
My question here is: Given the reality that discretionary spending is lower now than it was in 2009, and it is actually where it
was back in the 1960s, and that discretionary spending as a percentage of GDP has been declining for the last 50 years except for
a few blips. We know the problem over the next 20 years is all in
mandatory. Is this budget that we are looking at a first step toward a long-term plan of dealing with something that neither side
has wanted to deal with here for the last 20 years? And that is the
explosive crisis and the fact that Social Security and Medicare
will—those trust funds are going to go to zero. At that point I
would like to see people on both sides of the aisle talk about how
they are going to explain to their constituents they can’t pay out
the benefits that we have been promising them for the last 100
years.
Would you address the long-term implications of how this budget
addresses that long-term issue?
Mr. VOUGHT. Sure. As it pertains to mandatory spending, which
is the money, the spending that is on autopilot each year, this
budget proposes more mandatory spending savings reductions than
any President’s budget in history other than the first two President’s budgets of this administration. So we believe that for those,
including this administration, that recognize the problems with the
escalating costs on the mandatory side, we believe this budget is
a very good-faith effort, quite frankly, a historic effort, to address
those concerns.
Our Medicare reforms push out the trust fund expiration date by
8 years. Again, there is no——
Senator PERDUE. Can you say that again?
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Mr. VOUGHT. Our Medicare reforms in here that provide savings
to lower seniors’ drug pricing costs and attempts to make other
program integrity reforms, they push out the expiration data of the
Medicare trust fund by 8 years.
Senator PERDUE. That means the trust fund—well, you have extended by 8 years the crisis that I just mentioned.
Mr. VOUGHT. Correct.
Senator PERDUE. To your knowledge, did any budget presented
by President Obama attempt to do that?
Mr. VOUGHT. I do not recall what his——
Senator PERDUE. I can’t find it——
Mr. VOUGHT [continuing]. Expiration dates were. He did include
many of the same mandatory reforms as it pertains to Medicare
that is causing concern on this side of the aisle.
Senator PERDUE. Yes. Thank you, Mr. Chairman.
Chairman ENZI. Thank you.
Senator WYDEN.
Senator WYDEN. Thank you, Mr. Chairman.
Mr. Vought, I will tell you, when I look at your budget, it offers
up almost an inexhaustible supply of bad ideas for working families, for seniors, for the vulnerable. And as the ranking Democrat
on the tax-writing Finance Committee, I know that many of these
ideas are paid for, certainly in part, through borrowed dollars that
were generated by a tax bill stacked in favor of the 1 percent.
And just so we are clear on this point, Mr. Vought, Graham-Cassidy, which you touted, tanked in the Senate Finance Committee
because Republicans saw that it hurt so many vulnerable people,
they could not even bring it up. So you are recycling a proposal
that was already exposed as a mess for the vulnerable, as evidenced by the fact that Republicans in the Senate Finance Committee, where I and Senator Whitehouse and, in fact, Senator Enzi,
we all serve, Republicans could not even bring it up.
Here is my question. One of your particularly ill advised ideas
that affects my part of the world is to once again try to sell off the
Bonneville Power Administration. Now, this is a plan that basically
steals from Oregonians, from our businesses, from our families. It
was unacceptable when George Bush tried to do it. It has been unacceptable year after year after year. And yet you still seem to be
hunting and pecking for a way to advance this idea that would be
so harmful to the American people. And the people it is going to
hurt are the folks who are on an economic tightrope. They balance
their food against their fuel and their fuel against their medical
care.
Could you just explain to me—because I am going to have town
hall meetings Friday. I am going to basically be flying most of the
night to get home to small communities in rural Oregon where
Bonneville Power is enormously important. Can you tell me how
the administration’s proposal to sell off Bonneville Power will be in
the best interests of families in rural Oregon where I am going to
be in less than 48 hours?
Mr. VOUGHT. Sure. As you noted, we do propose to sell the transmission lines and the many electrical assets of the Bonneville
Power Administration. Most of the electricity generation, transmission lines across this country are owned currently by the pri-
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vate sector. We believe that that can work in this situation as well
and that from the standpoint of Federal taxpayers, including the
people of Oregon, that they can benefit from $5.7 billion that is reducing the deficit and allowing us to save some money so that we
do not have to make reductions elsewhere.
So from the standpoint of your constituents, we do not think that
there is going to be adverse impact, and we want to move away
from the fact that when the private sector is not in charge of being
able to make capital investments without the Federal Government
being backing behind that, it is not the most efficient allocation of
resources. And that is what we are trying to move away from in
this budget.
Senator WYDEN. Well, you finally exposed the heart of this ideological agenda. We have not actually had somebody do that as far
as I can remember. You used the word ‘‘privatize.’’ What your agenda now—and I will make sure that folks in rural Oregon know
about that this weekend. Your agenda is to privatize Bonneville. I
have not even heard other conservatives say that. They have talked
about market-oriented reforms. But you have said you wanted to
privatize it.
I will tell you, this is a loser. It is a loser for the families I represent. Senator Murray, my seat mate from Washington State, very
much shares the view. And I will just wrap up by giving you extra
points for candor, because you are going somewhere where the far
right has not really gone, and that is to, in effect, say you are for
thorough privatization of Bonneville Power. And I guarantee you
that is going to hurt a lot of people in our part of the world, and
I hope you will rethink it.
Thank you, Mr. Chairman.
Chairman ENZI. Thank you.
Senator Scott.
Senator SCOTT. First off, Mr. Vought, thank you for your hard
work. I started 8 years ago as Governor with a $4 billion budget
deficit and a prior administration that had raised taxes, increased
debt, and made it very difficult. We lost jobs and our economy was
down. And so I know how difficult it is to allocate dollars and try
to get a return on all the dollars that Government spends. I went
through a lot of this. I think in Florida we had about 4,000 lines
to our budget, and we were trying to get a return on each item.
One of the things that is important to me in your budget that
surprised me, though, was the dike at Lake Okeechobee, a Federal
project. I had to put up State money even though it was a Federal
project to try to push it along to get it done. It was causing harmful
algae blooms in local waterways. And we worked with Congress
and President Trump to get the funding last year to finish the dike
by 2022.
Congress has been spending over $200 million on Everglades restoration, and Senator Rubio and I requested $200 million this year.
The Federal Government, going back 25 or 30 years ago, committed
to be a partner with us in Everglades restoration. They have not
been. They are about $2 billion behind us. But rather than $200
million, you funded the South Florida Ecosystem Restoration at
$63 million. Can you explain why and the thought process behind
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this? Have you looked at this and do you think your position is
going to change?
Mr. VOUGHT. Thank you for the question, Senator. As it pertains
to the Army Corps and the Everglades restoration, it is certainly
a priority of this administration. If you look at our budget, the
amount that we provide for that important work is the most that
we provide for any ecosystem project in the country. We think it
reflects well on what we think about that project.
Also, we are also cognizant that Florida has received $1.6 billion
when you add up all the disaster money that is in the circulation
as well. We set a top line for Army Corps that caused us to make
tradeoffs. We have some overall concerns with the pace of work at
Army Corps, and we want to be able to ensure that they work on
the stuff that is already in—the projects that are already in the
pipeline. But we are certainly willing to work with you on an ongoing basis, and we do recognize that Congress provided more money
than we would have liked in the Army Corps budget during the appropriations process, and that as a result last year the Everglades
project went higher than what we proposed in the budget and
ended up at $100 million.
So we will certainly work with you if Congress appropriates more
than our budget and working through that important work. And I
know that you have had many conversations with the President
about the important work of restoring the Everglades, and you
know that we have stood by the commitments we have made with
regard to those projects.
Senator SCOTT. And the dike money that was appropriated last
year, there is no interest in trying to redirect any of that. Is that
right?
Mr. VOUGHT. I am not aware of that idea, but I am happy to
work with you and talk with about it further.
Senator SCOTT. Okay. It is significant, because, you know, if we
have any significant rainfall, the Corps has said they have to discharge water to make sure they do not have a break in the dike,
and so I just want to make sure. We have put a lot of effort in 8
years to try to get the dike funded, and I do not want it to change.
I am still disappointed that there is not more money for Everglades
restoration.
Mr. VOUGHT. Understood.
Senator SCOTT. But thanks for your hard work, and I know having to do something similar for 8 years, it is very difficult to allocate the dollars.
Mr. VOUGHT. Thank you.
Chairman ENZI. Senator Kaine.
Senator KAINE. Thank you, Mr. Chair, and thanks to the witness.
The claim that the President is interested in fiscal responsibility
is sort of undercut by the fact that this budget does not reach balance until year 15. We have been in a track record here where
Presidents of both parties have been submitting budgets that try
to hit balance within 10 years, whether or not we get there or not.
So the President saying, ‘‘Well, we will hit balance within year 15,’’
completely undercuts the pretense to fiscal responsibility.
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I want to ask you about funding on education. Page 135 in the
budget blueprint suggests that the congressional appropriation in
fiscal year 2019 was $70.5 billion in the education accounts, and
in 2020 the President’s request is $62 billion, a reduction of $8.5
billion, a 12-percent cut. Are we just spending too much money on
education?
Mr. VOUGHT. We believe that it is important to identify programs
that work and programs that do not work.
Senator KAINE. Which do not work?
Mr. VOUGHT. Well, for instance, we look at the 21st century community center program. It is about a billion and a half, $1.2 billion
program. We look at the evidence, and we find that students only
stay for about 30 days in the program, and the majority of them
do not improve at all in reading or math.
Senator KAINE. So you propose to eliminate that?
Mr. VOUGHT. We do.
Senator KAINE. And what other programs do you think we
should not spend money on?
Mr. VOUGHT. We propose to eliminate large block grants as it
pertains to teacher development because the amount of money is
so diffuse that it does not lead to results. We propose to eliminate
the Title IV block grant because, again, it ends up being a transfer
to schools and localities in which we—the amount, the dollars, ends
up being $30,000 per school district, and it does not lead to achievable results for students.
But that said, our vision of education spending, Senator, also is
reflected in the fact that we have $50 billion——
Senator KAINE. Yeah, let me come to that. I want to ask about
that now. I think it is interesting. The overall cut to education is
$8.5 billion. It is a 12-percent cut. Some of the programs you mentioned you do not think they are valuable. Your Secretary, who is
not a champion of public education, does not think they are valuable, but public educators actually do think they are valuable.
But you do something very interesting. You have an Education
Freedom Scholarship, so you are cutting $8.5 billion a year out of
public education money, and you are promoting $5 billion a year
as a tax credit for individuals or corporations that want to give
money for private school vouchers. I want to talk about that one
for a minute, the tax credit, and I believe it is a dollar-for-dollar
tax credit.
Right now, if I want to write a charitable contribution to one of
the schools, a good private school, so they can help kids afford to
go there, I get a tax deduction. I have to be generous. But then I
get a benefit from the Tax Code by being generous—not a dollarfor-dollar benefit, but a benefit. And I get that benefit if I write a
contribution to a public school, to my Jesuit Catholic high school,
to a private school that would be interested in vouchers.
We have an across-the-board policy as long as it is an educational institution that is a 501(c)(3) if I contribute—I do have to
put a little skin in the game. I have to show that I am generous.
But then the Federal Government will give me a tax deduction.
I am not aware of other big programs of this kind where you do
not get the tax deduction but you get a dollar-for dollar tax credit.
If you get a tax credit, it means I do not have to be generous at
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all. I contribute a dollar, and then I get to reduce my tax liability
by a dollar, so I do not have to be generous at all. You have completely removed generosity from the equation. And I think it is interesting that the proposal would suggest that we would prefer contributions to private school voucher programs and put those in a
preferred place to any other educational contribution. Giving to my
local K–12 school does not get a tax credit. Giving to a public or
private college or community college does not get a tax credit. Giving to a parish, a parochial school does not get a tax credit. You
only get a tax credit if you are supporting vouchers.
What evidence, since you are interested in evidence, what evidence makes you conclude that private school vouchers should be
educationally preferred from a tax standpoint over any other form
of education that is offered in this country?
Mr. VOUGHT. Well, first of all, the tax credits would be able to
be used for public school choice and private school choice. They
would be designed at the State level. They would be able to not just
go to private schools.
That said, we think that parents and families have a say in
which are the effective schools in their communities. We think that
they vote with their feet, or we would like them to be able to vote
with their feet and be able to have the resources that are necessary
to have scholarships available and to be able to make those decisions for themselves. That is a vision difference that we believe is
reflected in this budget in that we want parents and families and
local communities to have more of a say in how their children are
educated than the Federal Government doing that.
Senator KAINE. I think that is a significant philosophical difference to elevate one form of education with a tax credit that
eliminates the need to be generous. If you get a tax credit dollar
for dollar, you do not have to put any skin in the game. And to say
that private schools that offer voucher programs are such that they
should be preferred in that way when you do not get that tax credit
for contributing to your local public school or your university
strikes me as exactly the wrong way to go.
Thank you, Mr. Chair.
Chairman ENZI. Thank you.
Senator Kennedy.
Senator KENNEDY. Thank you, Mr. Chairman. Thank you for
being here, Mr. Vought.
I assume in your job, Mr. Vought, you receive a salary?
Mr. VOUGHT. I do.
Senator KENNEDY. And your family has a fixed amount of income
every year?
Mr. VOUGHT. We do.
Senator KENNEDY. How long would your family last financially if
every month you just charged more and more to your credit cards
and paid the minimum?
Mr. VOUGHT. We would face ruin financially because at some
point people would start to collect on what we would owe them,
and we would not be able to pay those bills, and they would come
asking for our house.
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Senator KENNEDY. Well, I mean, at some point the amount of interest that you would be paying on the credit card would take up
most of your disposable income, would it not?
Mr. VOUGHT. It would.
Senator KENNEDY. The Federal Government is kind of in that
shape right now, aren’t we?
Mr. VOUGHT. We are.
Senator KENNEDY. I saw a statistic the other day that we borrow
$1 million a minute, $1.4 billion a day. Since we have been talking,
we just borrowed $2 million to run this place. I want to thank you
for trying to save taxpayer money.
We have a legislative auditor in Louisiana who goes in and does
an audit of all of the State programs. Our auditor did an audit of
our Medicaid program. I will read you the incomes of some of the
people on Medicaid in Louisiana that he found: Recipient No. 1 on
Medicaid makes $155,840. Recipient No. 3 makes $311,069.
Here is an oldie but a goodie: Recipient 13 makes $390,968. Recipient No. 8 makes $124,227.
You know what happened to those people? Nothing.
Mr. VOUGHT. Nothing.
Senator KENNEDY. Nothing. And you are a mean old man for trying to save taxpayer money.
Do you believe that there is a single, solitary, fair minded person
in America who did not just parachute in from another planet who
does not believe there is waste in the Federal budget?
Mr. VOUGHT. I have yet to meet one of the average-day Americans.
Senator KENNEDY. And it is their money. I mean, you can laugh
if you want, but it is inappropriate.
I want to ask you about an article I read. Are you familiar with
the expression ‘‘Use-it or lose-it spending’’?
Mr. VOUGHT. I am.
Senator KENNEDY. What does that mean?
Mr. VOUGHT. It is, some would say, a practice in which if you are
at the end of the fiscal year and your spending is going to lapse,
there is an incentive to spend that money so that you do not have
it sitting as an unobligated balance that would then cause us when
we write budgets to say you do not need additional money the next
year.
Senator KENNEDY. Are you aware that at the end of last fiscal
year the Department of Defense at the last minute spent $4.6 million on lobster tail and crab?
Mr. VOUGHT. I am aware of that report, and we are looking into
it.
Senator KENNEDY. Somebody else bought a Wexford leather club
chair for $9,241. Another agency spent $53,004 on china tableware;
$673,471 on golf carts. That is a disgrace. That is just a disgrace.
Do you know how much Americans spend of their hard earned
money in America every year trying to help people less fortunate
than they are?
Mr. VOUGHT. Pardon? What is your question, sir?
Senator KENNEDY. Do you know how much—sorry. I am not
being clear. Do you know how much Americans spend of their
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hard-earned money every year, tax dollars, to help people less fortunate than they are?
Mr. VOUGHT. They are very generous. I do not have a specific figure.
Senator KENNEDY. Try $1 trillion. That is 12 zeroes. So I just
think people are mistaken when they suggest that if you are trying
to save money, that somehow makes you a cold, heartless person.
And I wanted to thank you for your efforts to try to help us save
taxpayer dollars.
Mr. VOUGHT. Thank you, Senator.
Chairman ENZI. Senator Whitehouse.
Senator WHITEHOUSE. I guess it would kind of depend on what
money you are trying to save before you could make that moral
judgment. If you are trying to prevent a family from getting health
insurance and at the same time trying to make sure that a big corporation does not pay any taxes at all, then I come down a little
bit on the other side of Senator Kennedy, as much as I appreciate
and share the concern about lobster tails and fancy china and golf
carts. But I do not think we are here about lobster tails and fancy
china and golf carts.
Do you anticipate, Mr. Vought, any knock-on economic effects
from cutting 31 percent of the Army Corps budget either generally
or in the localities where projects would be ended or not funded?
Mr. VOUGHT. We have not done an assessment specifically as it
pertains to the Army Corps. That said, we do think that——
Senator WHITEHOUSE. How about highways——
Mr. VOUGHT [continuing]. Infrastructure——
Senator WHITEHOUSE [continuing]. A proposed 22-percent cut to
the highway discretionary budget? Have you done any estimates of
what knock-on economic effect that would either have nationally or
in the localities where major projects would be delayed, closed, or
unfunded?
Mr. VOUGHT. We believe that our economic growth numbers,
which project 3 percent growth in the years ahead, they do reflect
the administration’s policies, including infrastructure investment.
So when we talk about a $200 billion investment in infrastructure——
Senator WHITEHOUSE. Yeah, I get that. That is like you are saying that is the—we put it all in there, and we spit out this number
at the end. What I am asking you is there are a number attributable to the 31-percent cut in Army Corps spending or the 22-percent cut in highway spending that you propose.
Mr. VOUGHT. Again, I think the last figure that you talked about
with regard to the year-over-year with the Department of Transportation needs some context. We had a very large——
Senator WHITEHOUSE. I am just asking a really simple question.
Have you done any analysis to show what the knock-on economic
effects are of cuts of that magnitude in those construction and infrastructure programs? And I do not know why that is such a difficult question to answer. Could you please give it another try?
Mr. VOUGHT. From a line-item perspective, we have not done a
specific analysis as it pertains to the various reductions that you
are referring to. That said, in totality of this budget and the infrastructure spending that it calls for, we do think that we are invest-
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ing in infrastructure, and we do think it will lead to economic
growth.
Senator WHITEHOUSE. I would love to have you and Candidate
Trump debate this infrastructure number, because I think Candidate Trump would tear you to pieces over your infrastructure investment considering the promises that he made on the campaign.
This was one of many that have evaporated since then.
Let me ask you about something else. Let me ask you about climate change. What do you anticipate the effects are of climate
change with respect to Department of Defense bases, particularly
bases located near sea level rise coastal bases—Norfolk Naval Station and others like that I mention with Senator Kaine here—and
operating costs?
Mr. VOUGHT. We do not have any assumptions along those lines.
Senator WHITEHOUSE. What do you propose in your budget regarding climate change with respect to domestic ports and infrastructure and needs through the Army Corps or other infrastructure development protecting our coastal ports and infrastructure?
Mr. VOUGHT. We have analyzed our investments in ports along
the seaboard as something that is based on the need in those areas.
We have not done it on the basis of climate change.
Senator WHITEHOUSE. How about the Federal Flood Insurance
Program? Have you baked in any estimates to your Flood Insurance Program liability numbers that relate to climate change and
sea level rise?
Mr. VOUGHT. We have not.
Senator WHITEHOUSE. And with respect to FEMA disaster dollars, have you baked into your—I know that it tends to come in off
budget because it comes in as emergency spending. I do not know
if you have incorporated that in your numbers. Let me ask you that
question first.
Mr. VOUGHT. We have not.
Senator WHITEHOUSE. So it is not in there at all, emergency
spending is not in there at all?
Mr. VOUGHT. No. There is emergency spending that is reflected
in this budget. We continue to make the request for what is necessary——
Senator WHITEHOUSE. So even though it is so-called off-budget
here in Congress, you have emergency spending in the President’s
proposed budget?
Mr. VOUGHT. We do. From a standpoint——
Senator WHITEHOUSE. And it incorporates nothing with respect
to sea level rise and climate change?
Mr. VOUGHT. Correct. Our emergency spending from our perspective——
Senator WHITEHOUSE. Thank you. My time is up.
Mr. VOUGHT [continuing]. Is not off-budget.
Chairman ENZI. Senator Van Hollen.
Senator VAN HOLLEN. Thank you, Mr. Chairman. Welcome, Mr.
Vought.
Wasteful spending would be a bad thing, regardless of what Federal agency it was in, right?
Mr. VOUGHT. Yes.
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Senator VAN HOLLEN. Okay. And isn’t it true that the Defense
Department has been the major Federal Department that for years
could not pass an audit or even complete an audit? Isn’t that true?
Mr. VOUGHT. Not until this administration.
Senator VAN HOLLEN. No, but in past years. Isn’t that true?
Mr. VOUGHT. They have not done the audit as required by Congress.
Senator VAN HOLLEN. That is right. And this year, they did an
audit, but they did not pass the audit, right?
Mr. VOUGHT. They completed the audit——
Senator VAN HOLLEN. They completed the audit. They did not
pass the audit, right? They realized they had a lot of work to do
to figure out——
Mr. VOUGHT. They did realize they have a lot of work to do.
Senator VAN HOLLEN. And that did not stop you from putting
more money into defense, did it?
Mr. VOUGHT. It did not.
Senator Van HOLLEN. Right. So, obviously, we want to root out
wasteful spending wherever it is, no matter what agency, but just
because there is an increase in a budget does not mean that everything else in that budget is somehow wasteful.
I also was interested in your response to Senator Stabenow. You
said that the reasons for cuts to programs was they were ‘‘not effective.’’ Is that right?
Mr. VOUGHT. With regard to which one?
Senator VAN HOLLEN. Because they were ‘‘not effective.’’ I
thought you said that——
Mr. VOUGHT. I did say that. I was trying to remember what you
were referencing.
Senator VAN HOLLEN. Not effective. NIH investment, is that an
effective investment for the taxpayer?
Mr. VOUGHT. We do think that NIH is an effective investment,
and as a person, as a father of a child that has cystic fibrosis, many
of the life-saving drugs that she benefits from have been developed
based on research at NIH.
I will also tell you that the levels that we are providing NIH resources at are above the fiscal year 2017 levels and that——
Senator VAN HOLLEN. That is true, Mr. Vought, and that was a
decision made by Congress. We actually increased the Trump administration’s proposal. You have cut it. I just hope—you have got
to get your stories straight with the agency heads because I serve
on the Appropriations Committee, and when we asked them about
why programs were cut, they usually do not say it is because they
were ineffective. They usually say that, ‘‘OMB told us we had to
make tradeoffs.’’ That is the reason they give us. And I am going
to follow up on Senator Stabenow’s question. All these programs
that are cut because you say they are ineffective, I would like the
backup as well where there is a finding of ineffectiveness.
Now, I have a question on the Department of Transportation. I
see that you cut the Department of Transportation budget by about
$5 billion for 2020. That includes cuts to the capital investment
grants—those are a primary source of Federal assistance to transit
programs—cutting other capital projects within the Department of
Transportation. It is $5 billion this year. Since we do not have the
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tables yet for the out-years and since you are reducing the caps in
the out-years for nondefense domestic spending, can you tell us, is
it going to be a more than $5 billion a year cut for the Department
of Transportation in those out-years?
Mr. VOUGHT. Again, I think it is important to provide context for
the Department of Transportation’s funding level. As you know, our
first two budgets had very different levels in terms of what we proposed. We proposed as a result of Congress saying we are going to
spend more, we are going to have a higher nondefense cap level,
we wanted a significant amount of that to go towards infrastructure to reflect our shared priorities on that front. We asked for a
huge investment to be put forward as it pertains to infrastructure
in the discretionary side.
Senator VAN HOLLEN. Okay, yes.
Mr. VOUGHT. That is why we do not go all the way—when we
show a reduction, we are saying we are still above the fiscal
year——
Senator VAN HOLLEN. But you are not—you are—okay. I appreciate the commentary, but you are cutting by $5 billion Department
of Transportation. I asked you if that cut went right through the
10 years of your budget. I suspect it does. We do not have them
yet. Usually when we have a budget hearing, we actually get the
full budget. So that would be $50 billion minimum. And to pick up
on what Senator Enzi pointed out, when you look at what you did
with respect to the Highway Trust Fund, you essentially cut it by
$146 billion. Now you say you are just following current law, right?
Mr. VOUGHT. Right.
Senator VAN HOLLEN. Now, you did not follow current law in
your baseline when it comes to extending the tax cuts for wealthy
people, did you?
Mr. VOUGHT. No. We had a proposal.
Senator VAN HOLLEN. You had a proposal there. You had a policy
proposal there, and you could have done the same exact thing when
it came to transportation funding. So the reality is, when you look
at your policy proposals, you are cutting $146 billion under the
Highway Trust Fund; you are cutting about $50 billion at least in
the Department of Transportation. And then you come up and say
you have got a $200 billion infrastructure plan because the President says it is a priority.
I net this out. It looks like you are underwater. It looks like it
is net under 200. At best, you are even in terms of your infrastructure investments. When you add in the cuts to water infrastructure
and your rural infrastructure programs, you are not even close.
So how can you say this is a priority for the President, then come
out with a budget that, on net, cuts infrastructure?
Mr. VOUGHT. Senator, we think that we have put forward a
budget that includes significant investments. We are——
Senator VAN HOLLEN. You put it in one pocket, and then with
the other hand, you take it away. So it is a great shell game, but
the reality is, on net, your budget is cutting infrastructure.
Mr. Chairman, could I have one question on Federal employees?
Chairman ENZI. You have run over your time.
Senator VAN HOLLEN. All right. Are we going to have a second
round for those of us who are sticking around?
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Chairman ENZI. Go ahead and ask your question.
Senator VAN HOLLEN. I appreciate it. So on Federal employees,
a quick question, because it is not clear here. Your budget, as I see
it, projects a 2.3-percent increase in the CPI. Is that right?
Mr. VOUGHT. Yes.
Senator VAN HOLLEN. Okay. Do you include a cost-of living pay
increase for civilian Federal employees?
Mr. VOUGHT. We do not, but we have a proposal in the budget
to ensure that performance is rewarded at Federal agencies so that
high performance can get raises, can be retained. We think it is an
important aspect of this budget, because when we look at the Federal employee surveys that come in, only about 25 percent of workers think that their pay is any way based on performance. And
then we also look at the fact that, overall, Federal employees receive more compensation than their private sector counterparts——
Senator VAN HOLLEN. As you know, Mr. Vought, that is true for
some sectors of Federal employees. That is not true for lower-wage
Federal employees, is it? Do you know what the starting wage for
a TSA employee is?
Mr. VOUGHT. Off the top of my head, no.
Senator VAN HOLLEN. It is $32,000. Do you think that sounds—
does that sound way out of whack to you?
Mr. VOUGHT. There is certainly a universe of individuals where
they are underpaid and those who are overpaid.
Senator VAN HOLLEN. And I appreciate that. But for those that
are underpaid, you are not giving them even a cost-of-living increase. In fact, you are cutting—this is my last question. You are
effectively cutting their pay, and here is why. You have a proposal
in here to increase the contribution that every Federal employee
has to give to their pension without increasing their pension by one
penny. Isn’t that true?
Mr. VOUGHT. We do have a proposal to balance what——
Senator VAN HOLLEN. No, you——
Mr. VOUGHT [continuing]. The employee pays along with what
the agency pays to be able to save money.
Senator VAN HOLLEN. You are asking the employees, all of them,
to put in more, right?
Mr. VOUGHT. They will have to put in more.
Senator VAN HOLLEN. And they are not getting a penny more in
pension, right? Isn’t that right?
Mr. VOUGHT. Not necessarily, Senator, because they could be eligible for——
Senator VAN HOLLEN. No. For the money they put in, they are
not getting any additional——
Mr. VOUGHT. True, but in terms of——
Senator VAN HOLLEN. So when you are taking money out of a
current paycheck and not providing any increased retirement benefit, that is a pay cut, pure and simple.
Mr. VOUGHT. If they are high performers, they can be eligible for
bonuses and incentive payments.
Senator VAN HOLLEN. But if you are a $32,000-a-year starting
TSA employee, you are getting a pay cut.
Thank you, Mr. Chairman.
Chairman ENZI. Yes, you used up a second turn as well.
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Senator Sanders.
Senator SANDERS. Thank you, Mr. Chairman.
Mr. Vought, when your budget or the President’s budget proposes
$1.5 trillion in cuts to Medicaid and $845 billion cuts to Medicare,
when you propose that, you obviously studied how many people
would die as a result of lack of access to health care. What conclusion did you reach? How many thousands of people do you think
will die because of massive cuts to Medicare and Medicaid?
Mr. VOUGHT. Senator, those numbers that you cited are not accurate. We do not cut Medicare by $850 billion. What that does not
account for is the fact that we take things outside of Medicare such
as uncompensated care to non-Medicare beneficiaries. We move
that outside of Medicare. We are going to still spend money on uncompensated care for non-Medicare beneficiaries. But when you adjust for the things where we put it back in other parts of the budget, there is, A, no cut at all because Medicare is going up each and
every year, and also there is 517 in savings instead of the number
that you cited. And there is a similar story——
Senator SANDERS. Well, it is going up every year in nominal dollars. I understand that. But you will concede that health care inflation is higher than general inflation. So if you are not even keeping
up with health care inflation, it, in fact, is a real health care cut.
I mentioned earlier the very alarming concern that hospitals have
about the devastation these cuts will do for senior citizens. And
when you cut a trillion and a half—you are also not including in
your calculations the fact that there are more people who will be
in the Medicare program. I suspect Medicaid, despite the administration’s effort, will continue to expand.
But you did not answer my question. There are studies out there
that would suggest that many thousands of Americans die every
single year because they do not get to a doctor when they should.
Did you in your calculations about massive cuts to Medicare and
Medicaid come up with any numbers as to how many Americans
will die or maybe get sicker because they do not have the health
care that they need?
Mr. VOUGHT. We do not think any of those scenarios will result.
In fact, we look at the current situation, and we look at a tragic
scenario where a young boy in 2007, 2008, Deamonte Driver, died
because of the fact that he had a toothache because of the wait
lines——
Senator SANDERS. That is right.
Mr. VOUGHT [continuing]. Within Medicaid, and we say that is
a fundamentally broken system. We want a different system. We
want States to have more control over——
Senator SANDERS. With less money. You want to throw—look,
you know, this President tried to throw millions of people off of
Medicaid. Giving a block grant to a State with less money means
massive cuts in Medicaid. Let us be honest about what you are
doing.
Let me ask you this question: President Trump campaigned
about not cutting Medicare, not cutting Medicaid, and he is making
massive cuts to Medicare and Medicaid. What should the American
people think about that?
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Mr. VOUGHT. This budget’s title is ‘‘Promises Kept, Taxpayers
First,’’ and it is for a specific reason. The President kept his promises to the American people in this budget. We do not cut Medicare,
we do not cut Social Security, and we do not cut Medicaid.
Senator SANDERS. All right. I would respectfully suggest that is
a dishonest answer. I think that is absolutely inaccurate. It is
unfactual. And you will have to explain to somebody, not to me,
why the hospitals in this country are scared to death about the impact that your budget and President Trump’s budget will have on
them.
Please tell me why it is a good idea to extend tax breaks for the
wealthiest people in this country who are already doing phenomenally well and then cut back on the ability of kids to get a college
education or senior citizens in this country to stay warm in the
wintertime. What is your logic about that one?
Mr. VOUGHT. We think it is important that families be able to
keep more of what is their own money, that the philosophical difference——
Senator SANDERS. What percentage—the tax breaks that you
guys passed last year, 83 percent of those benefits went to the top
1 percent. In fact, millions of Americans paid more in taxes. So
what you are doing here is giving tax breaks to the wealthiest people who are doing phenomenally well. Then you are cutting back
on education, making it harder for kids to get a college education.
You are cutting back on nutrition programs. Do you really not have
a conscience? Do you know that people all over this country, children, seniors——
Mr. VOUGHT. We are not cutting back on nutrition programs.
Senator SANDERS. Oh, you are not cutting back on the SNAP program?
Mr. VOUGHT. We have reforms in the SNAP——
Senator SANDERS. Oh, reforms.
Mr. VOUGHT. Work requirement, a harvest box. We are not——
Senator SANDERS. How much are you cutting back on these programs?
Mr. VOUGHT. We have about $200 billion in savings from——
Senator SANDERS. Oh, savings. I see. To listen to these hearings,
fellow Americans, you need to get a dictionary. ‘‘Savings’’’ means
‘‘cuts.’’ ‘‘Reform’’ means ‘‘massive cuts.’’
Let us be clear what this budget is. This is a budget that benefits
wealthy campaign contributors. This is a budget that goes to war
against the working families of this country. This really is, in fact,
a disgraceful budget, and I am happy to say that there are going
to be very few people, even Republicans, who will vote for this terrible budget.
Thank you, Mr. Chairman.
Chairman ENZI. Thank you. And I want to thank the witness for
being here to testify.
Again, I would mention that you have to go through this even
though we just consider a President’s budget to be suggestions. We
hold the purse strings. We have to make the decisions. And your
input has been helpful, and I thank you for coming.
Mr. VOUGHT. Thank you, Mr. Chairman.
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Chairman ENZI. There is an opportunity for those Senators that
were at other places to submit questions that I hope you will answer promptly. They have to have them in by tomorrow night at
5:00 p.m., and so any additional questions can be submitted.
Thank you. Adjourned.
[Whereupon, at 3:44 p.m., the Committee was adjourned.]
ADDITIONAL COMMITTEE QUESTIONS
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Sen. Cramer
The President's Budget proposes a 31 % cut to the U.S. Army Corps of Engineers and states,
"current approaches to funding, constructing, and maintaining projects often do not deliver
benefits in either a timely or cost-effective manner." I have written multiple letters to OHS
asserting the Corps' has grossly mismanaged construction of the wall on the southern border.
Do you think it is fiscally responsible to trust the Corps with a project as large as the
construction of a barrier on our southern border?
While 0MB issues acquisition guidance to federal agencies, Congress provided DHS with authorities
and funding to construct physical barriers along the U.S. Southern border. Therefore, DRS is
responsible for ensuring that it uses its authorities and funding appropriately. This includes use of
the Economy Act as well as other contracting authorities. Given the priority of the border barrier
to the Administration, we will work with the impacted agencies to ensure funds are executed in a
timely and cost effective way.
The Budget provides $4.8 billion for the Army civil works program, a $2.2 billion or 31 percent
decrease from the 2019 enacted level. The Budget focuses federal investment in water resources
development where it is most warranted and proposes refonns to accelerate the construction of
water resources projects.
Construction of Southern border barriers are not civil works projects. Rather, they are DRS projects.
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Sen. Cramer
I have urged the Secretary ofDHS to not use the Corps for further construction of the border
wall, but to contract with a private company. In a phone call with Secretary Nielson on this
matter, the Secretary mentioned there were statutory and bureaucratic limitations that
required DHS to use the Corps. Are you aware of any limitations that would require DHS to
contract with the Corps? Has 0MB issued guidance on this matter?
DHS does not "contract with" the U.S. Army Corps of Engineers (USACE) on border barrier
projects. Rather, DHS relies on the USACE to provide acquisition, construction oversight, and
real estate services on a reimbursable basis.
0MB is not aware of any statutory limitations that would require DHS to work with USACE on
border barrier construction projects.
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Sen. Cramer
In the 2018 Farm Bill, Congress protected crop insurance and made several key improvements,
including new insurance products for forage producers and improvements to whole farm
revenue coverage for specialty crop producers. However, the President's Budget has proposed
to reduce crop insurance premium subsidies from 62 percent to 48 percent. Farmers in North
Dakota and across the country rely on this vital safety net to produce the safest and most
affordable food in the nation. How does this proposed cut to crop insurance align with the
pro-agriculture and pro-rural America efforts of the Administration?
The premium subsidy proposal would reduce the average subsidy from 62 to 48 percent. This is
reasonable because the deep premium subsidies currently offered are not needed to maintain high
levels of participation in the crop insurance program, and premiums are supposed to be set with
the aim of matching expected losses associated with the policies (actuarially sound). In addition,
high premium subsidies can distort the market by artificially increasing land values, which create
barriers to entry and expansion making it especially difficult for small and beginning farmers. The
proposal also sets a participant income limit within the crop insurance program designed to be
consistent with other USDA safety net programs to curtail government subsidies to high income
producers.
Collectively the Budget proposes to reduce premium subsidies, cap underwriting gains, eliminate
reimbursements for product development, and set a participant income limit within the crop insurance
program. Taken together, these proposals are designed to optimize the current crop insurance
program so that it will continue to provide a quality safety net at a lower cost, as well as introduce
a measure of means testing to the beneficiaries of the crop insurance subsidies.
In addition, USDA has made major strides to create rural economic opportunities and improve the
quality of life for rural Americans. Last December, Rural Development announced $600 million
in grants and loans to support broadband service in eligible rural areas. These investments will be
targeted to support Precision Agriculture, driving data-driven decision making and increasing
operating efficiencies and yields. In 2018, USDA worked with Federal partners to deliver new and
improved trade deals like the United States-Mexico-Canada Agreement and a re-negotiated United
States-Korea Free Trade Agreement and provided up to $12 billion in assistance to farmers due to
unjustified trade retaliation. Efforts to break down barriers and pursue export opportunities resulted
in new or expanded market access for numerous U.S. farm products in 2018. Due to the Tax Cuts
and Jobs Act (TCJA), farms and ranches of all sizes now face lower effective income tax rates and
the bill virtually eliminated the estate tax for family farms, helping to ensure that farms can be
passed to the next generation. USDA's Regulatory Reform Task Force is identifying reforms to
ease the regulatory burden on the American people and improving service delivery to farmers and
rural America. The Environmental Protection Agency (EPA) and Army Corps of Engineers are
fulfilling President Trump's pledge to repeal and replace the Waters of the United States rule. This
action from the EPA and Army Corps will help bring clarity to Clean Water Act regulations and
help farmers know where federal jurisdiction begins and ends.
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Sen. Cramer
The Livestock Forage Program provides stability and certainty to livestock producers who
have suffered grazing losses due to a qualifying drought condition. North Dakota has
experienced severe drought conditions, putting our producers and America's food supply in
jeopardy. It is programs like the Livestock Forage Program that alleviate some of that
hardship. The President's Budget proposes elimination of the Livestock Forage Program,
which I completely disagree with. Given our recent bipartisan and budget-neutral Farm Bill
included this program, can you provide the administration's reasoning for elimination of this
program?
While the Administration agrees that assistance to livestock producers during periods of significant
drought can help provide stability and certainty to the producers, the Livestock Forage Program is
one of three USDA programs that provide such assistance. The President's Budget seeks to eliminate
duplicative programs. The Livestock Forage Program (LFP) benefits are duplicative of the benefits
producers can receive from subsidized crop insurance and from the Noninsured Assistance Program
(NAP), and that many producers that participate in LFP have coverage for their pastures through
a crop insurance policy or NAP. The Administration believes that purchasing subsidized crop
insurance for your pasture, range or forage, or enrolling in NAP is preferable to LFP, because the
insurance products require producers to proactively manage their production risk.
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Sen. Enzi
In 2018, the economy grew at its fastest annual pace since 2005 thanks to pro-growth changes
in tax and regulatory policy. The Administration forecasts that growth will generally continue
at a similar pace while CBO and some other forecasters expect growth to wind down.
What accounts for the difference in projections?
What other policies does the budget propose to help sustain the robust economic growth we
saw last year?
We anticipate that the revenue loss will be offset by revenue gains resulting from the Administration's
economic agenda, including TCJA's positive and sustained impact on economic growth.
The most significant difference between the Administration and CBO forecasts is that CBO assumes
current law, while the Administration forecast assumes that all Administration policies will be
enacted. This means that future growth enhancing policies such as labor market reform, infrastructure
investment and intelligent regulation will become law, and stimulate the US economy to continue
the recent pattern of high growth.
The Administration believes, based on a review of the research literature, that investment will be
more responsive to changes in the incentive structure than the CBO does. We postulate that the
amount of investment seen in the first year of the Tax Cut supports this assumption, as nonresidential
fixed investment increased by an average of7.2 percent the four quarters ending 2018:Q4, 5.4
percentage points higher than in 2016. This large increase in investment will increase growth in
the years to come.
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Sen. Enzi
It is my understanding that the budget request includes about $20 billion worth of changes
in mandatory programs, known as CHlMPs, to reach the nondefense discretionary spending
target for fiscal year 2020. When Director Mulvaney was before our committee last year, he
criticized the use of CHIMPs to justify additional spending. Can you explain the
Administration's rationale for including these CHIMP proposals in its budget?

The Administration supports limiting and ultimately phasing out the use of CHI MPs with no outlay
savings. In support of this, the 2020 Budget proposes reforms to certain mandatory programs which
have been the target of CHIMPs in the past, including the Department of Justice's Crime Victims
Fund and the Department of Agriculture's Section 32 program. One goal of these reforms is to
reduce the availability of CHIMPs by setting funding levels in permanent law rather than through
annual appropriations Acts. For example, the appropriations Acts will no longer be able to claim
billions in discretionary offsets from temporarily blocking the same funding in the Crime Victims
Fund year after year. In addition, the Budget proposes permanent reductions to the Department of
Health and Human Services' Children's Health Insurance Program to ensure that these amounts
cannot be used as discretionary offsets in future fiscal years.
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Sen. Enzi
Western states, like Wyoming, that have a large share of federal lands depend on the federal
government to be good neighbors and stewards of the land. My state has benefited from the
Trnmp administration's focns on regulatory reform in the energy sector and commitment to
opening up public lands for hunting, fishing, and other recreational activities.
How does the President's FY2020 hudget request build on these successes and address the
priorities of Western states?
The Department of the Interior (DOI) estimated in 2018 that the economic output of DOI lands and
resources is about $292 billion, including nearly $13 billion from Wyoming. The President's FY
2020 budget continues activities that support this economic contribution. Within the FY 2020
request for land management operations, about $971 million supports recreation and public access
programs to increase the public's enjoyment of hunting, fishing and other recreational activities.
Specifically, the Budget includes $10 million in new resources for the National Park Service and
$9 million in new funding for the Fish and Wildlife Service to expand outdoor recreation
opportunities by supporting programs that encourage hunting and fishing, improve trails, increase
awareness through updated web sites and recreation maps, and support improvements to recreational
infrastructure. The Budget maintains support for the Bureau of Land Management's (BLM)
recreation management and maintenance of big-game habitat and migration corridors, and continues
to invest strongly in domestic onshore ener1,,,y production, including $5 million in additional funding
for BLM renewable energy permitting and $5 million for western Federal coal management. Finally,
the Budget makes meaningful investments in active fuels management to help mitigate the sharp
growth in catastrophic wildfire incidence across Western public lands.
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Sen. Enzi
We have heard a lot recently about how deficits don't matter, and how we shouldn't worry
about our $22 trillion federal debt. In fact, we are hearing that a lot in conjunction with plans
to increase federal spending by tens of trillions of dollars over the next few years.
Why is it so important to get our fiscal house in order and start reducing debt and deficits?
What are the consequences of doing nothing?
It is vital that we rein in excessive spending now. While there have been few adverse effects of the
deficit on the broader economy thus far, an unforeseen negative shock could raise interest rates
rapidly and the cost of borrowing would increase to unsustainable levels.
Deficit spending brings future economic growth into the present When it comes time to pay off
the debt, economic growth will be reduced as a result
While the deficit has not been a major problem up to this point in the economic expansion, the
increases in the interest rate in the President's Budget and the forecasts of other institutions indicates
that running this level of deficit will become more and more costly.
As deficits increase, the United States government must borrow from entities both foreign and
domestic. The United States debt is seen as extremely low risk. Over the past decade after the
financial crisis, many investors have been very risk averse, increasing demand for American debt
This has kept interest rates low and made the large amount of borrowing relatively painless.
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Sen. Grassley
Director Vought, I appreciate that the President's Budget is an initial step in the budget
process that gives us ideas and proposals that the administration wants Congress to seriously
consider. I've seen many budgets from presidents of both parties. [ usually like some of the
ideas iu the budgets, aud there are some that I may not like. That's part of the process.
This year's budget from the administration contains proposals that would reduce mandatory
outlays, on net, in agriculture by about $61 billion. This includes a proposal related to Crop
Insurance premiums. I wonder if you could give me the administration's overall thinking
regarding the proposals related to agriculture.
We understand that this is a challenging time for farmers because of low prices, the current trade
situation, and natural disasters, but last year's omnibus as well as the farm bill significantly increased
benefits to farmers. Without targeted reforms, as proposed in the budget, the spending trend is
forecast to continue to increase. The 2020 Budget proposals are designed to address this by reforming
the current programs, yet still provide a quality safety net at a lower cost. The Budget
proposes to eliminating subsidies to higher income farmers; reduce overly generous crop insurance
subsidies to producers and companies; and eliminate some programs that have no Federal purpose
or are duplicative of activities in other Federal agencies. Our budget also includes a proposal to
modernize Section 32 funding that guarantees that USDA will have future funding available to
fully meet the needs of the school lunch program, surplus commodity purchase activities, and
Department of Commerce fishery activities by proposing to fund these programs directly from the
Treasury instead of relying on a portion of U.S. customs receipts. We also include some fees, such
as a Food Safety and Inspection Service Fee, for services that USDA provides to industries. These
fee proposals will help cover the cost of benefits various industries receive from the services that
USDA provides.
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Sen. Grassley
Director Vought, the President's Budget identifies that recent policies, including tax reform,
have "unleashed the American economy." I agree. The tax reform has clearly benefited small
businesses, our international competitiveness, and the middle class. During the Trump
administration, and especially since tax reform was enacted, economic growth has topped
three percent, business investment has been strong, job creation has been robust, real wage
growth has accelerated, incomes have grown, and unemployment has been very low. My state
of Iowa currently has a record low 2.4% unemployment rate, the lowest in the country.
Despite the facts, I have heard politicians saying that the middle class was left out of tax
reform. Of course, this is nonsense. The evidence shows this is not the case.
Director Vought, as you look at the recent performance of the economy, and especially the
performance following enactment of tax reform, do you agree with me that there have been
widespread benefits to Americans from a strengthened economy?
Yes, the Administration agrees with this statement. The TCJA has benefitted a wide variety of
Americans, both directly and indirectly. The CEA estimates that households will get an average
$4,000 wage increase from corporate tax reform alone through increased investment and employment.
The TCJA also directly lowered rates for individuals and doubled the standard deduction.
As a partial result of the TCJA, the economy of the United States is thriving. Unemployment has
reached its lowest level in half a century. Inflation remains on target. Real wages have seen sustained
growth. Investment has increased.
• Real Gross Domestic Product (GDP) experienced 3.1 percent growth during the four quarters
of 2018. This compares to an average of2.1 per-cent between 2010 and 2016.
• Nonfarm business sector output per hour increased 1.8 percent in 2018. This is elevated from
an annual average of0.7 percent growth between 2010 and 2016.
• The civilian unemployment rate declined, falling from 4.7 percent at the end of2016 to a nadir
of 3. 7 percent in 2018, the lowest rate since November 1969 (at that time over three million
individuals were serving in the military), and well below the post-war average of 5.8 percent.
• There were 7.3 million job openings in December 2018, exceeding the number of unemployed.
• During the 12 months of20l 8, the labor force participation rate averaged 62.9 percent, edging
up slightly from 62.7 percent in 2015.
• Nonresidential fixed investment increased by an average of7.2 percent the four quarters ending
2018:Q4, 5.4 percentage points higher than in 2016.
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Sen. Grassley
Director Vought, over the course of the Obama administration, debt held by the public more
than doubled, increasing by more than $8 trillion. Deficits totaled more than nearly $8 trillion
in current dollars, with four straight years of deficits greater than $1 trillion. Spending relative
to the size of the economy shot up to well above the historic norm. Moreover, taxes were
increased by, all told, well over a trillion dollars when Obamacare taxes and the fiscal cliff
resolution are taken into account.

If we look ahead, under current law revenue relative to GDP will get back to the long-run
average, even before temporary provisions of tax reform are scheduled to phase out. But
spending relative to GDP is scheduled to continue to rise well above the long-term average,
driven by unsustainable entitlement spending.
As I have held for quite some time, we have a spending problem. And CBO has been telling
us for a long time now, federal spending on entitlements outstrips growth in the economy.
That situation is simply unsustainable.
Director Vought, can you tell me whether federal spending on health care, if we stick with
current law, would federal health spending continue to grow unsustainably faster than growth
in the economy?

Consistent with the Medicare trustees report and Medicaid actuarial report, OMB's current law
long-range projections of Federal spending assume that healthcare costs will grow 1 percentage
point above the rate of GDP per-capita growth through the 25-year window. l agree that our nation
has a spending problem, and the unsustainable growth of healthcare costs contribute significantly
to that problem.
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Sen. Grassley
Director Vought, even if you taxed all income of the top ten percent of earners in America,
you wouldn't be able to finance the tens-of-trillions of dollar of costs of a Green New Deal,
or Medicare for All. This means that middle-class Americans would have to pay higher taxes.
They'd also risk losing their employer provided health care plans as well.
Outside of pie-in-the-sky, unaffordable, proposals to massively expand government control
of the economy that I have seen recently, some of us are pursing efforts to lower health-care
costs for Americans, including lowering drug prices. And those efforts are geared toward
policies that can work, and policies that stand a chance of getting enacted.
Director Vought, can you tell me if the President's Budget contains proposals to help lower
the costs of prescription drug prices?
The Administration is moving aggressively to address high drug prices, provide greater access to
lifesaving medical products, and ensure the United States remains the leader in biomedical
innovation. The Budget proposes strategies to rationalize the current incentive structure, foster
greater competition, and leverage leadership in innovation.
To address the misaligned incentives in Part D, the Budget modernizes the Part D drug benefit to
improve plans' ability to deliver affordable drug coverage for seniors and reduce their out of pocket
costs. This 3-part proposal gives plan sponsors more incentives to manage benefits, provides
beneficiaries with better protection against catastrophic costs, and encourages use of lower-cost
drug alternatives. It also addresses the unintended consequences of the current plan design that
result in plans shifting substantial drug costs to Medicare and beneficiaries.
The Budget modifies payment for Medicare Part B drugs to discourage manufacturers from
increasing prices faster than inflation and improve payment accuracy. In addition, the Budget
proposes to reduce Part B drug payment when a manufacturer participates in anti-competitive
behavior to block market competition. The Budget also modifies hospitals' payment for drugs
acquired through the 340B drug discount program to ensure hospitals that benefit from the 340B
drug program provide at least a minimum level of charity care.
For FDA, the Budget includes a number of proposals to speed development of generics and eliminate
loopholes that have allowed drug companies to use the regulatory framework to hinder competition.
For example, the Budget includes reforming the current 180-day exclusivity provisions for first
generics so that first generics do not block subsequent generics from FDA approval, enhancing
FDA's authority to address abuse of the petition process; clarifying FDA's approach in determining
whether a new drug is a new chemical entity to ensure that only truly innovative new drugs receive
an additional 5 years exclusivity.
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Sen. Merkley
President Trump and the Republican Party claimed that when the Tax Cuts and Jobs Act
passed in 2017, its benefits would reach all Americans, and pay for itself. Instead, the plan
has resulted in tax hikes on working families, and cuts for corporations and the wealthiest
Americans.
The State of Oregon ranks near the top for the use of the state and local tax (SALT) deductions
and use it to reduce their taxable income by an average of $12,600, according to the Oregon
Center for Public Policy. Yet, the $10,000 cap in the new tax law will force many Oregonians
to have tax obligations over $2,000.
Each tax season, Americans rely on their tax refund to help cover outstanding costs related
to their home, kids, or medical costs. However, this year is different. I have heard from many
Oregonians who have found their tax refund to be much smaller. Our policies should be lifting
up working families in Oregon and across the country, not forcing them to pay for tax
giveaways to the millionaires and billionaires.
The same goes for budgets. However, the Trump Administration continues to advocate policies
that benefit the wealthy over working Americans in the President's FY20 Budget. Why is the
Trump Administration insisting on more funding cuts to programs that help working
Americans while at the same time increasing their taxes?
The Tax Cuts and Jobs Act (TCJA) -- the largest overhaul of the tax code in a generation -- unleashed
the American economy, allowing businesses to thrive and taxpayers to keep more of their hard-earned
money. Refunds are smaller because people withheld less in taxes from their paychecks than they
owed. This does not mean that they owe more taxes; according to the Treasury Department, 80
percent of taxpayers owe less in taxes because of the TCJA. Smaller refunds mean taxpayers are
taking home more of their income when they earn it instead of waiting for their refund check and
giving the Government an interest-free loan.
We have a spending problem, not a revenue problem. This Budget reduces deficits over l 0 years,
and makes the hard choices needed to bring deficits and debt under control. The Budget reaches
balance in 2034, relieving future generations from carrying the burden of today's bloated Government
spending.
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Sen. Merkley
Two days ago, I was in Homestead, Florida visiting a child detention center. What I saw was
heartbreaking; children belong in homes, playgrounds, and schools - not in prison camps or
cages.
We should be doing everything we can to ensure that these children are placed with their
family so they can await their asylum hearings in an appropriate setting. But instead, the
Trump Administration's FY20 Budget is trying to expand the capacity of holding children
at Homestead and other facilities.
In fact, on page 116 of the President's budget Table S-6 proposes $738 million in funding to
"Establish an Unaccompanied Alien Children Contingency Fund." This is a clear indication
that the Trump administration has no intention of stopping this cruel practice.
Please list all authorized activities, programs, and purposes of this fund. How much money
from the Alien Children Contingency Fund or any other fund not specified in your budget
pays for lawyers so immigrant toddlers as young as 3 years old are not ordered to appear in
court alone?
This Administration is committed to placing UAC in sponsors' homes as quickly as possible, in
accordance with the Homeland Security Act, the Trafficking Victims Protection Reauthorization
Act, and the 1997 Flores Settlement Agreement. A critical element to this process is ensming HHS
has enough shelter capacity and resources to accept UAC referrals from the Department of Homeland
Security in a timely manner, and provide appropriate shelter and services (including medical, mental
health, and educational) to each UAC while potential sponsors are located and appropriately vetted.
We are currently seeing UAC arrivals that exceed historical averages, and we need to prudently
plan in case this trend continues into 2020. The proposed mandatory UAC Contingency Fund is a
fiscally responsible way to address the inherent uncertainty in this program and ensure that HHS
is always able to meet all of its legal and programmatic requirements related to the care ofUACs,
including during periods of high UAC referrals.
The proposed $2 billion mandatory UAC Contingency Fund* accompanies a discretionary
appropriation request of $1.3 billion and additional funding that may be transferred to the program
pursuant to the Secretary's requested 20 percent transfer authority. Before accessing the Fund, HHS
would be required to notify Congress of its intent to exercise its full transfer authority and that HHS
projects to obligate the full base authority and full transferred funding before the end of the fiscal
year. Further, HHS would be prohibited from accessing funds in Contingency Fund before the
beginning of the third quarter. Finally, HHS would need to submit a retrospective report to Congress
identifying conditions that led to the need for funds and how funds were used. The authorized uses
for the contingency funds would be the same as the discretionary funds for the underlying UAC
program, which include legal services.

* The Budget includes a probabilistic score of $738 million for the UAC Contingency Fund, based
on modeling that projected the costs associated with various UAC program trends and attributing
a probability of each occurring.

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00136

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

Insert offset folio 221 here 39734A.064

lotter on DSK11XQN23PROD with HEARING

16

131

Sen. Merkley
Recently, several Senate Republican have spoken about innovation as the way to solve the
climate crisis. Would you agree that we need to address the very real and pressing threat of
climate change, and that American innovation in clean energy technologies can play an
important role?
The Administration is committed to investing in the foundations for a cleaner energy future, while
replacing overreaching regulations that would burden our economy. Innovations that increase the
efficiency and resiliency of all energy sources can play a role in reducing greenhouse gas emissions,
and the DOE Budget allocates funding for innovative, early-stage energy technology research that
will advance nuclear and renewable energy, further develop carbon capture and storage, and reduce
the carbon output from fossil fuels through greater efficiency in both generation and consumption.
At the same time, we are taking measures that will set sensible regulations on air pollution in a
manner that is consistent with authorizing statutes. Initiating a regulatory process to repeal and
replace the Obama-era Clean Power Plan, for instance, helps EPA fulfil the Agency's role in
addressing carbon dioxide emissions from our nation's power plants in a manner that is consistent
with the Clean Air Act.
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Sen. Merkley
For clean energy sources, defined as non-fossil fuel based energy, please show the overall
change in funding levels for programs that would drive innovation, including research,
development, deployment, and market incentives for clean energy technologies from FY19
enacted levels to your proposed 2020 budget.
The Budget allocates funding for innovative, early-stage energy technology research that will
advance nuclear and renewable energy, further develop carbon capture and storage, and reduce the
carbon output from fossil fuels through greater efficiency in both generation and consumption.
Some examples of Department of Energy programs that drive innovation in non-fossil fuel based
energy technologies include the Office of Nuclear Energy (FYl 9 Enacted: $1,326M, FY20 Budget:
$824M), the Office of Energy Efficiency and Renewable Energy's Renewable Power portfolio
(FY19 Enacted: $527.SM, FY20 Budget: $163.7M), and the Office of Electricity (FY19 Enacted:
$156M, FY20 Budget: 1825M).
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Sen. Merkley
Please explain why you sought to eliminate the Advanced Research Projects Agency-Energy
(ARPA-E) program, an incubator for cutting-edge energy research and development for the
third year, despite the importance of innovation in the energy economy and strong bipartisan
support for the program?
The Department of Energy (DOE) has four major offices and manages several national laboratories
dedicated to applied research to advance new and innovative energy technologies. ARPA-E was
first funded in 2009 through the American Reinvestment and Recovery Act as a new, separate
office within DOE to support additional research, development, and commercialization of energy
technologies, despite DOE's existing applied research programs and laboratories already receiving
billions of dollars in funding every year.
It makes little strategic sense thatARPA-E still exists independent of DOE's main applied research
programs, especially when the research they fund is similar. This proposed elimination promotes
more effective and efficient use of taxpayer funds, reduces duplication within DOE, and positions
DOE to incorporate elements of ARPA-E into the existing Applied Energy Offices to support a
more integrated energy research and development (R&D) strategy. The elimination enables a
streamlining of Federal activities, ensures more focus on early-stage R&D, where the federal role
is strongest, and reflects the private sector's role in commercializing technologies. The proposal
also aligns with the Budget's strategic emphasis on intradepartmental collaborations with DOE.
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Sen. Merkley
If reducing carbon emissions is a goal of the Trump administration as claimed to justify the
Office of Fossil Energy Research and Development budget by 12 percent, please explain why
you sought to cut the Department of Energy's Office of Energy Efficiency and Renewable
Energy (EERE) by 70 percent.
The United States has among the most abundant and diverse energy resources in the world, including
oil, gas, coal, nuclear, and renewables. The ability of entrepreneurs and businesses to commercialize
technologies that take full advantage of those resources is paramount to promoting U.S. economic
growth, security, and competitiveness. That is why the Budget provides a programmatic funding
level of $2.3 billion across the applied energy programs at the Department of Energy (DOE), to
support early-stage R&D that will enable the private sector to deploy the next generation of
technologies and ener6,y services that usher in a more secure, resilient, and integrated energy system.
Innovations that increase the efficiency and resiliency of all energy sources can play a role in
reducing greenhouse gas emissions, and the DOE Budget allocates funding for innovative, early-stage
energy technology research that will advance nuclear and renewable energy, further develop carbon
capture and storage, and reduce the carbon output from fossil fuels through greater efficiency in
both generation and consumption.
To promote the best use of taxpayer dollars, the Budget emphasizes investments in R&D
infrastructure and two new intra-departmental initiatives that coordinate and build upon existing
capabilities and expertise and seek to replicate successful program models to achieve results more
effectively. Specifically:
-To help facilitate and accelerate private sector innovation, the FY 2020 Budget for the Department
of Energy prioritizes support for federal R&D infrastructure and testbeds. For example, the Request
provides $100 million for the Versatile Advanced Test Reactor, a key element of the Civil Nuclear
Review. This puts the facility on the path to construction and demonstrates the Administration's
commitment to build this facility. In addition, the Request provides funding to accelerate the
conversion of the National Wind Technology Center into an experimental microgrid capable of
testing grid integration at the megawatt scale. The Request also includes funding to establish the
new Grid Storage Launchpad, which will create a new, dedicated testing bed space for the
development of new technologies aimed at the strength and resilience of the US electrical grid.
-The Budget also requests $158 million for the Advanced Energy Storage Initiative, a coordinated
effort jointly led by the Office of Electricity and the Office of Energy Efficiency and Renewable
Energy (EERE) to advance energy storage R&D as a key to increasing energy security, reliability,
and resilience. The initiative takes a broad, holistic view of energy storage as a set of capabilities
that enable the conversion of energy resources to useful energy services. Assuring grid security
and resilience will require greater grid flexibility and the deployment of grid assets, like energy
storage, that can efficiently buffer increased variable supply and demand.
-In addition, the Budget requests $59 million for the Harsh Environment Materials Initiative, a
coordinated effort led by DOE's Office of Nuclear Energy and the Office of Fossil Energy, in
coordination with the Advanced Manufacturing Office within EERE, to exploit synergies in materials
and component manufacturing R&D for advanced thermoelectric power plants. This initiative
leverages activities related to advanced reactor technologies and high efficiency low emissions
modular coal plants to align the R&D of novel materials, integrated sensors, and manufacturing
processes relevant for advanced thermoelectric Bower plants.
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Sen. Merkley
Did you receive guidance (orally, in writing, explicitly, or implied) from the President or
officials at the White House to cut programs related to climate change?
Reductions proposed in the Budget are consistent with overall lower levels of non-defense spending
and reflect the appropriate federal role in the development of clean energy technologies and the
protection of our environment. The Budget was developed in accordance with the President's
guidance to make the United States of America stronger, safer, and more prosperous for every
American family and neighborhood.
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Sen. Merkley
The 4th National Climate Assessment was prepared by 13 federal agencies and released by
your administration. Please explain how your budget reflects the findings of that report,
including any specific program requests influenced by the assessment.
The Budget was infonned by a number of studies and assessments, including assessments of the
economic realities we face today. These economic realities underpin the Budget's approach to
energy and climate. For example, the Budget funds innovative, early-stage energy technology
research that will advance nuclear and renewable energy, further develop carbon capture and storage,
and reduce the carbon output from fossil fuels through greater efficiency in both generation and
consumption. It also funds drought early warning systems that inform resource managers, farmers,
and others. We are laying the foundation to innovate our way towards a cleaner energy and
data-driven future, while replacing burdensome, overreaching regulations.
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Sen.Murray
I appreciate the President's Management Agenda highlighting and incorporating the
Foundations for Evidence-Based Policymaking Act of2018 (Foundations), a bill that I co-wrote
with former Speaker Paul Ryan and which the President signed into law in January (P.L.
115-435). I have a series of questions regarding the implementation of Foundations. In addition
to receiving answers to the below questions, I request that staff at 0MB meet with my staff
to discuss the implementation of Foundations.
One of the challenges in successfully implementing Foundations across the government will
be ensuring agencies have adequate resources. The Budget, however, does not appear to
allocate or realign resources to support effective implementation. How will 0MB work with
agencies to ensure they have sufficient resources and adequate capacity to support
implementation? Going forward, how does 0MB and the Administration plan to ensure
agencies have the necessary resources and flexibilities to meet the new law's goals and
objectives?
0MB is prioritizing an integrated implementation approach that recognizes the importance of many
offices and functions within an agency working together to achieve the Evidence Act's desired
goals. The Act presents a unique opportunity for agencies to synergize their evidence activities by
examining their existing resources, more strategically investing in areas related to evidence-building
and evidence use, and assessing capacity to better inform where gaps may exist.
0MB appreciates that agencies should be given flexibility to utilize resources for implementation
in ways that are most appropriate for their particular contexts and needs. There are existing
appropriations and funding flexibilities that agencies can currently leverage to support
implementation, including accounts such as IT modernization, shared services, statistical activities,
program funds with set-asides in appropriations for evidence-building activities, and
evaluation-specific appropriations. The existence and use of these flexibilities varies by agency
and program, and the resources that can be utilized for Evidence Act implementation will be
decentralized in most cases (as opposed to a single line item inclusive of an agency's capacity to
support implementation). Further, as a part of Evidence Act implementation, 0MB will examine
cross-government capacity-building needs and highlight opportunities for agencies to leverage
tools, training, and interagency peer learning opportunities.
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Sen. Murray
Can you provide details on the specific steps the Administration is taking and timeline it will
be following toward "improving secure access to data and modernizing privacy protections,"
as highlighted in the "Modernizing Government" chapter of the President's budget? The
Commission on Evidence-Based Policymaking prioritized the modernization of privacy
protections as the first and key step toward improving the secure access to data. How does
0MB envision the two goals working together in implementing both Foundations and the
Administration's Federal Data Strategy?
The Administration will address these requirements through the guidance 0MB must issue under
Titles II and III of the Evidence Act over the next year. These include ensuring that the "open by
default" and inventory guidance takes into account privacy, confidentiality and security. In addition,
0MB will issue regulations to govern expansion of statistical agencies' access to Federal data assets
in a way that appropriately protects privacy and to govern statistical agencies' provision of different
levels of data access depending on data sensitivity.
In addition, the Administration is addressing these requirements through the Federal Data Strategy
(FDS), which ensures confidentiality and emphasizes the importance of protecting individual privacy
through the integration of the Fair Information Practice Principles. The year one Action Plan will
work hand in hand with the Evidence Act to provide resources and a repository of tools, best
practices and standards that addresses data protection and re-identification risk.
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Sen.Murray
The Foundations Act requires a number of coordinated responsibilities across 0MB to support
evidence-based policymaking. The Administration is in the midst of creating a comprehensive
Federal Data Strategy, described in the Budget as a plan that will support activities for
"managing and using Federal data."
To what extent does the Administration view the Federal Data Strategy as an implementation
vehicle for Foundations? How does 0MB intend to organize to support effective
implementation of the strategy's Year 1 Action Plan, and how will 0MB ensure collaboration
across organizational siloes to enable fulfillment of Foundation's goals and objectives? Can
yon commit to providing Congress an update on implementation of the Action Plan after 6
months?
The Federal Data Strategy (FDS) offers a consistent framework of principles and best practices
through which agencies can implement data innovations in support of their mission, service and
needs of stakeholders. The FDS is complementary to existing law and policies, including the
Evidence Act, and is designed to be enduring and to evolve as new statutory and other requirements
develop. The Evidence Act provides notable new requirements related to data governance, access,
and protection. The FDS, in concert with additional implementation guidance from 0MB, will help
agencies meet the requirements of the Act.
For example, the FDS will offer implementation tools for agency use that align with each of the
priority actions identified in the year one Action Plan, on which the team will seek agency and
public comment in the near future. The tools will reflect the expertise, outreach and analysis of
several dozen FDS team members from across l 8 agencies over the past year, a significantly larger
resource base than 0MB alone. 0MB would be happy to provide an update on the Action Plan.
Since the FDS is being developed as part of the President's Management Agenda, 0MB and the
Executive Branch will use the existing structure and process for monitoring and reporting on agency
progress. In addition, 0MB plans to use existing 0MB engagement with agencies throughout the
year, such as through the budget process, to discuss progress.
In addition, the three new data leader positions will be critical partners to implementation within
agencies. 0MB will work with those leaders to share information across agencies and to help inform
additional guidance and 0MB engagement.
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Sen.Murray
Title II of Foundations is the Open Government Data Act, which would improve the public
information about the data the government holds, by requiring agencies to develop data
inventories that provide metadata and other underlying details about the data in a manner
that is easily accessible to the public. Title TI is important not only to researchers and program
evaluators, but also individuals and families who want to know what information the
government collects and under what authorities and restrictions.
Please explain the process 0MB will follow in implementing Title II, including the process
and timeline for broadening its application to and processes government-wide? How will
0MB work with agencies to ensure that qualified individuals are appointed in a timely manner
by agencies to the new position of Chief Data Officer?

0MB is prioritizing initial implementation guidance for agencies on the Evidence Act that will
provide direction to agencies on the qualifications and functions of the CDO that build directly
from the statutory language. 0MB will then work with those leaders to share information across
agencies and to help inform additional guidance and 0MB engagement. Further, subsequent 0MB
guidance will build on a framework established in prior 0MB information policy, e.g, M-13-13:
Open Data Policy--Managing Information as an Asset, including data inventories, metadata and a
federal data catalogue. This guidance in concert with repository resources, and the Year one Action
Plan, will collectively expand application government-wide.
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Sen.Murray
The Budget proposes a US Data Service at the Department of Commerce. To what extent
does this proposal align with the Commission on Evidence-Based Policymaking's National
Secure Data Service proposal from 2017? What do you see as the next steps in developing
that idea?
What is the plan for seeking input from and keeping Congress up to date on the design and
implementation of the proposed Service? What is the plan for seeking public and stakeholder
input on the proposed Service?
Under the direction of the Commerce Department's Under Secretary for Economic Affairs (USEA ),
the Bureau of Economic Analysis (BEA) and the Census Bureau will continue to support
government-wide efforts to modernize data collection, analysis, and dissemination. Consistent with
the recommendations of the Commission on Evidence-Based Policymaking and the authorities
granted in the Foundations for Evidence-Based Policymaking Act of2018 (PL. 115-435), BEA
and Census will partner in FY 2020 to support development of a framework for a U.S. Federal Data
Service to promote government-wide data access and sharing, improve cross-agency data discovery
and utilization, and enhance privacy and confidentiality practices. This initiative will support the
newly-required Advisory Committee on Data for Evidence Building (Committee), which is tasked
with making recommendations to the Office of 0MB on how to promote the use of Federal data
for evidence building, including through the provision of shared services. The USEA effort will
comprise an interdisciplinary team focused on supporting the Committee and its recommendations
to 0MB by implementing pilot projects designed to: 1) improve access and use of data; 2) inform
the acquisition of non-survey-based source data; 3) integrate those data with survey and
administrative data, and; 4) pilot applications of new technologies and methods for the protection
of privacy and confidentiality. This initiative is complemented by a $2 million request in BEA's
FY 2020 Budget and a $5 million in Census's FY 2020 Budget.
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Sen.Murray
The Budget indicates the Administration will prioritize the development of multi-year learning
agendas, as required by the Foundations for Evidence-Based Policymaking Act of 2018. How
does the Administration intend to engage the American public and Congress in developing
these agendas? How will 0MB work with agencies to ensure that qualified individuals are
appointed in a timely manner by agencies to the new position of Evaluation Officer?
The Administration views learning agendas as critically important to successful implementation
of the Evidence Act. The Act specifically requires that agencies consult with a range of stakeholders
as they develop their multi-year learning agendas. This stakeholder engagement ensures that the
learning agenda addresses questions that are relevant, salient, and meaningful to those with direct
interests in the agency's functions, and that the learning that results connects and resonates with
stakeholders. In its implementation guidance for agencies, 0MB will note the requirement for
engagement, the important role that this engagement plays in the process, and offer ideas for how
agencies can undertake it.
The Evidence Act likewise documents the qualifications of the new position of Evaluation Officer,
and importantly, the functions that these newly-designated individuals are expected to perform. As
above, initial implementation guidance for agencies on the Evidence Act will provide direction to
agencies on the qualifications and functions of this position that build directly from the statutory
language. Beyond official guidance, 0MB plans to engage directly with agencies to provide technical
assistance and support on implementing these and other requirements of the Evidence Act.
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Sen.Murray
Title I of Foundations establishes an Advisory Committee on Data for Evidence Building and
directs the Director ofOMB, or their appointee, to review, analyze, and make recommendations
on how to promote the use of Federal data for evidence building. A key part of the Director's
role is appointing 22 members from a range of backgrounds and positions to the Advisory
Committee. The Advisory Committee is to terminate two years after its first meeting. What
is the timeline for making these appointments, what will be the process yon follow in making
them, and how will yon seek comment from Congress and the public in making them,
particularly the 10 appointments from individuals outside of the federal government?

0MB is prioritizing implementing immediate Evidence Act requirements and working to align
them with existing infrastructure and processes, such as the Federal Data Strategy (FDS). It has
been developing a plan for the Advisory Committee and will shift soon to establishing it.
We expect to solicit nominations publicly in order to ensure broad representation of interested
experts that meet the law's requirements. We welcome your suggestions through that process as
well.
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Sen.Murray
Foundations codifies aspects of 0MB Statistical Policy Directive #1, namely that agencies
take actions to protect public trust in government data and statistics. What actions does 0MB
plan to immediately undertake to codify these important requirements?
0MB agrees that taking actions to protect public trust in government data and statistics is critical.
Recognized statistical agencies and units continue to be bound by Statistical Policy Directive No.
1: Fundamental Responsibilities of Federal Statistical Agencies and Recognized Statistical Units
(SPDJ) during this period, and as 0MB indicated in M-15-03, their parent agencies continue to be
obligated to support them in meeting these fundamental responsibilities.
0MB is prioritizing implementing immediate Evidence Act requirements and working to align
them with existing infrastructure and processes. 0MB will shift soon to working on the regulations
for implementing the requirement to codify SPD 1. Since SPD I is relatively new, we will revisit
the implementation information gathered from statistical agency heads in 2016 to learn which
aspects of it remain useful and which need to be revised.
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Sen. Sanders
Mr. Vought, the President's Budget proposes $98 billion in cuts to the Postal Service, but
does not detail how you get to that figure.
a) What policy is being proposed to get to the $98 billion?
b) Is your proposal to weaken service standards or reduce the number of delivery days?
c) Does your proposal involve privatization of the Postal Service in whole or in part?
d) If so, what are you proposing to privatize?

The Budget proposes to reform the United States Postal Service (USPS) to allow the Agency to
meet its financial and service obligations with business revenue, as intended, rather than a
taxpayer-financed bailout. The Budget proposes reforms based on the recommendations of the
President's Task Force on the United States Postal System. Operational reforms include changes
to how rates are set for products that are deemed outside the universal service obligation; changes
to delivery processing, mode, and frequency; increased use of private sector partners; more closely
aligning Postal Service employee wages with those of other Federal employees; licensing access
to the mailbox; and providing additional Government services at retail locations. In addition to
Government-wide changes to health and pension programs that will reduce USPS operating costs,
the Budget also proposes to re-amortize the payments to the Retiree Health Benefits Fund, including
those payments missed in previous years, based on the Postal employee population at or near the
retirement age.
The Postal Service needs to have the flexibility to set rates, processing standards, and delivery
mode and frequency based on a determination of what will yield a sustainable operating model
without interference from Congress.
While some international peers have successfully privatized their postal systems, it would be
challenging to privatize the United States Postal Service in its current money-losing form. As the
Administration's reform and reorganization report oflast summer notes, implementation of
significant reforms are needed first. The Budget proposal does support increased use of private
sector partners to reduce USPS's operating costs where there is a solid business case for doing so.
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Sen. Sanders
In 2017, Secretary of Agriculture Sonny Perdue testified to Congress that the Supplemental
Nutrition Assistance Program (SNAP) has been "a very important, effective program ... As
far as I'm concerned we have no proposed changes ... You don't try to fix things that aren't
broken."
a) Why, then, is the President proposing a $220 billion cut to SNAP?
b) How does the President plan to address the increased hunger that would be caused by this
cut to SNAP?
c) Have any of the individuals who developed this proposal ever personally received SNAP
benefits?
SNAP provides important benefits to help families get through tough times, but despite a strong
economy, too many participants are stuck on the sidelines and missing the opportunity to become
self-sufficient. The Budget proposes commonsense work requirement and bold benefit alternatives
that maintain our commitment to helping families in need while providing significant savings for
taxpayers. First, we think it is reasonable to expect able-bodied adults participating in SNAP between
18 and 65 to engage in at least 20 hours of employment, training, or community service in order
to receive benefits. Additionally, the America's Harvest Box proposal would combine the retail-based
SNAP benefit with a USDA food package provided directly to households. States will have
substantial flexibility in designing the delivery systems and expanded opportunities for public/private
partnerships to help prevent and reduce hunger. We also think SNAP can do a better job at targeting
benefits to the neediest households and that States can operate the program more efficiently and
effectively.
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Sen. Sanders
Eight out of ten local Meals on Wheels programs receive federal funding. One out of four
Meals on Wheels programs relies on funding provided by the Community Development Block
Grant (CDBG) funding. The President's Budget eliminates CDBG
One out of ten Meals on Wheels programs relies on funding provided by the Community
Services Block Grant (CSBG). The President's Budget eliminates the CSBG.
One ont of ten Meals on Wheels programs relies on funding provided by the Social Services
Block Grant (SSBG). The President's Budget eliminates the SSBG.
Why is the President proposing a funding cut for Meals on Wheels programs?
The vast majority of Federal funding for senior nutrition programs, including home delivered meal
services such as Meals on Wheels, comes from HHS's Administration for Community Living
(ACL). The Budget maintains funding for Older Americans Act (OAA) senior nutrition programs
at the 2019 Enacted level. It should also be noted that the majority of funding for Meals on Wheels
comes from non-Federal sources.
Both the Community Services Block Grant (CSBG) and the Social Services Block Grant (SSBG)
are broad-based grants that States and local agencies can use for a wide variety of purposes, of
which home delivered meals for seniors is one. However, neither program is significantly dedicated
to these services. In FY 2016, the most recent year for which data are available, less than I% of all
SSBG expenditures were for home-delivered meals. While 7% of CSBG funding in FY 20 l 5 was
used for nutrition services, this category includes many other services besides home-delivered
meals for seniors.
Like CSBG and SSBG, the Community Development Block Grant (CDBG) provides formula funds
to State and local grantees, but CDBG can support an even wider range of community and economic
development activities. Only a very small amount ofCDBG funding is used for Meals on Wheels
- 0.01% to 0.02% based on HUD reporting. The overwhelming proportion ofCDBG funds are
used for housing rehabilitation, infrastructure and public improvement.
The Budget proposes to eliminate SSBG because it lacks accountability and performance measures
and funds services that are funded by other Federal, State, and local programs. Similarly, the Budget
proposes to eliminate CSBG because it funds services that are often duplicative of other funding
sources and is allocated in a manner that does not incentivize performance. ln addition, for grantees
that receive CSBG funding, CSBG makes up only 5% of theirtotal funding on average and grantees
receive funding from a variety of other Federal, State, local, and private sources. The Budget
proposes to eliminate CDBG because funds are not well-targeted to the neediest populations and
the program has not demonstrated a measurable impact on improving communities. In a constrained
budgetary environment, the Budget makes difficult choices and prioritizes funding for programs
that are proven to be effective and accountable, and these programs are unable to adequately
demonstrate their effectiveness.
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Sen. Sanders
The President's Budget proposes significant cuts to child nutrition programs. What does the
President have against feeding hungry children?
The Budget does not propose any changes to any individual child's eligibility for free or reduced
price school meal benefits. Instead, the Budget proposes to fix two policies that allow ineligible
children from higher income households to receive free meal benefits. First, the Budget would
allow local districts to take a closer look at more household applications for free or reduced price
meals, and verify the information provided by the household, which can help prevent and reduce
improper payments in the school meal programs. Children will continue to receive the benefits they
are eligible for as the information on their household application is correct and properly verified.
Additionally, the Budget closes a loophole in Community Eligibility (CEP) that allows districts to
group high-income schools with high-poverty schools and serve free meals to all students, including
children from high-income households. Children attending schools excluded from CEP would still
be able to receive free or reduced price meals if their household is determined eligible for these
benefits through the traditional direct certification or application procedures. This proposal prevents
ineligible children from receiving free meals simply because there is a low-income school in the
same district.
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Sen. Sanders
21st Century Community Learning Centers (21st CCLCs) provide academic enrichment
opportunities during non-school hours, particularly for students from high-poverty and
low-performing schools. In the 2016-2017 school year, 21st CCLCs provided funding for 9,592
centers and served over 2 million students and participants.
In addition to more than 100,000 employees, the program is run with the help of approximately
36,000 unpaid volunteers (community memhers and college students) nationwide to support
students, many of whom also have special needs.
In the 2016-2017 school year, states reported that 68. l percent of elementary school 21st
CCLC students and 66.3 percent of middle and high school students showed improvement
in homework completion and class participation, and 61.2 percent of elementary school
students and 58.8 percent of middle and high school students showed improved behavior.
Moreover, 25 of the 54 states and territories reported an improvement in the math grades of
students who participated in 21st CCLC.

a) Explain in detail how eliminating programs like 21st CCLCs will not further disadvantage
students and communities across the country that are already underserved and that rely on
these programs to help students meet state and local standards in core academic subjects?
b) Explain in detail where current participants of the 21st CCLCs will be able to access
alternative high-quality, successful academic support for low-income, hard-to-serve students
within their communities, and where over 100,000 employees will find new employment if
the 21st CCLC program is eliminated?
The President's fiscal year 2020 Budget promotes fiscal discipline by eliminating programs at the
Department of Education without a proven track record of improving student outcomes. Afterschool
programs supported by 21st Century Community Leaming Centers (21st CCLC) funding are not,
on the whole, helping students meet challenging academic standards. For example, in 2017, the
most recent year in which data is available, only 25 and 19 percent of program participants improved
from not proficient to proficient or above on State assessments in reading and mathematics
respectively. Additionally, student improvement in academic grades was limited, with States
reporting higher math and English grades for less than half of regular program participants.
Furthermore, in the 2016-2017 academic year, nearly half of participating students attended a center
for fewer than 30 days.
Given the program's lack of data demonstrating improved student outcomes and low student
attendance rate, the Administration does not believe 21st CCLC is generating the benefits
commensurate with an annual investment of more than $1.2 billion in Federal education funds.
However, states and districts may continue to provide students with before- and after-school
enrichment activities with other Federal, State, local or private funds including the $16 billion Title
I Grants to Local Educational Agencies program or the Child Care and Development Fund.
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Sen. Sanders
Mr. Vought, in your written testimony, you attacked the Job Corps program as "ineffective,"
"poorly managed," and a "failure."
a) Around 20 percent of Job Corps student slots are currently not being utilized. Not serving
as many students as possible increases the cost per student and is at odds with Congressional
intent and the mission of Job Corps.
• Please share the two most recently completed Geographic Assignment Plans required by
Sec. 145(c) of P.L. 113-128 as well as detailed information on any new efforts being made to
increase enrollment in the program.
b) Recent Job Corps recruitment contracts make 40 percent ofrecruitment budgets contingent
on 100 percent of enrolled students remaining in the program for 90 days. Yet, the
Department's own internal goal per Sec.159(c)(2) of P.L. 113-128 is that 85 percent of students
be retained for 90 days and last year only 72 percent of students remained in the program
for at least 90 days. This suggests the 100 percent goal is unrealistic.
• Why do Job Corps recruitment contracts set this seemingly unrealistic goal? • Why do
these contracts utilize a structure that could, by design, lead to cascading failure with respect
to recruiting and enrolling sufficient Job Corps students to maintain full capacity?
c) According to the Department of Labor Inspector General, the Department of Labor has
allowed appropriated Job Corps funding to expire and/or has violated the bona fide needs
rule and Antideficiency Act during multiple program/fiscal years.
• Please provide a full accounting for Job Corps' FY /PY 2018 funds as of March 31, including
any funding that has not yet been disbursed and how this funding will be spent.

The Office of Management and Budget would defer these specific program questions concerning
contract structure and student enrollment and recruitment to the Department of Labor. We do agree
that under-enrollment in funded centers and student dropout rates are among the many problems
this program is facing.
With respect to your question about funding, of Job Corps funds available for PY 2018, the
Department has incurred $1 .285 billion in obligations as of March 20, 2018. 0MB defers to the
Department of Labor to answer more specific questions regarding Job Corps' spending plans for
the remainder of PY 2018.
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Sen. Whitehouse
Last April, CBO estimated the ten-year cost of the Trump Tax cuts at about $2 trillion. Despite
the President's request for over $2 trillion of cuts to Medicare and Medicaid, his budget
maintains trillion dollar surpluses over the next few years, and fails to balance within the
budget window.
a. Would you acknowledge the tax bill has increased the deficit and made it more difficult to
balance the budget?
b. Revenues under the President's budget would average 17°/4, of GDP over the next decade,
well below the 20% of GDP in 2000, when there was a budget surplus prior to the Bush tax
cuts. Meanwhile, your 17% estimate is predicated on 3% growth projections, well below the
1. 7% that CBO predicts. If actual growth is closer to CBO's estimate, revenues would fall
even farther. Why are your growth projections so different from CBO? What affect would
lower GDP growth have on revenues and annual deficits?
We anticipate that the revenue loss will be offset by revenue gains resulting from the Administration's
economic agenda, including TCJA's positive and sustained impact on economic growth.
The most significant difference between the Administration and CBO forecasts is that CBO assumes
current law, while the Administration forecast assumes the enactment of the policies included in
the President's Budget. This means that future growth enhancing policies such as labor market
reform, infrastructure investment and intelligent regulation will become law, and stimulate the US
economy to continue the recent pattern of high growth.
A second difference between the Administration and CBO forecasts is the estimated effect of the
recent tax legislation, especially as it pertains to investment. The TCJA contained many provisions
that will encourage businesses to provide paid family and medical leave; increase business assets
to make their employees more productive; and bring home money kept abroad, allowing it to be
used to reward employees, investors, and useful enterprise. The Administration believes, based on
a review of the research literature, that businesses will invest more in response to the changes than
the CBO predicts. The amount of investment seen in the first year ofTCJA supports this assumption,
as nonresidential fixed investment increased by an average of7.2 percent in the four quarters ending
20 l 8:Q4, 5 .4 percentage points higher than in 2016. This large increase in investment will increase
growth in the years to come.
The President's Budget includes an analysis of how changes to a given subset of macroeconomic
variables affect annual deficits. The results of these analyses can be seen in Table 2-4 of the
Economic Assumptions and Overview chapter of the Analytical Per.1pectives volume of the 2020
Budget.
In this analysis, we find that l percent lower GDP growth that is sustained through 2029 will reduce
budget revenues and increase outlays. High economic growth, which we have seen under the
Administration, is crucial to our fiscal health. This is why Congress should enact the policies and
proposals included in the President's Budget.
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Sen. Whitehouse
The President's budget seeks to reduce health care expenditures by repealing the Affordable
Care Act and cutting $1.5 trillion in Medicaid funding over IO years, proposals that would
hnrt millions of Americans. This approach actually hurts Americans twice: by drastically
cutting programs on which they depend and leaving in place an inefficient health care delivery
system that wastes hundreds of billions of dollars a year.
CBO projects federal health spending over the next decade will be $4. 7 billion lower than its
2010 estimates extrapolated out to this budget window. While a portion of this difference
relates to the repeal of the individual mandate and other policy changes, much of it appears
to result from a sustained slowdown in health spending growth in recent years. As CBO noted
in its recent budget outlook, "The reasons for that slowdown are not clear."

I think the slowdown is evidence that structural changes in the delivery of care - many of
which were ushered in by the Affordable Care Act - have taken hold and we are seeing lower
federal spending as a result. For example, Coastal Medical in Rhode Island, a Medicare
Accountable Care Organization, has saved Medicare over $30 million over five years, and
has done so while increasing services and improving the quality of care their patients receive.
a. Do you agree that ACOs and other alternative care models have the potential to reduce
federal health expenditures?
b. Why does the President's budget drastically cut Medicaid and repeal the Affordable Care
Act as its first response to addressing health care spending instead of taking the more
responsible approach of lowering spending through delivery system reforms?
c. What is the administration doing to better understand the causes of the sustained slowdown
in federal health care spending?
a. Through the statutory Medicare Shared Savings Program and Center for Medicare and Medicaid
Innovation (CMMI) demonstration authori1y, the Administration continues to develop and implement
alternative payment and care delivery models with the goal of improving care quality and reducing
government costs. CMMI produces public evaluation reports on each model, which are available
on their website: https://innovation.cms.gov/.
b. The ACA took control away from the states by creating a one-size-fits-all federal program that
provides more than what individuals may need or want Additionally, the ACA's Medicaid expansion
has cost significantly more than expected. For example, in 2015, Actuaries from the Centers for
Medicare and Medicaid Services increased their estimates of federal spending for the average
Medicaid expansion enrollee in that year by 50 percent. Overall, the cost per newly insured individual
is far more than was expected. The Administration is committed to empowering States and consumers
to reform healthcare and believes that states are best suited to address the unique needs in their
communities. We propose market-based health care grant funding to States, acknowledging that
States know best how to design delivery systems that work for their citizens, while also protecting
people with pre-existing conditions. ln addition, the Budget empowers States to design State-based
solutions that prioritize Medicaid dollars for the most vulnerable and support innovation.
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healthcare coverage, and strongly supports the expansion of Health Savings Accounts. These
accounts can help individuals take charge of, and be more aware of, their healthcare spending.
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Sen. Whitehouse
A recent report by insurers suggests that should we fail to limit our carbon emissions, losses
from extreme weather events and sea level rise will more than double over the next 30 years.
In 2017, the federal government spent over $140 billion in disaster relief due to hurricanes
and wildfires.
a. Do you believe it is economically sustainable to have to spend hundreds of billions of dollars
per year on disaster relief?
Freddie Mac and many others are warning of a coastal property crash due to rising sea levels.
The Bank of England and many economists are warning of a carbon bubble resulting from
stranded fossil fuel assets as the global economy transitions to renewable energy. Both of these
economic risks could result in total losses equal to or greater than the 2008 financial crisis,
which of course had a devastating impact on the economy, on individual Americans who lost
their jobs and homes, and on the federal budget.
b. Please explain how this administration's efforts to undo rules limiting carbon pollution
make any economic sense given the serious economic risks of climate change.
a. Ensuring that communities are prepared for disasters is a high priority for this Administration.
It is increasingly apparent that communities need to be better prepared and must better manage the
risks that they face. The Budget places a high priority on mitigation and preparedness efforts for
communities. For example, the Budget proposes to redirect funding from poorly measured formula
grants to a competitive National Priorities Grant program that will prioritize Federal efforts to
increase the resilience of high-risk communities. The Budget also continues to support FEMA's
Flood Mapping effort to update our risk assessments of Floodplains and inform communities of
the risks they face from flooding. Once these maps are updated, FEMA will be able to allocate
funding from Flood Mitigation Grants more effectively to maximize the risk that we buy down.
FEMA also uses Hazard Mitigation Grants to rebuild communities in a way that increases their
preparedness for and mitigates the damages from future disasters. Finally, the Pre-Disaster Mitigation
program is available for FEMA to proactively buy down risk in vulnerable communities. The
Budget also funds early-stage clean energy research and development, laying the foundation for a
strong economy with cleaner energy. The Budget continues to fund climate-related scientific
research through the US Global Change Research Program, which is coordinated across 13 federal
agencies. These investments will help keep America sustainably safe and competitive.
b. In order to set appropriate standards to mitigate greenhouse gas emissions, we are moving forward
with regulatory actions such as the Affordable Clean Ener1:,,y (ACE) proposal and the Corporate
Average Fuel Economy (CAFE) Safer Affordable Fuel-Efficient (SAFE) Vehicles proposal, which
we intend to both finalize this calendar year. EPA's ACE proposal would return the authority to
states to develop plans to address greenhouse gas emissions and is estimated to reduce CO2 emissions
in 2025 by between 13 to 30 million tons from projected levels upon repealing the 2015 Clean
Power Plan. In addition, the proposed SAFE rule's preferred alternative was estimated to provide
between $7-10 billion annually in net benefits to society and save up to 1,000 lives.
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Statement for the Record
From Senator Mike Braun
The President's Fiscal Year 2020 Budget Proposal
March 13, 2019
Senate Budget Committee

Today, the Committee is examining the President's newly released Fiscal Year 2020 Budget. The
fiscal challenges facing the country are unsustainable. Debt held by the public is currently 78 percent of
our Gross Domestic Product (or 4.2 percent). The country is headed toward trillion dollar deficits each
year with no end in sight. Interest payments on our debt are projected to exceed military spending by
2024. What's more, if interest rates tick up just one percent above projections, interest costs would
increase by $2.5 trillion over a decade. If Congress fails to do something about it, the debt could
jeopardize our credit rating, investor confidence, and our status as the world reserve currency.
Overall, I applaud the President's goal of reducing debt relative to our Gross Domestic Product.
I also applaud the President for offering a reasonable timeframe to balance our budget, promising
initiatives to slow the cost of healthcare growth, and taking real steps to reform several spending
programs. The President's budget proposal is a good first step in these negotiations, but falls short of
where I believe we must be to put the country on solid financial footing. We are never going to fix our
spending problem if elected officials in Washington prioritize the protection of their own pet projects.
Any honest conversation must start with across the board cuts that are administered in a responsible
way.
To emphasize-Washington doesn't have a revenue problem, it has a spending problem. The
Congressional Budget Office has demonst_rated that it would require us to raise taxes by 33 percent on
all Americans to plug the deficit gap. CBO also stated that if we taxed the top two tax brackets at 100
percent, we still wouldn't eliminate the deficit.
Further, a study but the Government Accountability Office found that by 2015, 86 percent of the
federal government spending was on autopilot. That is, 86 percent of government funding was
entitlement funding that did not require annual approval from Congress through its annual
appropriations process. Entitlement spending is increasing seven percent year-on-year with no end in
sight. This trend toward a reliance on entitlement spending shirks our responsibility as elected officials
to make the hard but necessary decisions on spending.
We must remove programs from mandatory spending that need to be reviewed on an annual
basis. In addition, we need to add commonsense business practices to rein in healthcare spending. We
must curb waste, fraud and abuse. We must look for inefficiencies and duplication of services to make
sure Americans are getting real value out of their tax dollars they've entrusted us to spend.
Lastly, Congress must adhere to the same budgeting principles as the families we represent.
Since 1974, Congress has created several processes to pass a budget on time and spending that stays
within our means, but somehow each year Congress has managed to do everything it can to work
around that framework and nothing to address these looming fiscal calamities. Congress has raised the
spending caps three times since the Budget Control Act of 2011 was put in place, with 2018 serving as
the biggest belly-busting budget of them all.
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I look forward to discussing the President's budget with colleagues on the Senate Budget
Committee, and to search for meaningful ways to create better taxpayer value in entitlement spending,
healthcare and addressing America's dire infrastructure needs.
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Budget Committee Hearing-President's Fiscal Year 2020 Budget Request
0MB Acting Director Russell Vought
Statement for the Record
Senator Patty Murray
Wednesday, March 13, 2019

Thank you Chairman Enzi.
As a former Chairman of this committee, I believe budgets matter - as both a statement of our
values and priorities and as a blueprint for how we plan to govern and complete the work we
were sent here to do by our constituents.
I am deeply disappointed but not surprised that the budget before us from President Trump fails
miserably on both counts.
Its values and priorities are broken and misguided - massive tax breaks for the wealthiest
Americans and biggest corporations that it finances with massive cuts to education, health care,
worker security, environmental protections, and infrastructure that help middle class families.
And it would inject more chaos and disrnption into the health care system by again proposing to
jam Trnmpcare through Congress and rip protections away from hundreds of millions of people
with pre-existing conditions. I hope my Republican colleagues on this committee listen to their
constituents and reject that flawed and harmful proposal.
As a governing document, it is an absolute nonstarter. President Trnmp, Congress isn't going to
fund a border wall - and, despite what you promised on the campaign trail, the government of
Mexico isn't going to pay for that wall either. Unfortunately, everyone but you, Mr. President,
seems to understand that reality, as your budget proposal inexplicably doubles-down on your 35day failure from earlier this year by demanding more money again for the wasteful wall.
Mr. Chairman, a fundamental role of the budget process in helping govern our work is to reach
consensus on a number for the Appropriations Committee each year. Yet again, the President's
budget falls miserably short on this front.
When I was Chairman in 2013, Democrats passed a budget to end'sequestration, increase
investments equally in defense and nondefense priorities, and accomplish all of this without
gimmicks and in a responsible manner. That took leadership. It was not easy- I remember
passing that budget on the Senate floor at 5 am on a Saturday and then having to walk down to
the floor 22 times before Senate Republicans would agree to allow us to go to conference with
the House.
So, I know this is hard - but I also know it can be done.
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Mr. Chairman, I have read your comments in the press about putting together "a realistic budget,
not a gimmick budget." I support that sentiment and hope it proves trne. But I want to be clear

157
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that a budget - like the one proposed by President Trump that completely ignores the principles
that went into the three bipartisan budget agreements passed by Congress is, in my view, neither
realistic nor credible - and not worth the time of this committee.
It is not realistic to propose abandoning parity and ignore the needs of middle-class families, and
think you will reach an agreement on a budget deal. And it is also not realistic to rely on a device
that Mick Mulvaney himsi::lfhas said is a "gimmick" to circumvent the process to fund defense.
That won't work- and we have the experience of three budget deals to prove it.
But, then this is an administration that has never shown any capacity for understanding how
Congress works or how the budget process works. Frankly, I think it says a lot about this
administration that Mr. Mulvaney, who rose to prominence as a member of the Tea Party, shrugs
his shoulders now and says "nobody cares" about the deficit and would prefer to spend his time
working in any position other than the one he was confirmed for.
Mr. Chairman, we can and must do better.
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Finally, I will be submitting separately some questions for the record on the Foundations for
Evidence-Based Policymaking Act, a bill I coauthored with former Speaker Paul Ryan that was
signed into law in January. 0MB has a very important role in implementing Foundations - and I
appreciate the Budget highlighting the importance of Foundations as part of the President's
Management Agenda. I look forward to reviewing Mr. Vought' s answers to my questions
regarding 0MB and the administration's implementation of this new law.
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THE DEPARTMENT OF DEFENSE FISCAL
YEAR 2020 BUDGET REQUEST
TUESDAY, APRIL 9, 2019

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Washington, DC.
The Committee met, pursuant to notice, at 3:00 p.m., in Room
SD–608, Dirksen Senate Office Building, Hon. Michael B. Enzi,
Chairman of the Committee, presiding.
Present: Senators Enzi, Grassley, Perdue, Braun, Scott, Kennedy, Wyden, and Van Hollen.
Staff Present: Elizabeth McDonnell, Republican Staff Director;
and Ethan Rosenkranz, Minority Senior Budget Analyst for National Defense.
OPENING STATEMENT OF CHAIRMAN ENZI
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Chairman ENZI. Good afternoon, and welcome to the Senate
Budget Committee’s hearing on the Department of Defense budget
request for fiscal year 2020.
We are joined by David Norquist, who is the Comptroller and
Chief Financial Officer of the Department of Defense. Today he is
also performing the duties of the Deputy Secretary of Defense.
Before we hear from our witness, let me first emphasize that
there is no greater duty than defending our Nation from the
threats that face us abroad. But one of the gravest threats to our
country is our growing fiscal imbalance, which, if left unaddressed,
could have long-term implications for our ability to provide adequately for our national defense.
Our national debt stands at more than $22 trillion. The Congressional Budget Office projects that if current laws remain unchanged, deficits in excess of $1 trillion will return by 2022, establishing a new norm, much of it caused by mandatory spending.
Lawmakers have known this day was coming for a long time as an
aging population and rising health care and interest costs have put
more pressure on the Federal budget. Getting a handle on our fiscal situation means that all aspects of the Federal budget must be
carefully scrutinized, including defense spending.
This Committee recently heard from the Acting Director of the
Office of Management and Budget on the President’s fiscal year
2020 budget request. As part of the request for $750 billion in defense spending, the administration proposes a large increase in
overseas contingency operations funding, which, as my colleagues
know, is not constrained by statutory budget caps. I look forward
to learning more from our witness about this request and how the
(159)
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Department determined the total level of resources necessary for
national defense activities.
Recently, the Senate Budget Committee reported out its fiscal
year 2020 budget resolution, which adheres to the Budget Control
Act caps for fiscal year 2020 and 2021, as required by law, and includes $67 billion in funding for overseas contingency operations in
fiscal year 2020. Our budget acknowledges the looming funding cliff
between the fiscal year 2019 spending levels and the fiscal year
2020 statutory cap levels. Given the likelihood that Congress will
act to raise the statutory caps, as it has three times previously, our
budget does include provisions to accommodate a fiscally responsible cap agreement to provide additional defense resources up to
$750 billion, the spending total requested by the President.
As I have mentioned before, any such deal must include permanent mandatory spending reforms as offsets. I also believe cap negotiations should base funding decisions on actual needs, not on an
arbitrary insistence on parity between defense and nondefense
spending. I understand the budget request before us today aims to
ensure the readiness of our armed forces, support technological innovation to help reach and maintain a military advantage, invest
in cyber and space capabilities, and instill greater business performance and accountability enterprisewide. I welcome discussion
on these priorities.
As a Senator representing Wyoming and the F.E. Warren Air
Force Base, one of only three strategic missile bases located inside
the United States, I remain concerned about the state and future
of our nuclear triad and strategic missile deterrent. I look forward
to discussing the status and future of these issues this afternoon.
Last year, this Committee heard from our witness about the status and outlook for the Pentagon’s departmentwide consolidated
audit. While not resulting in a clean opinion, I am pleased the Department completed its first ever departmentwide audit in fiscal
year 2018. Our Committee would like an update on the status and
timeline for when Congress can expect a clean audit. I will also ask
for an update on the efforts to fix issues discovered during the
audit related to security modernization and interoperability issues
with the Department’s financial tracking information technology
programs.
It is my hope that the lessons that are learned from the audit
will translate into improved business operations and financial management, better fiscal decisionmaking, and more effective and efficient operations.
Congress has a duty to our brave servicemen and -women as well
as hardworking taxpayers to ensure that the hundreds of billions
of dollars appropriated annually to provide for our defense is well
spent.
I thank our witness for joining us today and look forward to continuing our discussion.
Senator Sanders will not be able to be here. Since there is no one
else from that side present, we will go ahead and go to the testimony of the witness.
As I mentioned, our witness this afternoon is David Norquist,
who is the Comptroller and Chief Financial Officer for the Department of Defense, and today he is performing the duties of the Dep-
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uty Secretary of Defense. Mr. Norquist was sworn in as the Under
Secretary of Defense (Comptroller) and Chief Financial Officer on
June 2, 2017, and serves as the principal adviser to the Secretary
of Defense on all budgetary and financial matters, including the development and execution of the Department’s annual budget of
more than $680 billion. We appreciate your work and look forward
to receiving your testimony on the Department’s budget request for
fiscal year 2020.
For the information of colleagues, Mr. Norquist will take up to
7 minutes for his opening statement, and that will be followed by
questions under the usual procedure.
Mr. Norquist.
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STATEMENT OF THE HONORABLE DAVID L. NORQUIST, PERFORMING THE DUTIES OF THE DEPUTY SECRETARY OF DEFENSE, UNDER SECRETARY OF DEFENSE (COMPTROLLER)
AND CHIEF FINANCIAL OFFICER, U.S. DEPARTMENT OF DEFENSE

Mr. NORQUIST. Thank you, Mr. Chairman.
Chairman Enzi, distinguished members of the Committee, I appreciate the opportunity to testify in support of the President’s fiscal year 2020 budget request for the Department of Defense.
I would like to note that this is not my first time in front of this
Committee. Last year I testified on the DOD’s first departmentwide
full-scope financial statement audit, and I would be more than
happy to answer any questions you might have. We have since
completed that audit and have already initiated our second.
I would like to also thank the members of this Committee for
your support for the Department of Defense. I look forward to
working with you to ensure the men and women of the Armed
Forces have the resources they need to execute their mission.
The fiscal year 2020 defense budget is a strategy-driven budget.
As described by the National Defense Strategy, the erosion of our
competitive edge against China and Russia continues to be DOD’s
‘‘central problem,’’ and to preserve peace we must be prepared for
the high-end fight against near-peer competitors. While counterterrorism will continue as a core challenge, in the future, conventional
conflicts with other nations will likely be radically different than
the short conventional wars we have fought since the collapse of
the Soviet Union.
The world has changed dramatically since then. After the first
Gulf War, the United States reduced defense investments and restructured its military to fight violent extremist organizations,
while China and Russia studied the capabilities that gave the
United States overmatch in Desert Storm and built militaries to
counter them, dramatically reducing our advantage.
In recent years, China has fielded its first aircraft carrier; demonstrated the ability to shoot down satellites; continued to field
short-, medium-, and long-range missiles; successfully tested
hypersonic glide vehicles; and modernized and expanded its nuclear
capabilities.
As these developments indicate, wars of the future will be waged
not just on the land, in the air, and at sea, but also in space and
cyberspace. For example, we must anticipate multidimensional at-
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tacks not just against our military forces, but on critical infrastructure at home.
In order to deter these future conflicts, we need a military capable of winning them. The National Defense Strategy is our road
map to get there.
At the beginning of 2017, the Department had suffered from unstable budgets and devastating sequestration cuts that had eroded
readiness and exacerbated our challenges. Over the past 2 years,
this administration, with Congress’ support, has made investments
to undo this damage, and we are already seeing significant benefits
to readiness across the military services. As we move forward, we
must work together to protect these gains while building a military
to meet the challenges of the future.
The President’s 2020 budget request, $750 billion for national security, with $718 billion for the Department of Defense, executes
the NDS by increasing our investment in four areas: first, sustaining our force and building on our readiness gains; second, modernizing capabilities in the air, maritime, and land domains, including $14 billion to modernize and recapitalize all three legs of
our nuclear triad, and $13.6 billion for missile defense; third, developing our emerging space and cyber warfighting domains to include
increasing our investment in space by 15 percent and in cyber by
10 percent; and, fourth, accelerating innovation and technology
such as artificial intelligence, hypersonics, autonomy, and directed
energy.
It is the largest RDT&E request in 70 years, the largest shipbuilding request in 20 years. It includes a 3.1-percent military pay
raise, the largest in a decade, and it increases our total endstrength by roughly 7,700 servicemembers—all this with defense
spending remaining near a record low of 3.1 percent of GDP, down
from 4.5 percent in 2010, and at 15 percent of the Federal budget,
down from 21 percent in 2007.
The stakes are clear. If we want peace, our adversaries need to
know there is no path to victory through fighting us. Military superiority is not a birthright. Each generation must actively sustain it.
I appreciate your support, and I look forward to answering your
questions.
Thank you, Mr. Chairman.
[The prepared statement of Mr. Norquist follows:]
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Senate Budget Committee
Written Statement for the Record
David Norquist
Performing the Duties of the Deputy Secretary of Defense
9April 2019

Chairman Enzi, Ranking Member Sanders, distinguished members of the
Committee, I appreciate the opportunity to testify in support of the President's
FY2020 budget request for the Department of Defense.
I'd like to note that this isn't my first time in front of this Committee-last
year I testified on the DoD's first Department-wide full scope financial statement
audit-and I'd be more than happy to answer any questions you might have. We
have since completed that audit and initiated our second.
I would also like to thank the Members of this Committee for your support
for the Department of Defense. I look forward to working with you to ensure the
men and women of the Armed Forces have the resources they need to execute
the mission.
The FY2020 defense budget is a strategy driven budget. As described by the
National Defense Strategy (NDS), the erosion of our competitive edge against
China and Russia continues to be DoD's "central problem" and to preserve peace
we must be prepared for the high-end fight against near-peer competitors. While
counter-terrorism will continue as a core challenge, in the future, conventional
conflicts with other nations will likely be radically different than the short
conventional wars we've fought since the collapse of the Soviet Union. Since the
1990s, conventional opponents have typically lacked a Navy or meaningful Air
Force, much less space or cyber capabilities. As a result, these conventional
conflicts were short and lopsided. For example, Desert Storm took less than 45
days.
To assume future conventional wars will be like those wars would be a
tragic mistake. Desert Storm occurred at the pinnacle of our military advantage,
and the world has changed dramatically since then. After the Gulf War, the United
States reduced defense investments and restructured its military to fight violent
extremist organizations, wars that consumed the readiness of a smaller force and
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diverted resources to current operations instead of modernization. The
Department of Defense cut force structure by 30 to 50 percent and reduced
research and development in cutting-edge capabilities.
In contrast, China and Russia have spent the last thirty years studying the
capabilities that gave the United States overmatch in Desert Storm and building
militaries to counter them, dramatically reducing our advantage. In recent years,
China has fielded its first aircraft carrier; demonstrated the ability to shoot down
satellites; continued to field short, medium, and long range missiles; successfully
tested hypersonic glide vehicles; and modernized and expanded its nuclear
capabilities, to name just a few examples. Meanwhile, Russia is modernizing its
nuclear triad; fielding ground-based directed energy laser weapons; pursuing six
new strategic weapons systems including hypersonic systems; and developing
counterspace capabilities.
As these developments indicate, wars of the future will be waged not just
in the air, on land, and at sea, but also in space and cyberspace. For example, we
must anticipate multi-dimensional attacks not just against our military forces, but
on critical infrastructure at home alongside space-based attacks designed to take
down satellites and disrupt our communication systems and the Global
Positioning System (GPS) we rely on for everything from navigating our ships and
guiding our munitions to setting time globally.
In order to deter these future conflicts, we need a military capable of
winning them. The National Defense Strategy is our roadmap to get there. It has
three lines of effort: build a more lethal force, strengthen alliances and attract
new partners, and reform the Department to include the first Department-wide
full scope financial statement audit.
At the beginning of 2017, the Department had suffered from unstable
budgets and devastating sequestration cuts that had eroded readiness and
exacerbated our challenges. Over the past two years, this Administration, with
Congress's support, has made investments to undo this damage-and are already
seeing significant benefits to readiness across military services. As we move
forward, we must work together to protect these gains while building a military to
meet the challenges of the future.
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The President's budget request for Fiscal Year 2020 is $750 billion for
national security, with $718 billion for the Department of Defense. To put this in
context, this Committee has oversight over a $4. 7 trillion budget of which
Department of Defense budget authority represents just 15%.

Department of Defense B
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Of the $718 billion, $545 billion would go towards base funding and of the
Overseas Contingency Operations funds, $67 billion would go to direct war and
enduring requirements-similar to the amount we spent last year-while $98
billion would fund base requirements. $9.2 billion would fund emergency
construction, which includes: an estimated $2 billion to rebuild facilities damaged
by Hurricanes Florence and Michael; up to $3.6 billion to replenish funding for any
military construction projects should the Acting Secretary decide to use such
funds to undertake border barrier projects under the emergency declaration this
year; and $3.6 billion in case additional emergency construction is needed to
support use of the Armed Forces under the emergency declaration.
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The budget is also broken down into five
categories based on use-military personnel,
operations and maintenance, procurement,
research and development, and military
construction.

By Appropriation Title
Mifitary Construction and
Family Housing, Other

$12.98,2%

With respect to military personnel. this
budget increases end-strength by roughly
7,700 service members over FY2019 projected
levels and includes a 3.1 percent military pay
raise, the largest in a decade.
With respect to operations and
maintenance, it funds readiness to executable
levels across the Military Services, including an
additional $1.7 billion for Armored Brigade Combat Teams critical training and
infrastructure improvements and $1.2 billion in core Air Force readiness programs
such as depot maintenance, contractors logistics support, and flying hours.
With respect to procurement, the FY2020 budget includes the largest shipbuilding request in 20 years and a $57. 7 billion investment in modernizing our air
capabilities which includes 4 th and 5 th generation aircraft and extended range
missiles.
$95 billion for research and development is the largest RDT&E request in 70
years, and includes $3.7 billion for unmanned/autonomous systems, $927 million
for artificial intelligence, and $2.6 billion for hypersonics.
Finally, within military construction, we are investing in critical
infrastructure and key facilities to include $6.1 billion for readiness improvements
and $200 million for military and family housing construction associated with
critical life, safety, and health repairs.
Other key initiatives include $14 billion to modernize and recapitalize all
three legs of our nuclear capabilities, $13.6 billion for missile defense
modernization, and the establishment of the United States Space Force.
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Although defense spending is sizeable, it is at near record lows as a
percentage of the economy and federal spending. Defense spending is now at
3.1% of GDP, down from 11.3% in 1953 and 4.5% in 2010-and at 15% of the
federal budget, down from 52% in 1957 and 21% in 2007.

Defense Spending as a % of Gross Domestic Product (GDP)
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The FY2020 budget is about laying the foundation for transformational
change-and it executes the NDS by reprioritizing resources through reform and
increasing investments in four key areas. First, it invests in the contested space
and cyber warfighting domains, increasing our allocations in space by 15% and in
cyber by 10%. Second, it modernizes capabilities in the traditional air, maritime,
and land domains. Third, it accelerates innovation in emerging technologies such
as artificial intelligence, hypersonics, autonomy, and directed energy. Finally, it
sustains our forces and builds on our readiness gains. As a result of these
investments, we will field a Joint Force that is flexible, adaptable, and capable of
operating in an environment that is increasingly complex and contested.
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The stakes are clear. If we want peace, our adversaries need to know there
is no path to victory through fighting us. Military superiority is not a birthright.
Each generation must actively sustain it. I appreciate your support and look
forward to answering your questions.
Thank you.
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Chairman ENZI. Thank you. We appreciate you being here, and
now we will turn to questions, and we will do that in the usual format of those who were here at the sound of the gavel, but alternating between the two sides. And I will defer my questions until
later because I will be here for the whole hearing.
Senator Perdue.
Senator PERDUE. Well, thank you, Mr. Chairman, and I guess
Mr. Secretary today. Thank you for being here again.
First of all, I want to call out that under your—some of your
predecessors had told this Committee over the last few years that
an audit was virtually impossible because they did not have the
system, it was too large, it was too complex, and, therefore, that
was why over 30 years we have not had a DOD audit. And I want
to applaud you guys and your teams that in November of last year,
you gave us the first ever audit in the history of the United States,
so thank you for that. And in the findings—and I have two questions related to that—it is evident from that 2018 audit that there
are some deficiencies, identified, you know, in various parts of the
defense organization, but some of these include failure to monitor
sensitive user activities, access rights not being restricted based on
work responsibilities, user access not being terminated in a timely
fashion after employees left the organization, and lack of controls
to identify unintentional unauthorized changes to application or
database.
Some of these are not necessarily financially related, but they
are security related, which is also included in the audit.
What efforts are you and your Department and the new CMO
undertaking to address these deficiencies?
Mr. NORQUIST. So as you rightly point out, one of the advantages
of the audit is that while it is focused on the financial, it extends
well into our financial systems and our other business supporting
system, logistics and others, and it was our single most common
finding which related to IT systems. And of particular concern to
us were those IT security ones that you have just described.
So what we are doing is working very closely with the CIO. We
have regular meetings with each of the service CIOs as well as
their financial management folks to go through the issues, the Notice of Findings and Recommendations, the NFRs, issued by the
auditor to ensure that they have developed Corrective Action Plans
and have come with tools to remediate them.
Now, not all systems are the same, so I look to the CIO and others to prioritize what of those vulnerabilities are the most serious
and what require the most urgent action. But we are going to carefully track the closure of those and work with them to address
those issues.
Senator PERDUE. Good. In that light, you have noticed in the report are a lot of short-fallings, and part of that is an outline of Corrective Action Plans, and they are developed to address the Notifications of Recommendations and Findings, NRFs and CAPs. The
army right now has a ratio of one CAP for, I think, every 3.5, 3.3
NRFs, and the Navy has one Corrective Action Plan for every notification—or 1.7 Notification of Recommendations and Findings.
You know, as a business guy, I know it takes coordination, and
this is a very complex organization. Give us an update on how that
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coordination is going between the services and your fight to eliminate the redundancies not only in expenditures but also in these
corrective actions.
Mr. NORQUIST. So what we have done is we first set up a database in advance of the very first audit. One of the lessons learned
I brought from being CFO at Homeland Security was it is going to
be very hard to know progress if you do not track this. And so we
set up a database at the very beginning where all of those findings,
as you mentioned, are loaded into the database, provided to us by
the auditor. So this is not our evaluation. It is their description of
our challenge.
We got all the services to agree that we would record it there,
and the services have begun recording their Correction Action
Plans in that database.
Now, in some cases, you have one Corrective Action Plan for
findings; in some cases, all the same findings need the same solution, so you have a combination.
What we have done in order to increase the efficiency in the Department is we will have a set of meetings just on the IT findings
with all the services and their CIOs to look for what are the common issues, and segregation of duties, the ability to access is one
of those cost-cutting challenges about user identification.
We have a second one just on facilities and inventory, the logistics aspect, and our Under Secretary’s office for that comes and attends those meetings.
And we have a third on the pure financial, and each one of those
is designed to get the right set of people in the room, identify common issues. The IG attends every one. They are always welcome
to our meetings. What we are trying to do is find efficient solutions
to these common cost-cutting challenges.
Senator PERDUE. Right. Thank you. I am almost out of time, but
I would be remiss if I did not allow you to respond to this question.
I think I know how you will respond. Continuing resolutions are
the bane of the military. Over the last 45 years, we have had 187
continuing resolutions. The last 2 years we have not, and in the
middle of recap and building our readiness, those 2 years have
gone a long way in the DOD to help rebuild their readiness, which
they were at all-time lows 2 years ago.
Can you help us understand in the Committee here—I know it
does not have that much to do directly with the budget, but it does,
because inherently built in here are additional costs that are incurred because traditionally we have had so many continuing resolutions. Can you speak to that and help us understand how damaging those are, continuing resolutions?
Mr. NORQUIST. Absolutely. One of the challenges you have with
the continuing resolution is, first, you cannot do new starts and
you cannot increase production quantities. So even when Congress
has directed us, ‘‘Increase your investment in hypersonics, increase
your production of this asset,’’ we cannot.
One of the challenges—it used to be a lot of activity, a lot of
those initiatives were started in the fall. So many CRs have occurred that a lot of those naturally move to the spring.
Senator PERDUE. Which is the beginning of the new fiscal year.
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Mr. NORQUIST. Right, and so they have moved them 6 months,
so effectively we have built in a 6-month delay. So even when we
want to move out on a new technology, the system is now so used
to waiting that it builds the 6-month delay in, and that is—telling
the bureaucracy to go slow is not one of the messages we want to
be signaling.
So when Congress enacts it on time, the stability that provides
to military families to be able to understand and project, the stability it provides to a depot or facility that works on providing services where they get paid for that, all of those things have a benefit
through the cost and efficiency of the Department, as well as the
disruption it creates politically with Congress and everything else.
But it really is a huge improvement, and it has been a major factor
in our readiness.
Senator PERDUE. Yes, sir. Thank you.
Mr. NORQUIST. Thank you, Senator.
Chairman ENZI. Senator Wyden.
Senator WYDEN. Thank you very much, Mr. Chairman.
Mr. Chairman, thank you for holding this hearing. This is an important subject.
Mr. Norquist—I am just going to call you ‘‘Mr. Norquist’’ because
I gather you have multiple titles now and Acting this and DOD
Comptroller. Look, you have certainly exceeded your predecessors
with respect to this audit situation. The Department under your
management went under audit for the first time in its history.
Good thing. As you know, I have been calling for this a long, long
time. And, obviously, there is a long way to go here.
I asked you last year when Oregonians ought to expect clean
opinions, and you said, ‘‘At least 10 years.’’ Is that still your opinion?
Mr. NORQUIST. So I would clarify that by saying if you are looking—the Department’s audit is broken into 24 pieces. Several of
those already have clean opinions. I would expect others, Army
working capital fund or others, to start to get clean opinions in the
next 3 to 5 years.
The Department as a whole will not until every single organization does, so it may be faster than 10, but we are going to end up
getting it at the rate of the slowest of those 24 audits, and that
makes me cautious about predicting when the entire Department
gets a clean opinion.
Senator WYDEN. So it would be fair to say you think a fair
amount of the audit work will be completed in 3 to 5 years, but you
are not going to go beyond that because of the fact that some parts
of the Government are going to take longer?
Mr. NORQUIST. Correct.
Senator WYDEN. Okay. Why shouldn’t the Congress withhold
funding from parts of the military that fail to get clean audits more
expeditiously?
Mr. NORQUIST. So I think the important thing is that the funding
the Department receives should be based on the requirements, the
size of the force that Congress thinks is appropriate for the mission
we perform and the salaries to pay it. We believe that if the mission is increased, the funding should be increased. If the mission
goes down, you do it accordingly.
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The audit is a part of our responsibility to be good stewards, and
we need to do that whether or not the budget is going up or down
based on the military requirements.
Senator WYDEN. Now, you have had a year of audit data under
your belt. In your view, what part of the Defense Department as
of today has the furthest to go in terms of passing a clean audit?
Mr. NORQUIST. The furthest to go would be the three large services, and that is partly their size and their scope. And they have
made progress, but they are the ones that are the furthest. The
ones who made it over the line the soonest, for example, the Corps
of Engineers already has a clean opinion, so if you see them, give
them kudos. But the three services will probably take the longest.
Senator WYDEN. Boy, that is a pretty expansive territory. Can we
narrow it a little bit to——
Mr. NORQUIST. Sure.
Senator WYDEN [continuing]. Get a sense of something—in other
words, if I stood up at a town hall meeting this weekend where
people ask me these kinds of questions, and I said I asked Mr.
Norquist, and he has been constructive and positive, and he is
working on this, which part of DOD has the furthest to go, and I
said the three services, people would say, you know, what the heck
does that mean, Ron? Can you give us a little bit more of a——
Mr. NORQUIST. So each of the services actually is broken into two
audits, so the Army has a general fund and a working capital fund.
The working capital fund functions like a business. It takes in revenue and expenses. The general fund is the side that is funded
with appropriated. Within each of the services, I think, for example, if I have it right, the Army working capital fund may get to
a clean opinion before the Army general fund. So even within the
services, there will be a piece of them that gets to a clean opinion
sooner. But what we do is we send a ranking report to Congress—
and I will provide you a copy—where we rank them based on how
far along we think they are. And so, Senator, I can provide you a
copy of that report.
Senator WYDEN. Could you in something resembling English tell
me, say, within, you know, 10 days which parts of the Defense Department have the furthest to go in terms of passing a clean audit?
Because if I stand up and say it is the capital account, this account
and that account, people, you know, they think in terms of personnel and they think in terms of weapons systems, this kind of
thing. Okay? Ten days?
Mr. NORQUIST. Sure. Absolutely, Senator.
Senator WYDEN. Great.
One last question. So if you really thought this through, it would
seem to me there is still a fair number of people at DOD who think
auditing the Pentagon is a low priority, not a big deal.
You, to your credit, you do not think that. But the fact is, you
know, people come and go, the Chairman, myself, all of us here.
What are you doing to lock in specific changes so that future officials cannot go back to the days before you decided you were going
to break with your predecessors and get serious about this?
Mr. NORQUIST. So I think there are two things that will be the
most helpful. The first is we have already contracted for the audits,
and they will continue every year. It would take a significant
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amount of work for a future team to come in and try and turn
those audits off, and I suspect the Congress and others would have
a very strong reaction to them trying to cancel those contracts. So
they will constantly be getting reports.
If they choose not to spend time on it, they will get reports that
show the exact same problems they had the year before versus
progress.
We have also set up a database from which we will produce reports to you that show who has made progress and who has not.
So you will be able to see which of the services, which of the agencies has done the most and which are the ones that after a year
or 2 years or 3 years have not shown meaningful progress. That
will allow you to focus your feedback on those groups. But both of
those make it harder for someone else to walk away from this process.
Senator WYDEN. My time is up, and I thank the Chair for the
extra minute. The point is what you are saying is that if you are
hands-on from here on in, you should not lose sight of the fact that
we are now getting serious about these audits.
Mr. NORQUIST. Correct.
Senator WYDEN. You have got to be hands-on. You have got to
be back at people regularly, look at the progress that has been
made, and come back again and again so that there is some real
accountability.
Mr. NORQUIST. Absolutely.
Senator WYDEN. Okay. Thank you, Mr. Chairman.
Chairman ENZI. Thank you.
Senator Braun.
Senator BRAUN. Thank you, Mr. Chair.
I want to echo what the Chairman did say earlier, that, in my
opinion, the bigger picture is that, regardless of what the Defense
Department wants and regardless of what many want on the domestic side, I do not think we have been in a more perilous point
as a country financially when you are doing all of this, regardless
of the arguments that you are making or the arguments the other
side is making, when it is in the context of running $850 billion
deficits. The thing I fear the most and I think what would make
more of an academic discussion on either point of view is the fact
that we are reaching, to me, a perilous tipping point that we have
got to be careful about the big picture. And anything that we do
here I think cannot dismiss—as far out as you can see, we do not
have anything really addressing in a serious way. Our budget process has devolved to where it is, continuing resolutions, and I think
the reason we have not yet addressed it is due to the fact that we
have not been accountable for it and felt the pain of it.
I want to focus on something you said earlier, aircraft carriers.
You mentioned that the Chinese have just invested in building
their first aircraft carrier. Is that true?
Mr. NORQUIST. Correct.
Senator BRAUN. And then how many aircraft carriers do we
have, roughly? Because I do not expect you to maybe know exactly.
Maybe you do.
Mr. NORQUIST. About a dozen.
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Senator BRAUN. About a dozen, okay. How many aircraft carriers
does Russia have?
Mr. NORQUIST. It depends on the size. I will have to get you that
number for the record.
Senator BRAUN. Would it be closer to two or three? A half dozen?
Mr. NORQUIST. Not on the same scale as we do.
Senator BRAUN. Okay. And then how many aircraft carriers
would there be among the entirety of the EU, including Great Britain?
Mr. NORQUIST. Typical countries have either one or two, if they
have one at all.
Senator BRAUN. Okay. So that is maybe, of course, not going to
be representative of forces being ready and so forth, but I am also
looking at the trend of spending on defense, and now that we have
drawn down from the Gulf Wars, you know, basically if you take
the hump out that was there during the peak of them, you know,
it has been somewhere around 3 to 3.5 percent, maybe 4. I would
argue that that is probably the baseline we need to look at, and
wanting your opinion on what you see the EU doing in terms of
their share, which I love the President bringing that up as a topic.
Do you think they should do more? And for those of us that do not
know the particulars, what are they doing?
Mr. NORQUIST. So those are a couple of good points you brought
up, Senator. Let me address them.
The first one is you talked about GDP somewhere between 3 and
3.5 percent. Currently, we are at about 3.1. If you look at the numbers we are projecting in the out-years, that will actually start to
drop a little bit before 3 percent. Part of that is this administration
understands and shares your concern that security and solvency
are tied together and that you need to have both. And so if we
want to have a strong defense, we need to recognize that that is
tied to the strength of the economy. And as the economy grows,
that is even better. Defense takes a smaller share of GDP, go down
to a smaller share of the Federal budget. As long as we can perform our mission, that is good in terms of trying to help with the
other issues you have talked about.
With regard to NATO and our European allies, there is about
$41 billion that they have increased on their spending as a result
of the actions taken over the last several years. We expect that to
go up to about $100 billion. So we have seen them respond to the
request for——
Senator BRAUN. In terms of additional expenditures?
Mr. NORQUIST. Additional. Additional.
Senator BRAUN. And what is that on? How much in total currently? It raised $41 billion, and it is intending to go up $100 billion. What is their baseline?
Mr. NORQUIST. I will have to get you their baseline.
Senator BRAUN. That would be interesting to know because I
think collectively it is a large economy than ours when you throw
all of theirs together.
Mr. NORQUIST. It is, and the other thing they provide in terms
of it is basing and access and the real estate that goes with it. But
we are willing to work with our allies. We are willing to work
through and support them. But this is not a charity. It is not a
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business. We are in there to work with them and to make sure everyone plays as part of the team. The cost for everyone goes down
if we all chip in.
Senator BRAUN. I think that would be good to, push that proposition. I know when I was running, there was a continuing resolution that did reenergize the defense sector, I think taking it from—
where was it?—in the high, like $590 billion and added almost
$100 billion to the expenditures. And I now see here we are wanting to go. And I also remember the President saying that was the
last time he would agree to something like that. It looks to me like
we are back into the same old rut of, you know, we push what
might be important on our side to accommodate what the other
side wants to do on domestic spending. Is that just a recent memory that has been lost? Or does the administration still intend to
stick with what it said, that that would be the last time they would
join in kind of a ‘‘kumbaya’’ with the other side just to get defense
spending across the finish line?
Mr. NORQUIST. So I will leave it to the White House and OMB
to work in terms of how to settle on the nondefense piece of this.
We just work in terms of building up the requirements so everyone
has visibility.
Senator BRAUN. I am over my time. If we do another round of
questioning, I would have one or two. Thank you.
Chairman ENZI. Senator Van Hollen.
Senator VAN HOLLEN. Thank you, Mr. Chairman. Thank you,
Mr. Norquist.
So as we discussed I think the last time you were here, I have
had long-time concerns over the use of OCO money, overseas contingency operations money, use as a slush fund to avoid putting
things in the base defense budget. That concern was shared when
I served in the House with Mick Mulvaney, who was the OMB Director, now Acting Chief of Staff. In fact, we passed legislation back
in the day to try to guard against that.
When you were here in March of last year, I asked you about it.
Here is what you said: ‘‘Consistent with your previous discussions’’—referring to my discussions—‘‘with Director Mulvaney, you
will not be surprised to know that in the out-years, he’’—
Mulvaney—‘‘would like us to shift those categories so even fewer
of them count as OCO and more of it is in base, and only the most
incremental of the costs would show up, which would dramatically
reduce the size of OCO.’’
So I have a simple question. Look at your budget. You have gone
the total opposite direction. You have gone all out, putting lots of
normal base budget functions into OCO. What happened? Why did
you flip-flop from the direction you told us you were going to go
last year?
Mr. NORQUIST. So what we have is that we are still operating
within the realm of the BCA, and so when we put forward our requirements, the direction we received and how to present them, as
you talked about, had this large OCO for base.
When you look in the out-years and the point of our budget
where we are past the BCA, you will see we go to what we have
talked about in the past, which is reducing the size of the OCO to
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just the most incremental direct war costs. But as long as we
have——
Senator VAN HOLLEN. Well, I understand that, but you could
have just proposed lifting the defense cap and not used OCO, right?
Mr. NORQUIST. That is not something we do in the Department
of Defense. That is the guidance we get and how we build it according to the directions from——
Senator VAN HOLLEN. But that would be the sort of honest budgeting way to do it, right?
Mr. NORQUIST. That would be one way of presenting it, yes, Senator.
Senator VAN HOLLEN. WELL, I do appreciate the Chairman’s
budget, which does not make use of this OCO slush fund. I understand Senator Perdue asked you about the costs and the downside
of going to a continuing resolution. I share those concerns about
continuing resolutions. Of course, as long as we are under the BCA,
it is not just the continuing resolution that we might get to, but
it would be subject to a sequester, correct?
Mr. NORQUIST. Correct.
Senator VAN HOLLEN. All right. And if we do not lift that sequester cap, which we have to affirmatively do, what would be the impact on defense?
Mr. NORQUIST. So you would have two things. You drop $71 billion below what was last year’s enacted, and if you just walk
through the different segments of the defense budget, the first part
is pay it to the force. And so the only way to be able to reduce costs
there is you start reducing bringing people in and you start to hollow out the force. The second is you start delaying acquisition of
replacement equipment. We have a number of programs that are
aging and they need their replacement, and then you affect most
immediately, because it is the first to touch, the readiness and the
training. That dramatically offsets the investments that Congress
has made over the last 2 years to restore readiness. So the destruction would be quite severe.
Senator VAN HOLLEN. Right. And I think it would have severe
negative consequences.
Mr. NORQUIST. Absolutely, Senator.
Senator VAN HOLLEN. So let me ask you a couple questions about
the nuclear program budget. I think you referenced that earlier, because just last January, this past January, CBO released its biennial projection of the 10-year costs of the nuclear modernization
program. The last estimate projected that the United States would
spend half a trillion dollars over the next 10 years a 23-percent increase from the 10-year forecast conducted just 2 years ago in 2017.
That is a big price tag and a big increase.
So have you looked at the CBO estimate? And do you agree with
their conclusion?
Mr. NORQUIST. So we used the estimates produced by CAPE,
which is our independent cost-estimating group, and we require the
services to comply with that. I think your point you made is quite
accurate, which is this is an expensive initiative, but nuclear deterrence has been a bedrock of our security for 70 years, and the triad
has been reaffirmed by every President since Truman. So it currently costs about 3 percent of our budget. It will cost us at a peak
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about 6.5 percent of the budget when it is fully fielding. But it is
a necessary investment.
Senator VAN HOLLEN. Well, with respect—and I support the
modernization of the triad, but there are lots of new additions you
are making beyond simply modernizing the force, as you know. So
if you could get back to me and let me know how much of the increase is a result of moving forward with the low-yield warhead on
submarine-launched ballistic missiles, how much relates to the nuclear arms sea launch cruise missile, and how much relates to the
pit production infrastructure, I would be interested in you breaking
that out, if you could do that for us.
Mr. NORQUIST. Absolutely, Senator.
Senator VAN HOLLEN. Thank you.
Mr. NORQUIST. I would be happy to do that.
Senator VAN HOLLEN. Thank you, Mr. Chairman.
Chairman ENZI. Thank you.
Senator Kennedy.
Senator KENNEDY. Thank you, Mr. Chairman. Thank you for
your service, Mr. Secretary.
Let me preface my question with—I listened to your comments
and your opening statement, and I agree with you. How many
years have you worked in Federal financial management?
Mr. NORQUIST. About 30 years, Senator.
Senator KENNEDY. Okay. Within the subject area of defense and
the Department of Defense, give me just a quick list of your titles.
Mr. NORQUIST. So inside the Department of Defense, I have
been—I have performed the duties of the Deputy Secretary. I have
been the Chief Financial Officer. I have been a Deputy Under Secretary of Defense in the CFO’s office. And earlier on, I was a budget analyst, program budget analyst for Army Intelligence, including
being a director at a field site.
Senator KENNEDY. So you understand the budget.
Mr. NORQUIST. Yes, Senator.
Senator KENNEDY. Our budget right now is roughly, what, $700
billion?
Mr. NORQUIST. It is currently about $700 billion; 718 is the request.
Senator KENNEDY. Okay. Is there any waste in that budget?
Mr. NORQUIST. There are inefficient processes that create those
types of challenges, yes.
Senator KENNEDY. Well, let me put it another way. I mean, we
can wait for an audit. I do not know if you and I will still be here.
And that assumes that, of course, anybody will act on an audit. It
may just be a big yawn-a thon. You know the Department of Defense budget probably as well as anybody else, and we both agree
that weakness invites the wolves.
Mr. NORQUIST. Correct.
Senator KENNEDY. We will remain free so long as we remain
strong. But let us suppose the President called you in tomorrow,
Mr. Secretary, and he said, ‘‘David, look, we have got to do something about this deficit.’’ I am not looking for an audit. We do not
have time. I am not looking for, you know, a committee meeting.
I am not looking for politically correct statements. You know this
budget. I want you to—before I add money to this budget, I want
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you to go into the Department of Defense budget and find me $35
billion that is being wasted. You can do that, can’t you?
Mr. NORQUIST. I could find the types of programs and we are
finding the types of programs that, if you changed the way we run
them, we will save billions of dollars over time, yes.
Senator KENNEDY. And could you do that at the Department of
Homeland Security where you also worked?
Mr. NORQUIST. We could do that at the Department of Homeland
Security. It was a little harder because the agency had just been
stood up at the time.
Senator KENNEDY. I understand. So why don’t we do that?
Mr. NORQUIST. So we are doing that. One of the challenges, as
you go to implement these, is some of those reforms take time.
Some of those reforms upset somebody who has an interest or a
function in an area. But there are changes underway, and I will
talk just to give an example. Some of it depends on the better data
that we get through the audit. When we buy things, for example,
just pick—in some of these, the challenge is they are micro examples, but they add up.
Senator KENNEDY. Yeah, but before we get to specifics, Mr. Secretary, I want to stay on process for a second, because this is something we really do not talk about around here very much. We certainly do not do anything about it. CBO says that—I know everybody says, well, the problem is mandatory spending. But CBO says
that discretionary spending is going to grow 3 percent a year for
each of the next 10 years. I mean, that is not as much as mandatory spending, but that is not chopped liver.
And I suspect there are people like you—and you could probably
name another 20 people you have met through your career—who
know where the waste is. You can call it ‘‘inefficiencies,’’ and you
are more comfortable doing that. I call it ‘‘waste.’’ And why can’t
we go in and identify those and write them in plain English so we
can defend them and go in and try to save some money?
Mr. NORQUIST. So there are individuals who do exactly this, and
they identify areas for reform, and they put together plans that
will do them. And the challenge is it takes time and it takes support. I mean, just think about how many years the Congress was
pushing on the audit to get it to go forward, but you needed that
process underway.
I will just give an example. There are places where we have
changed the process, and usually what you find is it is a process
where we have layered it down with oversight and controls that are
well outside the cost of the function itself. So we used to do contracting, and even the smallest transaction went through a full
contracting process. When we switched to having a certain set done
through the equipment credit card——
Senator KENNEDY. Let me stop you, Mr. Secretary——
Mr. NORQUIST [continuing]. It freed up tons of money.
Senator KENNEDY [continuing]. Because I am going to go over
here.
I do not understand why, though—I will be quick, Mr. Chairman.
This is not directed at you, but you cannot use bureaucrat-speak.
I do not know why the President—you and your colleagues cannot
go to the President and say, ‘‘Mr. President, here are ten Govern-
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ment programs’’—that you can explain in English in one paragraph—‘‘that we can live without. We are better off saving the
money and spending it over here.’’ As opposed to the study and the
reform and a committee meeting—well, you get my point.
You know, every major corporation knows how to modernize and
downsize, or they die. And we need to try it.
Mr. NORQUIST. So, for example, the Army this year did what it
called ‘‘Night Court’’ where they brought in each program, and the
eliminated $2.5 billion worth of programs and reinvested that in
higher-priority areas. So they are going on. They often do not get
the attention, but it is the process of identifying lower-priority
projects and stopping them, or in some cases fixing the process and
reinvesting in the higher-priority activities.
Senator KENNEDY. Thank you. I am sorry I went over,
Mr. Chairman.
Chairman ENZI. The 2020 budget request proposes to increase
defense discretionary spending by just under 5 percent. Can you
explain how the administration arrived at its top-line request level
and what the primary threats are that it seeks to address through
the increased funding?
Mr. NORQUIST. Absolutely, Mr. Chairman. So, first of all, it is a
strategy-based budget, and it was based off the recognition that the
world had been changing, that whereas we had been spending a
great deal of time in counterterrorism, counterinsurgency operations, the long term strategic threat to the United States came
from the rise our near-peer adversaries such as Russia and China,
folks capable of fielding modern aircraft, long-range missiles, the
types of high-end fights for which we needed to change the way we
prepared to face.
And so we went through the budget. We looked at the size of the
force, and we added some small increases there, about 7,700 to fill
out the units. We then looked at readiness and with the Congress’
help in the past and then continuing we have ensured that we have
got that.
But we particularly looked at the research and development. In
this budget request, that is where the significant increase is, in
hypersonics, artificial intelligence, directed energy, cyberspace.
These are the new domains that other countries have invested in,
that if we do not, will put the United States at a significant disadvantage in a future conflict, akin to being the country without
an air force in a land battle if you lose control of the skies or the
cyber.
So those are the things we built on. We built the dollar—the requirement bottoms up to get to the 750. The Congress did a bipartisan National Defense Strategy Commission. That produced a recommendation of 3 to 5 percent real growth. We are close to—we
are a little under their recommendation, but it gave us a point of
comparison. But it was a strategy-based budget based on the
change to the high-end threat.
Chairman ENZI. Thanks. Something that I have always wondered about is, you know, how long does it take to build a ship?
Is it all allocated in one year? You mentioned the capital funds that
you have. Can you explain briefly to me how that works?
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Mr. NORQUIST. Sure. So most of our ship programs, the cost of
the ship, for instance, a destroyer, is put into a single year, and
that is the year we count as the year we purchased the ship. In
some cases, there is a year before where we do a small amount of
advanced procurement, and those are for long lead items that you
want to have ready for when you produce the ship.
Some assets are sufficiently large, like a carrier, that you cannot
put all the money in one year without horribly distorting the budget, and those are spread over 5, sometimes a few more years, as
a way of incrementally funding the larger asset because of its disruptive effect.
The only other exception is the first year for research and development. Often the first ship is not bought at a single time. It takes
several years to build ships. The larger the ship, the longer the
timeline.
Chairman ENZI. I have been pushing for capital budgeting for a
long time. I found out that we do not even know what we own, let
alone how old it is and when it needs to be replaced and what the
cost of the replacement would be versus the cost of repair. And I
think that is the case with the armed services as well, isn’t it?
Mr. NORQUIST. It is, though with the audit we are getting valuations on our plant, property, and equipment. We are at $2.6 trillion, and the auditors are testing that for accuracy and completeness. And so each year you are going to get closer and closer to
being able to make those types of choices if Congress wanted to do
that, Chairman.
Chairman ENZI. I would like for all of the Federal Government
to do it, not just the Department of Defense. But you make the best
example because an aircraft carrier cannot be built in one year;
some of the submarines cannot be built in one year. I suspect that
many of the ships cannot be built in one year.
Mr. NORQUIST. That is correct, Mr. Chairman.
Chairman ENZI. And I have always wondered what happens to
the money that—when you are building a ship and it cannot be
done in one year, what happens with the extra money?
Mr. NORQUIST. So what happens, Mr. Chairman, say you have a
ship that costs $1.6 billion. Congress will authorize and appropriate that $1.6 billion, but it will give us 5 years to put it under
contract and another 5 years to make payments to the vendor. So
that gives us time to negotiate the contract, monitor the progress,
and make payments.
The money stays at Treasury the whole time, so until it goes out
the door as a valid payment to a vendor, it stays in the Treasury.
Chairman ENZI. I wish. [Laughter.]
I am still trying to figure out what to do with the trust funds
of the United States so that there is actual money there, which will
affect retirements at some point in time.
My time is almost up. I have some more questions, but I will let
Senator Braun ask some more first.
Senator BRAUN. Thank you.
So I think we have heard today that we are discussing all of this
in the context of a dire budget trajectory that I really believe is the
most important thing that we need to get a grip on here because
I think everything else kind of comes from it.
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I think we do need to ask our allies to carry their fair share. I
like the administration at least talking about it where others have
not, and I think Senator Kennedy is right on that especially across
Government and maybe even more so within military, find efficiencies.
One point I think that is also true and it is hard to quantify
what is looming, you know, the Chinese economy I think is maybe
60, 65 percent our size. They are building their first aircraft carrier. I think they are really out there leading on stuff that we have
not been maybe focusing on in the technological realm.
My question is going to be: Where do you think they are going?
What is your best assessment of what their long term strategy is?
They would scare me more than any other variable out there that
is much and unknown, because they may have the ability soon to
be the size of our economy, decades down the road where they
would dwarf ours. And I think we need to get that understanding
of what their intentions are and capabilities out there and maybe
quantify it in some fashion. So as much as you know about them,
in a few minutes give me your best assessment of what they are
up to.
Mr. NORQUIST. Absolutely. So as you pointed out, China has a
very large population and a growing economy. These things are
fine. We are happy to engage in friendly, free market type of competition. The challenge is that the Chinese have done two things.
One is it is an authoritarian regime that does not provide the
freedom to its population that other countries do. The Vice President has spoken passionately about the challenges that creates.
The other is they are not competing in the way that the rest of
the international community does. Their actions in the South
China Sea, occupying islands without recognizing the freedom of
the seas or without working through that with the dispute over
control of those, those types of actions raise a concern that rather
than simply just being another country with a sizable economy, you
have a country whose attempt is to disrupt the free trade, the free
markets, and the systems, and to not play by the same rules as everyone else. That is very disruptive. That can be very destructive.
Our goal in the long run is to not have a conflict. We want competition, but we do need countries to participate and comply with
the international free trade and other rules to be able to have that
type without impinging on the rights of other countries.
Senator BRAUN. One final question. Do you feel through our intelligence that we will have plenty of heads up on the things that
they are doing to where none of this would sneak up on us, you
know, in a fashion that we would not be prepared? What is your
confidence level there?
Mr. NORQUIST. So I have great confidence in the intelligence
community, but I think even the intelligence community would say
that if you are counting on not being surprised, you are making a
mistake, that we always have to allow for the fact that there are
things we do not realize and we have to be prepared for those types
of surprise challenges. We have known enough of those in the
course of our history that you want to make some allowance in
your planning to not be taken by surprise.
Senator BRAUN. I think that is a good point of view. Thank you.

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00187

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

lotter on DSK11XQN23PROD with HEARING

182
Mr. NORQUIST. Thank you, Senator.
Chairman ENZI. Thank you.
We have talked a lot about the audit and some of the difficulties
with it, the timeline for it, but I want to ask maybe a more basic
question than that. How has the financial audit improved the processes of the Department and helped identify waste, fraud, and
abuse through the enterprise? Judging from the results, would you
say the Department spends money wisely and judiciously? And
what have you learned from it?
Mr. NORQUIST. So we have had a number of improvements already as a result even of the first-year audit. One of the areas that
we made a priority was inventory, and the services have been going
out and doing 100 percent inventory, what we call ‘‘book to floor,
floor to book.’’ Is what is in the system what I have in the warehouse? Is what is in the warehouse in the system?
The Navy has recovered $80 million worth of equipment that it
had that was not recorded in its inventory, and so it has moved it
back in. That makes it available for them to use so they do not
have to go and buy it, so that saved them $80 million.
The Air Force at Hill Air Force Base had uninstalled missile motors that were incorrectly labeled as ‘‘unserviceable.’’ As part of the
audit, they check the condition of the equipment, and this condition
was, in fact, serviceable. That was $53 million worth of engines
that were available to the Air Force.
Now, I bring this up. What we also discovered was there are
some places, for example, Osan and Kadena Air Base, 14,000 munitions worth $2.2 billion. No exceptions. Auditors went through. And
we have got other bases with that type of result as well.
So there are places and facilities that have done this well, and
there are others where we are seeing millions of dollars worth of
recovery by bringing them up to the same types of standards.
So I am very pleased with the type of progress that generates.
I think it demonstrates that the emphasis that this Committee and
others have made in the audit is well founded.
To answer your other question, I think that individuals and organizations are definitely committed to making the best use of the
funds that they have and trying to make sure they are put against
the highest priorities. But many are functioning in inefficient processes, and being able to fix those so that we do not waste money
in that direction is absolutely essential to our stewardship.
Chairman ENZI. I appreciate that. The things that you mentioned, a lot of those are just one-time discoveries, aren’t they?
Mr. NORQUIST. Some of those are, but, for example, when we
eliminate unneeded items and close out a warehouse, that is a savings in perpetuity. When we take an interface that is manual
where people have to hand-enter and we discover that is generating errors, so we build an automated link between the two, you
never have to rebuild that. That savings then generates year after
year.
So there are a number of these where the savings is continual,
and that is part of the value.
Chairman ENZI. You also mentioned some kind of a dollar figure
on munitions?
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Mr. NORQUIST. Oh, so the munitions I was talking about is when
each of the bases, they go and—we have stewards of munitions.
They do just a count, and they check what is there, and the accuracy of those counts at Osan and Kadena and other bases has been
100 percent. So I gave you the 2.2 just to show the sheer volume
of the value of the munitions that they were storing, but we recognize the role leadership plays in the accuracy of the inventory at
each base, and that has been part of driving the change.
Chairman ENZI. Good. I appreciate that.
Of course, I am from Wyoming, and we have F.E. Warren Air
Force Base, so I am interested in the nuclear triad and its credibility, particularly the ground-based leg. How important is it to
pursue a strategy to modernize all three legs with a corresponding
updated command and control structure?
Mr. NORQUIST. It is absolutely essential. The triad has been an
important part of our strategic deterrent. The fact that we have
three different ways of delivering nuclear weapons greatly complicates an adversary’s planning. Each one is their strength. Ballistic submarines are the most survivable. The bombers are the
most visible. But the ICBMs are the most responsive and have the
most robust capabilities. And to talk about those for a minute, we
are replacing the aging Minuteman III ICBMs that were fielded in
the 1970s, and so the importance for us of knowing that we can
rely on the deterrent, you cannot allow it to get to the age to the
point where they are questionable. You need to replace it. We have
a program to do that, and I think it is valuable to fund all three
legs for the same reason it has been the right answer for the last
several decades.
Chairman ENZI. Thanks. I recently got to watch part of an Iron
Dome exercise, and it is incredible, these young people that are
monitoring the missiles that could be incoming and able to calculate or—well, with their equipment are able to figure out at what
point it should be shot down so that the debris does not fall on anything.
But then I heard about the Russians having hypersonic missiles.
I hope that we are developing that, too, and I know that you could
not discuss it if you did know.
Mr. NORQUIST. Well, we can discuss it at the highest level, and
the answer is yes, we are investing in that technology in this budget, precisely because of the differences it gives you in capability.
And we will make sure that there is not a disadvantage there.
Chairman ENZI. Good. That gets into my final question: How
does the 2020 defense budget request align with the National Defense Strategy that prioritizes this competition between the nearpeer adversaries like Russia and China and calls for this technological modernization? How does the budget request fit with that?
Mr. NORQUIST. So I think you will see it in a couple of ways.
First and foremost is the emphasis on research and development.
This is the largest RDT&E request by the administration, and it
reflects the fact that we are concerned about our ability to keep
pace and protect our leads in certain areas. You will see the investment in space and cyber because what we have recognized is you
have moved from three warfighting domains to five. And so much
of our enormous economy is based on access to space, the very ac-
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tivities we routinely do, from banking to using your cell phone to
guidance directions in your car, that loss of access to those satellites or disruptions of those through a cyber attack, you do not
have to have a fleet off the coast of the United States to do that.
You can do that from anywhere in the world. And we need to be
able to deter in that domain and compete in that domain to protect
America’s interest.
This budget invests in that with the idea of being able to deter
that type of high-end challenge from both the Chinese and the Russians, and we have adjusted our Navy program for the types of
challenges and fights we expect to have potentially in the Pacific
in order to meet those types of risks and challenges.
Chairman ENZI. I thank you for your knowledgeable and concise
answers and all the progress that has been made, which I know is
a lot under your direction. And I think part of the reason that we
had—there are a lot of conflicts always for Senators to show up,
but I think part of it is the confidence in what you are doing with
both the planning and meeting the audit requirements. So I thank
you for being here to testify.
If anybody has written questions that they want to turn in, they
will have to have those in by tomorrow night. And we will send
those on to you and hope for speedy answers on those, too.
Mr. NORQUIST. Thank you, Mr. Chairman.
Chairman ENZI. Thank you very much. Adjourned.
[Whereupon, at 4:01 p.m., the Committee was adjourned.]
ADDITIONAL COMMITTEE QUESTIONS
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[The following submitted questions were not asked at the hearing but were answered by the witness subsequent to the hearing:]
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QFR Title: Budget Cap Deal
Requestors: Sen Kevin Cramer
Witness: Norquist, David L
Question Number: 1
Question: In your testimony you stated, "At the beginning of 2017, the Department had suffered from
unstable budgets and devastating sequestration cuts that had eroded readiness and exacerbated our
challenges. Over the past two years, this Administration, with Congress' support, has made investments
to undo this damage --- and arc already seeing significant benefits to readiness across military services.
As we move forward, we must work together to protect these gains while building a military to meet the
challenges of the future." Please explain the importance of Congress reaching a budget cap deal to avoid
further sequestration cuts. Is a budget deal a national security imperative'> lfwe do not reach a deal, how
will it affect our military posture and readiness'>
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Answer: The Fiscal Year 2020 Budget builds off the foundation of the President's previous budgets to
rebuild readiness and increase lethality. 1l1e Department supports efforts to avoid sequestration level cuts
which will only reverse the progress made in military modernization efforts or in continuing to build on
critical readiness recovery. A budget deal that avoids sequestration level cuts is a national security
imperative, but the deal must include a national defense funding level that drives further progress along
the National Defense Strategy's three lines of effort, and brings military modernization efforts to life at
the speed of relevance.

186
QFR Title: Audit Fixes and Frequency
Requestors: Sen Chuck Grassley
Witness: Norquist, David L
Qnestion Number: 2
Question: Mr. Norquist, do you think that it is worth spending about $1 billion next fiscal year to
complete an audit that you expect to fail, or would that money be better spend directly on fixing
deficiencies found in the audit completed last year -- fixes that could take a year or more to complete?
And, would auditing on a biannual basis constitute a better use of taxpayer dollars?
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Answer: The Chief Financial Officers (CFO) Act of 1990 (P.L. 101-576), as amended, requires that the
financial statements of 24 CFO Act federal agencies, including the Department of Defense, be audited on
an annual basis. The Department has been transparent and conservative by including all audit and
remediation costs in its $ 1 billion estimate. Actual fees paid to auditors are approximately $200 million,
comparable to auditor fees in the private sector. The majority of the $1 billion in costs relates to
rcmediating audit findings; problems the Department needs to fix to improve business operations
regardless of the audit. Part of the value of the audit is that it is the most effective way to determine if the
money spent on remediation is successfully closing the findings. A biannual audit would not be
consistent with accounting standards and would result in a one-year delay in learning if refonn efforts
were successful.

187
QFR Title: Investing in New Financial Management Systems
Requestors: Sen Chuck Grasslcy
Witness: Norquist, David L
Question Number: 3
Question: Mr. Norquist. an ongoing reason that the Department can't get a clean audit opinion is the use
of hundreds of outdated accounting systems that don't give reliable, auditable data. 111e majority of
funding appropriated for these systems is used on maintaining and trying to patch-up the old systems,
rather than invest in new, modem, and integrated systems. Within your budget request, how much do you
intend to invest in new financial management and other accounting systems, and how long will it take you
to update your systems to the point of being able to pass an audit')
Answer: The Department of Defense (DoD) is using the audit results to inform system transition plans to
achieve an unmodified andit opinion.
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Please reference the June 2019 DoD Financial Improvement and Audit Remediation Report (posted at
https://comptroller.defense.gov/ODCFO/FlARPlanStatnsReport.aspx), which includes a list of legacy
systems planned for retirement from fiscal years 2019 through 2023. Over the next 3 to 5 years the
Department will streamline and rationalize the listed systems to maximize integration and will reduce the
number of enterprise financial feeder systems to only those absolutely necessary and will ensure standard
processes arc followed. We cannot quantify at this time how much we arc investing in this effort, as the
funding being used to streamline or replace systems is embedded in several budget line items and is not
consistently delineated in our budgets as these investments become routine infonnation technology
system expenses.

188
QFR Title: Plan for Financial Management Fixes
Requestors: Sen Chuck Grassley
Witness: Norquist, David L
Question Number: 4
Question: Mr. Norquist, your department spent more than $400 million to conduct the fiscal-year 2018
audit, and probably more than $550 million on audit remediation and financial system fixes. So, it is
costing around $1 billion, and probably more do,m the road, just to clean up your books, systems, and
inventories. It isn't clear to me how long it will take to clean things up. Do you have a plan that you can
give me that shows what you are going to do to respond to the auditors findings and recommendations
and the timetable for when you are going to make the necessary changes'1
Answer: The Department has developed a notice of finding and recommendation (NFR) database tool
that provides leadership with the ability to track the more than 2,300 NFRs issued by the independent
public accounting firms during the FY 2018 audit. The NFR database provides enterprise-wide visibility
to leadership and enables the Department to relate NFRs to specific material weaknesses and
organizations. Using this tool, the Department is able to measure progress and hold responsible parties
accountable for remediating problems identified by our auditors.
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Since the completion of the FY 2018 audit, I have prioritized NFRs that have an operational impact,
followed by those that limit the ability to attain an unmodified audit opinion. In accordance with
statutory requirements, the Department will submit a report to Congress annually that provides the status
of corrective actions resulting from the annual audits and the Departmenfs strategy for monitoring
progress. The Department is happy to brief our progress upon request. It took the Department of
Homeland Security (OHS) approximately l Oyears to implement the changes necessary to achieve an
unmodified opinion. The Department of Defense (DoD) is a more complex organization with total assets
that are more than eighteen times the size of OHS. Despite this, for several years six DoD Components
have achieved clean audit opinions on their stand-alone financial statements. While it may he some time
before the DoD can achieve a clean opinion for its consolidated financial statements, I anticipate that a
majority ofDoD Components will begin to receive clean opinions on all or some portion of their financial
statements within the next five to seven years.

189
QFR Title: Savings and Efficiencies
Requestors: Sen Chuck Grasslcy
Witness: Norquist, David L
Question Number: 5
Question: Mr. Norquist, your budget materials say that the Department of Defense is looking at refom1s
for better perfom1ance and efficiencies. For example, you say that Defense found an estimated $7. 7
billion in savings from refom1s "to achieve greater perfonnance and affordability." Please explain where
you think you can find savings, and where we should be looking for greater efficiencies to generate even
more that $7 billion or so in savings.
Answer: The Department has identified $7. 7 billion within five areas of business operations to include:
contract management, healthcare management, acquisition. infonnation technology and business systems,
and logistics and supply chain management. Reform efforts within the Department's five areas of
business operations are focused on delivering optimized enterprise business operations to assure the
success of the National Defense Strategy (NDS). Reform results (savings and investments) have been
aligned to six reform levers and discretely accounted for within the budget. These levers arc: better
alignment of resonrccs, business process improvements, business system improvements, divestments,
policy reforms, and weapons system acquisition. The attached table is a summary of the $7.7 billion
savings accounted for in Fiscal Year 2020, by rcfonn lever.
The Department's Chief Management Officer (CMO) continues to lead, integrate, and examine the
business operations of the Department to identify, evaluate, and validate refonn activities. The CMO has
leveraged enterprise-wide reform teams as innovation agents to execute refom1 within the Office of the
Secretary of Defense and the Fourth Estate. These reform opportunities are then vetted through a
deliberative process which assesses the underlying improvement/process change and manages the
progress of each initiative to achieve documentation, acceptance, implementation, and benefits. l11is
standard and repeatable process is an ongoing endeavor that is expected to produce refonn savings which
cumulate in each of the successive President's budget submissions.
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The Department was able to reinvest $7. 7 billion of reform generated offsets into the FY 2020 budget that
enabled us to budget for readiness and technology enhancements. A good example of this is the Army's
'·bottom up review" which enabled them to cut or reduce nearly 200 weapons projects that were
reinvested in higher-priority projects/next generation capabilities. This better alignment of resources with
the NDS enables the Army to invest in capabilities that will allov, it to penetrate near-peer advisories'
defenses. The Department expects to extend its efforts in identifying and accounting for additional
savings in the areas of contract management, logistics and supply chain management, and acquisition that
will produce additional savings as the initiatives continue to mature.

190
QFR Title: Audit
Requestors: Sen Bernard Sanders
Witness: Norquist, David L
Question Number: 6
Question: Mr. Norquist, President Trump has requested $750 billion in defense spending ne:\1 year, $34
billion more than we arc spending this year and an increase of almost $200 billion over the past three
years. We now spend more on defense than the next IO nations combined. A few years ago, the
Washington Post reported that the Pentagon tried to bury evidence of$125 billion in bureaucratic waste.
The Pentagon is the only agency of the federal government that cannot pass an independent audit. How
can you justify a $750 billion defense budget when the Pentagon cannot even pass an audit? How long
will it take before the Department of Defense can pass an audit? One year? Five years? Ten years?
Answer: The $750 billion requested for national defense is the amount needed to execute the National
Defense Strategy by re-prioritizing resources and increasing investments in the following four areas.
First, it invests in the emerging space and cyber war-fighting domains. Second, it invests in modernizing
capabilities in the air, maritime and land domains. Third, it accelerates innovation in technologies such as
artificial intelligence, hypersonics, autonomy and directed energy. And, finally, it sustains the force and
builds on readiness gains. The $750 billion request enables critical shifts to compete, deter, and win in
any high-end fight of the foture, while preserving capabilities to support current operations. With this
level of funding, we ensure America maintains an asymmetric military advantage with a more lethal_
agile, and innovative Joint Force.
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The Department is committed to getting a clean audit opinion. It took the Department of Homeland
Security IO years to get a clean opinion. The Department of Defense (DoD) is a much larger, complex
organization. The Department is working very hard across the organization to achieve a clean audit
opinion as quickly as possible. For several years, six DoD Components have achieved clean audit
opinions on their stand-alone financial statements. \Vhile it may take several years to achieve a clean
opinion on the Department-wide financial statements, I anticipate that the majority of the DoD
components will begin to receive a clean opinion on all or some portion of their financial statements
within the next five to seven years.
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QFR Title: Contract Accountability
Requestors: Sen Bernard Sanders
Witness: Norquist, David L
Question Number: 7
Question: Mr. Norquist, about half of the Pentagon's annual budget goes directly into the hands of
private contractors, not our troops. Over the past two decades, virtually every major defense contractor in
the United States has paid billions of dollars in fines and settlements for misconduct and fraud - all while
making huge profits on those government contracts. Since 1995, Lockheed Martin has paid over $767
million in fines or related settlements for 86 instances of fraud or misconduct, and since the year 2000,
Lockheed Martin has taken in more than $550 billion in federal contracts. Some of the frand and
misconduct Lockheed Martin has engaged in over the past two decades includes unfair business practices,
kickbacks, defective pricing, emissions and gronnd water cleanup violations, nuclear safety violations,
federal election law violations, and procurement fraud. In your view, does DoD take the issue of
contractor fraud seriously? Are you making effort to root out fraud and abuse by contractors 0 What else
can be done to hold contractors accountable for repeat violations?
Answer: The Department of Defense (DoD) takes procurement fraud very seriously and continuously
makes every effort to mitigate the threat and identify fraud, waste, and abuse by contractors. Consistent
with policy, DoD monitors all significant investigations involving fraud focusing attention on two
potential courses of action.

The first course of action involves applying contractual and administrative remedies. Even before
allegations of fraud are fully investigated and prosecuted, DoD Components have a limited ability
(su~ject to the concurrence of law enforcement and prosecutors) to apply appropriate contractual
remedies, such as, but not limited to, tennination for default; non-award of a contract based upon the
contracting officer's finding of non-responsibility; rescission of the contract; revocation of acceptance;
use of contract warranties, possible withholding or offset of payments; refusal to accept non-conforming
goods; denial of contractor claims, etc. Administratively, the Department can use suspension and
debam1ent action prior to conviction to help ensure the Govemment is protected in any future dealings
with the contractor.
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The second course of action involves holding contractors accountable civilly and criminally for fraud; this
authority falls solely under the purview of the Department of Justice (DoJ) (e.g., Contract Disputes Act of
1978; Executive Order 6166, dated June 10, 1933). As such, DoD Components generally refer all fraud
matters to the DoJ. While the Government needs protection from contractors determined not presently
responsible during the period of their suspension or debarment, it should be noted that after those periods
expire, contractors return to eligibility and arc. generally, considered responsible like any other
contractor. This is, of course, subject to the contracting officer's separate. and independent determination
of responsibility under the Federal Acquisition Regulation, wherein any previous misconduct may still
remain a factor.
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QFR Title: Cost Growth
Requestors: Sen Bernard Sanders
Witness: Norquist, David L
Question Number: 8
Question: The Government Accountabilitv Office has documented enormous cost overruns in the
Defense Department's acquisition budget. According to GAO, the Pentagon's $1.66 trillion acquisition
portfolio currently suffers from more than $537 billion in cost overruns with much of the cost gro\,th
taking place after production. In March of 2019, GAO reported that "many DoD programs continue to
fall short of cost, schedule, and performance goals. Consequently, DoD often pays more than anticipated,
buys less than expected, and, in some cases, delivers fewer capabilities to the warfighter." So can you tell
me, does the Pentagon think massive cost growth on major weapons programs is a problem'> And how are
you addressing this?
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Answer: The Department remains focused on improving efficiency and controlling cost growth of major
weapon system acquisition programs. The most recent GAO annual assessment of weapon system
programs, published in May 2019, found cost growth cost gro\,th of only 0.5% in the $1. 7 trillion dollar
portfolio of 82 major defense acquisition programs. Also, the Department tracks the number of cost
threshold breaches as defined in the Nunn-McCurdy statute as a key measure of performance in efforts to
control costs in the portfolio of acquisition progran1s. For the five-year period from 2014 to 2018, the
Department achieved the best five-year performance of this measure since the law was first enacted in the
1980s, with only two critical and five significant Nunn-McCurdy breaches declared in this period.
Finally, GAO noted that some of the cost gro\,th observed in tl1e report may result from the fact that the
Department is now introducing many new military capabilities through additions to existing programs
rather than by starting new programs. This finding is entirely consistent with the mechanisms the
Department is now using to achieve rapid fielding of more advanced military capabilities that are needed
to implement the new National Defense Strategy.

193
QFR Title: Nuclear Costs
Requestors: Sen Chris Vau Hollen
Witness: Norquist, David L
Question Number: 9
Question: In its most recent biennial report on the projected costs of U.S. nuclear forces, released in
January 2019, the Congressional Budget Office (CBO) estimated that costs associated with fielding,
operating, maintaining, and modernizing U.S. nuclear forces will total $494 billion over the 2019-2028
period, representing a $94 billion increase from CBO's 2017 estimate of the I 0-year costs of nuclear
forces. In its report, CBO attributed approximately $17 billion of the $94 billion increase to three new
modemization programs that the 2018 Nuclear Posture Review calls for.
A. What is the long-tem1 cost and schedule estimate for the deployment aud maintenance of the W76-2
warhead for the Trident II D5?
B. What is the long-tenn cost aud schedule estimate for the research aud development, production,
deployment, aud maintenance for the proposed nuclear-armed sea-launched cmise missile?
C. What is the long-term cost aud schedule estimate for expanding pit production capacity')
Answer:
A. The operational plans aud weapon system deployment concept for a W76-2 warhead on a Trident II
D5 missile has not been finalized by the Navy aud U.S. Strategic Command. Therefore, cost or schedule
estimates for the implementation cost would be premature at this time. The W76-2 is a derivative of the
existing deployed W76-1 weapon system on the existing Mk4 reentry vehicle. The facilities,
infrastrncture, training regime, and logistics footprint is not likely to chauge or cause a significant
increase in operational or sustainment costs.

B. The Department is assessing options for a nuclear-armed sea-launched cruise missile. Since the
Analysis of Alternatives to determine potential materiel solutions is in the early stages, long-term costs
are unknown at this time.

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00199

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

Insert offset folio 311 here 39734A.106

lotter on DSK11XQN23PROD with HEARING

C. The Department of Energy, National Nuclear Security Administration (NNSA) is responsible for
plutonium pit production. DoD defers to NNSA as to long-tenn costs aud schedule for tl1eir pit production
efforts.

194
Opening Statement
From Senator Bernard Sanders
For
"The Department of Defense Fiscal Year 2020 Budget Request"
April 9, 2019
Senate Budget Committee
Thank you very much, Mr. Chairman and I want to thank our guest, Mr. (David) Norquist
(the acting Deputy Secretary of Defense), for being with us again.
Mr. Norquist, last month, the president sent us a budget requesting $750 billion for the
Defense Department next year, up from the $716 billion we are currently spending on the
military.
Moreover, at a time when the U.S. already spends more on the military than the next 10
countries combined, President Trump is proposing an $861 billion increase in base
defense spending over the next decade. And he proposes to pay for it by cutting over $1
trillion from education, affordable housing, nutrition assistance and the needs of working
families. That, in my view, is totally unacceptable.
Mr. Chairman, over and over again, I have heard my Republican colleagues and some of
my Democratic colleagues complain about the $22 trillion national debt.
Over and over again, my Republican friends tell us that we cannot possibly afford to join
the rest of the industrialized world and guarantee health care as a right to every man,
woman and child through a Medicare for All program.
Over and over again, we have been told that we cannot afford to make public colleges
and universities tuition free or to make sure that everyone in America has access to
affordable housing, childcare, or a good job that pays a living wage with good benefits.
Even though about half of older Americans have no retirement savings we have been told
we need to cut Social Security.
But, Mr. Chairman, when it comes to spending $750 billion on the military- more than
the next ten countries combined - all of a sudden there is a deafening silence from my
Republican colleagues about the deficit.
In my view, that is unacceptable.
The time is long overdue for us to take a hard look at the enormous amount of waste, at
the cost overruns, at the fraud, and at the financial mismanagement that has plagued the
Department of Defense for decades.
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Mr. Chairman, according to a Gallup Poll last year, 65 percent of the American people
oppose spending more money on the Department of Defense.
But instead of listening to the American people and substantially reducing the waste,
fraud and abuse at the Pentagon, Congress passed, against my strong opposition, a $165
billion increase in defense spending over the next two years. And now the president
wants another $34 billion more this year.
As a point of comparison, the increase in military spending that we recently approved is
larger than the entire military budget of Russia, which spends about $63 billion on
defense each year.
Mr. Chairman, I believe in a strong national defense, but we cannot continue to give the
Pentagon and defense contractors like Lockheed Martin a blank check, while we ignore
the basic needs of working families. It's about time we got our national priorities right.
Mr. Chairman, let's be clear: About half of the Pentagon's $716 billion budget goes
directly into the hands of private contractors, not our troops.
Over the past two decades, vhiually every major defense contractor in the United States
has paid millions of dollars in fines and settlements for misconduct and fraud - all while
making huge profits on those government contracts.
Since 1995, Boeing, Lockheed Martin and United Technologies have paid nearly $3
billion in fines or related settlements for fraud or misconduct. Yet, those three companies
alone received about $800 billion in defense contracts over the past 18 years.
Further, Mr. Chairman, 1 find it interesting that the very same defense contractors that
have been found guilty or reached settlements for fraud are also paying their CEOs and
executives excessive and obscene compensation packages.
Last year, the CEO of Lockheed Martin, Marilyn Hewson, was paid over $20 million and
the CEO of Raytheon received over $15 million in total compensation. These top two
defense contractors receive more than 90 percent of their revenue from defense
spending.
I think the American people would like to know why a defense contractor can pay its
CEO about 100 times more than the Secretary of Defense whose salary is capped at about
$210,000. To my mind, that makes no sense.
Moreover, Mr. Chairman, as the GAO has told us, there are massive cost overruns in the
Defense Department's acquisition budget that we have got to address.
According to GAO, the Pentagon's $1.66 trillion acquisition portfolio currently suffers
from more than $537 billion in cost overruns with much of the cost growth taking place
after production.
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UAO tells us that "many DoD programs fall short of cost, schedule, and performance
expectations, meaning DoD pays more than anticipated, can buy less than expected, and,
in some cases, delivers less capability to the warfighter."
In my view, that has got to change.
Mr. Chairman, the major reason why there is so much waste, fraud and abuse at the
Pentagon is the fact that the Defense Department remains the only federal agency in
America that hasn't been able to pass an independent audit - 29 years after Congress
required it to do so.
On September I 0, 2001, fom1er Secretary of Defense Donald Rumsfeld said, "Our
financial systems are decades old. According to some estimates, we cannot track $2.3
trillion in transactions. We cannot share information from floor to floor in this building
because it's stored on dozens of technological systems that are inaccessible or
incompatible."
And yet, 18 years after Mr. Rumsfeld's statement, DoD has still not passed a clean audit
despite the fact that the Pentagon controls assets in excess of$2.2 trillion, or roughly 70
percent of what the entire federal government owns.
Mr. Chairman, the Commission on Wartime Contracting in Iraq and Afghanistan
concluded in 2011 that over $31 billion spent in Iraq and Afghanistan had been lost to
fraud and waste.
Separately, in 2015, the Special Inspector General for Afghanistan Reconstruction
reported that the Pentagon could not account for $45 billion in funding for reconstruction
projects.
Three years ago, the Washington Post reported that the Pentagon buried evidence of $125
billion in waste.
And more recently, an audit conducted by Ernst & Young for the Defense Logistics
Agency found that it could not properly account for some $800 million in construction
projects.
Mr. Chairman, let me conclude by saying this. I think everybody in the Congress
believes and understands that we need a strong defense -- no debate about that -- but we
do not need a defense budget that is bloated, that is wasteful, and that has in it many areas
of fraud.
Mr. Chairman, in my view, it is time to hold the Defense Department to the same level of
accountability as the rest of the government. It is time to cut, not increase, the defense
budget each and every year that it fails to pass an audit.
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I hope all ofmy colleagues remember what former President Dwight Eisenhower, a good
Republican, said as he left office in 1961: "In the councils of government, we must guard
against the acquisition of unwarranted influence, whether sought or unsought, by the
military industrial complex. The potential for the disastrous rise of misplaced power
exists and will persist."
And in an earlier speech, Eisenhower said: "Every gun that is made, every warship
launched, every rocket signifies, in the final sense, a theft from those who hunger and are
not fed, those who are cold and are not clothed. This world in arms is not spending
money alone. It is spending the sweat of its laborers, the genius of its scientists, the hopes
of its children .... This is not a way of life at all, in any true sense. Under the cloud of
threatening war, it is humanity hanging from a cross of iron."
I would ask all of my colleagues to remember what Eisenhower said.
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FIXING A BROKEN BUDGET AND SPENDING
PROCESS: PERSPECTIVES OF TWO FORMER
CHAIRMEN
TUESDAY, MAY 14, 2019

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Washington, DC.
The Committee met, pursuant to notice, at 2:42 p.m., in Room
SD–608, Dirksen Senate Office Building, Hon. Michael B. Enzi,
Chairman of the Committee, presiding.
Present: Senators Enzi, Johnson, Perdue, Braun, Scott, Cramer,
Kaine, and Van Hollen.
Staff Present: Elizabeth McDonnell, Republican Staff Director;
and Warren Gunnels, Minority Staff Director.
OPENING STATEMENT OF CHAIRMAN ENZI
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Chairman ENZI. I will go ahead and call to order this hearing of
the Senate Budget Committee. The title of it is, ‘‘Fixing a Broken
Budget and Spending Process: Perspectives of Two Former Chairmen.’’
Good afternoon, and welcome to today’s hearing. Over the course
of the next several weeks, the Senate Budget Committee will hear
from a variety of experts on ideas to reform and improve this process. My hope is that these hearings will inform the Committee’s
work as we look to advance bipartisan solutions to the problem.
Today I am especially pleased to welcome two former Senate
Budget Committee Chairmen, Senators Judd Gregg and Kent Conrad, to share their perspectives. We had them here 4 years ago to
talk about a very similar thing. This time they are hoping we will
actually take action. So, Senators Conrad and Gregg, welcome back
to the Committee.
Every day American families and small businesses make tough
decisions regarding how to balance their budgets. They work hard.
They manage their money responsibly. And if they fail to live within their means, they face real world consequences. They hope that
Congress is conscientious with the taxpayers dollars they send to
Washington, but as we all know, too often that is not the case.
Since the Federal budget framework was established in 1974,
there have only been 4 years in which Congress passed all of the
annual appropriations bills on time. The last time this happened
was in 1997, more than 20 years ago, and in the 40 years that we
have been operating under the current budget framework, our Government has had 20 funding gaps of varying durations. This figure
(199)
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does not include the 21 times Congress has passed funding measures to renew budget authority 1 day after it had expired.
The dysfunction surrounding Congress’ inability to pass annual
spending bills on time gets a great deal of attention, but the problems are actually much worse and more damaging in the long term.
On the mandatory side of the ledger, autopilot spending continues
to grow almost entirely unchecked. Fifty years ago, such spending
comprised 36 percent of the total spending. Today the figure is approaching 70 percent and, according to the Congressional Budget
Office, will reach nearly 80 percent in 10 years’ time.
Despite increasingly dire warnings that our country is on an
unsustainable fiscal course, there is little congressional scrutiny or
effective controls over spending. In fact, we think that emergencies
do not count, but that money gets added to the debt, where it
counts towards the creditability of our country.
Clearly, we have a problem. Congress cannot keep avoiding its
basic duties or ignoring the real impacts of our debt. Among the
first steps toward action must be framing the scope of the problem
and highlighting where we agree.
First, I think most would agree that the current budget and
spending framework is not working as intended. There is little buyin from members for a system that was created in the 1970s. The
world has changed a lot since then, so it is fitting for us to rethink
how we approach budgeting and spending.
Second, I think we can agree the process is incredibly complex.
Nobody understands it. Talking to somebody about the differences
between budget authority and outlays causes eyes to glaze over.
Telling someone that they can use one offset because it is a receipt
but not use another offset because it is a revenue only causes inquisitive looks. I do not even want to start talking about deficitneutral reserve funds or CHIMPs. If we are going to be successful
in our reform effort, we must have a process everyone can understand and follow.
Third, lots of us find it concerning that there are no immediate
repercussions to Congress’ inability to keep our fiscal house in
order. Congress time and again does not meet its deadlines to pass
spending bills, putting off the tough decisions voters expect us to
make. When budget agreements are made, they are ignored within
weeks with barely the bat of an eye. I am hoping that today’s hearing will help us to focus on meaningful solutions to address these
problems, and we are fortunate to hear from two of our distinguished colleagues who were intimately familiar with this process
and the challenges we face. They are thoughtful, seasoned leaders
who come from different political parties. I am hopeful the ideas
presented will set us on a bipartisan path toward real and lasting
solutions. I think this could be the most important and the best
witnesses that we may have all year.
With that, I very much look forward to hearing what Chairman
Gregg and Chairman Conrad have to say today. I know their insight will prove to be invaluable as we think about reform efforts
and the best way to go about enacting them.
Senator Van Hollen.
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OPENING STATEMENT OF SENATOR VAN HOLLEN
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Senator VAN HOLLEN. Thank you, Mr. Chairman. Thank you for
holding this hearing. It is great to see Senators Conrad and Gregg.
I thank both of you for your service in this body, and thank you
for your many contributions to the debate over how we can most
effectively approach our budget challenges. I look forward to hearing your testimony. And I am always open and interested in ideas
for how we can better design the budget process.
In my experience, at the end of the day we can try to build a better budget mousetrap, but it really does come down to the political
will. You need Senators who have as their priority fiscal discipline.
That means looking at the spending side of the equation, and it requires looking at the revenue side of the equation. And this is a
little bit like, as Yogi Berra said, deja-vu all over again. But
maybe, Mr. Chairman, we will be able to come up with at least
some recommendations that at least slightly improve the process.
But, again, there is no substitute for political will. I have seen lots
of budget rules that are waived routinely when they become inconvenient.
I will just end on some sad news I just heard, which is Alice
Rivlin apparently just passed away, and all of us who had the
honor of working with Alice know that she was always someone
who walked the walk when it came to budget issues and was bipartisan or nonpartisan in her approach, both as the head of CBO, the
head of OMB, and a member of the Board of Governors of the Federal Reserve. So I think we are all going to miss her, but maybe
we can carry on and make some progress in her spirit.
Thank you, Mr. Chairman.
Chairman ENZI. Thank you.
Our witnesses this afternoon are Senators Judd Gregg of New
Hampshire and Kent Conrad of North Dakota. We appreciate both
of them being here, and we look forward to their testimony.
First, I would like to take a minute to introduce Senator Gregg.
Senator Gregg has spent a lifetime in public service—well, not
quite yet. [Laughter.]
Senator Gregg received his bachelor’s degree from Columbia University and his law degree from Boston University. He was elected
to Congress in 1980 and served in the House of Representatives
until he was elected Governor of New Hampshire. In 1992, he was
elected to the United States Senate and served three terms. Importantly for our purposes today, Senator Gregg chaired this Committee during the 109th Congress. Also, Senator Gregg sponsored
the Deficit Reduction Act of 2005 and served on the SimpsonBowles Commission and passed out of this Committee a comprehensive budget and spending process reform bill. Thank you for
being here, Senator Gregg.
Before I turn to Senator Cramer to introduce Senator Conrad, I
ask unanimous consent to submit two summaries of Senator
Gregg’s bill into the record. Without objection, so ordered.
[The summaries follow:]
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Mr. GREGG. from the Committee on Budget.
submitted the following

REPORT
[To accompany S. 35211

The Committee on the Budget. to which was referred the bill (S.
3521) to establish a new budget process to create a comprehensive
plan to rein in spending. reduce the deficit. and regain control or
the Federal budget process. having considered the same. reports favorably
thereon. with an amendment in the nature of a substitute
and recommends that the bill (as amended) do pass.
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I.

INTRODUCTION

S. 3521, the Stop Over Spending (SOS) Act of 2006, represents the first significant effort
to refonn the federal and congressional budget process since the 1990 Budget
Enforcement Act. This legislation provides a comprehensive approach to controlling
federal spending through solutions that keep discretionary spending within legislated
limits and control the rate of growth in entitlement spending. S. 3521 recognizes that
American citizens are not under-taxed by their government, rather the government spends
too much. It recognizes that firm action is needed to ensure that the unsustainable growth
of federal obligations do not threaten the financial security of our children, grandchildren,
and nation.

II.

PURPOSE AND SUMMARY

The purpose ofS. 3521 is to establish meaningful, strong measures to address short-term
and long-term spending trends that are driving the federal deficit and threaten to
dramatically increase the debt, if unaddressed. The Committee has recommended a
number of reforms and improvements to re-establish discipline in the congressional and
federal budget process. The recommendations ensure that the Executive Branch, the
House of Representatives and the Senate will be held to specific, quantifiable
discretionary spending limits and that out-of-control entitlement spending will be reined
in.
The major reforms contained in S. 3521 are as follows:
Legislative Line Item Veto. S. 3521 allows the President to propose and requires the
Congress to consider and act upon specific, questionable spending proposals contained in
appropriations bills, new entitlement legislation, and tax benefits· that are targeted to a
very limited number of beneficiaries.
Regular and Emergency Discretionary Spending Limits (Caps). Discretionary caps were
originally established in the Budget Enforcement Act (BEA) of 1990, and continued until
their expiration in 2002. S. 3521 re-establishes caps on discretionary spending and
establishes new spending limits on emergency spending - spending which has been used
as a loophole to skirt appropriation limits. The bill provides enforcement of these caps
through an across-the-board sequester if these limits are exceeded.
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Deficit Reduction Mechanism. S. 3521 establishes a glide path to effectively balance the
budget by 2012. Under this mechanism, deficit targets are defined as percentage of Gross
Domestic Product (GDP). If deficit projections exceed those targets in any given year,
Congress would be required to embark on a mandatory reconciliation process and
consider changes to entitlement programs in order to reduce spending growth. Should
Congressional action fail to make necessary changes through reconciliation, this
mechanism would be backed up by an automatic across the board sequestration of
direct/entitlement spending (exempting Social Security).
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Biennial Budget.
S. 3521 shifts the federal budget and appropriations process to a
biennial (two-year) basis allowing the Executive Branch and Congress to focus on the
budget and appropriations in the first year and program review and oversight of the actual
use of funding in the second year of each biennium.
Commission on Entitlement Solvency.
S. 3521 creates a bipartisan 15 member
Commission on Entitlement Solvency. The sole purpose of the Commission is to
recommend improvements in Medicaid, Medicare, and Social Secmity to put these
programs on a firm financial footing. Congress would debate and vote on such
recommendations under an expedited process.
Commission on Congressional Budgetary Accountability and Review ofFederal Agencies
(CARFA). S. 3521 creates a bipartisan 15 member Commission, which over a fom-year
period will review federal programs and identify redundancy, waste and opportunities for
reform. Congress would debate and vote on such recommendations under an expedited
process.
Budget Resolution and Reconciliation Reforms. S. 3521 streamlines and improves a
number of facets to budget processes to allow the annual budget resolution and the
budget reconciliation process to work more efficiently to manage and reduce spending.

III.

NEED FOR LEGISLATION

No budget process can ensure that Senators, Representatives, 0MB Directors or
Presidents of the United States will operate within and comply with budgetary
constraints. But, the history of the budget process has shown that strong, enforceable
limits, backed by enforcement mechanisms in statute can help influence leadership and
make it more likely that Congress and the Executive will be willing to make tough
choices among programs.
With the enactment of the Congressional Budget and Impoundment Control Act of 1974,
Congress and the President agreed that the Legislative Branch should adopt an overall
Federal Budget plan. Since then, the Congressional Budget process has been reformed a
handful of times. Often such reform follows external events or failure of the budget
process to reduce deficit spending. Landmark reforms include the Balanced Budget and
Emergency Deficit Control Act of 1985 (Gramm-Rudman-Hollings) and the BEA of
1990. The last significant reform occurred in 1997 with the extension of the BEA.
Regrettably, the Act expired in 2002, and its enforcement mechanisms have been
extended only in spirit through the congressional budget resolutions, which Jack the force
of law, and largely control only the legislative branch.
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S. 3521 represents the next step in budget reform and enforcement legislation. While
there are several notable and important differences between the SOS Act and the
aforementioned budget efforts, one of the most meaningful is the fact that S. 3521 rightly
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focuses on and addresses the unsustainable growth in entitlement spending whereas
Gramm-Rudman-Hollings (GRH) and the BEA of 1990 and the 1997 extension focused
more on restraining discretionary spending.
The significance of S. 3521 's focus on addressing entitlement spending cannot be
overstated. Entitlement programs are largely on automatic pilot and growing, and
without controls or limits they will grow much faster than the Nation's ability to pay for
them. The first baby-boomer will retire in 2008. As more and more people retire, the
burden on the taxpayer will continue to grow.
These demographic realities are putting entitlement programs on a trajectory that cannot
be maintained. The following facts help put our future financial crisis in perspective.
The federal government has equaled each year approximately 20 percent of the Gross
Domestic Product (GDP) of the nation since 1960. In short, all U.S. Government
programs have needed one-fifth of the nation's annual economic output to maintain
grants, facilities, programs and workforce. This includes all federal programs and
agencies from the Departments of Defense, Education, Health and Human Services to the
Federal Aviation Administration and Veterans Administration. Three large entitlement
programs currently consume about eight percent of the U.S. GDP - Medicare, Medicaid,
and Social Security. Based on the projected rate of growth of these three entitlements
and projected gro½ih of the U.S. economy, these three programs alone will account for
20 percent of the United States' GDP by about 2035.

Mandatory Spending Grows Higher
Than One Fourth of the Economy
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Source: CBO, SBC Majority Staff
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The U.S. Comptroller General and others have expressed this entitlement bow wave
facing the nation in terms of outstanding promises, or unfunded liabilities. Direct/
entitlement programs, driven by health care programs, will have an unfunded liability or
promises of $65 trillion over the next 75 years, of which Social Security, Medicare,
Medicaid would comprise $56 trillion. By comparison the present net worth of all U.S.
citizens, all bank accounts, stocks, real estate, etc, totals $51 trillion.
This $65 trillion problem is not one you tax your way out of either. Total tax collections
by the Federal Government since the founding of the republic total $40 trillion. Even if
taxes were raised to unprecedented levels, the deficit would grow to quarter of the
economy from 2.3% of GDP to 24% of GDP.
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These data are sobering. They show that the U.S. Congress must face up to some tough
choices to secure our children's financial future. The SOS Act contains a number of
provisions to encourage and assist Congress in making those decisions. Notably, S. 3521
includes a deficit reduction mechanism that forces Congress to make changes to
entitlement programs if deficit targets linked to balancing the budget by 2012 are not met.
It also stipulates that if Congress fails to make changes to the entitlement programs
(changes that can be offered by Republicans and Democrats alike), then an across the
board reduction, of an amount sufficient to meet the deficit target, would apply to
entitlement programs. It creates a new point of order to restrain new entitlement
spending, if a measure projecting Medicare insolvency in the near future is met. Finally,
S. 3521 establishes a bipartisan Commission to provide a report to Congress that includes
legislative recommendations to protect the short and long term solvency of Social
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Security, Medicare and Medicaid. Congress could amend those recommendations, but is
required to vote to either pass or defeat the legislation - thereby assuring no more freepass for Congress to merely debate but avoid taking action to secure solvency and
address the financial stability of the programs.
While entitlement spending represents the greatest threat to our long-term fiscal future,
the existing annual budget process is broken and must also be fixed. A sound budget
process forces decision makers to deal with the scarcity of resources and be prudent
stewards of taxpayer monies so that programs exist at levels the Nation's citizens can
afford rather levels financed by deficit spending that drive up the debt.
The current budget process and does not meet this test and is in urgent need of repair.
Upper spending limits are adopted on an annual basis and are all too often altered when
new spending proposals push up against the limits/caps. All too often "gimmicks" or
"loopholes" are used to provide for extra spending. For example, so called "advance
appropriations" have been used to provide forward funding without adjusting limits. Pay
date shifts and illusory, annual changes like the cap on the Crime Victims Fund are used
to supplement resources.
The greatest loophole, so called "emergency spending" has been used to provide up to an
additional 20 percent in excess of the approved discretionary budget. Much of this
funding is neither unforeseen nor an emergency - but by so declaring, billions in
resources are simply added to the "on budget" discretionary totals without commensurate
offsets. It has become customary for annual submissions of the Budget of the United
States to exclude resources that are known will be requested to supplement the budget
and add to the deficit. Financial requirements within the "on budget" accounts are under
priced and ongoing programs are being shifted to the "emergency" ledger. The continued
use of such supplemental "emergency" spending - undercuts the basic foundation of the
federal budget by keeping two sets of books.
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The following chart demonstrates that the "emergency" spending is being used with
increased frequency. From 1990 through 2004, as measured in constant dollars,
emergency supplemental spending above the discretionary caps averaged about $30
billion. In the past few years this category of unrestricted spending is averaging well
over $120 billion a year.
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The SOS Act addresses concerns that emergency spending has gotten out of hand by
establishing caps on emergency spending and bringing those caps to the historical
average by 2009. Congress may spend above those caps but doing so would likely result
in across the board reductions to other discretionary funding commensurate with the
amount necessary to comply with discretionary and emergency caps. In other words, S.
3521 places the same financial discipline on Congress that most American households
operate under every day - an unexpected expenditure increase often necessitates a
decrease in another area in order to live within a budget.
Not only is it important for Congress to operate under spending limits, but it is also
important for Congress and the President to exercise prudent decision making in
establishing priorities for how American taxpayer dollars should be spent. The wide
reporting of wasteful spending on government programs and projects necessitates both a
thorough review of the federal government programs but also the ability for the President
and Congress to target wasteful spending for elimination. In response to public outcry
over wasteful spending, S. 3521 includes legislative line item veto (expedited rescission)
authority and a commission to review and evaluate all federal programs for waste and
abuse.
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In summary, the confluence of the looming financial crisis (as a result of unrestrained
entitlement growth), the explosion in and misuse of emergency spending, and the
increased concern over wasteful spending are indicative that the current federal budget
process is in need of reform and retooling. The time has arrived for S. 352l's
comprehensive approach to restore the federal budget process and our future children and
grandchildren's fiscal security.
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of S. 3521

Over

with amendments

the

CRS
Stop Over Spending Act of 2006 - Title I: legislative Line Item Veto Act of 2006 (Sec 102) Amends the Congressional Budget and lmpoundment Control Act of 1974
(CBICA) to authorize the President to transmit annually to Congress a maximum of four
special messages that propose to rescind dollar amounts of discretionary budget
authority, items of direct spending, and targeted tax benefits.
Prohibits the President from resubmitting any proposed rescission that Congress
rejects. Does allow the President to resubmit, in one subsequent special message,
some or all of the dollar amounts of such rescissions if Congress adjourns sine die
without completing legislative action on them.
Requires an analysis: (1) by the Congressional Budget Office (CBO) of estimated
savings in budget authority or outlays resulting from such rescission; and (2) by the
Joint Committee on Taxation of estimated savings resulting from repeal of targeted tax
benefits.
Requires any rescinded budget authority, items of direct spending, or targeted tax
benefit to be dedicated only to deficit reduction, and not to be used as an offset for other
spending increases or revenue reductions.
Requires the chairs of the Senate and House Budget Committees to revise spending
and revenue levels under the Congressional Budget Act of 1974 (CBA) and adjust CBA
committee allocations and any other appropriate adjustments to reflect the rescission.
Requires revised allocations and aggregates to be considered to have been made
under an agreed-to budget resolution and to be enforced under CBA procedures.
Requires the President, after enactment of a rescission bill, to revise applicable limits
under this Act, as appropriate.
Sets forth procedures for expedited congressional consideration of a proposed
rescission.
Authorizes the President, up to 45 days after receipt by Congress of his special
message, to: (1) withhold from obligation any discretionary budget authority; and (2)
suspend the execution of any item of direct spending or targeted tax benefit
Requires the Joint Committee on Taxation to: (1) review any revenue or reconciliation
bill or joint resolution amending the Internal Revenue Code being prepared for filing by a
conference committee; (2) identify whether such legislation contains any targeted tax
benefits; and (3) provide the conference committee with a statement identifying such
targeted benefits or declaring that such measure does not contain targeted tax benefits.
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Terminates this Act on December 31, 2010.
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Title II: Deficit Reduction - Subtitle A: Definitions, Administration, and
Sequestration - (Sec. 202) Establishes a timetable for administration, reconciliation,
and the effect of sequestration under this Act
Requires the President to issue an order fully implementing without change all
sequestrations required by the Office of Management and Budget (0MB) in its Final
Sequestration Report
(Sec. 203) Requires the Government Accountability Office (GAO) to report lo Congress
and the President on the order's compliance with this Act
Subtitle B: Discretionary Spending Limits - (Sec. 211) Prescribes requirements for
discretionary sequestration reports by 0MB and GAO for the current year through 2009.
(Sec. 212) Establishes discretionary spending limits for FY2007-FY2009. Limits
adjustments for emergency requirements designated by !he President and enacted by
Congress for such fiscal years.
Allows an adjustment if an appropriation measure is enacted for FY2007, FY2008, or
FY2009 !hat includes $6.824 billion plus an additional amount for the enhanced tax
enforcement initiative of the Internal Revenue Service (IRS).
Prescribes requirements for executive and legislative branch sequestration procedures
to eliminate a budget-year breach if enacted discretionary appropriations exceed the
discretionary spending limits.

Subtitle C: Maximum Deficit Amount limitation - (Sec. 221) Sets the maximum
deficit amounts for FY2007-FY2012.
(Sec. 222) Requires 0MB and CBO, with respect to each fiscal year, lo estimate: (1) the
deficit; (2) the maximum deficit amount; and (3) any excess deficit amount for the
budget year.
Sets forth 0MB and CBO reporting requirements regarding the maximum deficit
amount, revised estimates, and maximum deficit amount reconciliation.
(Sec. 223) Sets forth requirements for congressional response to 0MB and CBO
reconciliation reports.
(Sec. 224) Prescribes requirements for 0MB and CBO revised estimates and final
maximum deficit amount sequestration reports.
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(Sec. 225) Requires the President, based on such report and the timetable specified in
this Act, to issue an order to reduce the maximum deficit amount
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(Sec. 226) Prescribes special congressional procedures for response to low economic
growth.
(Sec. 227) Exempts from sequestration orders any benefits payable under the old-age,
survivors, and disability insurance program (OASDI) of Part II of the Social Security Act
and Tier I railroad retirement benefits under the Railroad Retirement Act of 1974.
(Sec. 228) Prohibits the President's budget from exceeding the maximum deficit amount
for any fiscal year.
Title Ill: Biennial Budget and Appropriations - (Sec. 301) Amends CBA to revise the
timetable for the congressional budget process (beginning with the 110th Congress) to
require biennial (currently, annual) budgets.
Defines the budget biennium as the period of two consecutive fiscal years beginning on
October 1 of any odd-numbered year.
(Sec. 303) Requires biennial budget resolutions, appropriations Acts, and government
strategic and performance plans.
(Sec. 307) Makes it out of order in the House of Representatives or the Senate in oddnumbered years to consider any regular bill providing new budget authority, or a
limitation on obligations under the jurisdiction of any of the subcommittees of the
Committees on Appropriations, for only the first fiscal year of a biennium, unless the
program, project, or activity for which such authority or limitation is provided: (1) will
require no additional authority beyond one year; and (2) will be completed or terminated
after the amount has been expended.
(Sec. 308) Requires 0MB to report to the House and Senate Committees on the Budget
any changes in law to CBA and the provisions of this Act required to conform with a
biennial budget process.
Title IV: Commissions - Subtitle A: National Commission on Entitlement s,-,,h,.•nr·"
- (Sec. 402) Establishes the National Commission on Entitlement Solvency to review
and report to the President, Congress, the Commissioner of Social Security, and the
Administrator of the Centers for Medicare & Medicaid Services on the Social Security,
Medicare, and Medicaid programs, identifying problems that may threaten their longterm (at least 75-year) solvency.
(Sec. 403) Requires expedited congressional consideration of the Commission's
legislative action recommendation.
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Subtitle B: Commission on Congressional Budgetary Accountability and Review
of Federal Agencies - (Sec. 412) Establishes the Commission on Congressional
Budgetary Accountability and Review of Federal Agencies to: (1) evaluate all agencies
and programs identified in the President's systematic assessment of agency programs
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to determine whether any are duplicative, wasteful, or outdated; (2) submit a plan to
Congress for the elimination or the realignment of any agency or program that has
completed its intended purpose, become irrelevant, or has failed to meet its objectives;
and (3) propose legislation to meet such a plan.
(Sec. 416) Requires expedited congressional consideration of the Commission's
recommendations for agency reform proposals.
(Sec. 418) Authorizes appropriations for FY2007-FY2011,

Title V: Budget Process Reforms - (Sec. 501) Amends CBICA to set forth new
definitions to conform with this Act
(Sec. 502) Amends CBA to revise budget resolution requirements. Allows appropriate
congressional committees to submit recommendations for deficit reductions to the
House or Senate Budget Committees. Modifies the contents of the Committee's hearing
reports.
(Sec. 503) Repeals provisions requiring further division of amounts allocated to the
Senate Committee on Appropriations.
(Sec. 504) Modifies: (1) requirements for adoption of the budget resolution before
consideration of budget-related legislation; (2) procedures for congressional
consideration of such resolution; (3) contents of !he five-year budget projection; (4)
reconciliation directives to be included in the resolution and congressional consideration
of such directives; (5) enforcement mechanisms of budget aggregates; (6) mechanisms
used by the House and Senate Budget Committees for determining levels of new
budget authority, outlays, direct spending, new entitlement authority, and revenues for a
fiscal year.
Repeals provisions relating to points of order in the Senate on discretionary spending
and the maximum deficit amount
510) Revises the prohibition against the inclusion of extraneous matter in
reconciliation legislation. Provides that, except regarding consideration of conference
reports, a provision shall not be considered extraneous if it produces an increase in
outlays or decrease in governmental receipts that does not exceed 20% of the total
change required in a committee's reconciliation instruction. Exempts technical and
conforming provisions.
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(Sec. 511) Repeals certain requirements for adjustments of: (1) discretionary spending
limits, if any, set forth in !he appropriate budget resolution; (2) certain committee
allocations made pursuant to such resolution; and (3) budgetary aggregates set forth in
it
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(Sec. 512) Authorizes the chairman of the Committee on the Budget to notify the Senate
of a Medicare funding warning if the chairman projects that within seven years Treasury
general fund contributions to Medicare funding, expressed as a percentage of total
Medicare outlays, will exceed 45%.
Makes it out of order to consider any legislation that would cause any increase in direct
spending, net of proposals to change direct spending receipts, or revenues contained in
the measure, if the Senate has received a Medicare funding warning for two
consecutive calendar years.
Permits waiver or suspension of such provisions only by an affirmative vote of threefifths (60) of the Senate. Requires an affirmative vote of three-fifths also for appeals in
the Senate of rulings of the Chair.
Declares that any notification of a Medicare funding warning is withdrawn if legislation is
enacted to reduce the general fund contribution below 45%, as determined by the
chairman.
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(Sec. 513) Requires any submission to Congress, upon the request of either chamber,
by a federal executive branch or D.C. government officer or employee of an
appropriations estimate or request, a request for an increase in that estimate or request,
or a recommendation on meeting the financial needs of the government to be submitted
to both Congress and a congressional committee at the same time. (Currently such a
submission may be to either the Congress or a congressional committee.)
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Chairman ENZI. Now I recognize Senator Cramer to introduce
our second witness, Senator Conrad.
Senator CRAMER. Thank you, Mr. Chairman, and I thank both of
you for being here. You are both way too young to read in an obituary, so I am grateful that you retired at a young enough age to
continue serving in new capacities. It is great to have both of you
here, and it is a special honor to introduce Senator Conrad.
I was telling him as we came in, the last time I introduced him,
I was the tourism director. He was a Senator, and I introduced him
to be the keynote speaker at the grand opening of a tourism information center in Washburn, North Dakota, the Lewis and Clark
Center. So it has been a long time. Lucy was very concerned then,
too, Senator. But it is great to have you here, and we really could
not hear from two better people.
Senator Conrad is from Bismarck, where my wife and I live now.
After graduating, he went to Stanford where he received his bachelor’s degree and then received an MBA at George Washington
University, and then went back home with a heart of service and
went to work in the tax commissioner’s office where Commissioner
Byron Dorgan saw potential, evidently, and he worked for Commissioner Dorgan, who eventually became his colleague in the United
States Senate.
Senator Conrad does have a distinction in that he—both Senator
Hoeven and I are in the lineage of the Conrad seat. He held both
U.S. Senate seats from North Dakota—not at the same time, of
course, but I consider it an honor. During his 20 years, Kent was
well known for being concerned about the budget and lived it out
every day in this place, lived it out at home, always with North Dakota at the forefront of his concern and consideration, but was the
real budget hawk that a lot of people turned to from both parties.
And we are grateful for that legacy, Senator, and it is why, of
course, you are here.
So, with that, I am not going to go through all the incredible
things he has done. He is going to give some great testimony I have
already read. Thank you for that. And thanks for being here and
for your service to our State for all those years.
Thank you.
Chairman ENZI. With that, we will begin the testimony. We will
start with Senator Gregg.
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STATEMENT OF THE HONORABLE JUDD GREGG, FORMER
UNITED STATES SENATOR, SENATE BUDGET COMMITTEE
CHAIRMAN

Senator GREGG. Thank you, Mr. Chairman, and it is a great
honor and privilege to be here and to be sitting on this side of the
table. It is a unique experience and I suspect will be very enjoyable.
I want to thank the Chairman for inviting me and also inviting
Senator Conrad, obviously, and I want to thank the members of the
Democratic Party who are here and the members of the Republican
Party who have taken the time to participate in this hearing.
I want to congratulate Senator Enzi on the budget that he
brought forward. I thought it was a very responsible budget, by the
way.
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Also, it is a great pleasure to be here with Senator Conrad. He
and I were Chairman/Ranking or Ranking/Chairman for many
years, and we had some contests. We had some disagreements. But
we viewed our role as partnerships. We were both directed in the
same way. In fact, it was Senator Conrad who coined the phrase
‘‘The debt is the threat.’’ And that was basically the theme that
guided both of our approaches.
And so we did have some disagreements, and I suffered through
too many charts over the years to even mention them. But we always were on the same path of trying to get the budget process to
work right and, by working right, that means it manages our budget so that it is affordable for the American people.
We are obviously in the throes of a very significant problem. The
debt is now at $22 trillion. The debt-to-GDP is over 70 percent. We
are looking at over trillion-dollar deficits as far as the eye can see
right now, which is just inconceivable. We will probably hit 100
percent of debt-to GDP before the end of the next decade, which
puts us in the same room with Greece and Ireland and Iceland and
other nations which have gone bankrupt.
We have, obviously, the advantage of being the currency of the
world and the place where people think we can get things done and
solve problems, and so the people give us great running room. But
Senator Conrad and I served on the Simpson-Bowles Commission
together, and one of Erskine Bowles’ comments that I always remember was, when asked why our debt was not as big a problem
as it had been for other nations which had the same debt situation,
he said, ‘‘Well, we are the best horse in the glue factory.’’ And that
is the simple fact. We are in the glue factory as a nation.
So the first step to getting this under control is to get the budget
process to work, and the budget process obviously is not working.
And as Senator Van Hollen said, in the end it is about people and
the willingness to take leadership and make the tough decisions.
But there does need to be a framework which allows the Senate
and the Congress to accomplish that.
The problems with the budget process have to be addressed in
order to fix the budget process, and the problems are a few.
The first is that it is a hyperpartisan piece of legislation. The
budget historically, in fact, has always passed on a pure party line
vote, and it is partisanship in the extreme. The minority opposes
it, the majority supports it, and there is very little constructive effort across the aisle, even with Senator Conrad and I, who basically
worked very hard to make it a working process but still recognize
that it was a highly partisan process. So there is always significant
systemic opposition to the budget from the minority party, whichever it is.
The second problem as I see it is—or this may not be as much
of a problem today as it was when Senator Conrad and I were active—is that the Budget Committee is considered to be a threat by
at least two of the major committees in the Senate: the Finance
Committee and the Appropriations Committee. And they think that
the budget is interfering with their turf, and there is really not a
whole lot of enthusiasm on either of those committees, certainly
from the staff but also from the leadership, to be a constructive
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player in the budget process at the level that you need it if you are
going to get things done effectively.
The third issue is that it does not address the budget. I mean,
the budget is 27 percent of spending of the Federal Government;
73 percent of the Federal Government spending is not even addressed in the budget. It is incredible that we would have such an
appropriations-centric budget when the appropriations process is so
limited in its size and basically locked into its size. I mean, you are
not going to be able to change defense by more than a percentage
point or two, and you are not going to be able to change discretionary spending.
So we need to address that, and we need to figure out a way to
bring into play the rest of the items in the budget and have a comprehensive system.
My view is that there are a lot of ways you can tinker around
the edges and so substantive work around the edges. And Senator
Conrad has proposed a whole series of those, but I am going to try
to take a little different tack. I am suggesting a complete revamp
of the budget process. I know it is not going to happen, but I want
to throw it out just to get the discussion going.
First off, we need to reconstitute the Budget Committee. It
should be made up of the senior members of the Finance Committee, the Appropriations Committee, and the membership generally—one-third Finance, one-third Appropriations, one-third general membership, with the Chairman of the Committee being
picked by the majority party.
It should also be a bipartisan Committee—I mean a purely bipartisan Committee. It should be a 50–50 membership so that everybody has to buy into the final product. All the fingerprints are
going to be on the final product. And if you do that, then both sides
are going to have to take responsibility for not having a budget,
and both sides are going to be able to take responsibility for getting
a budget.
Now, you are going to say to yourself, ‘‘Well, how can we possibly
do that because there is such a partisan difference?’’ Well, I think
you put in an enforcement mechanism that makes it virtually impossible and extremely punitive not to pass a budget. And the enforcement mechanism I have thrown out would effectively not allow
an appropriations bill to come to the floor, including an omnibus
bill, until there is a budget. And if there is not a budget and there
is not an omnibus appropriations bill, then you have to reduce
spending by 5 percent on the discretionary accounts and 5 percent
on the major entitlement accounts, and you have to increase the
tax liability on FICA and the HI tax by 5 percent. As soon as those
things kick in, you will get a budget because people will not tolerate that type of a draconian event.
Now, you can think of other draconian events, but I think that
one is a pretty good one to force action on the Committee’s part.
There also needs to be an approach which looks at the three largest Federal entitlements. At least two of these cut across a lot of
jurisdictional lines because they involve health care, and there
ought to be a restructuring of how we approach those entitlements.
And reconciliation is a club, but it is a very ineffective club, in my
opinion, in the sense that it is not really structured to be targeted
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and be able to be flexible. And so you need to restructure how you
address those three major entitlement programs in order to accomplish the goals.
Lastly, there needs to be a capital budget. It should be a 2-year
budgeting process. And the point-of-order structure should be graded so that the threshold for crossing a point—for rejecting a point
of order brought by the Chairman of the Budget Committee goes
up as the number goes up that it might affect to a 67-percent point
of order when you have got a really big number coming at you.
These are very significant approaches in the sense that they are
different and they are changes that are fundamental, but I actually
think if we put in place a new budget process like that, we would
actually get a budget.
Thank you.
[The prepared statement of Senator Gregg follows:]
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Fixing a Broken Budget and Spending Process:
Perspectives of Two Former Chairmen"
May 14, 2019
Senate Budget Committee
Testimony of Former Senator Judd Gregg
Fixing the Budget
The primary reason that the congressional budget process is not
functioning is that it requires difficult decision. This is something
the Congress is not good at doing.
The budget exercise is also structured to guarantee significant
partisanship and turf confrontations.
The rules which govern the process and are already in place would
lead to an effective budget procedure and product if the factors
mentioned above were not in play, but they are, so the whole
thing does not work.
Thus, the country often does not have a federal budget and even
when it has had some semblance of a budget in place over the last
decade or so, it has had little practical impact on disciplining
federal spending or tax policy.
To fix this problem, and actually have the Congress produce
budgets that are meaningful and effective, there needs to be
fundamental change.
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Adjustments must address the causes of the breakdown in the
present budget process. These causes are:
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1. The hyper-partisan nature of the manner in which the
budget is developed. The budget is the only major
legislation that is structured to be a product produced
purely along partisan lines. The majority party has to
write and pass a budget with only its members'
supporting it. This guarantees significant opposition to
any budget by the minority.

2. Other committees, especially Finance and Appropriations
in the Senate, see the Budget Committee's product, i.e.
the budget, as a threat to their jurisdictions and areas of
responsibility. Thus, the budget inevitably runs into and
is often undermined by the need and desire of other
committees to protect their "turf".
3. The actual form that the budget takes does not relate to
or give visibility to the core problems that a budget
should address. It is too appropriation centric. It does
not tie into the issues of the size of the debt in a formal
way. It rarely effectively addresses two thirds of the
spending of the government which involves entitlements
or revenues. It is not set up to separate out capital
spending, federal personnel policies or unused funds. It
has no comprehensive way to address major federal
spending areas like healthcare that cuts across multiple
committees and involves both discretionary and
entitlement spending. It is simply dysfunctional in its
structure.
In order to address these issues there needs to be a major rethinking of the approach to developing the Federal Budget.
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The Budget Committee itself should be re-constituted.
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It should be made up in large part of the senior members of the
committees most affected by the product. This would create a
greater likelihood of buy in from these powerful committees and
reduce the forces that are naturally at odds with the effort. One
third of the Budget Committee should be from Appropriations,
one third from Finance and one third from the general
membership. The respective party leaders should choose the
chairperson and ranking member from the general membership.
The Budget Committee should be a bi-partisan committee. It
should have its membership divided fifty-fifty between the parties
with the chairperson being from the majority party. This would
mean that both parties would have take responsibility for
producing a budget or blame for the failure to do so. It would
also reduce the partisanship of the execution of the actual budget
and would increase significantly the forces that would drive
toward reaching consensus on complex issues that require
consensus to make progress like healthcare reform and tax
reform.
The budget goals should be set in terms of the debt to GDP ratio
and if possible the same type of ratio should be used to set limits
on spending and tax policy.
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No appropriation bills should be allowed to move to the floor
without a budget, including an omnibus bill. Spending on
discretionary accounts and on major entitlements should be
reduced by five percent from the prior year and revenues from
the FICA and HI taxes should be increased by five percent if no
budget is passed. This would put extreme pressure on the bipartisan committee and the Congress to produce and pass the
budget.
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The three largest areas of Federal entitlement spending should be
broken out as a separate items. Congress should have the
authority to direct its review to reach certain goals relative to
spending in context of the debt to GDP ratio with a structure that
crosses committee lines of jurisdiction and engages all the
affected committee in a single process of review.
A capital budget process should be added that coordinates all the
committees of jurisdiction.
Points of order for violating budgeted amounts should vary in the
degree of difficulty to override using an up to a 67-vote threshold
depending on the size of the excess spending or tax reduction.
The actually budget should be drawn up based on a two year
structure with five- and ten-year instructions and estimates.
A budget organized along these concepts would dramatically
increase the likelihood that the largest government in the world,
a government that is spending over four trillion dollars a year,
would actually have a functioning budget.
It would create a disciplined approached to spending and tax
policy and would increase significantly the American people's
confidence in their government and the Congress.
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Such an approach would border on revolutionary. It would also
be a nice way to govern.
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Chairman ENZI. Thank you.
Senator Conrad.
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STATEMENT OF THE HONORABLE KENT CONRAD, FORMER
UNITED STATES SENATOR, SENATE BUDGET COMMITTEE
CHAIRMAN

Senator CONRAD. Thank you, Chairman Enzi and all those on the
ranking side—Senator Van Hollen serving as the Ranking Member
today.
I would first like to take a moment to observe that Chairman
Enzi will be missed in this body when he retires. My wife and I
had a chance to travel to Africa with Senator Enzi and Diana to
visit AIDS orphanages and AIDS clinics. I remember before we left,
I told my wife, ‘‘Do I really have to go?’’ I thought it was going to
be the most depressing thing I had ever experienced, but I can tell
you it was really inspiring. And I learned a lot about Senator Enzi
on that trip, and I learned that he is a person of rare character and
decency, and we need more of that in this country. So he will be
sorely missed in this body.
I appear before you today as a former Chairman and Ranking
Member. Senator Cramer, thank you for that kind introduction.
When I was first here, I was in your position. I was at the end of
the line. I was the 100th in the chamber in seniority, and I was
at the bottom in seniority on this Committee. And at the end I was
sitting where Senator Enzi is, the Chairman of the Committee. And
I served as Ranking Member with Senator Gregg, and we developed not only a respect but a real friendship, which endures to this
day.
It was a very, very different place at that time. The budget process was taken very seriously when I came here. Markup could last
as long as 2 weeks, and I will tell you, it was a serious business.
I remember spending hours and hours preparing for markup, preparing amendments, preparing debate with amendments that were
being offered. And always when a budget resolution passed the
Committee—and it always did—it went to the floor for amendment
and debate and a vote. Now that rarely happens.
Let me share a story that illustrates how very much things have
changed. Once when I was Chairman, I had a budget on the floor,
and a senior Republican had an amendment pending that, if voted
on, would have passed and, when passed, would have killed my
budget. It was an amendment that would have sharply reduced
farm program payments to large farmers that especially affected
cotton and rice. And so I knew if that amendment passed, my
budget was dead because no Democrat from the South could then
vote for a budget with that amendment included.
My best friend in the Senate, my colleague Senator Dorgan, happened to be the cosponsor of that amendment. I called him, I said,
‘‘Byron, you are about to kill my budget.’’ He said, ‘‘Well, what do
you want me to do?’’ I said, ‘‘I want you to go to the Republican
sponsor and ask if he will withdraw the amendment. Explain the
situation.’’ He said, ‘‘Boy, that is going to be a tough sell. This is
something he has worked years on. He knows when we offer it, it
is going to pass. He is going to accomplish something he has been
trying to get done for a long time. But I will do it.’’
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He called me back an hour later. He said, ‘‘Our Republican colleague will withdraw his amendment,’’ even though he knows he
was going to kill my budget if he offered it, even though he knew
he was going to win.
Think about that. Could that happen today? But it happened.
And this was a tough Republican partisan. You all know him. I am
not going to call him out because what he did was really quite extraordinary. So things have really changed here.
Let me tell one other story, and that is about Senator Gregg and
I, we were on a trip to Central and South America. Our wives and
we were seated together during that entire trip. And Judd is quite
right. We have different views about how to solve the problem. But
one place we were truly joined at the hip was we believed the debt
facing this country was a serious and is a serious threat. And we
believed we needed to take action.
And so during this trip, we came up with the idea of a grand
compromise. We came up with the idea of a special commission
that became Simpson-Bowles. And we talked about the need to,
yes, cut spending and raise revenue and reform entitlements to get
America back on track.
My greatest regret is that Simpson-Bowles never passed. We got
60 percent of the members of the Commission to support it, but it
took a super-super majority to get a vote on the floor of the Senate.
We never had that opportunity.
We then had a group of six, some of whom are still here. We
worked on it for several years trying to get it in a shape to present
to our colleagues, but that never passed. I truly believe we could
have made major strides of getting the country back on track had
we passed Simpson-Bowles or something close to it.
It is critical that America has a budget. Our gross debt, as Senator Gregg indicated, is $22 trillion. Our gross debt is already more
than 100 percent of our gross domestic product. Social Security
faces insolvency by 2034 Medicare by 2028, and that is according
to the Trustees of the programs. When interest rates rise, the pressure on all other Federal spending and income will be intense.
So Congress and the administration need to act, and it starts
here. We need a functioning budget process. But we all know what
has happened. The Federal budget process is little more than a
charade.
The leaders know that if the Budget Committee takes action,
even if the budget never goes to the floor, it blocks any other member from offering a resolution that would require consideration by
the whole membership.
So because leaders of both parties want to shield their members
from tough votes, they do not permit a budget resolution to be considered by the full Senate. And America is denied the opportunity
to have a budget for the country.
Meanwhile, we will be running trillion-dollar deficits when economic times are good, unemployment is low, inflation is low, economic growth is reasonably strong. And we are running trillion-dollar deficits? Really? What possible sense does this make? We can
do better.
I know it is now fashionable to believe for some on both sides
that deficits and debt do not matter. I would say to them: Ask the
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people of Greece. I have been there. I met with their Finance Minister, their Prime Minister, under a crushing debt load. I tell you,
it affects everyday people every day of their lives. Ask the people
of Venezuela, ask the people of Chile, and, yes, ask the people of
Germany before World War II whose currency so inflated they had
to have carts and wheelbarrows full of money to go buy a pair of
shoes.
Deficits and debt matter when you reach a tipping point. No one
knows for sure where that tipping point is, but it is clear we are
racing towards it.
So the first thing I would do is say if the Budget Committee’s
concurrent resolution does not come to the floor for a vote within
10 legislative days of passage in the Committee, any member could
offer a budget resolution and it will be treated in the same way as
a resolution from the Committee itself.
That would put enormous pressure on any leader to bring a
Budget Committee resolution to the floor for consideration. But
that will not be enough. Let me quickly outline some other ideas
that might make a difference.
Reform ‘‘vote-a-rama’’ by establishing a filing deadline and a
limit on the number of amendments.
Make the budget process more efficient by adjusting the Federal
fiscal year to match the calendar year.
Amend the debt ceiling to lessen the likelihood of default and
couple it to revenue and spending levels in the budget resolution.
Prevent or reduce the likelihood of Government shutdowns by
implementing automatic CRs.
Prohibit lawmakers from using reconciliation to increase the deficit within the 10-year budget window.
Curtail gimmicks by requiring all budget resolutions to use the
CBO baseline and require all mandatory spending and revenue
changes to be shown.
Compel lawmakers to take a distinct floor vote to waive any
Budget Act or PAYGO point of order.
Include tax expenditures and mandatory spending within the
normal budget process, something Senator Gregg referenced.
Create a requirement that Presidential and congressional budgets include estimates of budgetary impacts for 20 years.
For all estimates of legislation by CBO, require interest to be included in the cost.
And implement multi-year debt-to-GDP benchmarks to shrink
debt relative to GDP.
Once again, thank you, Chairman Enzi and Ranking Member
Van Hollen and all the members of this Committee. It is an honor
to be here. Let me say I have confidence in the ability of this chamber to lead to get us to higher ground.
I thank the Chair.
[The prepared statement of Senator Conrad follows:]
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Thank you, Chairman Enzi and Ranking Member Sanders for inviting me here today,
And thank you members for being here to listen. First, I would like to take a moment
to observe that Chairman Enzi will be missed in this body when he retires. Lucy and
I traveled with Mike and Diana to Africa to visit AIDS clinics <md orphanages to see
how American funds were being spent. I learned a great deal about Chairman Enzi
on that trip. He is a person of rare character and decency, and we need more of that
in this country. When 1 announced my retirement, one of the most moving letters I
receivc-d was from Chairman Enzi.
And Senator Sanders, [ have long admired your unswerving attention to the income
incqL1ality that challenges our country. When 40% of our fellow Americans say in a
~ that they vvould have a hard time coming up with $400 for an
emergency car repair, we have a problem that is undeniable.
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Federal Budget. f also appear before you as a former Chairman and Ranking Member
of this Committee, on which I proudly served for 26 years. \rVhen I first came to the
Senate, I was the most junior member in the body and on this committee. I ultimately
served as Chairman several times and as Ranking Member several times. It was very
different then. This committee wns taken very seriously. The budget process was
taken seriously. Mark-up of a budget resolution could go on for several weeks. The
budget resolution always went to the floor for debate, amendment, and J final vote.
Now we know that rarely happens.
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Let me share a story that illustrates how things have changed. Once r had a budget
resolution on the floor, and a senior Republican had an amendment pending that, if
voted on, would have passed and killed any chance for my budget to pass. It was an
amendment that sharply limited farm program payments to large farmers but that
would especially affect cotton and rice producers. We all knew it would pass by a
wide margin if voted on and that it would kill any chance to pass my budget because
southern Democrats could not support a budget with that amendment attached. My
best friend in the Senate, a Democrat, was the cosponsor.
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When I told him he was about to kill my budget, he asked me what he could do, and l told him
the only answer was to ask our Republican colleague to withdraw the amendment.

He called me later to say the Rcpublkan Senator had agreed to withdraw his amendment even
knowing he could have killed my budget and even knowing he was going to win something he
had been working years to accomplish. And mind you, he was a tough, partisan Republican.
However, he respected the process and believed we needed a budget.
One other quick story. Judd Gregg and I were on a trip to Central and South America. Our wives
and we were seated together on the plane for the entire trip. We were both deeply concerned
about our burgeoning gross debt headed for over 100% of GDP unprecedented since WWII
and the pending insolvency of Social Security and Medicare.
We came up with the idea of a Grand Compromise to cut spending, raise revenue, and reform
entitlements to get our fiscal house in order and our nation back on track. lt became the SimpsonBowles Plan. \Vhile we did get more than 60% of the Commission to support the plan, we could
not get the super-super majority required to bring it to the floor for a vote. My greatest regret is
that it did not pass. In my judgment, it would have strengthened our country and put us on a
more secure path for the future.
ft is critical that America has a budget. Our gross debt is now over $22 trillion, or above 100% of
GDP, Social Security faces insolvency by 2034 (Old-Age and Survivors Insurance trust fund), and
Medicare by 2026 according to the Trustees of those programs. \Nhen interest rates rise, the
pressure on all other fcderaJ spending and revenue will be intense.
So Congress and the Administration need to act, and it starts here. We need a functioning budget
process. But we all know what has happened. The federal budget process is little more than a
charade.
The leaders know if the Budget Committee takes action, even if the budget never goes to the floor
for a vote, it blocks any member from offering a resolution that would require consideration of
the whole membership.
So because leaders of both parties want to shield their members from tough votes, they don't
permit a budget resolution to be considered by the full Senate. And America is denied the
opportunity to have a budget for the country.
Meanwhile, we will be running trillion-dollar deficits when economic times arc relatively good
with low unemployment, low inflation, and reasonably strong economic growth.
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I know that it is now fashionable to believe for many on both sides that deficits and debt do not
matter. I would say to them: ask the people of Greece, the people of Venezuela, the people of
Chile, and, yes, the people of Germany before WWII, if debt matters.
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Deficits and debt matter when you reach a tipping point. No one knows for sure where that is,
but we are racing towards it.
So the first thing I would do is say if the Budget Committee's concurrent resolution docs not come
to the floor for a vote wHhin ten legislative days of passage in the committee, any member could
offer a budget resolution and it will be treated in the same way as a resolution from the committee
itself.

That would put enormous pressure on any leader to bring a Budget Committee resolution to the
floor for consideration. But that wiU not be enough. Let me quickly outline some other ideas that
might make a difference.

Other Recommendations to Reform the Budget Process
Reform uvote-a-rama" by establishing a filing deadline and a limit on the number of
amendments. "Vote-a-rama" is a series of floor votes on amendments, some with almost no time
for Senators to review, to a Senate budget resolution. It is often hours-long, lasting late into the
night, and it presents a significant hurdle to passing a budget because leadership wants to shield
members from politically tough amendment votes. J agree with a proposal that Chairman Enzi
has made.• previously to limit the total number of amendments, with an even split between
majority and minority, and institute a filing deadline so Senators have proper time to review
amendments before voting.

Make the budget process more efficient by adjusting the federal fiscal year to match the
calendar year, moving to biennial budget resolutions, and examine the tradeoffs from biennial
appropriations. It is worth considering creating a process to lock in 302(a)s in law after House
and Senate elections.
Amend the debt ceiling to lessen the likelihood of default and couple it lo revenue and
spending levels in the budget resolution. Reducing the risk of default would contribute to
curtailing the crisis atmosphere that overshadows the budget process. Yet, it would be imprudent
to eliminate one of the remaining fiscal constraints in the process. instead, lawmakers should
have to vote for a debt ceiling increase at the time th(~Y vote for the spending or tax legislation
that would increase the debt. This reform would lead to greater accountzibility. A failsafe option
would be to give the President the ability to lift the debt ceiling if Congress docs not act. This
change can be partnered with a requirement that the President submit zi plan to set and meet
fiscal benchmarks to reduce projected debt.
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Prevent or reduce the likelihood of government shutdowns by implementing automatic
Continuing Resolutions (CRs) or a fast track process for limited duration CRs. Such CRs should
provide funding at the level of the previous year without anomalks. This change could be paired
with incentives for lawmakers to complete appropriations on time.
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Prohibit lawmakers from using reconciliation to increase the deficit within the ten-year budget

window. When I was Chairman of the Senate Budget Committee, we enacted a Senate rule with
this prohibition. Policymakers should take it one step further by passing this requirement in law.
Curtail gimmicks by requiring all budget resolutions to use the CBO baseline and require all
mandatory spending and revenue changes to be shown. If we're going to measure the fiscal
impact of potential legislation, it's imperative that we all use the same measuring stick.

Compel lawmakers to take a distinct floor vote to waive any Budget Act or PAYGO point of
order. Simply put, lawmakers should be accountable to their constituents if they arc going to
suspend budget rules, and constituents ought to know when and how often their elected
representatives wilJfully ignore their own rules intended to instill fiscal responsibility.
Include tax expenditures and mandatory spending within the normal budget process, creating
more parity with discretionary spending. Mandatory spending programs and tax expenditures

ought to be reviewed on a regular basis. Ideally, policymakers would create multi-year budgets
or limits for both. Budgeting is an exercise in tradcoffs, and all budgetary resources should be on
the table.
Create a requirement that presidential and congressional budgets include estimates of
budgetary impacts for hventy years. Lawmakers and the public should have information about

how revenue and spending d1anges would affect the budget beyond the current ten-year budget
window because our budget challenges are not limited to ten years. Estimates for second-decade
impacts need not be as detailed as the year-by-year figures provided for the first decade but
should give a sense of the direction and magnitude of the change.
For all estimates of legislation by CBO, require interest to be included in the cost. Unless it's
offset, every piece of legislation has an interest component to its cost. Choosing not to include
that component in a cost estimate means choosing not to understand its full cost. This shift will
guarantee the full fiscal impact of legislation is quantified for lawmakers and will better
emphasize the benefit of paying for new legislation. Senator Daines (R-MT) has introduced
legislation in the Senate to do this. At thC' very least, interest cost should be a memorandum line.

Implement multi-year debt-to-GDP benchmarks to shrink debt relative to GDP. Through the
Budget Committccs1 use expedited procedures that encourage meeting the debt targets with
budgetary triggers if Con&lTess fails to do so. This recommendation is based on the Peterson-Pew
Commission on Budget Rcform's Gcttin~ Back in the Bl<-Kk report.
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Conclusion
A well-functioning budget process is necessary for a robust and efficient federal government. It
provides the opportunity for our leaders to decide in an open forum the priorities we set as a
nation. Budgeting requires hard work, negotiation, compromise, and a determination to stay the
course. Reforming the budget process alone will not force lawmakers to agree or act responsibly,
but more thoughtful and practical rules will help foster the environment for that through greater
transparency and accountability.

With trillion-dollar deficits on course to become the norm and interest payments the fastest
growing part of the budget, now is the time to set the committee on the right track with reforms
that will not only help the committee itself but the nation as a whole.
Once again, thank you, Chairman Enzi, Ranking Member Sanders, and all the members of this
corrunittce. it's an honor to come back here and provide advice to you all today as you embark
on this important task.
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agajn, I am confident in the ability of lawmakers to work together to improve the budget process.
The time is now to reform our broken budget process.
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Chairman ENZI. I thank you and Senator Gregg. I want to thank
you for having worked hard together to try and push a bipartisan
commission to tackle the debt. And at one point you had enough
cosponsors to make that possible, and then we lost a few. I was one
of the cosponsors. I was one of the ones that stayed and voted for
it. But I know that you spent some trips going to the White House
to convince the President then to do what we were not able to do
legislatively. And that happened, and it was called the ‘‘SimpsonBowles Commission,’’ and you were both on it. And it had a debt
reduction plan that was based on a model of bipartisan compromise. I look back and think what would have happened had
that passed. We would be in pretty good shape right now.
Looking back, what do each of you think worked and what did
not about the Commission’s efforts? How could we translate some
of the Commission’s approach into the Committee’s future operations? Senator Gregg?
Senator GREGG. Well, the Commission, as Senator Conrad mentioned, was an idea that we worked on together, and the theme of
it was that the regular order simply was not working in the Congress. And so what we wanted was a group of people to come together who were basically players in the Congress and the President to have his say in it by putting his membership on it, have
it be equally divided between Republicans and Democrats and between the House and the Senate. And I think the key leverage
point of the Commission was that if the Commission reached an
agreement, it had to be voted up or down without amendment,
much like the BRAC situation is with the base closure bills, so that
people could not hide behind amendments that they offered and
lose. That is what happens. People will offer an amendment. They
know they are going to lose it. They lose it and then they say they
cannot vote for the final product. So it was an up-or-down vote on
the Commission.
And the positive of it was that it had extraordinary leadership
in Alan Simpson and Erskine Bowles, and they decided very early
that they were going to go big and that they were going to try to
bring everything into play.
We also structured the understanding—we reached an understanding where three-fourths of the deficit reduction would come
from spending and one-fourth would come from revenues. We did
this, and we also tied the decisions to GDP so that we were aiming
at debt-to-GDP targets, which I think is very important, which is
the way I think the basic budget should be structured. And when
we did the tax side, all the Republicans in the Senate voted for it,
and they were some of the most conservative—myself, Mike Crapo,
who is still here, and Tom Coburn—because we recognized that it
was a legitimate approach. We basically eliminated all the deductions and expenses in the tax law, which gave us $1.1 trillion, took
$1 trillion and reduced the tax rates, and we took $100 billion each
year and reduced the debt.
The overall package produced a $4 trillion savings over 10 years,
and if that had been put in place, the debt-to-GDP ratio would
have stabilized at about 70 percent, and would still be there, I
think, actually.
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It was a good approach, but once again, as Senator Van Hollen
said, it came down to leadership. And the leadership did not want
to push the package across the floor because they got flak from the
left over the Social Security reform. We made that solvent for 75
years. And they got flak from the right over the tax bill, the tax
part of the package, and the President also did not want to do it
in the end, I think, although Senator Conrad can speak to that better than I can.
Chairman ENZI. Senator Conrad.
Senator CONRAD. So I largely agree with Senator Gregg’s description. The greatest regret I had serving here 26 years, I think people on the left did not fully appreciate how good it was in terms
of the revenue it raised. I think people on the right did not like it
because it raised revenue. We gored a lot of oxes. As I told my
staff, I will never forget meeting with them before I voted and
asked them for their advice, and many of them told me vote no.
And I told them the only thing worse than being for this is being
against it, so I am going to vote yes.
And I said this is our opportunity to get this thing back on track.
I think if people really examined the revenue, taking in mind the
difference between various baselines, if they really examined the
spending savings, they would see we would have largely accomplished what needed to be done to get the country back on a sound
footing.
You know, I do not know if that time will come again. I think
it will, because here we are. We are headed for a circumstance in
which Social Security is going to be insolvent by 2034. What does
that mean? That means everybody is going to take a 23-percent
cut. And, by the way, it is not going to be 2034. I am here to predict today it will be quite a bit earlier than 2034. I have seen other
modeling that says by 2029 we are going to be in this circumstance
in Social Security, Medicare even earlier. So we are playing with
fire.
The one thing we know for certain is that if we act sooner, the
changes will have to be less draconian. The sooner we act, the better. It is a mathematical certainty the longer we wait, the tougher
the solution is going to have to be.
Senator GREGG. May I follow up on that? Let me explain the tax
side of this because it is important that those of us on our side of
the aisle understand what the tax approach was.
We essentially took the Reagan approach on tax. The 1986 Tax
Act, we essentially took that. And we took all the revenue—all the
deductions and exemptions out, and then we took the top individual rate down to 25 percent. So it was a hugely positive event
in the sense of creating economic growth. And we took $100 billion
every year and moved it to revenue deductions—moved it to deficit
reduction.
Then on Social Security, which certainly had a lot of people upset
but certainly I think from the other side of the aisle it was a major
concern, the adjustments we made in Social Security made it solvent over 75 years, but we did not affect anybody who was on the
system. And, in fact, we benefitted people who were on the system
who were single parents, single women, widows mostly. The age,
we scaled the age up, but we took 60 years to scale it up so people
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had plenty of time to plan for it. But it was attacked as being an
immediate effect—having an immediate effect on Social Security,
as things often are.
So that framework I actually think, if you are going to get something done in a reasonably prompt period of time, is still a very
viable framework.
Chairman ENZI. Thank you.
Senator Van Hollen.
Senator VAN HOLLEN. Thank you, Mr. Chairman. And I thank
both of you for your testimony and a lot of the ideas you brought
to the table. I think this is an important discussion.
I remember after the Simpson-Bowles framework never went forward and got a vote, we, of course, had something called ‘‘the Biden
group,’’ headed up by Vice President Biden. I served on that. It was
a bipartisan group. What came out of that was the effort to build
a budget mousetrap structure to force action. It became known as
the ‘‘Super Committee.’’ I served on what is now known as the ‘‘not
so Super Committee.’’
I will say there were lots of good ideas, and, you know, people,
members from both sides, discussed these issues in good faith, and
the lever there was going to be the sequester, right? The Super
Committee was incentivized to come up with a plan to address
mandatory spending and deal with revenues, and if we did not
come up with a plan, you would hit the sequester. Well, we are now
8 years into the sequester, and Congress, of course, year by year,
you know, tries to take off the rough edges of that.
So that was my experience with trying to set up a system, and
it did create some pressure. At the end of the day it did not
achieve, obviously, most of its goals. And I wish I was as optimistic
as you, Senator Conrad. I think, again, people do come together in
good faith, but it is just the incentives—I hope we can find a way
to make it work.
But let me ask you this: the Conrad rule. We used to have a rule
called the ‘‘Conrad rule.’’ It was in place from 2007 to 2013. Can
you just remind us what the Conrad rule was? It was pretty
straightforward with respect to reconciliation.
Senator CONRAD. Yeah, you could not use it to increase the debt.
You know, reconciliation, as I read it, was designed for only one
purpose, and I tell you, knowing Senator Byrd as I did, I have had
this conversation with him. Reconciliation was designed for deficit
reduction—not to increase deficits, to reduce them. That is the only
reason—and I can assure you Senator Byrd made very clear to me
the only reason he accepted reconciliation as a process, which, as
you know, takes away the ability to filibuster, which is a critically
important power of any Senator. It is taken away under reconciliation, and the only reason he accepted that was the whole premise
was that it would be used for deficit reduction. That has been stood
on its head, and now reconciliation is used to increase deficits. So
it is——
Senator VAN HOLLEN. Right, that was in place, and you can love
or hate the Affordable Care Act or something in between, but when
you passed the Affordable Care Act, you did it under the Conrad
rule, right?

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00238

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

lotter on DSK11XQN23PROD with HEARING

233
Senator CONRAD. We did. Now, one of the things, I was Budget
Committee Chairman, I insisted that it be paid for.
Senator VAN HOLLEN. Yes.
Senator CONRAD. And I will tell you, it made me very, very popular.
Senator VAN HOLLEN. No, no. Exactly. But that rule that was in
place, it did force some of the decisions. The Affordable Care Act
was paid for. The Conrad rule was eliminated in 2015, and so we
just had a tax cut bill. And, again, I am not going to get into the
merits of the tax cut bill, but as you said, the purpose of reconciliation as originally envisioned was to reduce the deficit. And, in
fact, as we know, it dramatically increased the deficit, according to
the Congressional Budget Office—not in the last 10 years where
you are still supposed to have deficit neutrality, but in the first 10
years.
And then we had a backup plan, too, right? What was the backup
plan? The backup plan was statutory PAYGO. So under the tax
bill, we increased the deficit $1.5 trillion, but there was a law in
place, statutory PAYGO, which, Mr. Chairman, would have had an
across-the-board cut to mandatory spending, the kind of spending
you just talked about.
What happened to the mandatory PAYGO after the 2017 tax cut
bill was passed? It was put into a must-pass—the elimination of
the waiver of statutory PAYGO. It would have been across-theboard mandatory spending, the kind of spending that we are here
about.
So, again, I am sorry for my frustration. I appreciate the hearing.
I hope somebody can come up with an idea that will better
incentivize efforts to reduce the deficit. But the Conrad rule was
in place to do that. So if you wanted to have a tax cut, fine, but
you had to pay for it. But the Conrad rule was eliminated.
So I am sorry for my little bit of skepticism here, Mr. Chairman,
not about these two gentlemen. I think some of the discrete items
that you mentioned, some of them, you know, are at the margins
improvement. I look for a big mechanism, too, Senator Gregg, if we
can—if people can get together. As you pointed out, the challenge
with something like that is getting the negotiation in the first
place. I mean, the Biden Commission, instead of sequester, there
was a proposal to have on the one hand cuts, on the other hand
automatic revenues. You proposed increases in Medicare taxes and
other things. We could not get that as part of the mechanism. So
it is almost as difficult to structure the mechanism. So it is almost
as difficult to structure the mechanism as it is to get the result.
Thank you, Mr. Chairman, and I appreciate your being here.
Senator CONRAD. Can I just say in response that I share your
skepticism? It is really what led me to leave this chamber because
after years of almost constant budget negotiations with BowlesSimpson and then the Group of Six and on and on, I actually
reached the conclusion nothing is going to change until there is a
crisis. And I hope very much I am wrong, but that is the conclusion
I came to. And at the end I just could not really want to be a part
of it.
But I tell you, a grand compromise is going to happen because
it has got to happen, and I think the thing that is going to drive
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it is when you approach Social Security, cutting everybody 23 percent—that is what is going to happen; that is the law. Can you
imagine you are going to cut everybody 23 percent? When Medicare
is insolvent—it is coming very soon, less than a decade, years according to the Trustees. So a crisis is coming.
Senator VAN HOLLEN. Just for the record, some of us have put
forward proposals on Social Security. People may not like them,
but others should put theirs on the table as well.
Thank you.
Chairman ENZI. Did Senator Gregg want a last comment, too?
Senator GREGG. Well, I agree with Senator Conrad that this Government functions very well in crisis, having been through the
2008 banking meltdown. And I suspect we will have a crisis. I am
not so sure it is going to be driven by Social Security. I think it
will be a dollar crisis where our currency comes under attack because people who have been lending us money will suddenly realize
they cannot get their money back, all that they lent us. And when
the world takes that position and loses confidence in the American
currency, then you will have a real significant fiscal crisis. You can
avoid that by putting in place mechanisms like—I hate to go back
to Simpson-Bowles because it is so old and so distant to most people today. But if that mechanism had been put in place where you
had a set plan for how you were going to—a glidepath for how you
were going to get the deficits under control, you were not going to
eliminate them, but you were going to get them under control, and
that would be manageable, but then you will not have a currency
crisis because the world will look at the currency and say the country has done what needed to be done.
Chairman ENZI. Thank you.
Senator Perdue.
Senator PERDUE. Well, thank you both for being here. This is not
your first time on that side of the table. I remember in a very informal setting 2 years ago, 3 years ago maybe, you guys were here,
and it was very helpful. It actually initiated a conversation that led
to a Joint Select Committee last year where we had eight guys on
our side, eight guys from the other, House and Senate, bicameral,
we agreed on four or five things. We just could not pass a comprehensive bill. I am not going to spend any of my 5 minutes telling the record about how bad this crisis is, but I will say this: The
debt crisis is why I ran for the Senate. I had no purpose to be here
at all. The debt crisis is as real as you are describing it. I agree
with you, Americans always deal well in a crisis. We are always
one of the slowest to recognize we are in one. Well, we have been
in one for the last 15 years, in my opinion.
In 2000, we had $6 trillion of debt. The ratio to our GDP was
very workable. Even by 2010, it was still somewhat workable. And
we could debate how we got to $20 trillion, but now we are at 22.
Here is the problem: We cannot cut our way out, we cannot tax our
way out, we cannot grow our way out. It has got to be a combination of all of the above.
We have been working for 4 years in a bipartisan way. Senator
Kaine, Senator King, Senator Whitehouse on that side in this Committee have been part of—and we have 12 Republicans in a very
informal way in the last 3 or 4 years. It is uncanny that it is easy
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to attract ex-Governors into that debate, right? And that mention
right there, two ex-Governors on their side kind of get it, because
by law Senator Kaine had to provide a balanced budget and had
to live with it.
You know, 44 States have that law, by the way. And, oh, by the
way, I want to go to the question of—my first question is this—we
could argue about the semantics and all this, but I agree, both of
you have said this, we do not produce—the budget is not a law.
Therefore, the majority crams it down the throat of the minority.
It becomes a totally political thing. And all that we talk about, reconciliation, the Conrad rule, the Byrd rule, all this, are Band-Aids
on top of a 1974 budget law that is the worst piece of writing I
have ever seen in my life. It was never going to work. It is a disaster. And how it has taken 45 years for us to be here to try to
get this fixed, we need your help. You are not running for office.
You can tell us what you would do. We need to act on that. It was
never a law. It was only dealing with discretionary, 25 percent of
what we spend, and there were no consequences.
In State governments, 44 States, if you do not pass the budget,
you do not go home. It is as simple as that. And guess what? Until
2000—or until 1913, that was kind of the story in the United
States Congress. It was the primary purpose that we were here.
Now we go through these machinations, and we have a release
valve called the ‘‘CR.’’ This, as we are learning now, is so devastating.
Since the Budget Control Act, we have cut discretionary spending. Discretionary spending is not the problem. It is the mandatory
side, and it goes back in history all the way back to 1965, even in
the 1930s when some of these things were built. This thing was
never supposed to be bankrupt. It was supposed to be sustainable,
the Social Security Trust Fund and the Medicare Trust Fund.
My question for you is: Aside from the semantics—and I agree,
I think, Senator Gregg, you said this, and, Senator Conrad, you
have echoed some of it. Tax expenditures need to be discussed. It
is an expense item. It is like anything else, including entitlements.
We do not do a capital budget. I mean, how in the world can we
build aircraft carriers and not have a capital budget?
My question for you, very simply, both of you, is: How do we
build—what type of consequences—besides sequestration, even the
5 percent, with due respect, we have proven that that draconian
thing of 10 percent should never have happened, but it did. It took
25 percent out of our military spending over a decade and caused
a readiness crisis honestly, so that is not the answer in my opinion.
The answer is the lack of performance on our side. I agree so much
with Senator Van Hollen. It does come down to human performance, but we have proven over 45 years we cannot rely on that.
Only four times in 45 years did that work.
So my question to you is: How and what consequences and how
would you implement it on the back of some of the systemic
changes that you are both recommending? And you can throw a
blanket over both of yours. I would take any combination of that.
It would be better than what we have now. But both will fail unless we have some type of consequences on the body, including
OMB and the White House, who are charged with coming up with
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an approval spending plan that keeps us out of this kind of disaster?
And, by the way, it is not just a trillion dollars a year. A trillion
dollars a year goes to $2 trillion really in the very short period of
time we are looking at here. And so the economy is growing at a
rate now where we could argue that it has lowered—not only did
it not increase 16 expenses. It actually even lowered the debt curve
by about $3 trillion, according to the OMB, who said that it pays
for itself if you only grow 0.04 of 1 percent. And we are doing more
than that now. Again, the question is: How would you build a consequence that would be meaningful, that would assure that the recommendations that you are proposing here would get us to a budget that would include mandatory and discretionary spending? Senator Conrad, do you want to start?
Senator CONRAD. I do not know.
Senator PERDUE. It is a question of our time.
Senator CONRAD. Honestly, I have spent so many hours contemplating this. I do not have an answer for you, Senator Perdue, on
what leads people—I will tell you what I believe after being here
26 years. If people are not seriously committed to making it work,
any system you construct will fail. And what is happening now is
a perfect example. I mean, we have had a budget—as defective as
it is, we have had it work in the past.
Senator PERDUE. But only four times, with due respect, only four
times in 45 years.
Senator CONRAD. Well, four times. Four times is not nothing. So
it has worked. But I do not know of any system that you construct
that people will not figure out a way to waive, amend, defer, delay.
So, you know, somehow it has got to be leadership. It has got to
be people really committed to making it happen. Yes, we need
these process reforms. You know, the one I raised I really feel
strongly about, because, you know, the way it works, every leader
knows that if a budget does not come out of the Budget Committee,
any member can go to the floor and put forward a budget resolution, and it is treated as though it came from the Committee.
Senator PERDUE. Right.
Senator CONRAD. So the problem is, what has happened?
We are passing them in the Budget Committee on both sides.
Both sides do this. They pass it in the Budget Committee, so that
locks out any member from going to the floor and putting out a resolution. I say take that protection away. I would love to see what
would happen if an individual member could put forward a budget
resolution because the budget resolution did not come to the floor
because the leader held it up. Boy, I will tell you, we would be back
to having budget resolutions, I think.
Senator PERDUE. Chairman, I am over my time, but could Senator Gregg respond to that? Sorry.
Senator GREGG. Well, I think the essence of what Senator Conrad said I agree with, which is that there is not a clear path. If
there were, somebody would have probably put it in place. I have
suggested a mechanism in here that I think is reasonably draconian, extremely draconian, more draconian than the sequester exercise that would force hopefully action on the budget. But I honestly think that if you are going to really do it, you have got to go
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back to thinking outside the box, and you have got to recognize
that regular order does not work any longer in the Congress, and
you have got to have a structure like Simpson-Bowles. I hate to
beat a dead horse, but I do not think it is dead. I think if you put
together a Simpson-Bowles Commission again and you put on it
the right players from both sides, both parties, and it had no
amendment language and it had a charge to get to a certain percent of GDP, debt-to-GDP ratio, you would get a pretty good package that would come out of that group. It works with base closure.
I guess you are going to do another base closure bill? Did I see that
somewhere? It worked. Base closure went through, what? Five
times we went through base closure?
Senator CONRAD. Yeah.
Senator GREGG. You guys in Virginia certainly remember that.
We in New Hampshire do, too. But you have got to go outside the
box, because regular order simply is not going to work, and set up
a structure that allows action to occur and then requires the Congress to either vote the action up or down.
Senator PERDUE. Thank you.
Thank you, Mr. Chair.
Chairman ENZI. Thank you.
Senator Kaine.
Senator KAINE. Thank you, Mr. Chair, and thanks to the witnesses. There are so many questions I would like to ask you, but
I think I will just ask you one because I would like to kind of get
into details with you, and that is debt-to-GDP ratios.
As a former mayor and Governor, I conclude that it was less the
balanced budget requirement than it was consensus around debt
ratios that enabled us to manage our finances. And it was interesting, especially as Governor, very partisan environment. I am a
Democratic Governor. I have two Republican Houses for 2 years
and I have one each my second 2 years. But we had an agreement,
largely driven by going to the bonding houses and trying to keep
our AAA bond rating, but we had an agreement about the debt-toState-GDP and debt service as a percentage of budget outlays. And
it was interesting. We had targets, and Democrats and Republicans, we accepted the targets, and we fought like heck about how
to reach the targets. We need to cut more expenses. No, we need
more revenue. Okay, we need to do a little bit of both.
So when you have those targets, it does not take away partisan
fighting that can actually even be productive as you are trying to
find the right path. But we had targets that we stuck to. That was
what surprised me coming to the United States Senate, that we
had no targets. Not only do we have no targets, but it is a little
bit hard to get people to even venture an opinion about targets. We
have had the Fed Chair here before, and I said, ‘‘What debt-to-GDP
ratio do you guys use?’’ We had a hearing once that the Chair
called, I think it was, ‘‘America’s Dangerous Debt.’’ And so I asked
the witnesses the question: What level of debt is dangerous? Talk
to me about ratios, debt-to-GDP, debt service payment as a percentage of budgetary outlay. And no one would give me what they
thought right targets would be, maybe because they were sitting in
positions where, at the Fed or something like that, if they said here
is the target and they are already over it, something might happen.
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You guys are experts. You have been on this Committee, and you
are not going to make the stock market go crazy one way or the
other by venturing an opinion. So I would be curious if we were
trying to set debt-to-GDP or debt service payments and budgetary
outlay targets, what would you suggest to us? Or how would you
suggest we approach questions like that?
Senator GREGG. Well, I absolutely think this is the gravamen of
a responsible approach to the budget, if you switch from numbers
to debt-to-GDP ratios on both spending and revenues, and I think
you pick the number by going to the historical band. The historical
band is that spending is between 20 and 21.5 percent of GDP.
Senator KAINE. And are you talking historical band since 1965
when we added Medicaid and Medicare in, or would you——
Senator GREGG. Yes.
Senator KAINE. Okay.
Senator GREGG. And the historical band on the revenue side is
between 18 and 19.5 percent GDP. So that you have a historical
deficit that is very manageable of under 2 percent. And those are
very defensible. The only issue and the reason Simpson-Bowles
went to 22 percent of GDP, I believe is where we ended up, is because we acknowledged the fact that the Baby Boom generation
was retiring and we were going from 35 to 70 million retired people.
Senator KAINE. Living longer.
Senator GREGG. And they live longer. The largest, fastest-growing demographic group in America is people who are over 100 on
a percentage basis. But also there are just so many more, and the
biggest entitlement programs benefit those folks. So you are probably going to have to have a higher number than historically we
had there. But that is a very manageable number, 22 percent, even
if you went to that number, or something in-would do a band
versus a specific.
Senator KAINE. Senator Conrad.
Senator CONRAD. I entirely agree with Senator Gregg. I mean,
we spent a lot of time, the two of us, talking about this as a predicate to Simpson-Bowles. I think it is absolutely essential that there
be targets, that it should be based on percentage of GDP. And it
is entirely doable. What he described is exactly right. In BowlesSimpson, we concluded 22 percent. We had a lot of debate, a lot
of discussion around that number, and it is entirely manageable.
Senator KAINE. And was the Bowles-Simpson 22 percent all
spending, including Social Security spending that was separately
sort of financed or Social Security Trust Fund, you just took all
spending and said it should be at this percentage of GDP?
Senator GREGG. That is correct.
Senator KAINE. And the same thing on the revenue side?
Senator CONRAD. Yes.
Senator GREGG. That is correct. And just for the record, I want
to point out everybody is talking—I think Senator Conrad is
right—that Social Security will go insolvent before 2034. But it
goes cash negative next year. And when it goes cash negative, that
is going to hit our debt very aggressively because it is going to all
have to come out of their operating accounts. Cash flow negative.
Senator KAINE. Great. I appreciate it.
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Thanks, Mr. Chair.
Chairman ENZI. Thank you.
Senator Braun.
Senator BRAUN. Thank you, Mr. Chair.
I am new to the Committee, and Senator Scott and I do have a
no-budget, no-pay bill. But in the short time I have been here, I
have been amazed at how resourceful the body is of, when we do
a budget—or how we outwit whatever is in place. And I heard Senator Van Hollen talk about political will. I have not seen much of
that here like I would in the great State government I came from
in Indiana or being the CFO and CEO of my company for 38 years.
It just astounds me how you can come here, the biggest business
in the world, and it gets run like this.
I think when I look at how do you come to the table, I think
there is implicit on the other side that there is revenue capacity.
All I can say is that as a Main Street entrepreneur, I have never
seen a hotter economy where we may be at the sweet spot of revenue generation. I have got my staff looking keenly at how would
we ever raise revenue. I personally think there is some room for
high liquid incomes, but I cannot see how you move revenue in any
way that even makes up a small percentage of what the deficit is.
So I think as long as there is a belief on one side that there is
revenue capacity—and if there is, I think it is so small to be insignificant—we are going to do—and I hope we are lucky it is a series
of smaller calamities and not a huge crisis. And my background in
economics and understanding what the mention was earlier about
if somebody else would ever become a reserve currency, it would
cascade into a dilemma then. You know, that almost happened
with the euro until they cropped up not being healthy; China would
ever liberalize their economy, people might start parking funds
there. Then it would start cascading.
I think I would like your opinion, do you think that there is any
room on the revenue side to bridge the gap in any fashion that
would not jeopardize what in my opinion we have kind of found the
sweet spot? Because when we look at what has happened since tax
reform went in, I think it is going to be closer to revenue neutral,
and, clearly, I believe it is what is behind 3 to 3.2 percent growth,
payroll taxes being at an all-time high.
Comment on that, and then if there is anything else other than
a crisis, how we can set guardrails without then outmaneuvering
them in some fashion like we do perennially.
Senator CONRAD. I would just say my final speech on the floor
of the Senate was directed at both sides. To my side, I said those
who say we cannot have savings—and I talked about 2 percent of
GDP. People say we cannot do that. Sure we can. We can do that.
And on the other side, those who say we cannot have 2 percent
more GDP on the revenue side, to say we cannot, yeah, we can. We
have done it in the past. We can do it again.
It is fascinating. If you go back to the Clinton years, we balanced
the budget. We balanced the budget. We increased revenue, we cut
spending. We were actually on a course to pay off the national
debt. Remember that? I had the Chairman of the Federal Reserve
come and see me and say that would be a bad thing. I said, ‘‘Hold
up.’’ I said, ‘‘Let us get a little closer to actually doing it before we
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become worried about the dangerous of paying off the debt.’’ And,
of course, we never did pay off the debt because, you know, the
siren song was we have got to have money that is being borrowed
for the Federal Reserve to be stable.
So I just disagree with you completely that there is not revenue
capacity. I disagree completely with my side that says you cannot
cut any spending. I think you can do both. We have in the past.
It worked. I think it would work again. And I do not think you are
going to have any choice because if there is going to be an agreement, you are going to have to get both sides in on it. It is not
going to happen on one side of the aisle. I spent 26 years here, and
one thing I am absolutely certain of, it will not happen if it is just
going to be one side.
Senator BRAUN. And on the revenue side, do you think we can
do that, which would be $300 to $400 billion, I think, in a rough
calculation, around 2 percent, without impacting the economy and
then hurting revenues due to the fact that you are not growing as
fast as we are? Because we definitely got out of the zone of mediocrity and sluggish growth with the dynamic that was in place where
taxes were before, LLCs and sub-S’s being taxed nearly 40 percent,
C corps probably did not need to go as low, but I do not think we
can maintain 3 to 3.2 percent growth if you start doing much on
the revenue side, especially not $300 to $400 billion.
Senator CONRAD. Look, on either the revenue side or the spending side, if you cut spending, you affect growth. If you raise revenue, you affect growth. The problem is if you do not have some
balance between the two, your debt explodes, which is what is happening and which has, unfortunately, already occurred, and we are
just adding to it.
To me, we are racing towards a reckoning, and it will be a reckoning, a debt reckoning. Senator Gregg may be entirely correct. I
would not be shocked either if it becomes a question of a value of
the currency. And I will tell you, then we will see people sober up
real fast.
Senator BRAUN. Senator Gregg.
Senator GREGG. Well, it is a good question, especially from our
side of the aisle.
Senator BRAUN. Yeah.
Senator GREGG. I think you have to understand or take a position on how seriously you wish to address the debt and whether
you think that the debt requires a balanced approach to address it.
And by ‘‘balanced,’’ I would use the agreement, again, we reach in
Simpson-Bowles, which is three-fourths of the debt is being caused
by spending and one-fourth by lack of revenue.
So I happen to believe that you can put in place a balanced approach, and you can do it with a revenue structure built off of the
Reagan model, which essentially takes rates down to the mid-20s
for income tax, and that will create a huge generation of economic
activity, by eliminating deductions and expenses and expenditure
and exemptions, which in my opinion should be eliminated because
they pervert the marketplace. Money flows to the deduction, money
flows to the exemption instead of money flowing to a person’s pocketbook which they can then make an investment, which is a much
more efficient use of dollars.
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So I think if you create a more efficient tax law, you can generate a lot more revenue, and in the process help reduce the deficit.
And it will be—you know, one of the reasons Simpson-Bowles did
not go forward was because Grover Norquist’s group came out and
said it was a tax increase. Another reason it did not go forward
was because the AARP said it was an attack on Social Security.
Well, in both cases they could make that case if you looked at it
in static terms. But if you looked at it in terms of how you got the
deficit under control, how you created a significant economic event
by getting the deficit under control, and you are going to generate
a much more efficient tax law by having a tax law that has much
lower rates so the people can invest more efficiently, and you made
Social Security solvent for 75 years, I think the tradeoff is worth
it. You just have to be able to make those tough calls.
I agree 100 percent with Senator Conrad. You are not going to
do this on one side of the aisle. This has to be a bipartisan exercise.
And if it is going to be bipartisan, by definition both sides are going
to have to give some, and both sides are going to have to step on
the toes of the people who do the most shouting in their parties.
Senator BRAUN. Thank you very much.
Chairman ENZI. Thank you.
I still have some questions, so I am not going to pass up the
chance when I have this kind of a brain trust here.
Each of us as Chairmen have had the opportunity to look at a
President’s budget and say that is dead on arrival. When we are
thinking of possible ways to reform the budget, what role do you
think the executive branch ought to play in it? Senator Gregg?
Senator GREGG. That is a good question. Should it be made a law
and should the President have to sign or veto the bill is the issue.
I think it is probably worth having him engaged at that level, or
her, on the theory that the entire Government is engaged in spending the money and raising the taxes. So the executive branch is a
big player in it, and, therefore, they should have skin in the game.
And so I do think it should probably be a law subject to the signature of the President or his veto or her veto.
Senator CONRAD. So I am in the other camp. I think the power
of the purse resides with the Congress. Certainly the President has
a role because he has got to approve appropriations bills that flow
as a result of whatever budget is agreed on. But I would like to
see it remain as is, not a law, a resolution. And the product goes
to the President where he has the ability to veto or not. That gives
him enormous influence in the process, obviously. I never was in
a situation in which I did not get signals from the White House
about what they would want to see in a budget, and that is appropriate. But I do think should retain the power of the purse string.
I am increasingly concerned about power flowing to the administrative branch. I think this is a place that has happened under
both sides. Power has just flowed inexorably from the legislative
branch to the administrative branch, and I think that is a dangerous thing for this country.
Chairman ENZI. Well, one of the things I have discovered as
Budget Chairman is that the President’s budget is not the same
format as the Budget Committee’s format, which is not the same
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format as the appropriators’ format, which is not the same as the
way Treasury handles outlays.
I have also come to the conclusion that that this construct is intentional. Nobody can follow the money. One of the ideas that I
had, related to ‘‘sequesters’’, which is a really ruined term even
though it could have some outstanding benefits, is not feasible but
not when we do continuing resolutions. That is the difficulty we
ran into in the one instance when we actually had to do it. We did
continuing resolutions through three-quarters of the spending year,
and then we had to put a sequester in place where they had to take
all of that money out of their last quarter’s budget. Nobody could
do that. The military made a bigger deal out of it than anybody
else and were probably more affected than anybody else. But we
have got to find some way to make sure that we do things earlier.
One of the ideas that I have had is a biennial budget, but to
make it simpler so we do not have to cover all of those dollars in
one year is to split it up so that we do the six tough bills right after
an election, and the six easy ones just before an election. We were
actually able to pass five last year, and we were close on about two
or three more that should have made it through the process. And
that convinced me even more that maybe staggered biennial budgeting would help agencies know 2 years in advance what they were
going to get to spend. There are some difficulties in transitioning
that, but if you have an opinion on that, I would be interested in
it.
Senator CONRAD. I strongly support it. I think your idea is a good
one. I think it would help enormously. I think it would also help
oversight because then there would be some time in the off year
to do oversight. So I think you are right on target.
Senator GREGG. I think it is a good idea also, but I would put
one corollary on it, which is that you would create some sort of a
fiscal Committee which in the off year would have the ability to adjust the budget if something—during certain specific events that
would require adjustment so you would not have to restart the
process again to get an update if there was something that occurred, like the banking breakdown, banking system breaking
down or there being a major event of some sort.
Chairman ENZI. Yeah, I am sure that would have to be a part
of it, too. Of course, I think that we have our committees names
wrong. We are called the ‘‘Budget Committee,’’ but we really do not
do the budgeting. The appropriators do the budgeting. And so I
would like to change their name to be the Appropriation and Budget Committee. I am trying to think of a new name for this Committee, which in light of the ratios that we were talking about
might be the ‘‘Debt Control Committee,’’ and do some revenue estimating on what different changes could be made. But it also occurred to me during that process that—and during the sequester,
that it is really the authorizers that could really influence all of
this. I would move everything to the discretionary side that does
not have a sufficient revenue flow at the present time to cover it
forever. That is a better way than saying that even Social Security
ought to be included because there is nothing that we have that the
revenue covers the outflow of it. So we are having to steal from different places, and that makes PAYGO really tough because where
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are you going to get the revenue? But the people that can probably
solve this might be the authorizers. But they have a different format than the Budget Committee, and Senator Perdue drew a map
once showed all of the interconnections, and it looks more like a
puzzle than it does a line chart of any kind.
I also think this is the right time to do budget reform, because
right now nobody knows who is going to be the President after the
next election, nobody knows for sure who the majority is going to
be after the next election. We worked on that before the last Presidential election and made some real progress in this Committee.
We had 13 hearings. You were part of that. And we came up with
a list of several things that we thought we could pass in a bipartisan way by unanimous consent. But that process got bogged down
with some of the returning Presidential candidates. So I hope we
can try that again.
I really appreciate the lists that you both gave with suggestions,
and I will see that those get circulated to everybody on the Committee. As we go through the process, I would appreciate it if you
would chime in on any viewpoints that you have on whether it will
work, whether it will not work, what we need to do to tweak it.
Nothing is ever perfect right out of the box, and you are two of the
best people that have worked this problem, and so I would appreciate the help on that.
Senator GREGG. Mr. Chairman?
Chairman ENZI. Yes?
Senator GREGG. I am intrigued by this idea of renaming the
Committee to the ‘‘Debt Management Committee,’’ whatever title
you want that includes the issue of debt in it. I think that is a very
intriguing idea if you at the same time restructure how this Committee can influence the entitlement exercises, which is the authorizing committee. I think your proposal on the Appropriations Committee probably is doable. But if you did the same thing on the authorizing side and this Committee had the capacity to somehow
manage that within the context of debt, that is an intriguing idea
and worth, I think, following to a logical conclusion, which would
be a much strong Committee and a much more aggressive effort to
get at the deficit and debt issue.
Chairman ENZI. Thank you. I think we could get pretty good revenue estimates, and then from the authorizing committees we
could get maybe an indication of what they thought they could do
oversight on and maybe make some corrections on it. So, yeah,
weigh in anytime you have an idea for us. I appreciate so much you
coming today to present and your testimony. You know, everybody
has that, but I am going to emphasize some parts of that testimony, too. And I do have to express some surprise. Where were the
charts, Kent? [Laughter.]
I do not think I ever——
Senator CONRAD. They took my chart machine away, Mr. Chairman.
Chairman ENZI. Oh. I think at one of your last sessions, Senator
Gregg brought more charts than you did just to make a point out
of that.
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Thank you both for your testimony, and that concludes this hearing. If anybody wants to submit questions, they have until 5 o’clock
tomorrow to turn them in. We are adjourned.
[Whereupon, at 3:59 p.m., the Committee was adjourned.]
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FIXING A BROKEN BUDGET AND SPENDING
PROCESS: LESSONS FROM STATES
WEDNESDAY, JUNE 19, 2019

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Washington, DC.
The Committee met, pursuant to notice, at 2:31 p.m., in Room
SD–608, Dirksen Senate Office Building, Hon. Mike Enzi, Chairman of the Committee, presiding.
Present: Senators Enzi, Crapo, Johnson, Braun, Scott, Kennedy,
Stabenow, Whitehouse, Kaine, and Van Hollen.
Staff Present: Elizabeth McDonnell, Republican Staff Director;
and Joshua Smith, Minority Budget Policy Director.
OPENING STATEMENT OF CHAIRMAN ENZI
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Chairman ENZI. I call to order this hearing on ‘‘Fixing a Broken
Budget Process: Lessons from States.’’
Good afternoon. Today we continue our series of hearings on how
to fix our broken budget and spending process, and this time, we
are going to look at State budget innovations. States are often referred to as ‘‘laboratories of democracy,’’ and today we will examine
how their budget processes work and whether some State practices
could be successfully applied to the Federal level.
I want to thank our panel of witnesses for being here today. I
am especially pleased to welcome Senator Eli Bebout, the Chairman of the Wyoming Senate Appropriations Committee, who I will
introduce later. The way Wyoming budgets and spends could provide important lessons for Congress on fiscal responsibility. I look
forward to hearing from Senator Bebout today, including about Wyoming’s experience with appropriating for 2-year periods.
Forty percent of the States appropriate on a biennial cycle, which
is a concept, I believe, should be applied at the Federal level. Moving to a 2-year funding cycle would give Congress more time to
spend to attend to executive branch oversight and policy development, and reduce the potential for Government shutdowns. It
would also create some needed predictability for Federal agencies
and the Americans who rely on those services.
Another important lesson to be learned from the States is fiscal
responsibility. Our Nation is now $22 trillion in debt. Carrying over
even a small deficit from year to year is rare at the State level.
Forty-six States have constitutional or statutory requirements to
balance the budget, and four States, without such a requirement,
functionally balance their budget every year.
(245)
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Even more impressive, they finish these spending bills on time,
something Congress has not done in more than 20 years. States are
also innovators when it comes to planning for economic downturns
or emergencies. My home State of Wyoming has one of the largest
rainy day funds in the Nation and, according to Pew Charitable
Trusts, could sustain solely off of these reserve funds for an entire
calendar year. Congress should take a lesson from this approach,
starting with planning and paying for natural disasters and other
emergency spending.
I hope that today’s hearing will help shed new light to guide us
as we construct a better budget and spending process, one that focuses on the long-term fiscal health of the Nation, is smarter about
when and how we make budget decisions, plans and pays for natural disasters and other emergencies, and holds decision-makers
more accountable.
An effective budget and spending process will ensure that fiscal
priorities are established and member are held to them by the public. It will also give Americans a better understanding of what their
Government actually does while providing them with the confidence that their tax dollars are being wisely spent.
Working together, this Committee will produce bipartisan solutions this year. I want to thank all the witnesses for being here,
and I look forward to your testimony.
And now I want to recognize the Acting Ranking Member, Senator Kaine.
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OPENING STATEMENT OF SENATOR KAINE

Senator KAINE. Well, thank you, Mr. Chairman, and thanks to
the witnesses for coming. I applaud Chairman Enzi for having a
set of hearings about budget process reforms, and it is certainly my
hope that we will be able to make reforms that will improve the
Federal budgeting process and do it in a bipartisan way.
I think there is some solid common ground for agreement already, and we will discover more as we have this discussion today.
I was a mayor and governor before I came to the Senate, and so
local and State budgeting is something I am very familiar with.
And I certainly believe that there are lessons from local and State
budgeting that we could incorporate here.
I was amazed to get to the Senate and find that there was no
Federal debt management policy. We have a debt ceiling limitation,
which is a raw number, but no town, city, or State would use a raw
number. We use ratios of debt service to total budgetary outlay or
total debt to GDP, and we use that with some sophistication to
draw a line between what is an acceptable level of debt and what
is not. We do not have a debt management policy of that kind at
the Federal level, which is a little bit shocking.
At the local and State level, I am familiar with a budgeting process that begins with consensus revenue forecasting. When I was
governor, I had a revenue advisory board that included members
of both parties in both houses of the legislature and leaders in key
industry sectors around Virginia, and we began the budgeting process with a revenue forecast that we would all agree to live with.
And then that set the framework for the discussions within the legislature about how to allocate that revenue, how to deal with the
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expenditure side, but at least we started with a common starting
point on the revenue forecast. And that was a longstanding tradition.
States use 2-year budgets. States tend to have capital budgets
that are separate from operating budgets, so there is a whole series
of things.
Now, there are differences as well. It has long been accepted that
the Federal Government will use debt countercyclically to deal with
economic cycles in a way that States do not, and that is an important thing to do at the Federal level. But there are certain strong
lessons, I believe, from local and State government that we should
be able to absorb, and the one that is the most important to me—
and the Chair has heard me say this over and over and over
again—is certainty.
I think what we owe to the public, what we owe to our own government agencies and planners, what we owe to the private sector
is certainty. Budgets that provide certainty, you might like or not
like a line item, but you can adjust around that line item, even if
you do not like it.
Too often at the Federal level, we have used things like continuing resolutions or shutdowns or furloughs or budget caps or
things that create uncertainty, where the line item is not written
in, in pen, and you can count on it. But, instead, it is put in with
a question mark, and you cannot count on it, or we use gimmicks
like OCO funding to bulk up a defense budget instead of honestly
discussing what the base Federal budget should be. If we can come
up with some bipartisan reforms that will increase our ability to,
on time, produce a budget with some certainty that everybody can
then adjust around, we will have done good work.
And I applaud the Chair for bringing in folks representing the
State budgets and giving us the opportunity to ask questions and
learn from you today.
Thanks, Mr. Chair.
Chairman ENZI. Thank you.
I would mention that some of the members are at an Iran confidential briefing, which seems to be making headlines these days,
so I thank those of you who are here.
Our first witness this afternoon is Senator Eli Bebout. As I mentioned in my opening remarks, Senator Bebout is the current
Chairman of the Wyoming Senate Committee on Appropriations.
He has previously served as both the President of the Wyoming
Senate and the Speaker of the Wyoming House. He has more than
25 years of service in the Wyoming State legislature. I served some
of those with him. It is truly a pleasure to have him here today,
and I know how many hours of being on planes and airports it
takes, so thank you very much for coming.
Joining Senator Bebout is John Hicks, the Executive Director of
the National Association of State Budget Officers, or NASBO. Mr.
Hicks and his organization track the development of State budgets
and assess State budget procedures and processes, and he has
served on the State level as well.
I would now like to recognize my colleague, Senator Van Hollen,
who will introduce the third witness.
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Senator VAN HOLLEN. Thank you, Mr. Chairman, and thank you
for inviting three distinguished witnesses to the Budget Committee
today, one from your State of Wyoming and another from the State
of Maryland.
And I would like to introduce to the committee, Benjamin Orr,
who is the founder and Executive Director of the Maryland Center
on Economic Policy. That is a nonprofit, nonpartisan organization
that works in Maryland to advance innovative ideas to foster
broad-based prosperity and help make Maryland a standard bearer
for responsible public policy, and I would point out the State of
Maryland has had a AAA bond rating for as long as I can remember.
From 2011 to 2013, Mr. Orr was the interim director and policy
analyst for the Maryland Budget and Tax Policy Institute, a very
well-respected organization, and he also worked at the Brookings
Institution under the tutelage of Alice Rivlin, who was somebody
who contributed a great deal to our country in terms of thought on
economics and on budget issues.
So we welcome you here, Mr. Orr.
Chairman ENZI. Thank you for doing that introduction, and we
will get right into this because there is going to be a vote this afternoon, and we do not want that to impinge on getting the information that we need.
So welcome, Senator Bebout. Please begin.
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STATEMENT OF HONORABLE ELI BEBOUT, WYOMING STATE
SENATOR; AND CHAIRMAN, WYOMING SENATE APPROPRIATIONS COMMITTEE

Mr. BEBOUT. Thank you, Mr. Chairman and members of the committee. It is a real pleasure to be here and have an opportunity to
share with you some of the ideas and things we do at the State of
Wyoming.
As I am sitting here, it is a lot different being on this side of the
table versus where you all are up there, and I like the idea where
you are elevated a little bit, looking, and maybe we need to incorporate that in the State of Wyoming when I am conducting my
budget hearings.
But, anyway, before I begin, one of the things about Wyoming—
and a lot of you are probably familiar. Many of your States are the
same. But we are truly a citizen legislature, which I think is very
important for the State level to do that, and we all have our families. We all have our businesses. We conduct our lives, and we do
that. We serve at the pleasure of our electorate when we go to
Cheyenne.
Part of that, as you know, is what we have in terms of our credibility, and we have the Code of the West. Senator Enzi is very familiar with that and something we live by, and there is a lot of
parts of that. I will not get into it.
But what I would like to do is talk to you a little bit about the
history of Wyoming and then get into some of the specifics about
our budgeting process.
Clearly, Wyoming has always had a biennial budget. For 85
years, we only met once every 2 years. So, obviously, you are going
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to have a biennial budget, unless you have a special session; which
we do not like and we do not have.
Then in about the mid-1970s, we changed the constitution and
said we should meet every 2 years, which we do now, but no more
than 40 days in any one session. We divided it up into two sessions, one being the budget session and one being a general session, which has a lot of benefits.
In the budget session, we deal with the budget, and in the general session, we deal with all of the other bills we have to deal with
plus a supplemental budget, if it might occur. With this process the
earlier bills received more favorable treatment for funding than the
later bills. The last budget bill received their proper allocation of
money and so we decided to go with mirrored bills. We would start
two bills out the same. Both bills are the same, work one in the
Senate, work one in the House, and go through the process, and
it is a process that has really worked.
I would like to talk a little bit about some of the reasons that
I really support a biennial budget, and it is really important. And
I think the process is working.
Senator Kaine, I am very familiar with Virginia, which you
talked about, and you mentioned certainty. Certainty is one of the
things we deal with. We start with the governor’s budget. Constitutionally, he has to have it balanced, and he presents that to the
members of the Joint Appropriations Committee, which I co-chair.
We go through that process for about a month. Then we take it to
the full legislature. We work both bills on both sides of the body,
and by doing it that way, we really have a sense of what is going
on in both bodies.
The thing that really drives our budget is not what we want to
spend but the revenues that are available to us. We have a Consensus Revenue Estimating Group as well, and that group provides
us with updates throughout the year. It is comprised of members
of the executive branch, the legislative branch, and other people
that come in from the industry to tell us what their current revenue projections are.
Wyoming is very volatile with our reliance on mineral productions. We start with the CREG estimate for our revenue streams.
From there, we work our budgets. We look at it and develop it as
we go through the entire budgeting process.
Some of the things that are really important is we concentrate
on the budget. We are not getting involved in a lot of other issues,
and you all have all kinds of issues. We concentrate on the budget.
That again provides certainty. I think it provides staff from not
only the executive branch, from the legislative branch, to be able
to work on those issues and come up with ways to develop our
budget.
The next thing we talk about is it is a long-term planning method for us. It is 2 years, and we really believe in a 2-year budget.
We have a supplemental budget for emergencies. It really should
be for emergencies. If it does not pass that litmus test, we do not
deal with it.
It also allows people to have a perspective in terms of what we
are doing with the revenue and the volatility of it. With us being
so dependent on minerals, we need to have an idea of what goes
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on, and the bottom line is it just allows us in the general session
to deal with other issues. There are four very important reasons to
deal with a budget in a biennial process.
As I was thinking about coming here and testifying in front of
you and talking about our Federal Government—and I have got my
own opinions, and I can certainly say those today, and I will say
that I think that there is a lot of work that needs to be done to
the Federal budgeting process.
First, I cannot imagine what it is like to have an authorization
and then you cap it, and then you have got to come back and appropriate. We appropriate. That is what we do, and to me, that is
the way it should be without an authorized level.
Second, I think if you could incorporate some of those ideas and
you could limit it and start with what revenues are available, it
might really be beneficial.
Third, performance is a good part of what we try to do. We have
ways of determining performance. We ask people and agencies to
be held accountable, and if they are not, we do not allow them to
have the money.
Fourth, the last thing is how do we deal with emergencies. That
is in the biennial. We have vehicles set up to allow the governor
to be able to take care of—like we have forest fires, whatever it
might be. We have available funding sources within the budget to
be able to handle unknown contingencies and emergencies.
It really works. It is a great process. We work together, and we
work with the minority party, with the majority party, the House
and the Senate. At the end of the day, we just cannot have a continuing resolution. We do our work, we finish, we go home. We declare victory, and it really works.
I would love to see you all try to get a little bit more like Wyoming and other States do, and it is a pleasure to be here.
Mr. Chairman and members of the committee, I will be glad to
answer any questions.
[The prepared statement of Mr. Bebout follows:]
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Senator Eli Bebout
Chairman, Senate Appropriations Committee, Wyoming Legislature
Testimony before the U.S. Senate Committee on the Budget
June 19, 2019
Introduction. Good morning Mr. Chairman and members of the Committee, I am Eli
Bebout, State Senator from Fremont County, Wyoming. It is a pleasure to appear before the
U.S. Senate Committee on the Budget and relay advantageous characteristics of Wyoming's
biennial legislative budgeting process. Wyoming's legislative budget process exemplifies
unique qualities of efficiency, effectiveness and is grounded in a common sense fiscal approach.
Wyoming is blessed with many natural resources. Our revenue raising mechanisms are
dependent upon those abundant natural resources like oil, natural gas, coal, trona, and uranium.
As a result, Wyoming has among the most volatile year-over-year revenue collections in the
nation. Perhaps in part because of that revenue volatility, Wyoming also boasts the largest rainy
day fund balance as a percentage of general fund expenditures according to both Forbes and The
Pew Charitable Trusts.1. 2 Despite Wyoming's revenue volatility and limited available economies
of scale to deliver state government services to 577,737 citizens across nearly 98,000 square
miles, the Mercatus Center and George Mason University ranks Wyoming #6 by Fiscal
Condition. 3
Before relaying the benefits of biennial budgeting, let me introduce myself and offer a
brief summary of Wyoming's legislative budgeting process. I have served in the Wyoming
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1
Chuck DeVore, State fiscal Ifealth: 10 States Facing Tough Times and JO States Looking Strong, Forbes.
February 5. 2019. [https://www.forbes.com/sites/chuckdevore/2019/02/05/state-fiscal-health-10-states-facingtough-timcs-and-lO-states-looking-strong/#359c032a4f57; accessed April 20. 2019]
2
Barb Roscwicz. Justin Thea]. and Daniel Newman_ Budget Surpluses Are Helping !vfany States Boost Their
Savings. The Pew Charitable Trusts. March 11. 2019. [https://www.pewtrusts.org/en/research-andanalysis/articlcs/20 l 9/03/11/budget-surpluses-arc-helping-many-states-boost-their-savings; accessed April 20. 2019 J
3
Eileen Norcross. State Fiscal Rankings. Mcrcatus Center, George Mason University. October 9. 2018.
[https://www.mercatus.org/statefiscalrankings/Wyoming: accessed April 20.2019]
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Legislature for 25 years, including service as the House Minority Whip, Speaker of the House,
and most recently, President of the Senate. It was my honor and professional privilege to serve
with Chairman Enzi during some of Wyoming's most challenging budget periods - the late 1980s
and early 1990s. Currently, I appear before you as the Chairman of Wyoming's Senate
Appropriations Committee, where I am serving my second stint as Chairman.
Senator Enzi and I share the honored experience of serving in a truly citizen legislature
that literally rolls up our sleeves and wrestles with the policy issues of the day all without the
benefit of personal staff. We have both spent many late nights, weekends, and hours of
committee time ensuring Wyoming's place among those with the lowest individual tax burden
while simultaneously sustaining a high level of government service and, importantly, upholding
a long-term balanced budget.
Complementing our shared involvement in public service, a more significant set of
shared experiences may be those we cultivated as small businessmen. The private sector
background has been integral to safes>1.iarding efficient, effective budgeting and ensuring
government expenditure controls. Senator Enzi's training is in accounting, while I earned a
degree in engineering. Senator Enzi managed inventories and customer service in a successful
retail enterprise, while my business career has been in energy development. We both have
signed the back and the front of monthly paychecks and created job opportunities in our
communities. I have had the pleasure of hiring and working with dozens of committed
employees as well as the unfortunate experience of letting staff go under the weight of stifling
government regulations or when energy markets abruptly shift. Perhaps most importantly, I have
modified my companies' business plans, engaged in new lines of contracting and services, and
shifted focus as my business has matured. The private sector should not have a monopoly on
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flexible responses and prudent budgeting. Governments must restrain spending and respond in
an effective manner to new needs and an emerging global economy. Our hands-on, private
sector experience is integral to successful public budgeting. Conditions change. Expected
public services change. Revenues swell and recede. Interwoven in Wyoming's formal biennial
budgeting process is the ethic of a citizen legislature and the experiences of businessmen and
women dating back to the state's founders. In other words, the framework of a sound, proven
budgeting system is necessary, though it is not sufficient. In that light I would recount a few
excerpts from Wyoming's Code of the West that directly relate to Wyoming's budgeting ethic
•

Always finish what you start.

•

Be tough, but fair, and

•

Know where to draw the line.

History of Biennial Budgeting and Budget Process in Wyoming. Wyoming's State
Legislature met every two years until 1974. For nearly the first 85 years of existence, annual
budgeting was not an option in Wyoming. After 1973, the Legislature was guided by a
change to our constitution that provided for a Budget Session in even-numbered years and a
General and Budget Session (General Session) in odd-numbered years. 4 Annual budgeting is
not prohibited by Wyoming's Constitution, although there is a strong history and tradition of
biennial budgeting that has not been abandoned. Even in more recent years, the Legislature
has researched and considered annual budgeting, though it is an idea that has not garnered
broad support.

4

Wyoming Constitution Article 3, Section 6.
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Wyoming's Constitution limits the number oflegislative working days to just sixty per
each two-year cycle, except when called into Special Session. 5 The same section of Wyoming's
Constitution limits meeting days to 40 in any one calendar year. 6 Wyoming's policymakers have
traditionally elected to hold a Budget Session of roughly 20 to 22 days and a General Session of
approximately 37 to 40 days.
Leading up to 1994, Wyoming, much like Congress, divided its budgets into several
different appropriations bills reflecting the various functions of government. In 1994, Wyoming
shifted to a single, mirror budget bill for most appropriations. In more recent years, in addition
to the mirror budget bill which covers appropriations for all of the general operations of state
government, Wyoming has considered approximately three (3) other appropriations bills: (i) state
capital construction appropriations; (ii) direct appropriations for support for local governments;
and (iii) school capital construction. It is also important to note that Wyoming does not impose
budget caps for each functional area, unlike Congress. ln other words, there is no equivalent of a
Budget Resolution in Wyoming's process. As a result, under the process of adopting multiple
different budgets for various functions of government, timing mattered- more resources were
available to the earlier bills in the process.
Finally, two (2) additional critical ingredients in Wyoming's biennial budget process are
noteworthy for comparison purposes. First, the Wyoming Legislature gives considerable weight
to the Governor's proposed budget recommendations, unlike the Chief Executive's budget at the
federal level. There may be hundreds of successful modifications to the Chief Executive's
recommendations in Wyoming, but the Governor's recommendations form the basis for the

5
lbid.
'Ibid.
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discussion and further modification to the budget. Second, Wyoming's Legislature, like
Congress, delegates the authority for developing the appropriations bill, or bills, to a committee.
In our case, the Joint Appropriations Committee drafts the budget. It is comprised of seven (7)
members of the House of Representatives and five (5) members of the Senate. This Committee
meets for at least four (4) weeks to hear testimony from every unit within Wyoming's state
government and mark-up the bill for subsequent consideration by our legislative colleagues.
These four (4) weeks include full, or nearly full, attendance by all committee members for eight
(8), ten (10), twelve (12) hours, or longer each day. The Committee takes limited breaks,
regularly eats at the dais, listens and actively questions the testimony, thoroughly reviews, and
ultimately modifies each agencies' budget. Unlike many state legislatures, Wyoming's
Appropriations Committee considers the smallest of expenditure details including replacement of
computers, increases in professional contracts, purchases of vehicles, agency travel, new
employee hires, changes to benefit packages, and expansion or reduction of services. It is not a
rubber stamp process, nor is it a part -time endeavor. Again, Wyoming's legislators have no
personal staff Committee members work informally, and collectively, with agency staff and a
small number of non-partisan legislative staff on weekends diving into detailed issues. Finally,
all our meetings are broadcast with live audio over the internet and more recently, nearly all the
documents available to the committee are also available to the public in real time with the goal of
providing open and transparent government to Wyoming citizens.

State Budgeting Comparisons. The National Conference of State Legislatures (NCSL)
prepared a study in 2011 (2011 NCSL study) that considered state uses of biennial and annual
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budgeting. 7 The study noted that l 9 states use the biennial budgeting approach, compared to 44
states in 1940. Among the states with biennial budgeting, Wyoming is one of just two, at the
time of the study, along with North Dakota that practices consolidated biennial budgeted, which
is the enactment of a two-year budget rather than the enactment of two, single-year budgets.
That study cites several anecdotal conclusions in favor and against biennial budgeting. It did
conclude that biennial budgeting "may reduce executive branch costs (in terms of staff time and
salaries) of preparing budgets, since the process is more consolidated than annual budgeting." 8
The study noted that" Annual budgets create greater pressures on all budget staff and
policymakers than biennial budgets, since closing the previous year's budget, administering the
new year's budget and beginning to plan the following year's budget occur almost
simultaneously." 9 As a practitioner of the process, I concur. Our experience is that biennial
budgeting saves time of both the executive, and in my opinion, the legislative branches.
Admittedly, the study indicated that, "In terms of the time a legislature spends on budgeting,
nonetheless, the evidence is inconclusive." 10 Again, from Wyoming's experience, the biennial
budget process is more efficient for both the executive and legislative branches. This is not just
my opinion, our head, non-partisan staff shares this viewpoint. By the simplest measure,
Wyoming's Joint Appropriations Committee spends measurably more time in agency budget
hearings and preparing the biennial budget as compared to the "off-year" or supplemental
budget The "off-years" also provide additional time to focus on programmatic oversight, and
non-budget related bills.

7
Ronald K Snell, State Experiences with Annual and Biennial Budgeting, National Conference of State
Legislatures, April 20 IL
8
lbid.
9
lbid.
Hlfuid,
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Benefits of Biennial Budgeting. In addition to the time and resource savings of biennial
budgeting, there are at least four (4) distinct benefits of biennial budgeting for Wyoming which
merit attention. First is a dedicated legislative period in which to focus primarily, though not
exclusively, on the budget. As indication of this priority task, Wyoming's Constitution requires
all bills except the budget bill garner a two-thirds vote prior to being considered during a Budget
Session. 11 While the Budget Session in Wyoming has addressed a wide variety of bills, there is
an emphasis in terms of time and priority given to the development of a budget. While there are
numerous powers and authorities given to legislative branches in our democracy, including
advice and consent, etc., the two fundamental powers are (i) the power of the purse, or the power
to budget and appropriate and (ii) the power to pass legislation.
Biennial budgeting allows for each of the primary duties to be a focus for an identified period.
Second, while I take some issue with some of the conclusions of the previously cited
2011 NCSL study, a biennial budget allows for longer-term planning of important initiatives,
programs, and government services. This longer-range approach can assist when ramping up or
reducing programs. Emergencies and unforeseen items can, and are, addressed in off-budget
years, in a much narrower appropriations bill, referred to as the "Supplemental Budget." In
2019, the General Fund appropriations contained in the Supplemental Budget, or "off-year"
budget was just four percent ( 4 0%) of the biennial budget, illustrating the opportunity to make
necessary adjustments but the strong tradition to limit debate to unanticipated and emergency
items.
A third benefit is the smoothing effect on volatile revenues, both increases and decreases,
biennial budgeting can offer. Rarely do economic recessions exactly mirror the biennial budget

11

Wyoming Constitution Article 3. Section 6.
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period or does uncertainty last for twenty-four (24) months. Even during the national recession
of 2008 and 2009, the impacts in Wyoming were spread over two biennia and bookended by
strong energy market prices in calendar year (CY) 2008 and the beginning of recovery in CY
2010. Wyoming's biennial budget provides certainty, which is an ingredient essential to
incentivize business growth as well as offer stability in our state governmental operations.
Finally, a fourth and significant benefit is unrelated to fiscal issues. In the "off budget
years" or during a General Session, legislators can focus more exclusively on legislation other
than the budget. Not only does this provide devoted time for such endeavors, it can lead to
resolution of issues that are not mired in passions about fiscal policy.

Total Budget Control, or Top Line Budget Limits. As previously noted, Wyoming
does not have a two-stage appropriations process wherein overall caps on appropriations or
appropriations for specific subject areas are established. Nonetheless, Wyoming has a strong
tradition and history of not spending beyond its means. For example, Wyoming has not even
accessed bond financing for most state capital facilities, including recent major renovations to
the state Capitol, state hospital, and numerous academic facilities at the University of Wyoming
or Wyoming community colleges. Wyoming has no state general obligation bonds outstanding
and less than $20 million in revenue bonds outstanding, which mature in 2020 and 2024. 12
Assisting in the process to maintain a well-understood level of revenue available for
appropriation, Wyoming employs a Consensus Revenue Estimating Group (CREG). It is
analogous to a combined Office of Management and Budget (0MB) and Congressional Budget

12

2018 Wyoming State Treasurer Ammal Report, page 43.
[https://statetreastrren,yo.gov/assets/reports/annualreport2018.pdf; accessed April 20, 2019]
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Office (CBO), including staff from both branches, economists, geologists, and other revenue
forecasters. Put differently, Wyoming has taken disputes of revenue forecasts between the
executive and legislative branches off the table. Rather than competing revenue forecasts, both
the legislative and executive branches (and members of both political parties) use and respect the
revenue forecasts of the Consensus Revenue Estimating Group. Policymakers have historically
adhered to groups expectations and forecasts of available revenues. Wyoming also biennially
sets aside approximately five percent (5%) reserve amount in the General Fund, not a separate
reserve account, which is available to address revenue estimate shortfalls in our General Fund.
During severe economic downturns, such as that Wyoming experienced in CY 2016
resulting from broad declines in several energy markets, the Legislature appropriated from its
rainy-day fund for the first time in more than a decade. The Legislature did so only in
conjunction with across-the-board and surgical budget reductions. Since then, the Legislature
has continued to appropriate from the state's primary rainy-day account, though I am pleased to
report that this biennium, it is projected that Wyoming will grow our rainy-day fund by
approximately $26 million.
Metrics in Budgeting. The Wyoming legislative budget process follows a traditional
budgeting process, as opposed to a zero-based or performance-based budgeting structure, though
we have certainly experimented by incorporating features of both zero-based and performancebased budgeting for either specified agencies, e.g., Enterprise Technology Services, or some
categories of expenditures, e.g., equipment, travel, maintenance agreements, and professional
contracts. The Legislature has also budgeted incentive funding tied to metrics such as higher
education enrollment.
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More regularly, Wyoming legislative oversight is incorporated into the existing system of
budgetary requests. Examples include
•

requiring a v,ritten and subsequently verbal explanation of all exception budget requests
from the agency director and recommendation from the Governor;

•

directly citing agency program statute for each budget request;

•

providing a detailed, not overview, of each requested budget expenditure category from
the purchase of a vehicle, number of employees, compensation and benefits, and supplies
and equipment;

•

communicating with legislators assigned to the standing committees with substantive
oversight of the agency; and

•

assigning each agency to one senator and one representative, without regard to political
affiliation, to each agency. The assigned legislator takes the lead on becoming
knowledgeable in that agency's budget and activities.

When assessing the effectiveness of appropriation levels, agency performance reviews can be
the subject of one of three committees: (i) the Joint Appropriations Committee comprised of
House and Senate members who meet outside of the formal Session a few times per year; (ii) the
joint standing committees with subject matter oversight during the interim; or (iii) a statutorilycreated Management Audit Committee that directs more lengthy, e.g., nine (9) month
performance evaluations of specific government programs or entire agencies somewhat akin to
the Government Accountability Office (GAO) at the federal level. The Wyoming Legislature
also employs a small, non-partisan staff to provide Joint Appropriations Committee members an
objective assessment and analysis of agency budget requests.
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Finally, ultimate evaluation of programs and budget requests is driven through constituent
contact. As a citizen legislature, Wyoming legislators are very approachable and accessible to
the public. We do not have personal staff, and as a result, we respond directly to constituent
phone calls, emails, letters, and in-person conversations. Above all else, the direct feedback we
receive regarding the quality, scope, effectiveness, and timeliness of state government services,
shapes the consideration oflevels of appropriations in the two-year budget cycle. This results in
an environment of continual reassessment. For example, during the most recent budget
reductions in 2017, the Legislature eliminated the majority statewide livestock enforcement
officers. It was a difficult decision and resulted in both anticipated and unanticipated
consequences. For example, the Legislature received feedback that the lack of training and time
spent on new enforcement actions was taking a toll on Wyoming's county sheriffs with the shift
in enforcement responsibilities. In 2019, the Legislature did not re-instate these state costs and
personnel. However, we established a fund to provide training for affected sheriffs' offices and
reimburse certain enforcement expenditures. 13 The point is Wyoming's biennial budget process
is subject to continual review and evaluation by our constituents. Even though the primary
budget is adopted every two years, it does not prohibit timely responses to changing conditions.
When we appropriate too much money, it becomes evident in the pace and type of expenditures.
When the Legislature restrains spending too onerously, it can be equally notable what functions
cannot meet their mission without unintended or unpalatable consequences.
Thank the Committee for the opportunity to share the benefits of biennial budgeting from my
first-hand experience, and I look forward to any questions you may have.

13

See 2019 Wyoming Session Laws. Chapter 182. [https://www.wyoleg.gov/20 l 9/Enroll/SF0066.pdf; accessed
April 20, 2019]
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Chairman ENZI. Thank you. We will have questions later.
Mr. Hicks.

lotter on DSK11XQN23PROD with HEARING

STATEMENT OF JOHN HICKS, EXECUTIVE DIRECTOR,
NATIONAL ASSOCIATION OF STATE BUDGET OFFICERS

Mr. HICKS. Chairman Enzi, Acting Rank Member Kaine and
Governor, and distinguished members of the Senate Budget Committee, thank you for inviting me to discuss State budget processes.
My association’s membership consists of the State and territories’
executive branch budget offices. I want to walk through some of the
primary differences between State and Federal Government budget
processes.
Number one is the balanced budget requirements, as the Chairman mentioned.
Secondly, States use revenue estimates. Half of the States use a
consensus revenue forecast to determine the top-line spending limits and budget totals, and they work within that unless there are
policy changes in the tax bills.
Thirdly is the governor’s line item veto. Forty-four States require
a super-majority legislative vote in order to override, so that brings
the executive into the back end of the process.
Capital budgets. All States adopt a capital budget as well as an
operating budget.
Debt limits and debt management. States have legal and policy
implications on the amount of the bonds they include in their budgets, and those are subject to the metrics that Senator Kaine mentioned.
Biennial budgeting, which I will address further in a few minutes, almost all spending in State governments are subject to legislative appropriation. Tax policy changes and program authorizations are usually done contemporaneously with appropriation decisions, and typically, authorization bills do not include dollar values.
All 50 States have established reserve funds, or rainy day funds,
to assist with economic downturns and to fund emergencies.
A few remarks about biennial budgeting. There have been many
instances where Federal budget process reform proposals have advocated the Federal Government change into biennial budgets.
Today I want to give you several attributes that the 20 biennial
budget States consider to be most compelling. Embedding a longerterm planning horizon into public policymaking decisions by providing the ability to plan for the phase-in and ramp-up of changes
and spending and tax policy and to provide better understanding
of out-year budget impacts.
It provides greater budget certainty, stability, and predictability,
which benefits agencies, programs, and their beneficiaries, smoothing the highs and lows of annual budgets; an ability for the legislative body to use the off budget year to focus on non-budget legislation and oversight responsibilities which holds greater emphasis for
part-time legislatures and those with shorter legislative sessions.
Performance evaluation cycles between biennial budgets provide
more time and information to that effort, and biennial budget periods are often synchronized with legislative election cycles.
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One governor recently stated, ‘‘Biennial budgeting is needed to
remove the incremental cost increases that creep into base budgets
simply due to the fact that the budget is created annually.’’
Like the Federal Government, States have to reach agreement
between the legislative chambers and often the governor to complete the budget process. Over the last 8 years, States have adopted on-time budgets 93 percent of the time, and almost half of the
late budgets have occurred in unified governments in those 8 years.
Circumstances common with late budgets in States are nonbudget-related disagreements, marginal small-dollar issues, and
tight fiscal times. Getting to agreement is required compromise to
ensure a budget was adopted before fiscal year begins.
States use several budgetary means for emergencies and natural
disasters. The majority of States have separate funds or accounts,
including the rainy day funds, and make appropriations to those
accounts for those purposes.
Some States provide non-sum-specific appropriation of fund-shifting authority to the governor in the interim, and States may also
pass supplemental appropriations.
One longstanding but greatly accelerating trend in States is the
use of performance information, data, and evidence in their budget
and program evaluation processes. In the budget, it is primarily
being used to target funding within departments, institutions, and
programs. Its use in the operations of government programs will
continue to be more prominent than in the resource allocation decisions.
So, in summation, State budget processes are effective institutions. They can and do work. They have shown to be durable
among differing political environments. Beginning of fiscal year or
a biennium with an on-time enacted budget is a State budgeting
norm.
States have constructed a set of budgetary rules and practices
that achieve these ends, adherence to a revenue estimates; compliance with debt and spending limits; concurrent actions on tax
changes, authorization legislation, and their appropriations, subjecting all spending to appropriations within a unified budget and
setting up reserve funds with definitive rules on their usage.
Thank you.
[The prepared statement of Mr. Hicks follows:]
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Chainnan Enzi, Ranking Member Sanders, and distinguished members of the Senate Budget Committee,
thank you for inviting me to discuss state budget processes and some lessons that states have learned that
may guide some of your deliberations. My name is John Hicks, and I am the Executive Director of the
National Association of State Budget Officers (NASBO). For more than 70 years, NASBO has been the
professional membership organization for state budget and finance officers. As chief financial advisors to
our nation's governors, NASBO members are influential decision makers in state government. TI1ey
guide their states in analysis of budget options and fonnation of sound public policy.
As this Committee considers a review of the federal budget process. there are lessons that states have
learned and fundamental differences between the states and the federal government that can be instructive
for your review.
I have been asked to address several areas, including fundamental differences between state and federal
budget processes. state biennial budget processes, how states set budget totals, how states reach budget
agreement in a divided government, how states budget for emergencies, and state budget process trends
with perfonnance infonnation.
State governments differ significantly from the federal government as to their nature and mission. The
U.S. federal government must contend with nationwide responsibilities, notably the national economy and
national defense. States, especially through their constitutions, have primary responsibility for elementary
and secondary education, criminal justice, transportation, and public higher education, and carry out many
clements of direct service provision to their citizens.

Fundamental Budgetary Differences between the States and the Federal Government
The primary budget process and environment differences between the states and the federal government
include:

Balanced Budget Requirements
States have balanced budget requirements that may apply to recommendation by the governor, legislative
adoption, governors' approval of appropriations bill, and completing the year without a deficit. Most state
balanced budget requirements arc governed by constitutional provisions. States adhere to balanced budget
requirements closely. This represents one of the most fundamental budget process difference between
states and the federal government. Most states, like the federal government, have a unified budget that
incorporates all appropriated funds. State balanced budget requirements are usually applicable to all
funds, not just the state general fund, the fund from which most state tax revenues are collected and spent.

Revenue Estimates as a Spending Limit
The revenue estimating process is both the primary means of framing the balanced budget requirement
and the initial basis for setting states' toplinc resource figures - the appropriation totals or caps for state
budgets. Over half of the states engage in an executive-legislative consensus revenue forecasting process
that reduces the policy and political tension around this key budgeting clement. In other states, state law
directs a single actor to set the revenue estimate that binds both the governor and the legislature. A
minority of states have a separate and competing revenue estimating process between the executive and
the legislative branches. State budget processes include resource estimates for federal funds and other
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state special funds. For the last completed fiscal year, fiscal 2018, federal funds made up 31 percent of all
state spending.

Line-Item Veto
Governors in 45 states have a line-item bndget veto power. This budget power provides another role for
the executive in state budgetary processes that does not exist at the federal level. Thirty-eight states
require a legislative supermajority to override a governor's line-item veto. Because of the supcrmajority
override requirement, the governor plays a role in the final legislative stages of getting to budget
agreement.

Capital Budgets
All states have some form of a capital budget that is separate from their operating budget. State
legislatures usually adopt the operating and capital budgets concurrently. Balanced budget requirements
recognize that a portion of state capital projects funded through the issuance of bonds is accounted for
through the appropriation of debt service payments within the operating budget. Appropriations within
the federal budget process do not distinguish between operating and capital spending. Many federal
budget process reforn1 reviews have considered the efficacy of having a federal capital budget.

Debt Limits
Forty-three states have some fonn of specified limit on state debt or the amount of debt service payments,
many through a constitutional limit. The limit constrains the cumulative amount of borrowing a state can
undertake. The use of state debt is primarily considered when making appropriations in the capital
budgeting process.

Biennial Budgeting
Twenty states have a biennial budget process where appropriations are made for either two individual
fiscal years, in 17 states, or for a 24-month fiscal period, in three states. A more extensive discussion of
biennial budgets is addressed later in tl1is written testimony.

Appropriation vs. Authorization
States typically do not incorporate sum-specific or target funding amounts in their program authorizing
legislation, which is a common practice with the federal government. Like the federal government, the
primary legal basis for funding state programs is their existence in state law. The appropriations process,
not the authorizing statute. governs the amount of funding approved, not the authorizing statute. States do
have the ability to temporarily modify requirements from authorizing legislation and a few can amend
pennanently statutory law \\ithin appropriations bills.

Joint Legislative Committee Budgetary Starting Points
111ere are more than ten states where the legislative process, like the federal congressional budget
resolution process, establishes a budgetary starting point in addition to the governor's recommendation,
that is then considered by each of the two legislative chambers. This often includes the topline budget
totals and specific appropriation recommendations.
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Mandatory or Fixed Spending
States do not have ..mandatory spending" in the manner that it is treated in the federal budget process,
where some spending is not subject to legislative appropriations. Almost all state spending is subject to
appropriations. Even fixed obligations like debt service payments for voter-approved general obligation
debt are included within the appropriations bills. Constitutional provisions hold primacy over other state
government obligations though constitntional provisions do not prescribe funding amounts; they arc left
to the appropriations process to be detennincd. Constitutional and statutorily authorized programs, in
combination with federal program participation, comprise the basis for what appropriations fund. To that
extent, much of the state budget is detennined by past legislative decisions. Even then, the specific
appropriation amounts are still the subject of deliberation throughout the steps of the budget process.
Outside entities, like the bond rating agencies, have developed categories to equate certain state
government spending (debt service, pension contributions, the Medicaid program) as ••fixed costs", a
method to communicate to the bond market their view of the ability of a state to pay back debt and a type
of measure of a state· s fiscal flexibility. Governors and legislatures recognize the practical realities of
limits on their discretion in making budget decisions. Even then, some of the more difficult budget
actions taken during the Great Recession, where nominal state tax revenues declined by an average of 11
percent over two years, revealed that the highest priority categories of states spending were not immune
from spending cuts. 1110se occurred even with the use of reserves, the federal fiscal assistance, and some
state revenue raising actions.
Tax Policy Changes and the Budget Process
In most cases. ta.-x policy changes in states are done contemporaneously with the appropriations process,
as both the spending and revenue sides of the balance sheet must be aligned to meet balanced budget
requirements. Voter-approved constitutional changes, ballot initiatives and referenda often precede the
budget process and alter a future stream of revenue to which a subsequent budget process must adapt.
Mid-year Appropriations Changes
States have established various authorities to ensure a fiscal year does not end in a deficit, particularly the
authority to reduce appropriations. The authority for the governor to execute the enacted budget often
includes the pmver to reduce appropriations under specific circumstances, the equivalent of authorized
impoundment. The legislature imposes restrictions on the governor's use of this authority but addresses
the practical need for timely action by the executive, especially for states where the legislature can not
exercise their appropriation power upon adjournment. 111ere are states where a joint legislative
committee, or a joint legislative-executive committee has final approval of appropriation change actions.
Having reviewed the fundamental differences between state and federal budgeting practices, this
testimony will now more deeply explore several state budgeting areas and potential lessons that can be
gleaned from experiences in the states.
Reserve Funds
All 50 states now have statutory or constitutional reserve funds. Reserve funds are a tool that states rely
on during revenue shortfalls and to address emergency situations, including natural disasters. States build
up their reserve balances during better budgetary times and utilize reserves as one source of solving
unexpected fiscal downturns.
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Biennial Budgeting in States
There have been many instances where federal budget process rcfonn proposals have advocated changing
to biennial budgets. The following discussion reflects the attributes that biennial budget states associate
with their biennial budget process. There arc equally compelling att1ibutes about state annual budget
processes. My remarks will be limited to discussing the state biennial budget process.
Twenty states use some form of biennial budgeting. 111at number has been steady for over a decade. In
1933, only five state legislatures convened on an annual basis, while the rest did so once every two years.
Biennial budgets were a necessity in most states. By the early I 960s, 19 state legislatures met annually.
By 1974, that number rose to 42 states. Today, 46 state legislatures meet yearly. Only Montana, Nevada,
North Dakota and Texas have legislatures that meet every other year. With that change, the number of
states that switched from biennial budgets to annual budgets occurred in line with the change to annual
legislative convenings. Currently, 16 states have annual legislative sessions while having a biennial
budget process. 111e last five states that have moved to annual legislative session have chosen to retain
their biennial budget process.
Of the twenty states that have a biennial budget process, 17 adopt appropriations for two individual fiscal
years and three states enact 24-month appropriations. There are some hybrid nuances among them:
adopting a capital or bond fonded project budget in alternating years, or budgeting for the major state
agencies and programs in one legislative session and smaller agency budgets in the other.
The benefits ascribed to a biennial budget process include:
•

•
•

•

•

•
•
•

embedding a longer term planning horizon into public-policy making decisions by providing the
ability to plan for the phase-in and ramp-up of new spending and tax policy initiatives or changes
which fits more practically with a longer time horizon. Many states use multi-year forecasts for
new initiatives or changes that extend beyond the immediate budget period, providing decisionmakers with the fiscal impacts of new and expanded programs and revenue changes. 111e second
year of a biennium serves as a better basis for the long-tenn fiscal effects, supporting structural
budget balance and providing the infom1ation needed to understand a fuller fiscal implication for
their decision-making:
providing greater budget certainty and predictability which benefits agencies, programs and
service provision and their beneficiaries;
an ability for the legislative body to use the off-budget year to focus on non-budget legislation
and oversight responsibilities, which holds greater emphasis for part-time legislatures and those
states with shorter legislative session;
pcrfonnance evaluation cycles between biennial budgets can be assisted by a biennial budget
process by allowing more time for perfonnance review and support a greater emphasis on
program outcomes than on budget control;
a greater degree of flexibility is possible with a biennial budget to align resources and spending
with two fiscal years at issue which provides a wider berth for decision-makers compared to
budgeting for a single year:
provides certainty of fonding for capital projects that reqnire multiple years to carry out;
legislative and executive budget staff also have the opportunity to deepen their program and
policy knowledge when they are freed from a near-perpetual budget-making cycle:
one governor recently stated," ... biennial budgeting is needed to remove the incremental cost
increases that creep into base budgets simply due to the fact that the budget is created annually.
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Biennial budgeting will also provide additional funding stability to those entities dependent on
state resources and will help smooth the highs and lows that can occur with annual budgeting."
Many biennial budget states still take some level of appropriation actions in the off-year session to
contend with fast-moving issues, unexpected or exigent circumstances. l11e level of adjustments varies
widely and is often related to the disposition of surplus funds due to higher actual revenues than
estimated. Some legislatures, like in Wyoming and Kentucky, have set up supcrmajority voting mies for
the introduction or passage of appropriation or revenue changes in the off-year session. The level of error
in revenue forecasting has been found by some studies to be higher in the second year of a biennium.
Alternately, recent experience in the last twelve years has revealed that revenue shortfalls have occurred
at a greater rate in annual budget states.

Setting Budget Totals
States set their total fiscal year appropriations based on their revenue estimates, as adjusted by the amount
of new tax or revenue measures. fu addition, a number of states have constitutional spending limits.
Commonly the revenue estimates are prepared centrally and estimates of federal funds and special
revenue sources are prepared by the responsible state agencies and adjusted and approved in the
governor's budget recommendation and by legislatively approved appropriations bills. A few states have
a legal limitation or a practice of not appropriating I 00 percent of their revenue estimates. This cautious
approach is another clement of setting a state budget total. About half of the states update their revenue
estimates during the legislative session and after the governor has proposed the budget.
Adherence to revenue estimates by both the governor and the legislature is done to comply with legal
requirements or has been adopted as a norm in a state's budget process. Adjustments are made based only
with the adoption of tax policy and other revenue changes.

Reaching Agreement on the Budget
All states except Nebraska have a two-chamber legislature. Both chambers consider and decide on
appropriation amounts that are ultimately harmonized through a conference or joint committee or accept
amendments to one chambers version. Only a few states require a supernmjority to pass appropriations
bills. Differences between the two legislative chambers' budget versions are common whether their party
majorities arc the san1e or different. In the last 30 years, the number of states with a divided party
legislature has dropped from a high of 16 in 1992 to an average of five states over the last decade. Unified
majorities have become more the trend among state legislatures. In the current year, 2019, only one state,
Minnesota, has a majority from different parties in the house and the senate.
How state legislatures come to a timely budget agreement between the two chambers and with the
governor is a more qualitative than quantitative question. Difficult fiscal and economic environments can
contribute to not reaching timely budget agreement. Despite the number of divided governments, the
number of partial government shutdowns has been very low. Many states with late budgets have avoided
shutd0\\11S by either default mechanisms in state law that continue the operation of government or a
temporary budget is put in place. In 2017, ten state legislatures entered the beginning of fiscal year 2018
with no adopted budget, the highest number in many years. Four of them had partial shutdowns, the
longest lasting four months. Only three of the ten states bad a divided legislature. But in the following
year, there were just two states that began fiscal year 2019 without an adopted budget, and only one
where there was a political issue as the primary reason. Circumstances most common with either late
budgets or no budget include non-budget related disagreements between leadership and marginal small
dollar issues. Tight fiscal times with tough budget decisions arc often a function of low growing or
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declining tax revenues. Getting to agreement in a divided party legislature has required meaningful
negotiations among legislators and the governor, with all compromising to ensure a budget was adopted
before a fiscal year begins. It is common to sec agreements result from closed-door negotiations, several
iterations of proposals vetted with party caucuses, the ramifications of no budget passage, and sometimes
small dollar adjustments.

Budgeting for Emergencies and Natural Disasters
The majority of states have separate funds or accounts that contain appropriated an10unts set aside to
respond to natural disasters and emergencies. Other states provide non-sum-specific appropriation
authority to expend funds for disaster and emergency response and relief. About half of the states also
have authority to transfer funds from other accounts if necessary. These funds range in size and are
reserved for a limited set of purposes. States may also pass supplemental appropriations. These sources
and authorities are also combined with federal funds in response to a federally declared disaster.

Trends in States Using Performance in the Budget Process
In NASBO's most recent Budget Process in the States publication, 39 states reported that perfonuance
measures are used to inform executive budget recommendations, while 22 states reported that they are
used to inform legislative actions on appropriations. It also found that legislatures are more likely to use
performance information if they have input over performance measure selection. The use of performance
inforn1ation in state government budget processes has been gradually increasing. Its use in the operations
of government programs will continue to be more prominent than in the resource allocation process. An
effective performance budgeting system that leads to reliable, actionable data requires the buy-in of both
the executive and legislative branches, and state agency staff. This buy-in necessitates a perception that
the performance data collected and reported will be used in making budget decisions.

Summation
Beginning a fiscal year or a fiscal biennium with an enacted budget that is on-time is a state budgeting
norm. The certainty that provides to the programs and services for both citizens and businesses is
expected and fosters long-term fiscal stability. In addition to balanced budget requirements, states have
constructed a set of budgetary rules and practices that are commonly used to guide the composition and
execution of budgets: adherence to a revenue estimate that caps the amount of spending, compliance with
debt and spending limits, concurrent actions on tax changes and spending, subjecting all spending to
appropriations within a 1mified budget, adopting both an operating budget and a capital budget setting up
reserve funds with definitive rules on their usage, aligning the authorization of programs with their
appropriations, and reaching agreement an1ong the two legislative chambers and the governor, whether in
a divided or unified government.
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Chairman ENZI. Thank you.
Mr. Orr.

lotter on DSK11XQN23PROD with HEARING

STATEMENT OF BENJAMIN ORR, EXECUTIVE DIRECTOR,
MARYLAND CENTER ON ECONOMIC POLICY

Mr. ORR. Chairman Enzi, Acting Ranking Member Kaine, my
own Senator Van Hollen, Honorable members of the committee,
thank you for inviting me to speak today about Maryland’s budget
process.
As Senator Van Hollen said, the Maryland Center on Economic
Policy is a nonprofit, nonpartisan think tank that believes all
Marylanders should be able to achieve their full potential in a
healthy economy that offers a widely shared and rising standard of
living.
My remarks today are based on the work we do to inform Maryland’s budget and tax policy. They are also informed by the work
of my colleagues and independent sister organizations in 43 States,
jointly called the State Priorities Partnership, including many of
the States represented on this committee.
I would like to begin by offering you a brief overview of Maryland’s budget process. As Senator Van Hollen, who ably served in
Annapolis for a number of years, knows, Maryland has perhaps the
strongest executive-driven budget process in the Nation. Maryland’s constitution stipulated that only the governor may propose
increased spending in the State budget.
So the budget for our next fiscal year, which starts July 1st, is
about $46.6 billion, including $13.2 billion in Federal funds.
Similar to Wyoming and other States, we have a board of revenue estimates, which is a mix of elected and appointed officials,
led by professional staff, which analyzes trends and provides revenue estimates in September, December, and March.
In late fall, a joint legislative committee sets non-binding targets
for the next budget, and in early January, the governor introduces
their operating budget.
Per our State constitution, this proposal must be balanced,
though that may include drawing down or transferring funds.
In Maryland, as in every other State, this balanced budget requirement only applies to the operating budget. We have a separate capital budget to fund infrastructure that relies on borrowing
through the bond market.
The legislature, of course, reviews testimony and analysis from
the nonpartisan Department of Legislative Services, our version of
the CBO, and State agencies and advocates, and again the legislature is only allowed to make cuts to the governor’s proposed budget. They can mandate funding levels for future budget years, such
as through the State’s education funding formula, but cannot increase spending in the budget under consideration.
Our State constitution requires that the legislature pass a balanced budget, operating budget by early April. If the two chambers
cannot come into an agreement, then they go into special session
or extended session, and once passed, the budget becomes law
without the governor’s signature. And the governor does not have
veto powers. However, the governor may go to the three-member
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Board of Public Works, which they chair, and ask for line item
modifications of up to 25 percent.
In addition to the requirement to balance the operating budget,
Maryland’s finances operate under two additional constraints. Our
debt service must not exceed 8 percent of State revenues, and our
rainy day fund must hold the equivalent of at least 5 percent of
general fund revenues.
While this process is messy, Maryland policymakers have made
it work for more than nine decades. We may wish for some reforms
to increase budget flexibility around shared priorities, but the fact
of the matter is that we have made it work. The proof is in our
economic data. As Senator Van Hollen alluded to, Maryland is one
of the wealthiest States in the Union per capita and maintains a
AAA bond rating for as long as any of us can remember.
Reflecting on Maryland’s fiscal realities, I would like to briefly
make three points relevant to this hearing. The first is that given
the near universal requirement that States balance their budgets
annually, it is vital, as Senator Kaine said, that Congress retain its
flexibility to respond quickly to economic shifts. States rely heavily
on the Federal Government’s ability to ramp up spending during
economic downturns when States must cut spending or increase
revenues to account for budget shortfalls and increasing needs.
This also means that a federal balanced budget amendment is a
very bad idea. It would unnecessarily worsen recessions and cause
dramatic increases in economic pain at the State and household
level, even during economic expansions.
Federal and State budgets are simply different. State balanced
budget rules only apply to operating budgets. States have separate
capital budgets, and States have rainy day reserves.
The second point that I would like to make is that credible, nonpartisan data, research and analysis is vitally important to the
budgeting process. Whether it is the Maryland Department of Legislative Services, the Congressional Budget Office, the Census Bureau, independent sources of information are crucial to understanding the challenges and opportunities we face. While we may
disagree about what course of action to take, we must be able to
clearly see what the situation is.
Finally, and perhaps most importantly, something we at the
Maryland Center on Economic Policy emphasize is an explicit focus
on how budget decisions affect people in communities. Budgets are
moral documents. What are our values as a State or as a Nation,
and are we living up to those values?
Increasingly, policymakers from places like Washington State
and Iowa and all the way to Maryland are using a racial, ethnic,
and gender equity lens as one way to better understand the tradeoffs involved in policymaking. We have found that the public better
understands budgets when we focus more on our values and the
effectives of our choices than on the specific dollars involved. Have
we reduced hunger? Are our communities safer? Are our children
prepared to enter the 21st century economy and lead? Regardless
of process, how we answer those questions will determine the
course of our Nation in the coming decades.
Thank you.
[The prepared statement of Mr. Orr follows:]
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MARYLAND CENTER
ON ECONOMIC POLICY

Senate Budget Committee testimony
June 19, 2019
Benjamin Orr
Executive Director, Maryland Center on Economic Policy

Chairman Enzi, Senator Sanders, my own Senator Van Hollen, Honorable
members of the Committee;
Thank you for inviting me to speak to you today about Maryland's budget process
and what, if anything, the federal government can learn from it.
For the record, my name is Benjamin Orr, and I am the founder and Executive
Director of the Maryland Center on Economic Policy. We are a nonprofit,
nonpartisan think tank that believes all Marylanders should be able to achieve
their full potential in a healthy economy that offers a widely shared, rising
standard of living.
My remarks today are based on the work we do to inform Maryland's decisions
about budget and tax policy. They are also informed by the work of my colleagues
across the country. We are part of the State Priorities Partnership, a national
network of independent organizations focused on state fiscal policy, with sister
organizations in 43 states, including all but four of the states represented on this
committee.
I would like to begin by offering you a brief overview of Maryland's budget
process. While this will come as no surprise to Senator Van Hollen, who ably
served on the budget committees in Annapolis for a number of years, it may
surprise many of you to hear that Maryland has perhaps the strongest executivedriven budget process in the nation. Maryland's constitution stipulates that only
the governor may propose increased spending in the state budget.
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•

The state's fiscal year runs from July 1 through June 30. Our FY 2020
operating budget is $46.6 billion, of which about $13.2 billion is federal
funds.

•

Over the summer and into the fall, the executive agencies draft their
budgets and submit them to the governor for review.

•

The Board of Revenue Estimates, a mix of elected and appointed officials
led by professional staff, analyzes revenue trends and provides revenue
estimates in September.

•

In late fall the legislature, through the joint Spending Affordability
Committee, sets non-binding targets for the next budget. Sometimes this is
a dollar amount; sometimes it is a growth target. At other times, the
committee has focused on deficit reduction targets. Often this committee
also sets some sort of state employment target.

•

The Board of Revenue Estimates provides updated revenue estimates in
December, which drives the governor's budget choices.

•

In early January the governor introduces their operating budget. Per our
state constitution (and as in all but six states) this proposal must be
balanced, though that may include drawing down or transferring funds.

•

In Maryland, as in every other state, this balanced budget requirement only
applies to the operating budget. We have a separate capital budget to fund
infrastructure that relies on borrowing through the bond market. Maryland
is able to borrow at a discount, due to its strong fiscal management and
longstanding Triple A bond rating.

•

In contrast to the federal government, all states also have a rainy day fund,
which they can draw down to balance their budgets in difficult times.

•

Taking turns in alternate years, the two chambers review testimony and
analysis from the nonpartisan Department of Legislative Services, then
discuss and debate the governor's proposal.

•

The Board of Revenue Estimates gives a final update in March, on which the
legislature bases its decisions.

•

Again, the legislature is only allowed to make cuts to the governor's
proposed budget. They can mandate funding levels for future budget years
(such as the state's education funding formula), but cannot increase
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spending in the budget under consideration. The use of legislative
mandates does mean that you will occasionally see increases over what the
governor proposes when the legislature declines to reduce a mandate as
the governor requests.
•

Sometimes the legislature can convince the governor to introduce a
supplemental budget that includes a spending increase both branches
agree to. This happens more often when the same party controls the
Executive and Legislative branches.

•

Our state constitution requires that the legislature pass a balanced
operating budget by early April. If the two chambers do not come to an
agreement, they must stay in an extended session until they are able to
pass a balanced budget. During the extended session the budget is the only
bill legislators are allowed to work on.

•

Once passed, the budget goes into effect without needing the governor's
signature, and the governor does not have veto powers. However, they
may go to the Board of Public Works at any time and ask for budget line
item modifications up to 25%. This can be an important tool during times of
economic crisis or natural disaster, but is not the most democratic process.
The governor sits on the three-member Board of Public Works, and
therefore only needs either the Comptroller or the Treasurer to agree in
order to prevail.

•

In addition to the requirement to balance the operating budget, Maryland's
finances also operate under a handful of additional constraints
o Debt service must not exceed 8 percent of state revenues
o Our Rainy Day fund must hold at least 5 percent of general fund
revenues
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While this process may seem messy, or unnecessarily restrictive for the
legislature, Maryland policymakers have made it work for more than nine
decades. We may wish for some reforms to increase budget flexibility around
shared priorities, but the fact of the matter is that we've made it work. The proof
is in our economic data: Maryland is one of the wealthiest states in the union,
with one of the highest rates of millionaires per capita and a higher median
income than almost any other state. We have for many years retained a Triple A
bond rating.
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Reflecting on Maryland's fiscal realities, I would like to briefly make three points.
First, given the near universal requirement that states balance their budgets
annually, it is vital that Congress retain the flexibility it currently has to respond
quickly to economic shifts. Specifically, states rely heavily on the federal
government's ability to ramp up spending during economic downturns when
states must cut spending or increase revenues to account for budget shortfalls at
the same time they are facing increasing need.
States also rely on federal spending to move the needle on big policy challenges.
For example, thanks to the expansion of Medicaid and the federal dollars
provided, about 290,000 more Marylanders have health coverage through
Medicaid, and our uninsured rate dropped from 10.1% in 2012 to 6.1% today.
Although there are multiple factors at play, Medicaid expansion and federal
subsidies for private insurance represent the largest chunk of that expansion.
It would have been very difficult for Maryland to make such extensive progress
without the support of federal funds. Eliminating federal funds for Medicaid
expansion would increase costs by more than $1.3 billion, rising to $1.5 billion by
FY 2022.
Maryland has also seen declines in the rate of uncompensated care costs for
people who were treated at hospitals, did not have insurance, and could not
afford to pay. Maryland's Department of Legislative Services estimates that from
fiscal 2013 to 2015, hospital UCC costs declined by 2.55 percentage points,
equivalent to approximately $311 million.
This also means that a federal balanced budget amendment is a very bad idea. It
would unnecessarily worsen recessions, and cause dramatic increases in
economic pain at the state and household level even during economic
expansions. States simply aren't equipped to scale up in the same way that the
federal government is.
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Furthermore, the fact that most states are required to balance their budgets is
not an argument for a federal balanced budget requirement. Federal and state
budgets are simply different. State balanced budget rules only apply to operating
budgets, states have separate capital budgets, and states have rainy day reserves.
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Second, credible, nonpartisan data, research, and analysis is vitally important to
the budgeting process. Whether it's the Maryland Department of Legislative
Services or the Congressional Budget Office, an independent source of
information about revenues and expenses for policymakers is crucial to
understanding the challenges and opportunities we face. While we may disagree
about what course of action to take, we must be able to clearly see what the
situation is. That is also why it is so vitally important that data agencies as diverse
as the Census Bureau, Internal Revenue Service statistics of income division, and
the Labor Department remain nonpartisan and well-funded. The information they
and similar entities produce is vital to understanding demographic, economic, and
other trends that influence the demand for federal investments in our nation's
future.
Finally, and perhaps most importantly, something we at MDCEP emphasize at the
state level is an explicit focus on how budget decisions affect people and
communities. Budgets are moral documents. What are our values as a nation, and
are we living up to those values? Are we protecting democracy, feeding the
hungry, providing opportunity for everyone? Or are we picking winners and losers
among the American public based on arbitrary or less-than-helpful factors?
Incorporating a racial, ethnic, and gender equity lens into policymaking is one way
to better understand the tradeoffs involved in policymaking and to make the
intentions of policy proposals clear to the American public. We have found that
the public better understands budgets when we focus more on our values and the
effects of our choices than the dollars involved. Have we reduced hunger, are our
communities safer, are our children prepared to enter and lead the 21 st century
economy?
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Chairman ENZI. Thank you.
We will now begin a round of questions, 5-minute questions, beginning with myself and then Senator Kaine and alternating back
and forth in order of arrival. So I will begin.
Both Senator Bebout and Mr. Hicks, what are some of the mechanisms that the State uses to enforce spending limits and keep
members of the legislature accountable?
Mr. BEBOUT. Thank you, Mr. Chairman, members of the committee.
We do not have any specific items that we do legislatively. Our
constitution certainly requires that we have a balanced budget, and
the governor is required as well that when he submits a budget to
us that it is to be balanced. And that is obviously a limitation.
But what we do in the reality of it at the Joint Appropriations
Committee and consistently with the years I have been in the legislature is we look at spending in terms of how we develop our budget. So if our CREG estimates show us we have X amount of money,
then that is the goal we use to work for.
We have a rainy day fund—we call it LSRA, Legislative Stabilization Reserve Account—that we ensure money is there.
We also have spending policy amounts we have with our funds.
Wyoming is blessed to have around $22 billion in our reserve accounts from mineral production as well as our school lands, and we
monitor that very well and very carefully. In that, we have spending caps on the amount of money we can take from that. Those
funds are inviolate, but yet we can utilize a certain percentage of
those. And we shift that policy, depending on what we think the
revenue stream would be. It might be 2.5 percent of the revenues
would go in terms of our gross receipts that we would utilize for
that or different amounts, depending on what we see.
So it is all the process that we work within that we have the
ability to set these goals internally with our committees. Leadership does it, and we work from there. And it works. It really does
work.
The fact that we also have side boards on our rainy funds, so if
we do get in a bind—and Wyoming is struggling right now, no
question about it with what is going on with commodity prices—
we have these side boards that said, ‘‘Okay. We are going to use
our rainy day funds but only to a certain extent.’’ Discipline, discipline, discipline, and provide certainty.
Chairman ENZI. Thank you.
Mr. Hicks.
Mr. HICKS. Mr. Chairman, in terms of enforcement of spending
limits, all of the States enact appropriation bill or bills, and within
those bills are the line items, are the actual both amounts and language that must be adhered to by the executive branch and the judiciary as well as the legislative branch. And so there is a set of
budget control mechanisms that is basically enforced by our members, the Executive Branch Budget Office, assuring that State
agencies, executive branch primarily, adhere to the requirements of
the appropriations bills.
Even further, the management of the budget that is done by the
executive on a 12-month-a-year basis also goes deeper than the
budget appropriations act does in some cases to assure an appro-

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00284

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

lotter on DSK11XQN23PROD with HEARING

279
priation utilization of management strategies, and the timing of
spending is also controlled, so that a midyear revenue shortfall
does not result in having spent 80 percent of the budget by that
time.
But very importantly, the legislative branch plays a critical area.
There are times in which budget adjustments need to be made
within the authority granted, but in most cases, that it is either
overseen by the legislative body or in some cases acted on by the
legislative body, particularly full-time legislatures. There are a
number of States that have something like a budget board, which
is comprised of both legislative members and the governor or executive branch members, and they jointly act on some of these budget
adjustment measures.
So the enforcement mechanisms are very rigid, controlled, and
transparent.
Chairman ENZI. Thank you.
Mr. Orr, what kind of controls does the State have to make sure
that the appropriation bills get done on time?
Mr. ORR. There are several deadlines set out. The actual deadline for the legislature to pass the budget is about a week before
the general session, the legislative session ends, so there is some
warning as they are getting close.
Then, as I said, if they—sorry. I did not turn my mic on. So they
have this week where they kind of have a sense of whether or not
they are going to—if they have missed that initial deadline, but
they still have a week before the end of session. And then they are
forced to go into extended session if they do not pass it.
During that extended session, the budget bill is the only thing
they can work on. They are not allowed to work on anything else.
We had one example a couple years ago where we were making
a number of adjustments to spending and revenue, and the legislature passed a budget bill that essentially has two budgets in it. Because there was a separate bill that would have changed some of
the mandates and requirements, we have a Budget Reconciliation
Act that includes the legal changes that are included. That is separate from the budget bill, and if that did not get passed, then the
sort of disaster budget would have been in play, whereas they did
eventually pass that. And so the budget they actually wanted to
pass was the one that was enacted on July 1st.
Chairman ENZI. Thank you. My time has expired, but I will mention that I hope all of you would be willing to answer any written
questions that anybody that is here or that cannot make it here
can submit to you later.
Mr. ORR. Absolutely.
Chairman ENZI. Appreciate that.
Senator Kaine.
Senator KAINE. Thank you.
I want to ask about two State-level practices that are common
and have you talk about whether you think they could be applicable here. The one that I am not going to get into is biennial budgeting. I think we could definitely make that work here, and it
would be salutary. Every once in a while, we have reached 2-year
deals on appropriations that have provided a level of certainty that
people like. That one, we can do.
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I want to ask you about debt management policies and revenue
estimating. Maybe I will ask them in the reverse order.
So revenue estimating, in my State, the governor would sit down
with economists and develop some basic format but then present to
a board—elected, industry leaders, bipartisan, bicameral, mayors,
et cetera—some options on revenue estimate. Once we would fix
upon an option, that would then be the source of the governor’s introduced budget. And we would have all the arguments about it,
but we would come up with a consensus that would then not be
challenged that would serve the basis. So you would not have a different top line coming out of a House or the Senate or the administration. We are all on the same page.
Here is an interesting quirk of the Virginia budget on revenue
estimates. What if you make more money than you estimated? A
governor could not spend a penny without getting permission of the
legislature. What if you made less money than you estimated? The
legislature was perfectly happy for the governor to make those cuts
without a legislative imprimatur, thinking that when we came
back next year, if we really hated him, we could obviously change.
Could we use a revenue process like that? Would that be helpful
at the Federal level? And then I will just extend it on the debt
management.
We have debt management policies, again, two basic ratios, debt
service to budgetary outlay, total debt to, say, GDP. We would
manage by those ratios.
Now, in both the revenue estimate and in the debt management
policy, plenty of room for a lot of partisan argument on the revenue
estimate. How do we spend the money? Democrats would feel differently than Republicans about it. So we would have plenty of argument, but the top line was set.
Similarly, on the debt management policy, how do we get to the
ratios? Is it increasing revenue? Is it decrease in spending? We
would have a great partisan argument about how to do it, but we
would not argue about the ratios themselves.
It seems like having that target really helped us exercise some
discipline at the State level in both those areas.
As you look at State budgets that you deal with, can you see how
debt management policies and better revenue estimation that
would reach us—that would get us to a consensus point could be
implemented at the Federal level?
Mr. BEBOUT. Well, I will take a shot at that, Mr. Chairman and
Senator Kaine.
The Consensus Revenue Estimating Group is, to me, where you
start. That is the most important part of it, and the way we do it
in Wyoming, it is comprised of, I believe, nine people, and then it
is both the executive, the legislative branch, as well as industry
people. And we have a very sophisticated system analyzing our revenues. Of course, in Wyoming, our revenues come from primarily
sales tax. We have no corporate or personal income tax. So it is
sales tax. It is the income we get off our permanent funds and our
property tax, derived mostly of minerals.
So we have a sophisticated process. Like I mentioned, we put
these amounts together. So we have a good idea, and we developed
a history to be able to determine that amount of money. And what
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we do is we have that profile. We do it twice a year officially, where
they come out with what we call the ‘‘CREG estimates.’’ We do it
in October, so the governor has an idea when he does his budget,
what the revenue streams are, and we update it in January before
we go into the session.
We have a very good idea of what exactly the money is available.
We know what our LSRA account, our rainy day account is. We
know all of that information. So we base everything based on that
level, and we really stick to it. The governor presents a budget.
That is a top line, as we work through our budgeting process and
do the JAC work, Joint Appropriations Committee. We continue to
monitor that and keep it at that level. It really works, and that is
how we do it.
Like I mentioned, the side boards on our rainy day accounts, we
can sometimes go in there. The governor can do that, but at the
end of the day, it is balanced. And we live within those revenue
streams.
As far as debt service and those things, Wyoming is very blessed.
We have no debt. So we do not have anything in place that talks
about we are going to have only debt limitations. We have it constitutionally, we can have no more debt than 1 percent of the previous sales tax revenues. That is in our constitution, but in terms
of anything we do in statutes, we just have no debt.
I think there is one bond that we might have for $20 million, and
there is a reason we are ranked very high with the rest of our
States in terms of our fiscal responsibility, because of the concerted
nature we take when we put our budgets together based on not
how much we want to spend, but the level of revenues we do have.
Senator KAINE. I will say Virginia has been AAA in all bonding
agencies since they started ranking, and we have a lot of debt. But
we just have a strategy for managing it. So there is different ways
to be AAA. Not having debt would be one, but you can manage debt
well too.
How about other ideas, Mr. Orr, Mr. Hicks, on these questions,
mindful that I am almost out of time?
Mr. HICKS. Particularly around debt management, most States
not only have debt limitations, some of the metrics that you mentioned, but they have debt affordability policies, which means periodically, annually or biennially, they produce a whole set of information about what has been—the debt that has already been
issued, the debt that has not been issued, economic forces that are
happening because it affects the revenue side, but a whole suite of
not only what the debt has been approved by the legislature, but
what debt has been executed and the timing and interest rate cost
and the changes that have occurred since the appropriations process. And so it is very highly managed.
The timing of debt issuance is a real important issue in States.
When you need the money is the most important thing in terms
of—because we issue debt for capital projects, these multiyear
projects that have a construction period of multiple years, and so
it is very important that you time your debt in a certain way.
States have adopted debt policies, which is essentially debt service divided by revenue availability or, as you said, total debt to
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State economic indicators, whether it is personal income or gross
State product.
Not all are in statute, but most are. And those that are not in
statute have been policies that have been adhered to by both the
executive and legislatures.
Senator KAINE. Could I ask Mr. Orr—is that okay,
Chairman ENZI—if you would want to address it quickly?
Mr. ORR. I will try to be brief. Thank you.
So I mentioned that we have a board of revenue estimates. Just
to flesh that out slightly, the professional staff makes recommendations looking at revenue collection trends, looking at economic
trends. The committee is actually made up of the comptroller, the
treasurer, and the secretary of the budget. So the executive, the
legislature, and the people all have a representative there because
the comptroller is elected directly.
I mentioned our spending affordability process, which set nonbinding goals for the next year’s budget. We have a similar debt
affordability process, which is led by the governor, and he sets
some goals. And those goals often are below what is actually mandated in our constitution, those two limitations that I mentioned in
my testimony.
So like Virginia, with our AAA bond rating, we have about a billion dollars roughly in annual debt that we approve each year, and
because we have the AAA bond rating, we get discounts for that.
But it is a similar process to what has been described.
Senator KAINE. Great. Thank you very much.
Chairman ENZI. Thank you.
Senator Braun, followed by Senator Kennedy and Senator Johnson.
Senator BRAUN. Thank you, Mr. Chairman.
In the time I have been here, I have noticed what we have been
most resourceful at and creative is how we have come up with gimmicks and artifices to actually escape any of the things we have
just talked about that we do at the State level.
I was part of an Indiana State legislature for 3 years on Ways
and Means and also Roads and Transportation, and back in ’17, of
course, we passed a constitutional amendment to balance our budget. Statutorily, we did it, and we did it naturally as a State that
I think believes in the general rules of accountability.
Being a CEO of a company where you had to earn your revenues
along with controlling your expenses, it takes a whole idea of budgets even to a new level, and I can tell you that the accountability
portion is harsh and merciless. If you would perform in any fashion
like we do here, you would be out of business quickly.
Senator Kaine mentioned responsibly managing debt, and we in
Indiana have some debt. We have a AAA bond rating too. We
would be up there with that of Maryland. But I think that all
works because we have got guardrails and things that keep us
within guidelines, so that it really never becomes a problem.
There are some States more spendthrift than others and seem to
have issues more similar to the Federal Government than what the
typical State would have.
What do you think about the idea—can that—can we ever manage debt here without—Mr. Orr referred to it does not make sense,
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balanced budget amendments when you are trying to use economic
policy in a countercyclical way.
And I am going to start with Mr. Orr. Would you be willing to
promote a balanced budget here in years of good economic activity?
Let us just do half the equation. Do you think that would be sensible? Because I do not know that we ever get to a better place here
unless we have some restrictions on how we operate. What about
that idea?
Mr. ORR. So I do not know that I would make a policy recommendation one way or another.
I certainly remember when we did something similar in the late
’90s.
The larger point that I would make, though, is that the Federal
Government budget is very different from State and local budgets,
and also that corporations and households and States take on debt,
just like the Federal Government. So you very much have to think
about operating and capital together, and it is not ever as clearcut as a balanced budget amendment would make it out.
Senator BRAUN. I would like you to go into a little more detail
because we typically talk about that back in Indiana, and it gets
laughed at here, that there is a big difference. There is a day of
reconciliation if you keep doing what we are doing.
I remember the conversation the Chairman and I had the last
time we got together as to what would be the trigger point, whether it is the depletion of the Medicare trust fund or whether it is
the fact that when interest rates fully hold us accountable, being
such a debtor nation in the sense of how we run our business here,
will it be interest rates and the inability to sell our debt and place
it. Why would you not, knowing that it is different and that we are
the ultimate source of being able to borrow money—and we do have
the ability, figuratively, to print it—why would not we want to use
it as an example of how it should work here, other than the fact
that we do not have to? And we find all the ways to get around
it.
I never could understand why we would not be out there with
that as a model of a way to run a place like this. If you care to
elaborate further?
Mr. ORR. I think that it depends on how you—the problem is
that the framing of the question, I have an issue with the framing
of the question, as it exists in the larger world, not necessarily the
way you framed it.
But that the idea that we are in trouble because of increased
spending and, therefore, need to make spending cuts ignores the
fact that deficits at the Federal level have grown significantly, primarily because of revenue, lack of growth and revenue, and not so
much in growth of expenses. So that would be the point that I
would make in response to that question.
Senator BRAUN. I am out of time, and I am hoping we have another round of questions because I will have several.
I would like to cite that we here at the Federal level are generating record revenues—record revenues—and that the Tax Cuts
and Jobs Act of 2017, as a mainstream entrepreneur, has got the
sweet spot of revenue generation for this place, and that we are almost closer to revenue neutral than what the CBO forecasts. So I
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think that is a classic flaw that would be used here in the analysis
of how we make things work.
Thank you very much.
Chairman ENZI. Thank you.
Senator Kennedy.
Senator KENNEDY. Thank you, Mr. Chairman, and thanks to you
gentlemen for being here today.
Senator, does our Chairman really know how to catch fish, or is
it just putting us on? [Laughter.]
Senator KENNEDY. He has these fish in his office. Did he really
catch them, do you think?
Mr. BEBOUT. Well, Mr. Chairman, I expected a lot of questions.
That was not one of them.
Senator KENNEDY. You do not have to answer.
Mr. BEBOUT. Yes, he is a very good fisherman. There are some
great places in Wyoming.
Senator KENNEDY. I know that.
Mr. BEBOUT. If you have not been there, we would sure love to
have you.
Senator KENNEDY. I am still trying to get over that Wyoming has
no debt. I am still trying to get my mind around that.
I want to use my time to ask each of you. You have observed the
circumstances we find ourselves in at the Federal level. If you were
each King for a Day—forget the politics and the personalities—
what suggestions, what changes would you make to try to help us
get control of our spending and our debt? Mr. Chairman and then
we will go to each of the directors.
Mr. BEBOUT. Well, thank you, Mr. Chairman and Senator Kennedy.
I think we ought to have a balanced budget amendment.
I suppose that, and even in Wyoming where we do have it constitutionally, I wonder if we did not have it if we would have the
political will to not do what happens at our level here at Congress
and the United States. So I support that.
I think that is a—to me, as a businessman, as a member that
has to—I sign the check on the front and the back in my business,
and I have revenues. And when I am having difficulty in my business, I simply cannot raise my rates. I have to make it work.
So I support a balanced budget amendment. There are some
quirks in it and some things that have to happen, and I get that.
In Wyoming, one of the things that drives our budget more than
anything is the courts dictating and mandating to us how we spend
money on education, and if there is one area in Wyoming where it
is automatic and ‘‘escalators,’’ if you want to call them that, that
drives our funding, it is in education. That is one of the most difficult things to try to bring responsible spending to that level. Education is so important, but to try to be able to control it with those
escalators, it is difficult. And yet we have a balanced budget.
But what you see happening is all of the other programs in State
government that are so important have their own constituency. The
money shifts to education, and so to me, if we did not have that
balanced budget in our constitution, it would be very, very interesting to see how we would operate, even in Wyoming, that we
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might not looking at spending more than really our revenue
streams would generate.
Last session, we spent almost a billion more dollars than we had
in ongoing revenues. One of the situations that happened is we
have one-time money, and one-time money is like capital gains.
And we do not recognize capital gains until they are realized. People want to realize unrealized capital gains and spend the money
before we get it, similar to what may happen here. We do not do
that, nor will we do that.
Senator KENNEDY. That is a good point. That is a very good
point.
Mr. BEBOUT. And we are not going to spend money we do not
have. So I like the fact that we have to—by constitution, have to
have a balanced budget.
Senator KENNEDY. Mr. Director.
Mr. HICKS. Senator, I as an individual had the opportunity to be
a part of a Federal budget examination project that was hosted by
Convergence. It was called Building a Better Budget Process, and
some of those recommendations came out about aligning better the
Federal budget process with electoral cycles; for example, to have
a national 4-year plan that might be coincident with the presidential election cycle, and then a 2-year budget plan that coincides
with at least congressional election cycles, and that has some of the
benefits of the biennial budgeting that the Chairman and the
Ranking Member have mentioned. Those are two items.
And continuing to strengthen the institutions, like Mr. Orr said,
such as the CBO, so that facts are not in dispute among the members, and that there are existing situations that are clearly understood. And then it is discretion and choices and tradeoffs there.
One other thing that I think—and it has been mentioned in past
Federal budget reform is—the notion—and the Senator from Indiana was asking about debt. One of the things that States—States
issue debt primarily for capital assets. Assets is going to live for
a long period of time, and if we start borrowing for operating, the
rating agencies smack us. So there is an enforcement mechanism
kind of through the market for that.
One of the things that the Federal Government does not do as
well is separate operating expenses from capital expenses. Even if
that did not change the budget process, it would be more knowledge and information available to use decision-makers to the citizenry about understanding how much debt are we having because
we are building something versus how much debt would we have
because——
Senator KENNEDY. Excellent point.
Mr. HICKS [continuing]. Other reasons for spending. So those are
a couple of ideas.
Senator KENNEDY. Mr. Director.
Is that okay, Mr. Chairman, that we hear the other director.
Chairman ENZI. Yes, sure.
Mr. ORR. So, briefly, I agree with Mr. Hicks.
But I think that the process—I think the legislators can make
whatever process work. We need good inputs. We need good information.
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But Maryland’s process is really kind of funky and quirky and
odd, and yet we still make it work. So I would say process is sometimes overemphasized. It is important, but it does not solve the
problem if you cannot come to a consensus, so thank you.
Senator KENNEDY. Thank you, gentlemen. Thanks for being here.
Chairman ENZI. Senator Johnson.
Senator JOHNSON. Thank you, Mr. Chairman. Thanks for holding
this hearing.
I do not think we look to the States enough to learn their practical solutions to some of these problems.
One of the big problems we have in the Federal Government is
mandatory spending. It exceeds the extent of our budget, whether
it is the dedicated revenue stream is not adequate to pay out all
the benefits.
So let me just ask: Do any of you know the breakdown on average with all 50 States in terms of what you maybe consider mandatory spending versus discretionary spending in the States or at
least in your own State?
I will start with you, Mr. Orr.
Mr. ORR. So I do know about my State. I do not know about
other States.
Maryland, because we have this quirky situation where only the
governor can add, the legislature relies more on mandates than
other legislators, I believe. So we have about 87 percent of our general fund is mandated, but that is because that is the only tool the
legislature really has. And through the Budget Reconciliation Act
every year, they do make adjustments to those formulas. So it is
not that those are locked in stone. There is adjustment. So it is a
little bit different than mandated——
Senator JOHNSON. Yeah. Your mandatory expense is actually on
budget; ours is not.
Mr. ORR. Yeah. So that is the difference between the Federal—
and I think most States that have mandate spending, they are
more like Maryland in that respect. They may not have quite as
high a percentage, but——
Senator JOHNSON. So it is mandatory, but it is not on automatic
pilot like the Federal Government.
Mr. ORR. Correct. That is a big difference.
Senator JOHNSON. Mr. Hicks.
Mr. HICKS. I would add that very point. There is a whole lot of
mandatory spending. K–12 education in every State is a mandatory
expenditure. It is just how much is not a mandatory thing. So
States do not have a dollar value that is required. They have mission and purposes that are required.
Senator JOHNSON. I would not call that mandatory spending in
the same way. Anything close to what we have here, which is just
mandatory, automatic pilot, you spend it, no matter what? And if
somebody qualifies for it, they get it?
Mr. HICKS. And States do not have that, and the reason is that
most States, all spending is subject to the appropriations by the
legislature, even if it is—debt service, for example, we are not
going to repudiate our debt at States. We are going to pay our debt
service, but it still has to be appropriated.
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In some cases, we have general obligation bonds in which the
voters have approved. In that sense, there is a mandate, but still,
it is subject to appropriations.
Senator JOHNSON. Senator, do you want to add to that quick?
Mr. BEBOUT. I would be glad to. Mr. Chairman and Senator
Johnson, the thing that we do in Wyoming and the only thing that
I would consider escalators occur primarily in education, where
through the Supreme Court and the courts being involved in telling
us what to do, which by the way I do not think is the way to do
it, but anyway, that is what we have to live with. So there are escalators in that.
Our retirement funds, they are built in things. We try to be actuarially sound, around 80 to 85 percent. We struggle with that.
The last thing is the real thing that really determines our budget
and one of the critical unknowns is Medicaid and how much and
what level the Federal Government allows us to have to spend in
our department of health, which is 40 percent of our State budget.
And of that, the driver in that is Medicaid, and that is a volatile
thing. That is one of the things we have to deal with.
Senator JOHNSON. And, of course, that is Federal Government.
Let us switch to just the one component, appropriation. We just
passed out of my other committee, the government affairs portion
of our committee, an End Government Shutdown Act. There have
been all kinds of ideas to provide some discipline to the appropriation process.
What we decided on is if you do not pass appropriation bills, you
have basically an automatic funding mechanism at the current
level. There is no increase in spending, no decrease in spending,
and Members of Congress basically cannot go home on taxpayer or
campaign dime. You kind of discipline that process. You have to
move right to the appropriation process, basically what it sounds
like a number of States are doing.
Again, I described that very quickly. I think you understand the
process because I think you have something similar in the States.
My question is do you see any downside to that, or can you see any
improvements in terms of what you would recommend the Federal
Government do, similar to what the States—to discipline that appropriation process? So at least we end the dysfunction. We never
have Government shutdowns anymore.
We will start with you again, Mr. Orr.
Mr. ORR. Certainly. I do appreciate the discipline that requiring
legislators to stay in Annapolis and stay on topic provides.
I worry a little bit when we talk about just continuing on as before when the Federal Government—when Congress does not pass
a budget because, depending on how long that process goes, it quite
easily could lead to automatic cuts and services if there is not some
sort of inflation adjustment or health care costs are rising faster
than——
Senator JOHNSON. But it beats a shutdown.
Mr. ORR. Well, I do not know that that is necessarily true of the
long term.
Certainly, Maryland is uniquely exposed to shutdowns in ways
that—Virginia and Maryland are uniquely exposed to shutdowns in
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ways that some other States are not, but even with that being true,
I still am concerned about the long term impact.
I worry that it would replace, that that automatic extension
would replace the regular order in a way that I am sure you do not
intend.
Senator JOHNSON. Okay. As long as the Chair is not paying any
attention, Mr. Hicks. [Laughter.]
Mr. HICKS. I think the downsides to the idea are mostly political
in that regard or institutional in the sense that the Congress is not
adjudicating the claims that a budget does in which you are making choices and tradeoffs. So, in that extent, that might be the
downside.
There are a number of States—I think your State is one of
them—that in the event that they did not pass a budget on time,
there is already an existing statute that does, as you just said, the
existing level of appropriation continues until a new budget is.
California, for example, by June 15th if the legislature did not
kind of finish their budget, they were not paid any longer. Well,
they finished their budget by June 15th——
Senator JOHNSON. We include that as well.
Mr. HICKS [continuing]. The other day.
And then there are other issues such as think of the State of Illinois who went 2 years without a budget, and by court decisions
and other requirements, a whole lot of spending continued. And
there was a minimal amount but an important amount that did
not. So, in some cases, the implications really were not fully felt.
Senator JOHNSON. Thank you.
It is up to the Chairman if you want to let the Senator answer
that.
Chairman ENZI. Certainly.
Senator JOHNSON. Okay. I figured you might. [Laughter.]
Senator JOHNSON. Senator.
Mr. BEBOUT. Thank you, Mr. Chairman and Senator Johnson.
A couple of things that really drive us—and the question is
would we do it if it was not, but it is our constitution. We can only
meet 60 days. So we go into a session understanding, and we set
up a schedule moving into it, what we are going to do on certain
days and how we work the bills, what we do, which agencies we
hear, and it is all planned out. We do meet that deadline. If we did
not have that deadline, I am not so sure we would not continue to
do that.
As far as continuing resolutions to extend and we do not have
money if something happens, we build in those emergency funds so
the governor has latitude, and we set up for us, which has a small
budget, about 40- to $60 million in case something happens.
We also allow agencies to transfer money internally. Like within
the department of health, if there is a Medicaid thing that comes
out and there is a $10 million hiccup we did not realize, they have
the latitude to transfer that. It is called a ‘‘B–11 process.’’ The governor authorizes it, but they do that.
Then we can do 5 percent from agency to agency, like department of health to department of ag. So we have got a pretty good
process that covers this when we are out of town.
Senator JOHNSON. Thank you.
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Thanks, Chairman.
Chairman ENZI. Thank you.
Senator Whitehouse.
Senator WHITEHOUSE. Thank you, Chairman. Much appreciate
this hearing.
Mr. Bebout, welcome. Delighted that you are here. Do we call
you ‘‘Mr. President’’?
Mr. BEBOUT. Well, Mr. Chairman, I have been called a lot worse,
but ‘‘Senator’’ is fine, Senator.
Senator WHITEHOUSE. We just made the change in the Rhode Island State Senate also. So the leader of the Senate is now called
the ‘‘president of the Senate,’’ whereas before it was the majority
leader, like here in Rhode Island. So I have gotten used to it a little
bit.
But welcome, and thank you for sending Mike Enzi and John
Barrasso here. They have been great to work with on a whole variety of issues, and one of the reasons we are here is that the Chairman is trying to lead reform of our budget process, which I think
has failed for a variety of reasons, not the least of which is that
when it was designed, we usually passed our appropriations measures with a simple majority. In fact, all sorts of even very contentious bills passed in the Senate with a simple majority. That was
just the standard operating practice.
Dianne Feinstein describes how her guns bill was allowed to pass
by a simple majority. I think they got 57 votes, and that was clearly a contentious issue. So it was a different time, and in that era,
if you did not meet the budget committee’s levels, you could not
pass your appropriations with a regular 50-vote majority. You had
to kick up and acquire a 60-vote super majority, and what has happened since then in the Senate is that we basically have agreed we
are not going to do anything except with a 60-vote threshold.
So the fence line that the budget committee had around its proposed budget is basically a floor-level fence, and a floor-level fence
is no fence at all. So the appropriators who have understood for
some time that they are going to have to do 60 votes, our budget
could not be less significant to them. There is zero consequence for
the appropriators varying from the budget that we put together.
But, as you can appreciate, it makes it kind of awkward to enforce anything we do here.
Do you have a capital budget in Wyoming?
Mr. BEBOUT. Mr. Chairman, yes, sir, we do. That is a separate
part of our budgeting process. When I talk about what the Joint
Appropriations Committee works on in terms of budgeting, that is
the operating budget for the State, just like these two gentlemen
talked about in other States. Then we have a separate capital
budget. We break that down into two distinct areas. We have State
capital construction budget relative to building whatever deals with
the State, and then we have our school, K through 12, capital construction budget. Those are separate items that we deal with.
Senator WHITEHOUSE. So it is pretty clear to everybody what belongs in the capital budget, and there is not a lot of gamesmanship
about stuffing things into the capital budget that ought ordinarily
be in the appropriating budget.
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Mr. BEBOUT. Yes, sir, Mr. Chairman. It is very clear, and those
budgets are separate. They work through the process separately,
and that is by design.
Senator WHITEHOUSE. You have to meet a constitutional requirement that your budget balances, correct?
Mr. BEBOUT. Mr. Chairman, yes, sir, we do.
Senator WHITEHOUSE. And that does not count the capital budget
other than the debt service and so forth on that? That is to the
side? The budget that has to balance is your appropriations and
whatever is required to service the loans on the capital budget?
Mr. BEBOUT. Mr. Chairman, no. Our budget is constitutionally to
be a balanced budget and that includes our capital expenditures.
It is all one package based on our revenues. We have to provide
that balanced budget, which includes capital construction and capital spending.
Senator WHITEHOUSE. So the year-to-year spending on a particular building is right in the constitutional budget?
Mr. BEBOUT. Yes, sir, Mr. Chairman, and what we do, if we are
going to build a building in Wyoming—we just completed a $300
million renovation of our capital—is we use previously accrued
funds. We started about 10 years ago setting aside money so we
would have the funds. The capital project set aside, and typically
what we try to do is when we decide we are going to build something, we have the cash in the bank, so to speak, to do it. Therefore
we do not get into a negative balance scenario. Then when we work
out budgets, we already have the money set aside for capital construction. It is there as part of it. It is balanced, and then we work
from the operating budget.
Senator WHITEHOUSE. And how often is there bipartisan agreement on budgets?
Mr. BEBOUT. Mr. Chairman, we have a bipartisan process, although Wyoming is overwhelmingly Republican. You have probably
seen that. We are one of the most Republican States in the Country.
I was in the minority party before, at one time, and it has always
worked that we work together. It really is a bipartisan effort, especially on the capital construction project side of it. There are differences on our spending, especially the entitlements, given the nature of politics, and we have that. But, all in all, we work well together.
Senator WHITEHOUSE. I appreciate that sentiment because
Chairman Enzi has been trying to lead us towards a more bipartisan process here at least that there should be some bipartisan avenue for progress, and Senator Braun, who is here, has been one
of the best advocates for that and is a cosponsor of the legislation
that would create a bipartisan bypass, if you will, around what is
otherwise here often a very partisan and loggerheaded process.
So it is good to hear from you that bipartisanship works because
we are trying to make it work here as well, and I appreciate you
being here.
And I thank the Chairman for this hearing.
Mr. BEBOUT. Yes. And, Mr. Chairman, just to take off on that
topic—and I appreciate those comments. As former president of the
Senate, I wanted to work in a bipartisan way because we all want
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the same outcome at the end of the day, the best that we can provide for our citizens, and we work together.
Senator WHITEHOUSE. Some person in business once told me
something that has completely stuck in my mind, which is in business, debt does not matter until it matters, and then it is the only
thing that matters. And I think we do not want to get to the situation where it is the only thing that matters.
Thank you. Thank you, Mr. Chairman.
Senator WHITEHOUSE. Thank you.
Chairman ENZI. Did you have a quick question here?
Senator BRAUN. Yes, I do. Thank you, Mr. Chairman.
Mr. Orr, what is the average annual increase in revenues for the
State of Maryland roughly over the last 5 years?
Mr. ORR. I do not have the numbers off the top of my head, but
it is in the neighborhood of about 3 or 4 percent.
Senator BRAUN. Okay. That is a good increase that many other
States might not have the advantage of it. So I was just curious
to see how your revenue stream was moving, which would enable
you to maybe have a little leg up on other States.
Mr. ORR. As I said, we are one of the wealthier States per capita.
Senator BRAUN. Yep.
Mr. ORR. At the same time, our expenses are rising faster than
our revenues. We do have a structural deficit issue about 5 years
out where we have got like a—I think the last number I saw was
a $1.2 billion shortfall between revenues and expenses 5 years out
based on projections about our population growth and the aging of
our population and education funding formulas, those sorts of
things.
And the legislature is constantly grappling with that. That story
has been true in the decade I have been working on Maryland
budgets, and every year, we still manage to pass a balanced budget.
Senator BRAUN. That is good, admirable.
Mr. ORR. Whether it is through revenue increases or cuts to expenditures, we pass a balanced budget.
Senator BRAUN. And finally for all three witnesses, top two recommendations for the Federal Government if you would have them,
so I can write them down and see what your thoughts might be.
Mr. ORR. I would just reemphasize the importance of good data
and also emphasizing the values that are in our budget. I think
that is really how people understand budgets is when we express
them in human terms, and so that would be my recommendation.
Senator BRAUN. Thank you.
Mr. Hicks.
Mr. HICKS. That is a tough question. I would say the ideas that
I had mentioned earlier about the prospect of a longer time horizon
in terms of both planning and in budgeting, I think, is something
that would serve the Federal Government well.
I think a greater understanding of the distinction between operating and capital expenses is a transparency question. The citizens
need to know better what is in the Federal Government, what are
our tax dollars getting, and that is a helpful way, I know at the
State level, that describes the things that are one time and the
things that are ongoing.
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Senator BRAUN. Thank you.
Mr. BEBOUT. Yes. Mr. Chairman and Senator Braun, what I
would suggest is that you spend within your means and try to figure out what your revenue streams are on the front end, and that
way, you know what you have rather than having the spending
side of it drive it.
You talked about all of the different things that are mandated.
I would take a hard look at that. I think that is very important.
Then the last thing that I would recommend is I think a balanced budget amendment really does make a lot of sense to talk
about and move in that direction, and the transparency part of it
will always help in those kind of situations.
But the other thing I would leave you with is try a biennial
budget. It really is the right thing to do, and I think it would help
you.
Senator BRAUN. Thank you very much. Great testimony, and
Senator Van Hollen, who left earlier, I will never forget said the
thing we lack most is political will, and I would agree with that.
Thank you so much.
Chairman ENZI. Thank you, Senator Braun.
I want to thank everybody that was here today. It is a much bigger turnout than we normally have, but we usually do not have
such great practitioners, people that actually have kind of gotten
their hands dirty on the issues that we are working on. You are
all three truly a brain trust on budget, and this has been very helpful. I have taken pages of notes here, and as I mentioned, we will
allow people to submit questions until five o’clock tomorrow. And
we will get those to you. If you would be willing to answer any of
those, we would appreciate that.
I think what you have already said has made a difference, and
I think it is a bipartisan difference.
Of course, anything that you want to add, feel free to give us any
suggestions in writing anytime, but it would be helpful if it came
with any answers that you submitted to us. We can make a difference. We need to make a difference, and you are the start of it.
Thank you.
Adjourned.
[Whereupon, at 3:42 p.m., the Committee was adjourned.]
ADDITIONAL COMMITTEE QUESTIONS

lotter on DSK11XQN23PROD with HEARING

[The following submitted questions were not asked at the hearing but were answered by the witness subsequent to the hearing:]
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Responses from John Hicks, Executive Director, National Association of State Budget Directors
(NASBO), to questions for the record from Senator Grassley
September 4, 2019

Thank you for the questions. Below arc NASBO's responses.
I. Question: The Financial Oversight and Management Board for Puerto Rico has recently
announced an agreement on a framework to restmcture certain liabilities of the Commonwealth
of Puerto Rico (see, for example, https :// oversightboard.pr.gov/ oversight-board-reachesagrcemcnt-on-a-framework-to-restructure-35-billion-of-liabilities/, and references therein). The
framework considers settlement witl1 holders of General Obligation (G.O.) debt issued by the
government of Puerto Rico, which would involve" .. a 36% haircut for holders of valid Puerto
Rico general obligation bonds." Under Puerto Rico's constitution, "valid" GO bonds have a
priority for payment. The recently announced agreement can be taken as an invalidation of that
priority, and may signal to holders ofG.O. bonds in the municipal hond market generally that
they now must view such bonds generally as being subject to greater questions of "validity" and
possible haircuts in the event of a municipal bankmptcy. Do you believe that states and State
Budget Officers arc concemed about potential broad adverse effects in municipal bond markets in
terms of lower municipal bond pricing deriving from higher required yield for investors who now
may have greater default-risk fear stemming from developments associated with debt resolution
in Puerto Rico?
Response: 111e situation with Puerto Rico differs significantly from any of the 50 states. Congress
acted under the Article IV, Section 3, Clause 2 of the U.S. Constitution. 111is provision addresses
Congress' authority "to dispose of and make all needful Rules and Regulations respecting the
Territory or other property of the United States ... " The 50 states understand that the Puerto Rico
Oversight, Management, and Economic Stability Act or PRO MESA provides for a bankruptcytype restructuring that is limited by the legislation to Puerto Rico and authorized under the U.S
Government· s constitutional authority over the territories. States have made it clear on many
occasions that they do not want Congress to permit them to use bankmptcy. Both the National
Governors Association and the National Conference of State Legislatures have clearly expressed
their opposition to Congress including states in the bankmptcy code. It was last done in 20 l l
after states went through the deepest two-year declines in state revenues.
The answer to your question is, no, State Budget Officers are not concerned because the Puerto
Rico situation is not generalizable to the 50 states. Bond rating agencies, bond counsel and
municipal analysts all understand the significant difference between the Puerto Rico situation and
the states. Recent municipal market activity, both demand and pricing, has been in favor of
issuers during a time when Puerto Rico's agreement framework has been highlighted with market
participants. Any expectation that states may be considered by Congress to be included in the list
of entities eligible for bankmptcy would provide market participants a reason to demand higher
yields due to potential adverse effects. States do not want that.
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2. Question: An April 2, 2019 Issue Brief from the National Association of State Budget Officers,
titled "Govcmors' Budgets for FY 2020: Transportation and Infrastructure," identifies that "Over
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the past six years, more than half the states have taken actions to raise their fuel tax revenues." It
goes on to say that "In addition to raising fuel taxes, other proposals include new bond sales,
added tolling, new electric and hybrid vehicle fees, increasing motor vehicle sales taxes, and
increasing vehicle registration fees." So, it appears that many states have increased various taxes,
tolls, and fees to help fund infrastructure spending. Does the Association have any infom1ation,
for states that have levied electric and hybrid vehicle fees, how much has been raised by the fees,
and on what base the fees have applied (i.e., number of vehicles)? It would also be interesting to
know, if you have available infonnation, whether the fees apply to all fonns ofclectric and hybrid
vehicles, and not just "cars."
Response: Twenty-seven states have now passed legislation that imposes an annual or biennial
fee on electric and/or hybrid vehicles. In general, states' legislation addresses "any" motor
vehicle, not just cars. States have been conservative in their projections of additional revenues.
The typical revenue forecast has been based on information about the number of each type of
vehicles in the state, ,vith some estimate of future growth in numbers. NASBO does not yet have
any data on this level of detail within revenue forecasts. For states, these foes are continuing the
''benefit use principle" of funding transportation to create an equitable finance mechanism
equivalent to paying gas taxes.

3.

Question: Is there general concern within membership of the National Association of State
Budget Officers about state pension shortfalls? If so, does the Association have ideas about how
to address the shortfalls? And, does the Association have any concerns about accounting used to
express expected future obligations and inflows for state pension, including assumptions about
discount rates?
Response: On pension liabilities, each state has its own concern. Almost every state has made
multiple changes to limit the accumulation of new pension liabilities and have also focused on
funding plans to resolve the legacy unfunded liabilities. States have acknmvledged a series of
actuarial assumptions that require changes. The most notable is the estimated rate of return on
investments. According to the National Association of State Retirement Administrators, of the
largest 129 public pension plans, more than 90 percent have reduced their assumed rate of return
since fiscal year 2010 and more than 30 percent have reduced their assumed rate of return since
February 2018. In many cases, states have little ability to modify existing benefits and those that
can have acted on them. One notable state budget item in the past ten years has been the
increasing amounts of funding devoted to paying down the pension liabilities. Outside oflegally
permitted changes to benefits, the only way to resolve an unfunded pension liability is to fund it,
and states are doing that. One recent phenomenon is that more states are carrying out investment
return sensitivity analyses to better communicate the possible impacts of various scenarios.
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NASBO does not l1ave any current concerns about the accounting standards used to express
future obligations. As mentioned above, states have been very active in adjusting their discount
rates, more so than in the past.

FIXING A BROKEN BUDGET AND SPENDING
PROCESS: SECURING THE NATION’S FISCAL
FUTURE
WEDNESDAY, JUNE 26, 2019

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Washington, DC.
The Committee met, pursuant to notice, at 3:27 p.m., in Room
SD–608, Dirksen Senate Office Building, Hon. Mike Enzi, Chairman of the Committee, presiding.
Present: Senators Enzi, Grassley, Johnson, Braun, Scott, Whitehouse, Kaine, and Van Hollen.
Staff Present: Elizabeth McDonnell, Republican Staff Director;
and Joshua Smith, Minority Budget Policy Director.
OPENING STATEMENT OF CHAIRMAN ENZI

lotter on DSK11XQN23PROD with HEARING

Chairman ENZI. I will go ahead and call to order this meeting
of the Senate Committee on the Budget. There will be more Senators arriving. We were finishing a vote, and there was some doubt
as to whether the fifth one would be voted on. They decided it
would be delayed somewhat. I do not know what ‘‘somewhat’’
means, but I know it means that we can go ahead and start on our
hearing.
Today we continue a series of hearings on how to fix our broken
budget and spending process with a focus on securing our Country’s fiscal future.
I am pleased to welcome back to the committee, Gene Dodaro,
the Comptroller General of the United States and the head of the
U.S. Government Accountability Office. He has made many appearances here before. He has given us a lot of great advice.
I particularly appreciate the somewhat lengthy testimony you
provided for today. I looked at it, underlined it. Good stuff. I am
going to be encouraging all of the committee to read that, and then,
of course, you had an appendix too that covers a number of things
that could be done, not necessarily by this committee, but that
show the problems that this committee needs to solve with housing,
transportation, Pension Benefit Guaranty Corporation, overlap and
duplication everywhere, improper payments, Medicare payments,
Medicaid supplemental waivers and oversight, unpaid taxes, which
is called the ‘‘tax gap’’ in here, and tax expenditures and defenserelated resources. Very thorough, very helpful, and hopefully, we
can do something really meaningful with it.
(295)
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In April of this year, GAO issued its third annual update on the
Nation’s fiscal health. The report concluded that the Federal Government is on an unsustainable fiscal path with the debt-to-GDP
ratio on track to surpass its historical high of 106 percent within
the next 13 to 20 years.
Just yesterday, the Congressional Budget Office released its
long-term budget outlook, which provided a similarly bleak outlook.
CBO projects that if current laws do not change over the next 30
years, debt as a percentage of GDP will soar from 78 percent of
GDP to 144 percent and continue growing thereafter.
CBO warns that failing to confront our rising debt will mean a
future of slower economic growth, higher interest rates, and a
greater risk of a fiscal crisis. I think that is pretty much guaranteed.
Of course, none of this should be news to lawmakers. Our Nation
faces a fiscal storm driven largely by demographics. For decades,
nonpartisan authorities like the Government Accountability Office
and the CBO have warned that as members of the baby-boomer
generation age and retire, mandatory spending will rise sharply
and drive deficits and debt to unsustainable levels. We know that
the longer we wait to address this situation, the more drastic the
changes will be, and yet too often in Washington, we govern by crisis, waiting until the last minute to make the thorny decisions that
everyone knows needs to be made. This will be the thorniest ever.
We will not solve all of our fiscal problems through budget process reform, as some reform is not a substitute for political will. I
am hopeful, however, that this committee will be able to produce
bipartisan proposals that would allow us to confront these issues
in a more reasoned and responsible and timely way than we do
now.
One area that I have been particularly interested in is the creation of enforceable long-term fiscal targets or fiscal rules. Many on
this committee have suggested establishing long-term debt-to-GDP
targets.
At our hearing last week, there was talk about a revenue estimating committee, and we do not even address how much revenue
we are going to have to work with.
Credible fiscal targets could guide fiscal decision making and improve the way Congress budgets and spends. Most important, such
targets could encourage Congress to focus less on near-term spending battles and more on long term fiscal health of our Country.
Another area I have been concerned with is how we budget for
disasters. I note that according to the witness testimony, since
2005, Federal funding for disaster assistance has totaled at least
$450 billion. And while we regularly appropriate funding for
FEMA’s Disaster Relief Fund as part of the annual appropriations
process, according to the Congressional Research Service, more
than 85 percent of net appropriations for disaster relief are provided through supplemental appropriations on an ad hoc basis.
Clearly, we can do better.
I look forward to hearing more from the Comptroller General regarding how other countries have utilized fiscal rules to manage
their debt and deficits as well as other steps we can help secure
our Country’s fiscal future by doing.

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00302

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

297
I hope that members today will pay attention to the urgent message from Congress’ nonpartisan watchdog. Our current Federal
fiscal situation is unsustainable, and we must act before it is too
late.
I want to thank Comptroller Dodaro for being here. I look forward to your testimony.
Senator Kaine, I think, will be standing in for Ranking Member
Sanders. When he gets here at a convenient point, if he has a
statement to make, we will do that.
But the main purpose of the hearing, of course, is to build a
record of what we can do and how we can do it, and we can go
ahead and get started on building that record. There will be questions by any Senators that come and then the right to ask questions other than that.
I apologize to Comptroller General for the votes being scheduled.
This committee does not have anything to do with that, or we
would have done it quite differently. We would have impinged on
a different committee, as there are committees meeting all day.
In fact, we had a markup that both Senator Braun and I were
at with Health, Education, Labor, and Pensions earlier today,
where we put out a bipartisan health care bill that could help to
bring down costs.
So, with that, I will go ahead and introduce our witness. No
stranger to this committee, our witness this morning is Gene
Dodaro, the head of the Government Accountability Office and the
Comptroller General of the United States.
Mr. Dodaro testifies frequently before Congress, and I am
pleased to have him back to this committee. He is the eighth
Comptroller General of the United States. He was confirmed in December of 2010 after serving as Acting Comptroller General since
March 2008.
Mr. Dodaro has been with the GAO for more than 40 years. He
served for 9 years as Chief Operating Officer, the number two leadership position at the agency. Prior to that, he headed GAO’s Accounting and Information Management Division, which specialized
in financial management, computer technology, and budget issues.
Comptroller General, please begin.
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STATEMENT OF HONORABLE GENE L. DODARO, COMPTROLLER GENERAL OF THE UNITED STATES AND HEAD OF
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Mr. DODARO. Thank you very much, Mr. Chairman. It is a pleasure to be here this afternoon. Senator Braun, Senator Johnson,
good afternoon to both of you.
I am very pleased, Mr. Chairman, that you asked me to appear
at this hearing. I am very concerned about the fiscal future of our
Nation.
The debt-to-GDP ratio right now is the highest it has been since
World War II. We are heavily leveraged in debt by historic norms.
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Currently, the debt-to-GDP ratio is 78 percent compared to 46 percent on average from 1946, and we are heavily leveraged going into
a period of time when we will have to confront a number of major
challenges, including the demographic trends that you outlined earlier.
We are on track to add approximately $10 trillion to an already
existing $22 trillion debt over the next 10 years. As a result, the
debt-to-GDP ratio will continue to escalate, and as you pointed out,
both Treasury Department and CBO, and GAO, all our projections
show that it will exceed the historic high of 106 percent of debtto-GDP ratio within the next 13 to 20 years.
Even more worrisome is that it will continue to escalate beyond
that to up to two to five times the amount of GDP if left unchecked
during this 75-year period of time, unless there are changes in fiscal policy. This is very concerning.
Now, the main drivers of the debt are health care costs and net
interest. Health care costs are rising due to increased enrollment,
as our society ages, and it is not just the baby boomers in the long
term because of increased life expectancy and a low fertility rate.
The percent of people in our country over 65 will be almost 22 percent on 2048, and this will cause the normal financing arrangements we have set for our retirement and health care systems in
a different perspective than it has been up to this point in time.
Net interest is on track to be the largest single expenditure by
the Federal Government. This is a situation that I think has dangerous consequences.
Also, over the next 10 years, many fiscal pressures are going to
come to bear against this backdrop of already escalating debt.
Number one is by 2025, the multi-employer pension plan of the
Pension Benefit Guaranty Corporation is expected to be insolvent.
By 2026, the Medicare Hospital Trust Fund will only have 91
cents to pay on the dollar, and at that time, Medicare will hit $1
trillion a year in expenditures. The Social Security system will hit
$1 trillion this year in 2019. Net interest on the debt is on track
to hit $1 trillion a year by 2030, and then shortly after that, by
2034, the Social Security system is projected for the Old Age and
Survivors’ Insurance Trust Fund to only have 77 cents on a dollar
to make payments.
These are significant issues that will confront the Congress, and
those are known issues at this point.
There are also a lot of unknown issues that could occur that are
not budgeted for at all, and Congress would have more limited
flexibility to deal with events, including economic downturns, natural disasters, and any major policy changes in the international
scene that would require additional funding for national defense as
well.
I recognize that the Congress and the administration need to
make sure that there is sustained economic growth and that national priorities are addressed in the short term, but this needs to
be accompanied by a long-term plan.
If left unchecked—and right now there are really no checks and
balances in our budgeting process that would prevent this from occurring. The debt-to-GDP ratio will continue, in my opinion, to spi-
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ral out of control, leaving Congress and the Country in a very difficult situation down the road unless it is dealt with.
This fiscal plan, I believe, could include the fiscal rules and targets that you talked about, Mr. Chairman. We are studying this
issue right now at your request. Other countries, more than 70
countries around the world, according to the International Monetary Fund, set rules and have more than one fiscal target and fiscal
rules to help constrain growth in those areas.
The other major element of the plan, in my opinion, is we need
to change how we deal with the debt limit. Right now, the current
approach does nothing to control the debt. It raises interest costs
if there are concerns about the limit being raised on time, and it
has distorted the secondary market for Treasuries, affecting liquidity. And I believe that we have come dangerously close to not raising it on time and therefore could affect the full faith and credit
of the Federal Government.
I think this would have disastrous consequences, and I urge the
Congress to consider the recommendations GAO has made about
options for how to deal with the debt limit so that decisions about
debt are made spending and appropriation decisions are made and
revenue estimates are made to deal with the debt limit that way.
That is one option that we have given. There are other options for
dealing with it.
But I think with the current approach, we are on a perilous path,
and I am concerned about that very much.
So again, I appreciate the opportunity to discuss these very important issues to our Country. I pledge GAO’s support to helping
the Congress deal with these issues in the days and years ahead.
So thank you very much, Mr. Chairman. I would be happy to answer any questions.
[The prepared statement of Mr. Dodaro follows:]
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Debt held by the public was $15,8 trillion-or 78 percent of gross domestic
product (GOP)-at the end of fiscal year 2018. It is projected to surpass its
historical high of 106 percent within 13 to 20 years, and climb between about
250 to 500 percent by 2092, according to projections by GAO and others (see
figure). Absent policy changes, the current federal fiscal path ls unsustainable.
Debt Held by the Public under Projections from GAO, the Congressional Budget
Office (CBO), and the Fiscal Year 2018 Financial Report of the United States
Government (2018 Financial Report)
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In the long-term, the key drivers of growing federal spending are health care
programs (due to the aging population and per beneficiary spending) and net
interest Net interest is projected to eventually become the largest category of
federal spending, surpassing:
• Nondefense discretionary spending in 2024,
• Defense discretionary spending in 2025,
• Medicare spending in 2042, and
• Socia! Security spending in 2046.
In 2092, according to GAO's alternative simulation, net interest is projected
to account for about 40 percent of federal spending. compared to 8 percent in
fiscal year 2018.
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The federal budget is further strained by fiscal pressures, including known financial
challenges for key programs (as shown below), and risks like natural disasters that
could lead to unknown amounts of future spending. The longer action is delayed,
the more drastic the changes will have to be.

Impending Fiscal Pressures Attd.
to Need for Timely Action
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In addition, GAO has identified numerous opportunities for Congress and executive
branch agencies to take steps in the near term that could improve the federal
government's fiscal condition< These opportunities include addressing billions of
dollars in improper payments and the over $400 billion annual tax gap, evaluating
the significant amount of revenue forgone through tax expenditures, as well as
implementing GAO recommendations for defense operations. These actions would
improve stewardship over federal resources in the near term. However, these
actions alone cannot put the federal government on a sustainable fiscal path.

A Long-Term !'Ian Is Needed I<>
Achieve Fiscal ~ustainability

Fiscal rules have been used by the United States and other countries to help
promote fiscal sustainability. According to the International Moneta1y Fund, as of
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the European Union's stability and growth pact combines an expenditure rule,
budget balance rule, and a debt rule (e.g., debt-to-GDP), which are designed to
ensure that countries in the European Union pursue sound public finances and
coordinate their fiscal policies.
Rules can be designed to balance flexibility and enforceability. For example:
• Fiscal rules can include clauses allowing for flexibility to help respond to
fiscal risks or unexpected events like recessions or natural disasters.
• Institutions like independent fiscal councils can help formulate and
implement sound fiscal policy.
• Correction mechanisms can be designed to trigger automatically to respond
to past deviations from the rule.
It will be important that any future U.S. fiscal rules target the right factors, enforce
budget agreements, and limit exemptions. A fiscal target that sets a common goal
to control the debt, and well-designed rules that form a path to achieve that target,
could form part of a long-term plan for fiscal sustainabilrty.
Unlike fiscal rules, the current approach used to set the U.S. government debt limit
is not a control on debt but rather an after-the-fact measure that restricts authority
to borrow. lt does not restrict Congress and the President's ability to enact spending
and revenue legislation that affects the level of debt. Failure to increase or suspend
the debt limit in a timely manner disrupts the market for Treasrny securities and
can increase borrowing costs. Congress should consider alternative approaches
to the debt limit as part of a long-term fiscal plan. GAO has recommended possible
alternatives such as linking action on the debt limit to the budget resolution.
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Chairman Enzi, Ranking Member Sanders, and Members of the
Committee:
Thank you for the opportunity to be here today to discuss our nation's
fiscal health and the actions needed to chart a more sustainable longterm fiscal path. Congress and the administration face serious economic,
security, and social challenges that require difficult policy choices in the
near term in setting national priorities and helping promote economic
growth. These choices will influence the level and composition of federal
spending and how the government obtains needed resources.
Policymakers also face a federal government highly leveraged in debt by
historical norms and on an unsustainable long-term fiscal path caused by
an imbalance between revenue and spending that is built into current law
and policy.
Decisions in the near term to support economic growth and address
national priorities need to be accompanied by a broader fiscal plan to put
the federal government on a sustainable long-term path. Such a plan is
essential to ensure that the United States remains in a strong economic
position to meet its security and social needs, as well as to preserve
flexibility to address unforeseen events, such as natural disasters,
economic downturns, wars, and cyberattacks.
Today, I will discuss the nation's fiscal health, specifically focusing on
issues such as the federal government's unsustainable fiscal outlook,
growing fiscal pressures that could further strain the federal budget, and
the need for actions to address the growing debt. I will also discuss
opportunities for Congress and the executive branch to take steps in the
near term that would help improve the government's fiscal condition.
In April 2019, we issued our third annual report on the nation's fiscal
health. 1 The report illuminated the need for a long-term fiscal plan by
outlining the fiscal condition of the U.S. government and its future path
based on current fiscal policy. My statement is based upon our 2019
annual report on the nation's fiscal health; our work on natural disasters
and climate change; GAO's 2019 High-Risk List; the 2019 fragmentation,

1
GAO, The Nation's Fiscal Health· Action Is Needed to Address the Federal Government's
Fiscal Future, GA0-19~314SP (Washington, D.C.. Apr. 10, 2019)
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overlap, and duplication annual report; and other related work. 2 We also
reviewed relevant fiscal laws and used our long-term fiscal outlook model
to simulate potential fiscal changes to achieve certain debt targets.
These efforts are based upon work conducted in accordance with all
sections of GAO's Quality Assurance Framework that are relevant to our
objectives. The framework requires that we plan and perform the
engagement to obtain sufficient and appropriate evidence to meet our
stated objectives and to discuss any limitations in our work. We believe
that the information and data obtained, and the analysis conducted,
provide a reasonable basis for any findings and conclusions. More details
on the scope and methodology for our reports can be found in the full
reports cited throughout this statement

The Federal
Government Is on an
Unsustainable LongTerm Fiscal Path

Over the long term, the imbalance between spending and revenue that is
built into current law and policy is projected to lead to continued growth of
the deficit and debt held by the public as a share of gross domestic
product (GDP). This situation-in which debt grows faster than GDPmeans the current federal fiscal path is unsustainable.

Growing Debt-to-GDP
Ratio

For most of the nation's history, the debt-to-GDP ratio tended to increase
during wartime and decline during peacetime. Historically, recessions
have contributed to increases in this ratio, but the ratio has declined with
economic recovery. This pattern is visible in figure 1. Publicly held debt as
a share of GDP peaked at 106 percent just after World War II (in 1946)
and has averaged 46 percent since then. However, debt has risen in
more recent years, reaching 78 percent of GDP at the end of fiscal year
2018.

2For example, GAO, 2019 Annual Reporl: Additional Opportunities to Reduce
Fragmentation, Overlap, and Duplication and Achieve Billions in Financial Benefits,
GAO-19-285SP (Washington, D.C .. May 21, 2019) and High-Risk Series: Substantial
Efforts Needed to Achieve Greater Progress on High-Risk Areas, GAO-19-157SP
(Washlngton, D.C .. Mar. 6, 2019). A llst of our related products is included at the end of
this statement
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Figure 1: Federal Debt Held by the Public

Percentage of gross domestic product
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Total debt is comprised of debt held by the public (the value of all federal
securities sold to investors outside of the federal government) and
intragovernmental debt (debt held by government accounts). As of the
end of May 2019, the total federal debt was about $22 trillion, consisting
of about $16.2 trillion in debt held by the public and about $5.8 trillion in
intragovernmental debt.
Long-term fiscal projections by GAO, the Congressional Budget Office
(CBO), and the Fiscal Year 2018 Financial Report of the United States
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Government (2018 Financial Report)3 all show that debt held by the public
as a share of GDP will grow substantially in the coming years. 4 All of
these projections show that, absent a change in policy, debt held by the
public would grow to be greater than the size of the U.S. economy and it
would surpass its historical high of 106 percent of GDP within the next 13
to 20 years (see figure 2.)

3

See GAO, Financial Audit: Fiscal Years 2018 and 2017 Consolidated Financial
Statements of the U.S. Government, GA0-19-294R (Washington, D.C .. Mar. 28, 2019)
The Financial Report of the United States Government is prepared by the Secretary of the
Treasury in coordination with the Director of the Office of Management and Budget
4
The timing and pace of debt-to-GDP growth depend on the underlying data and
assumptions made in the projections. All projections involve some degree of uncertainty
For more information on these long-term fiscal projections and their assumptions, see

GA0-19-314SP.
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Figure 2: Debt Held by the Public as Share of Gross Domestic Product, 2018-2039

Percentage of gross domestic product
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Note: GAO's base!lne simulation generally assumes current laws continue into the future (e.g , that
tax provisions expire as scheduled), while GA O's alternative simulation changes some of the
assumptions to reflect historical trends, rather than current law (e.g., that tax provisions that are
scheduled to expire are extended). GAO's simulations incorporate CBO's January 2019 baseline,
which assumes lower emergency spending than CBO's June 2018 extended baseline, consistent with
amounts appropriated at the time of that report. For more information on GAO's, CBO's, and the 2018
Financial Report's long-term fiscal projections and their assumptions, see GAO-19-314SP

Further, all the projections show that debt held by the public as a share of
GDP will continue to grow to unsustainable levels over the long term.
Figure 3 shows that debt held by the public as a share of GDP grows
substantially in all the projections we discuss in this statement. In 2092,
debt held by the public is expected to be more than 250 percent of GDP
under GAO's baseline simulation, and more than 500 percent of GDP
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under GAO's alternative simulation and the 2018 Financial Report
projections. 5
Figure 3: Debt Held by the Public as Share of Gross Domestic Product, 2000-2092
Percentage of gross domestic product
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Note: GAO's baseline simulation generally assumes current laws continue into the future (e,g, that
tax provisions expire as scheduled), while GA O's alternative simulation changes some of the
assumptions to reflect historical trends, rather than current law (e.g., that tax provisions that are
scheduled to expire are extended). GAO's simulations incorporate CBO's January 2019 baseline,
which assumes lower emergency spending than CBO's June 2018 extended baseline, consistent with
amounts appropriated at the time of that report. For more information on GA O's, CBO's, and the 2018
Financial Report's long-term fiscal projections and their assumptions, see GAO-19-314SP

5

CBO projects that debt held by the public will surpass 150 percent of GDP in 2048, the
latest year included in its June 2018 extended baseline.
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Both the current fiscal condition and the long-term projections of fiscal
sustainability are driven by the economy and by laws enacted by
Congress and the President. In fiscal year 2018, for example, the tax
reform law, commonly known as the Tax Cuts and Jobs Act, the
Bipartisan Budget Act of 2018, and the Consolidated Appropriations Act,
2018, increased the projected debt-to-GDP ratio in all of the projections
discussed earlier. CBO estimated that legislation enacted from June 2017
to April 2018-primarily these three laws-would increase deficits by $2.7
trillion between 2018 and 2027. 6 According to CBO, annual federal
deficits are projected to reach $1 trillion in 2022, compared to $779 billion
in fiscal year 2018.
Future policy decisions about levels of federal spending, revenues, the
federal role in the delivery of health care, and other areas could also
change the projections. In addition, changes in projected health care
costs, interest rates, spending levels, revenues, or economic growth
would likely affect the debt-to-GDP ratio. For example, a recession or
other economic crisis would likely increase the debt-to-GDP ratio beyond
its projected levels because of a decline in GDP growth, and an increase
in spending on federal social safety net programs.

Heath Care Spending and
Net Interest Remain Key
Drivers of Long-Term
Federal Spending

Although growth in health care spending has slowed recently, total health
care spending (public and private) in the United States continues to grow
faster than the economy. Federal spending for major health care
programs-Medicare, Medicaid, the Children's Health Insurance
Program, and federal subsidies for health insurance purchased through
the marketplaces established by the Patient Protection and Affordable
Care Act and related spending-makes up about a quarter of the federal
budget. Federal health care spending also accounts for more than a
quarter of total public and private health care spending. As figure 4
shows, this spending has historically exceeded the growth of GDP and is
projected to continue to do so.

6CBO's April 2018 projections also estimated an additional $1 trillion in reductions to
projected deficits because of changes to its economic forecast This reduction is almost
entirely because of increased projections of revenues, about half of which is attributable to
the macroeconomic feedback related to the Tax Cuts and Jobs Act
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Figure 4: Federal Spending on Major Health Care Programs Grows Faster Than Gross Domestic Product
Cumulative real growth since 2000 (percentage)

700

Actual Projected

600

500

400

300

Cumulative growth in
gross domestic product

200

100

o-===-----------L----------------------2000

2005

2010

2015

2020

2025

2030

2035

2040

2048

Fiscal year
Source· GAO 11natys1s ofCongress1on11I Budget Olfrce and 8ureat1 ofEconom,cAnalys•s crata I GA0-19.S11 f

Note: Cumulative growth in both gross domestic product (GDP) and federal spending on major health
care programs has been adjusted for inflation. GDP is the value of al! goods and services produced in
a country ln a given year. Major federal health care programs consist of Medicare, Medicaid, the
Children's Health Insurance Program, and federal subsidies for health insurance purchased through
the marketplaces established by the Patient Protection and Affordable Care Act and related spending

In the long term, growth in federal spending on health care is driven by
increasing enrollment in health care programs-particularly in Medicare,
stemming primarily from the aging population-and by the increase in
health care spending per beneficiary. 7
•

Aging population. In its 2018 long-term budget outlook report, CBO
projected that, by 2048, 22 percent of the population will be age 65 or

7

See appendix I! for our recommendations to help control the costs of Medicare and
Medlcald.
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older, compared to 16 percent in 2018. This demographic trend is
largely driven by lower fertility rates and increases in life expectancy.
The trend has been accelerated by the relatively large baby boom
generation, which began turning 65 in 2011 (see figure 5). As the
number of people older than 65 increases, Medicare and Medicaid
enrollment is expected to increase. 8
Figure 5: Daily Average Number of People Turning 65
Number {in thousands)
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Source GAO analys,s of US Census Bureau mformatmn I GA0-19•611T

Note: Census data estimates of population are as of July 1 in each year.

•

Per beneficiary spending. The amount of money spent on health
care per person has historically risen faster than per capita economic
output and is projected to do so in the future. In its 2018 long-term
budget outlook report, CBO projected that the growth in health care
spending per person will account for about two-thirds of the increase
in spending for the major health care programs as a share of GDP
between 2018 and 2048.

8

For more information on Medicare and Medicaid, see GAO, Medicare and Medicaid -

High Risk, accessed June 5, 2019,
https://www.gao.gov/key_issues/medicare_payment_management_integrity/issue_summa
ry and
https://www.gao.gov/key_!ssues/medicaid_financing_access_integrlty/lssue_summary
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Both the 2018 Financial Report's long-term fiscal projections and GAO's
simulations show spending on net interest growing such that over the
long term it becomes the largest category of spending. 9 According to
CBO, spending on net interest totaled $325 billion in 2018 (8 percent of
total federal spending), which is already larger than some other
categories of spending, such as agriculture, transportation, veterans'
benefits, and veterans' services combined. As shown in figure 6,
spending on net interest is projected to continue to grow, surpassing:
Nondefense discretionay spending in 2024,
Defense discretionary spending in 2025,
•

Medicare spending in 2042, and

•

Social security spending in 2046.

In 2092, net interest is projected to account for about 40 percent of
federal spending, according to GAO's alternative simulation.

9CBO's projections In its June 2018 long-term outlook report also show net interest
growing as a percentage of total spending. However, since CBO's June 2018 extended
baseline projections only go out to 2048, spending on net interest does not quite overtake
Social Security spending in the projection period.
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Figure 6: Net Interest Spending in Dollars and as a Percentage of Total Federal Spending

Dollars {ln trillions)
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Source. GAO and GAO ana¥,1~ of Congressional Budget Office dat11. l GA0-19·611T

Note: Projected spending on net lnferest, Medicare, and Social Security is based on GAO's 2019
alternative simulation. Projected nondefense discretionary and defense discretionary spending is
based on the Congressional Budget Office's January 2019 baseline budget projections.
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Interest spending grows for two main reasons:
Growing debt. At any given interest rate (above zero percent),
interest payments increase as the debt grows. Debt held by the public
will continue to increase as the federal government borrows money to
finance the annual deficit (including interest costs) and for other cash
needs (including government lending for student loans). The federal
government is paying the interest on the debt held by the public and
not paying down the total principal outstanding.
Increases in interest rates. Increases in interest rates have a
compounding effect on debt. For any given level of debt, a change in
interest rates changes interest costs. In recent years, interest rates on
Department of the Treasury (Treasury) securities have remained low,
so interest costs have been low. However, CBO projects that the
average interest rate on all debt held by the public will rise to 4.4
percent in 2048, compared to 2.4 percent in 2018 (see figure 7). In its
June 2018 long-term budget outlook report, CBO also noted that since
the trend of increasing interest rates reflects long-term economic
trends, it would be likely to continue even at the current debt level. 10
Figure 7: Congressional Budget Office {CBO) Projections of the Average Interest
Rate on All Federal Debt Held by the Public, Fiscal Years 2018-2048
Interest rate (percentage}
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Source GAOarialyr,;1sofC80data I GA0-19-611T

10
CBO regularly updates its economic projections, including lts projections of interest
rates, as part of its reports on the 10-year budget and economic outlook
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Impending Fiscal
Pressures Add to
Need for Timely
Action

Growing pressures further strain the federal budget and are contributing
to the growing debt These pressures include known impending financial
challenges for major programs, as well as fiscal risks (such as spending
on natural disasters) that could lead to unknown amounts of future
spending. As shown in figure 8, annual spending for some major
programs, such as Social Security and Medicare, is expected to each
surpass $1 trillion. Several key program trust fund balances are projected
to be depleted in coming years if no changes are made. The longer action
to address these issues is delayed, the more drastic the changes will
have to be.
Figure 8: Key Dates for Major Programs and Future Debt
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"CBO did not report defense spending projections separately from total discretionary spending in its
long-term projections after 2029

Failure to act will lead to an increasingly constrained federal budget,
limiting the federal government's flexibility to respond quickly and
adequately to emerging issues and unforeseen events. Economic
downturns, natural disasters, wars, cyberattacks, and health pandemics
are among the events that pose fiscal risks." Better understanding fiscal
risks can help policymakers anticipate changes in future spending and
can enhance oversight of federal resources. We have recommended
ways for Congress and executive branch agencies to address several
fiscal risks (see text box). For more information on these risks and our
recommendations to address them, see appendix I. These risks are not

11

Fiscal risks or fiscal exposures are responsibilities, programs, and activities that may
legally commit the federal government to future spending, or create expectations for future
spending based on current policy, past practices, or other factors. See our infographic on
federal fiscal risks at httpsJ/www.gao.gov/assets/670/668649.pdf.
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fully budgeted for and could affect the government's future fiscal
condition.
Examples of Federal Fiscal Risks
Housing finance. The federal government continues to provide significant support
to the housing finance market, even though the market has largely recovered since
the 2007 to 2009 financial crisis. Congress should consider establishing objectives
for the future federal role in housing finance, and housing and regulatory agencies
should take actions to help manage mortgage-related risk, among other things
Surface transportation. Repairing and upgrading our nation's surface
transportation system will cost hundreds of billions of dollars, according to estimates
Congress needs to pass a long-term, sustainable solution for funding surface
transportation.
The Pension Benefit Guaranty Corporation (PBGC). PBGC's liabilities exceeded
its assets by about $51 biHlon as of the end offisca! year 2018. The financial stability
of PBGC's single~ and multiemp!oyer programs faces many structural challenges
that require congressional action
Source GAO I GA0-19-611T

An example of a fiscal exposure facing the nation is the rising number of
natural disasters and increasing state, local, and tribal reliance on federal
disaster assistance. Such assistance can come from federal
responsibilities, programs, and activities, such as national flood
insurance, that may legally commit or create the expectation for future
spending. Federal agencies can become involved in responding to a
disaster when effective response and recovery are beyond the
capabilities of the state and affected local governments. In such cases,
the Robert T. Stafford Disaster Relief and Emergency Assistance Act
(Stafford Act), permits the President to declare a major disaster in
response to a request by the governor of a state or territory or by the chief
executive of a tribal government. 12 Overall, the number of disaster
declarations has fluctuated over the years, reaching a high of 98 disasters
in fiscal year 2011 (see figure 9). There were 55 disasters declared in
fiscal year 2018.

12

42 U S.C. § 5170.

GAQ.19..S11T
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Figure 9: Number of Major Disaster Declarations, Fiscal Years 1953-2018
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Source. GAO analysm of Fmleral Emergency Management Agency data I GA0-19-611T

In addition, associated requests for disaster assistance could increase the
federal government's fiscal exposure. From 2008 through 2016, the
Federal Emergency Management Agency (FEMA) received 294 Individual
Assistance declaration requests from states, U.S. territories, and tribes to
help individuals meet their immediate needs after a disaster. 13 Of these
requests, the President declared 168 and denied 126 requests.

13We have previously reported that requests to the federal government for Individual
Assistance are often granted. See GAO, Federal Disaster Assistance: Individual
Assistance Requests Often Granted, but FEMA Could Better Document Factors
Considered, GAO-18-366 (Washington, D.C .. May 31, 2018).
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Since 2005, federal funding for disaster assistance has totaled at least
$450 billion, 14 most recently for catastrophic hurricanes, flooding,
wildfires, and other losses in 2017 and 2018. The Disaster Relief Fund is
the primary source of federal disaster assistance for state, local,
territorial, and tribal governments when a major disaster or emergency is
declared. Although the Disaster Relief Fund receives funding through the
annual appropriations process the federal government does not budget
fully for the costs of disaster assistance (see figure 10). According to the
Congressional Research Service, more than 85 percent of net
appropriations for disaster relief are provided through supplemental
appropriations on an ad hoc basis. 15 These disaster relief supplemental
appropriations generally do not count toward existing discretionary budget
limits. 16

14 This total includes, for fiscal years 2005 through 2014, $278 billion that GAO found that
the federal government had obligated for disaster assistance See GAO, Federal Disaster

Assistance: Federal Departments

Obligated at Least $277.6 Billion during

Fiscal Years 2005 through 2014,
(Washington, DC .. Sept 22, 2016). It also
includes, for fiscal years 2015 through 2018, $124 billion in select supplemental
appropriations to federal agencies for disaster assistance and approximately $7 billion in
annual appropriations to the Disaster Relief Fund (a total of $28 billion for the 4-year
period). For fiscal years 2015 through 2018, it does not include other annual
appropriations to federal agencies for disaster assistance. Lastly, on June 6, 2019, the
Additional Supplemental Appropriations for Disaster Relief Act of 2019 was signed into
law, which provides approximately $19. 1 billion for disaster assistance. Pub. L No, 116-

20, 133 Stat 871 (2019).
15

Congressional Research Service, The Disaster Relief Fund: Overview and Issues,

R45484 (Washington, D.C. Feb. 1, 2019)
16The Budget Control Act of 2011 allows spending limits to be adjusted upward to
accommodate appropriations for emergencies when Congress and the president
designate specified accounts as emergency funding or for Overseas Contingency

Operations in statute. Pub. L. No.112-25, tit I,§ 101,125 Stat 240,243 (2011).
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Figure 10: Appropriations to the Disaster Relief Fund, Fiscal Years 2005-2019
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Note: The 2005 supplemental appropriation includes a rescission of $23-4 bi!Hon included in Pub. L
No. 109-148 on December 30, 2005. Without the rescission, the total supplemental appropriation to
the Disaster Relief Fund in fiscal year 2005 was $66.5 billion. No other rescissions are included in the
figure

Further, future federal disaster costs are projected to increase as certain
extreme weather events become more frequent and intense because of
climate change risks-as observed and projected by the U.S. Global
Change Research Program and the National Academies of Sciences,
Engineering, and Medicine. 17 According to the Office of Management and
Budget (0MB), since 1993 budget authority for activities related to climate
change has totaled about $154 billion-primarily for technologies to
reduce emissions and for scientific research on climate change impacts.
17
GAO, Climate Change: Information on Potential Economic Effects Could Help Guide
Federal Efforts to Reduce Fiscal Exposure, GAO-17-720 (Washington, D.C .. Sept. 28,
2017). See also U.S. G!oba! Change Research Program, Impacts, Risks, and Adaptation
in the United States: Fourth National Climate Assessment, Volume II (Washington, D.C ..
2018)
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However, we found that this amount does not include information on
relevant federal fiscal exposures including costs for disaster assistance
programs.
Managing fiscal exposure due to climate change has been on GA O's
High-Risk List since 2013, in part, because of concerns about the
increasing costs of disaster response and recovery efforts. 18 For instance,
the National Flood Insurance Program has not collected sufficient
premiums and does not have sufficient dedicated resources to cover
expected costs without borrowing from Treasury. 19 As of September
2018, FEMA, which administers the National Flood Insurance Program,
owed $20.5 billion to Treasury for money borrowed to pay claims and
other expenses. 20 We have reported that FEMA is unlikely to collect
enough in premiums in the future to repay this debt. 21 Due to its financial
challenges, the National Flood Insurance Program has been on GAO's
High-Risk List since 2006. 22
In 2008, we recommended that FEMA take steps to ensure that its ratesetting methods, as a starting point for setting premium rates, accurately
reflect the risk of losses from flooding. These steps should include, for
example, verifying the accuracy of flood probabilities, damage estimates,
and flood maps; ensuring that the effects of long-term planned and
ongoing development, as well as climate change, are reflected in the
flood probabilities used; and reevaluating the practice of aggregating risks
across zones. 23
Further, we have an open matter for Congress to consider from our April
2017 report that examined actions Congress and FEMA could take to
18 See GAO-19-157SP, 110
19 For more information on federal insurance programs and the budget, see GAO, Fiscal
Exposures: Federal Insurance and Other Activities that Transfer Risk or Losses to the
Government, GA0~19-353 (Washington, 0.C .. Mar. 27, 2019)

20The amount owed is net of $16 billion of debt that was canceled in October 2017.
Additional Supplemental Appropnations for Disaster Relief Requirements Act, 2017, Pub
L. No. 115-72, § 308, 131 Stat. 1224, 1228-29 (Oct 26, 2017)
21
GAO, Flood Insurance: Comprehensive Reform Could Improve Solvency and Enhance
Resilience, GAO-17-425 (Washington, D.C .. Apr. 27, 2017)
22 See GAO-19-157SP, 272.
23

GAO, Flood Insurance: FEMA's Rate-Setting Process Warrants Attention, GAO-09-12,

(Washington, D. C Oct 31, 2008)
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reduce federal fiscal exposure and improve resilience to floods. We
stated that Congress should consider comprehensive reform, which could
include actions in six areas: (1) addressing the current debt, (2) removing
existing legislative barriers to FEMA's ability to revise premium rates to
reflect the full risk of loss, (3) addressing affordability, (4) increasing
consumer participation, (5) removing barriers to private-sector
involvement, and (6) protecting National Flood Insurance Program flood
resilience efforts. 24
More complete information on programs for which costs are likely to
increase due to climate change, such as disaster assistance, could help
policymakers better understand the long-term effects of decisions and the
trade-offs between spending with long-term benefits, such as resilience
investments, and short-term benefits, such as post-disaster repairs. This
information could also help the federal government develop a
government-wide strategy for addressing climate change that focuses on
reducing federal fiscal exposure.
We have identified a number of ways to reduce the federal fiscal risk
related to natural disasters. For example:
•

Updating the methodology for major disaster declarations. In
2012, we recommended that FEMA develop and implement an
updated methodology that provides a more comprehensive
assessment of a jurisdiction's capacity to respond to and recover from
a disaster without federal assistance. 25 Our analysis showed that
FEMA primarily relied on a single criterion, the per capita damage
indicator, to determine whether to recommend to the President that a
jurisdiction receive Public Assistance funding. 26 However, FEMA's per
capita indicator, set at $1 in 1986, has not been adjusted for the rise
in (1) per capita personal income since it was created in 1986 or (2)
inflation from 1986 to 1999 (though the indicator has been adjusted
for inflation each year from 2000 through the present).

24 GAO-17-425
25GAO, Federal Disaster Assistance: Improved CrHeria Needed to Assess a Jurisdiction's
Capability to Respond and Recover on Its Own, GAO~ I 2-838 (Washington, D.C .. Sept.
12, 2012)
26

The Public Assistance program provides for debris removal; emergency protective
measures; and the repair replacement, or restoration of disaster-damaged, publicly
owned facilities and the facilities of certain private nonprofit organizations that provide
services othervvise performed by a government agency
1
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The per capita indicator as of 2019 is $1.50. However, based on our
past analysis, the indicator would have been $2. 07 in 2012 had it
been adjusted for inflation from 1986 to 1999, illustrating that the
indicator is artificially low. Further, we found that, had FEMA updated
its methodology based on per capita personal income, as many as 44
percent of federal disaster declarations from fiscal years 2004 through
2011 (totaling $3.59 billion) would not have met the eligibility criteria
that FEMA primarily used to determine whether federal assistance
should be provided, which would have likely resulted in fewer disaster
declarations.
FEMA has not implemented our recommendation, but the Disaster
Recovery Reform Act of 2018 (DRRA) requires FEMA to initiate
rulemaking to (1) update the factors considered when evaluating
requests for major disaster declarations, including reviewing how
FEMA estimates the cost of major disaster assistance, and (2)
consider other impacts on the capacity of a jurisdiction to respond to
disasters, by October 2020. 27 Until FEMA implements a new
methodology, the agency will not have an accurate assessment of a
jurisdiction's capabilities and runs the risk of recommending that the
President award Public Assistance to jurisdictions that have the
capacity to respond and recover on their own.
•

Strengthening resilience efforts. In July 2015, we recommended
that FEMA and its partners establish a comprehensive investment
strategy to identify, prioritize, and implement federal disaster
resilience investments_28 FEMA and its partners have developed a
draft National Mitigation Investment Strategy that may address this
recommendation, but it is too early to assess its responsiveness
because it has not been finalized. FEMA plans to issue the strategy
publicly in July 2019. Further, as we have reported, enhancing
resilience can reduce fiscal exposure by reducing or eliminating longterm risk to people and property from natural hazards. For example, a
2018 interim report by the National Institute of Building Sciences
estimated approximate benefits to society in excess of costs for
several types of resilience projects. While precise benefits are
uncertain, the report estimated that for every dollar invested in

27 Pub. L No.115-254, § 1239, 132 Stat 3186, 3466 (2018)

28GAO, Hurricane Sandy: An Investment Strategy Could Help the Federal Government
Enhance National Resilience for Future Disasters, GA0-15-515 (Washington, Q_C., July
30, 2015).
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designing new buildings to particular design standards, society could
accrue benefits amounting to about $11 on average.'"
Pre-disaster hazard mitigation, We also found that the bulk of
federal disaster resilience funding provided to states and localities
comes after they have experienced a disaster, particularly a large or
catastrophic disaster. 30 The DRRA allows the President to set aside,
with respect to each major disaster, a percentage of certain grants to
use for pre-disaster hazard mitigation. 31 In May 2019, FEMA
announced that it is seeking public comments on the new program.
FEMA anticipates issuing the first Notice of Funding Opportunity for
this new program before the end of 2020. This new grant program will
provide additional funding to make resilience investments before
disaster strikes and could potentially help to reduce future risk.

Additional Opportunities to
Contribute Toward Fiscal
Health

In addition, we have identified numerous opportunities for Congress and
executive branch agencies to take steps in the near term that could
improve the federal government's fiscal condition. These opportunities
include addressing billions of dollars in improper payments and the over
$400 billion annual tax gap, and evaluating the significant amount of
revenue forgone through tax expenditures. There are also opportunities
for the Department of Defense, which has the largest share of
discretionary spending, to exercise careful stewardship over its resources
in light of its high risk challenges. Collectively, these actions would
improve stewardship over federal resources in the near term. However,
these actions alone cannot put the federal government on a sustainable
fiscal path and do not eliminate the need for a long-term fiscal plan. More
information on the actions needed in these areas is included in appendix
II.

A Long-Term Plan Is
Needed to Achieve
Fiscal Sustainability

A long-term fiscal plan is needed to address the growing federal debt and
put the federal government on a more sustainable long-term fiscal path.
To formulate such a plan, policymakers will need to consider policy
changes to the entire range of federal activities and address both revenue
and spending.

Climate Change: Opporlunities to Reduce Federal Fiscal Exposure,
"'An.10.R?ST(Washington, D.C .. June 11, 2019)
30
GA0-15~515
31 Pub. L No. 115-254, § 1234, 132 Stat at 3461
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Fiscal Rules Can Guide
Fiscal Policy Decisions to
Control Debt
Other Countries Have Used
Fiscal Rules to Control Debt

As part of a long-term plan, fiscal rules can support efforts to achieve
fiscal sustainability by imposing numerical limits on the budget (known as
targets} to guide fiscal policy. They have been used at both the national
government level in the United States and other countries, as well as at
the supranational level, such as the European Union (EU}, to help
promote fiscal responsibility and sustainability.
According to experts at the International Monetary Fund (IMF} and the
Organization for Economic Co-operation and Development (OECD},
several types or combinations of fiscal rules have the potential to
contribute to fiscal sustainability:
Budget balance rules, which constrain deficit levels and specify that
the debt-to-GDP ratio converges to a defined finite level;
Debt rules, which set an explicit limit or target for public debt as a
percentage of GDP;
•

Revenue rules, which set ceilings or floors on revenues and aim to
increase revenue collection or prevent excessive tax burdens; and
Expenditure rules, which limit spending, typically in absolute terms
or growth rates and occasionally as a percent of GDP.

As part of our ongoing work on fiscal rules requested by the Chairman,
we are examining in the design, implementation, and enforcement of
these types of rules in other countries.
Governments can use a combination of different fiscal rules to address
shortcomings of any one individual rule. According to the IMF, as of 2015,
more than 70 countries had combined two or more fiscal rules, and most
countries that use fiscal rules today have more than one in place. For
example, at the supranational level, the EU's stability and growth pact
combines an expenditure rule, budget balance rule, and a debt rule (e.g.,
debt-to-GDP}, which are designed to ensure that countries in the EU
pursue sound public finances and coordinate their fiscal policies. The pact
permits sanctions against member states that fail to comply with these
fiscal rules. In recent years, however, several EU nations have struggled
to meet the targets set forth in the agreement.
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Economic literature notes that governments can design mechanisms to
help fiscal rules strike a balance between flexibility and enforceability. For
example:
•

Many fiscal rules include clauses which allow for a level of flexibility in
responding to fiscal risks or unexpected events like recessions or
natural disasters.

•

Other fiscal rules include features such as independent fiscal councils,
which are institutions that can help formulate and implement sound
fiscal policy, and constitutional mandates, which enshrine the rule in a
country's constitution with the intent of making it more difficult to
reverse or abandon.

•

Some countries choose to use automatic correction mechanisms,
which are designed to trigger automatically to respond to past
deviations from a rule.

International economic organizations, such as the IMF and OECD, have
found that fiscal rules are associated with successful efforts to stabilize
debt. However, empirical evidence suggests that while fiscal rules may
improve balance sheets, the correlation is weaker between fiscal rules
and reductions in the debt-to-GDP ratio. In general, observers and budget
experts have noted that success depends on effective enforcement of
fiscal rules and sustained commitment by both policymakers and the
public. Some experts believe that if governments try to subvert fiscal rules
through creative accounting it could undermine credibility or transparency.
The U.S. federal government has previously enacted fiscal rules in the
form of laws that constrain and enforce fiscal policy decisions (see table
1). These experiences illustrate the challenge in designing rules that are
both achievable and effective in addressing the key drivers of the nation's
growing debt.

GA0.19..S11T
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Table 1: Previously-Enacted Federal Fiscal Rules

Law

Fiscal years in effect

Requirements

Limitations

Balanced Budget and
Emergency Deficit Control Act
of 1985 (BBEDCA)

1986-1993°

Created deficit limits to
establish a balanced budget

Some factors that affected the deficit
were not within Congress's control, such
as economic or demographic changes

Pub. L. No. 99-177, 99 Stat
1037 (1985)
Limited annual
discretionary spending

1991-2002

Budget Enforcement Act of
1990 (BEA)

Implemented a pay-asyou-go (PAYGO) rule for

Pub. L No. 101-508, 104 Stat
1388-1 (1990).

~~~er

Controls on discretionary spending and
new legislation did not control the
growth in spending that results from
previously-enacted laws, such as
Medicare

::ei~r:f!;i~fa~~~~
which the net effect of new
!aws could not increase
the deficit in any given
year.
Statutory Pay-As-You-Go Act of 2010-present
2010 (Statutory PAYGOAct)
(no expiration date)
Pub. L. No. 111-139, 124 Stat
8 (2010)

Requires that the net effect of
new direct spending and
revenue laws cannot increase
the deficit.

Budget Control Act of 2011
(SCA)

2012-2021 for
discretionary spending

Limits annual discretionary
spending

Pub. L. No. 112-25, 125 Stat
240 (2011)

2012-2027 for direct (or
mandatory) spending

Required Congress and
the President to reach
agreement on further
deficit reduction. Absent
such an agreement,
discretionary spending
was further reduced and
reductions !n direct
spending took effect.c

Like the BEA, the Statutory PAYGO Act
does not control the growth in spending
that results from previously enacted
laws. The act also does not control
discretionary spending.
Spending for emergencies and
overseas contingency operations do
not count towards discretionary
spending !imits.d
Subsequent laws changed the
discretionary spending limits or
enforcement procedures, which
increased annual deficits."
The law did not specify reductions
to direct spending; rather, it
provided for automatic, across-theboard reductions in direct spending
if Congress and the President did
not reach a deficit reduction
agreement
Congress and the President did not
reach agreement on further deficit
reduction as required.

Source GAO analys,s of applicable la,vs

j

GAQ.19-611T

"'As enacted, BBEDCA contained a provision requiring the Comptroller General to report to the
President whether revenues and outlays for the coming fiscal year would result in a deficit exceeding
the maximum amount allowed under BBEDCA for that fiscal year and the budget reductions
necessary to reach the prescribed deficit level. Pub. L. No. 99-177, § 251(b), 99 Stat. 1037, 10681069 (1985). The President was then required to order reductions in spending consistent with the
Comptroller General's report. Pub. L. No. 99-177, § 252(a)(3). In 1986 the Supreme Court held this
provision unconstitutional because it assigned executive powers to the Comptroller General m
violation of the doctrine of separation of powers. Bowsher v_ Synar, 478 U.S. 714 (1986)
Subsequently, BBEDCA was amended by the Balanced Budget Emergency Deficit Control
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Reaffirmation Act of 1987. Pub. L. No. 100-119, 101 Stat. 754 (1987). Among other things, the 1987
law extended the time frame for balancing the budget to fiscal year 1993
0

Direct spending, often referred to as mandatory spending, consists of budgetary resources provided
by entitlement authority and laws other than appropriations acts

0

The SCA established the Joint Select Committee on Deficit Reduction (Joint Committee), which was
tasked with proposing legislation to reduce the deficit by $1 .2 trillion or more through fiscal year 2021
The Joint Committee was to report its proposal by December 2, 2011, and Congress and the
President were to enact legislation by January 15, 2012. The Joint Committee did not report a
proposal and such legislation was not enacted. This faHure triggered (1) sequestration of discretionary
spending in fiscal year 2013, (2) reductions lo annual discretionary spending limits through fiscal year
2021, and (3) automatic, across-the-board reductions to direct spending
dThe SCA allows its spending limits to be adjusted for certain categories such as emergency
appropriations and appropriations for overseas contingency operations
eThese include the American Taxpayer Relief Act of 2012 (Pub. L. No. 112-240), the Bipartisan
Budget Act of 2013 (Pub. L. No. 113-67), the Bipartisan Budget Act of 2015 (Pub. L. No. 114-74), and
the Bipartisan Budget Act of 2018 (Pub. L. No. 115-123).

Generally, if spending exceeds a target specified by these laws, the
President is required to issue an automatic, across-the-board cancellation
of budgetary resources, known as sequestration. This order would reduce
budget authority by a uniform percentage in the amount necessary to
reach the target. Sequestration procedures were established under
BBEDCA and continue under subsequent fiscal laws. 32
Certain programs are exempt from sequestration, while special rules
apply to others. For example, Social Security, Medicaid, and veterans'
compensation are exempt, while Medicare reductions are limited to 2
percent. As a result, programs without special status bear a greater
reduction than they would if cuts were applied evenly to all programs. In
addition, the sequestration process does not distinguish between
programs that have already been reduced through legislation and those
that have not.
The federal government's experience with these fiscal rules provides
insights that can inform fiscal policy deliberations:
•

Targeting the right factors. To effectively reduce the deficit and
debt, policymakers will need to examine the factors that have the
greatest impact on the government's fiscal condition and structure any
fiscal rules and targets to reflect these factors. For example, in the

32 For more information on sequestration see GAO, 2014 Sequestration: Oppottunities
Exist to Improve Transparency of Progress Toward Deffcit Reduction Goals, GA0-16-263
(Washington, D.C Apr. 14, 2016) and 2013 Sequestration: Agencies Reduced Some
Services and Investments, While Taking Certain Actions to Mitigate Effects, GA0-14-244
(Washington, D.C .. Mar. 6, 2014)
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long-term, federal spending is being driven by federal health care
programs and interest on debt held by the public, which results from
previously-enacted laws. It is important for future fiscal rules to target
all spending (entitlement programs, other mandatory spending, and
discretionary spending) as well as revenues.
Enforcing budget agreements. As we have previously reported,
enforcing a budgetary agreement is more successful than forcing an
agreement where none exists. 33 The experience of the BCA, for
example, underscores this principle as the threat of sequestration did
not lead to a deficit reduction agreement.
Limiting exemptions. Since the BCA has been in effect, hundreds of
billions of dollars in discretionary budget authority has been provided
in areas that do not count towards its spending limits. Specifically, the
BCA allows its spending limits to be adjusted for certain categories
such as emergency appropriations and appropriations for overseas
contingency operations. 34 While the government needs flexibility to
address unforeseen events, it is important to design fiscal rules that
can be adhered to absent a genuine crisis.
No process can force choices that the President and Congress are
unwilling to make. However, having an agreed-upon goal can justify and
frame the choices that must be made. With that in mind, a fiscal target
that establishes a common goal for controlling the size of the federal debt
relative to the economy, as well as well-designed rules that put the
federal government on a path to achieve that target, could form part of a
long-term plan to put the government on a sustainable fiscal path. In our
ongoing work, we are examining key considerations for designing and
implementing fiscal rules and targets for the U.S. government.
Achieving a Debt-to-GDP
Target Would Require
Spending and Revenue
Changes

One way to quantify the magnitude of policy changes needed to achieve
fiscal sustainability is by calculating the fiscal gap. The fiscal gap
represents the difference between revenue and program spending (i.e.,
spending other than interest payments) that would need to be closed
immediately and permanently to hold debt as a share of GDP at the end
of a given period to the same level as the beginning of the period. To
close the gap, policymakers would need to reduce program spending,
33

See GAO, Budget Process: Enforcing Fiscal Choices, GA0-11-626T (Washington, D.C,
May 4, 2011 ).
34 For more information on overseas contingency operations spending, see GAO,
Overseas Contingency Operations: Alternatives Identified to the Approach to Fund WarRelated Activities, GA0-19-211 (Washington, D.C .. Jan. 28, 2019)
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increase revenue, or, more likely, do both. The longer action is delayed,
the greater and more drastic the changes will have to be, placing an
additional burden on future generations.
To illustrate this point, table 2 shows the immediate changes that would
be needed for the federal government to reach various debt targets at the
end of a 75-year projection period. These targets represent a range of
illustrative examples; we do not endorse any particular target. Adopting a
fiscal target is a matter for policymakers to consider as they weigh the
consequences of spending and revenue decisions and their effect on the
federal debt.
Table 2: Illustrative Examples of Spending or Revenue Changes Needed to Achieve Debt Targets
The table shows the magnitude of actions needed to achieve certain levels of debt held by the public as a percentage of gross
domestic product over a 75-year period by reducing spending alone or increasing revenue alone. More !lkely, both spending and
revenue changes will be needed to achieve fiscal sustainability.

Debt target, percent of gross
domestic product (end of 75
years)

Immediate and permanent
reduction in the annual
projected primary deficit
required to achieve debt
target (percent of gross
domestic product)a

Immediate and permanent
reduction in annual projected
program spending alone to
achieve debt target

Immediate and permanent
increase in annual projected
revenue alone to achieve debt
target

Percent

Percent

Percent

Percent

100

25

35

78 (actual level as of fiscal year
2018)

27

37

60 (European Union target)

28

38

0 (pay off the debt)

31

43

Source GAOs 2019 alternatwe s1mulatlon

I GAO-19-611T
Note: This analysis was produced using GAO's 2019 long-term fiscal outlook mode!, the alternative
simulation. GAO most recently updated the data used in this model for its 2019 report on the nation's
fiscal health (GA0-19-314SP), The model does not account for potential macroeconomic effects of
fiscal policy changes over time.
aThese figures represent reductions in the primary deficit, which is the difference between revenues
and program spending. Interest payments are excluded

lotter on DSK11XQN23PROD with HEARING

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00335

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

Insert offset folio 522 here 39734A.186

GAQ.19-611T

Page 27

330

Debt Limit Is Not a Control
on Debt: Alternative
Approach Is Needed

Treasury is taking extraordinary actions to continue funding federal
government activities. Treasury began taking these actions shortly after
the debt limit suspension period ended on March 1, 2019. 35 Treasury will
continue taking these actions until the debt limit is raised or suspended.
With these extraordinary actions in place, CBO estimates that Treasury
will have sufficient cash to make its usual payments until late into fiscal
year 2019.
One cannot overstate the importance of preserving investors' confidence
that debt backed by the full faith and credit of the U.S. government will be
honored. Failure to increase (or suspend) the debt limit in a timely
manner (before the extraordinary actions run out) could have serious
negative consequences for the Treasury market and borrowing costs.
Our work has shown that uncertainty in the past around whether the debt
limit would be raised or suspended has distorted the secondary market
and led to increases in borrowing costs for Treasury. 36 During the 2013
debt limit impasse, investors reported that they took the unprecedented
action of systematically avoiding certain Treasury securities-those that
matured around the dates when Treasury projected it would exhaust the
extraordinary actions. For these securities, interest rates increased
dramatically and liquidity declined in the secondary market, where
securities are traded among investors.
Rates in the secondary market ultimately affect Treasury's borrowing
costs, as investors generally demand similar rates at auction to those in
the secondary market. The significant increases in interest rates on these
Treasury securities reflected a new level of investor uncertainty about
Treasury's ability to pay its bills and avoid a delayed payment or a default.
We estimated that total borrowing costs incurred through September 30,
2014, on Treasury securities issued during the 2013 debt limit impasse
increased by roughly $38 million to more than $70 million, depending on
the specifications used.

35

Extraordinary actions are actions that Treasury takes as it nears the debt limit to avoid
exceeding the limit The Bipartisan Budget Act of2018 temporarily suspended the debt
limit from February 9, 2018, through March 1, 2019. Bipartisan Budget Act of 2018, Pub
L. No. 115-123, div. C, tit Ill,§ 30301, 132 Stat 64, 132 (2018).
36GAO, Debt Umit: Market Response to Recent Impasses Underscores Need to Consider

Alternative Approaches, GA0-15-476 (Washington, D.C .. July 9, 2015).
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As part of a long-term fiscal plan, Congress should consider alternative
approaches to the debt limit. As currently structured, the debt limit-a
legal limit on the total amount of federal debt that can be outstanding at
one time 37-does not restrict Congress and the President's ability to enact
spending and revenue legislation that affects the level of debt; nor does it
otherwise constrain fiscal policy. 38 The debt limit is an after-the-fact
measure; the spending and tax laws that result in debt have already been
enacted. It restricts Treasury's authority to borrow to finance decisions
already made. If the level of publicly held debt or its share of GDP is to be
used as a fiscal management tool to change the long-term fiscal path, it
needs to be considered as part of overall budget decisions at the time
those decisions are being made.
In 2015, we held a forum with experts and identified three options for
Congress to delegate its borrowing authority, while maintaining control
and oversight, and better align decisions about the level of debt with
decisions on spending and revenue, and minimize disruption to the
market.
•

Option 1: Link action on the debt limit to the budget resolution.

•

Option 2: Provide the administration with the authority to propose a
change in the debt limit that would take effect absent enactment of a
joint resolution of disapproval within a specified time frame.

•

Option 3: Delegate broad authority to the administration to borrow as
necessary to fund enacted laws. 39

The government must act soon to change the long-term fiscal path or risk
significant disruption to individuals and the economy. Congress will need
to discuss the entire range of federal activities and spending-entitlement
programs, other mandatory spending, discretionary spending, and
37 The debt limit is codified at 31 U.S.C. § 3101(b), as amended, and applies to federal
debt issued pursuant to the authority of 31 U.S.C. chapter 31. A very small amount of total
federal debt is not subject to the debt limit. This amount primarily comprises unamortized
discounts on Treasury bills and Zero Coupon Treasury bonds; debt securities issued by
agencies other than Treasury, such as the Tennessee Valley Authority; and debt
securities issued by the Federal Financing Bank
38 GAO, Debt 1.Jmit: Delays Create Debt Management Challenges and Increase
Uncertainty in the Treasury Market, GAO-11-203 (Washington, O.C .. Feb. 22, 2011 ).
39 More detail about these
a discussion of the advantages and challenges to
each can be found in GA.0-'I5~176
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revenue. Moving forward, the federal government will need to make tough
choices in setting priorities and ensuring that spending leads to positive
results. Having a long-term fiscal plan that includes fiscal rules and
targets, and decisions about how to better manage borrowing authority,
would help with these tough decisions.
Thank you, Chairman Enzi, Ranking Member Sanders, and Members of
the Committee, this concludes my prepared statement. I would be
pleased to answer any questions.

For further information on this testimony, please contact Tranchau (Kris)
T. Nguyen, Acting Director, Strategic Issues, who may be reached at
(202) 512-6806 or nguyentt@gao.gov, or J. Christopher Mihm, Managing
Director, Strategic Issues, who may be reached at (202) 512-6806 or
mihmj@gao.gov. Contact points for our Congressional Relations and
Public Affairs offices may be found on the last page of this statement.

GA0~19..611T
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Appendix I: Opportunities to Address Federal
Fiscal Risks
In addition to the fiscal risks related to natural disasters and climate
change as discussed in the body of this statement, better understanding
fiscal risks like housing finance, surface transportation, and the Pension
Benefit Guaranty Corporation, can help policymakers anticipate changes
in future spending and can enhance oversight of federal resources. We
have recommended ways for Congress and executive branch agencies to
address these fiscal risks.

Housing Finance
Reform

The federal government continues to provide significant support to the
housing finance market, even though the market has largely recovered
since the 2007 to 2009 financial crisis. In 2008, the federal government
placed the Federal National Mortgage Association (Fannie Mae) and the
Federal Home Loan Mortgage Corporation (Freddie Mac) under
conservatorship and entered into preferred stock purchase agreements
with these government-sponsored enterprises (GSE) to help ensure their
financial stability. At the end of fiscal year 2018, the federal government
reported about $113 billion of investments in the GSEs, which is net of
about $91 billion in valuation losses.
The ultimate role of the GSEs could affect the financial condition of other
federal entities, including the Federal Housing Administration (FHA),
which in the past expanded its lending role in distressed housing and
mortgage markets. At the end of fiscal year 2018, FHA's portfolio of
federally-insured mortgages exceeded $1.2 trillion. The Government
National Mortgage Association (Ginnie Mae) guarantees the performance
of almost $2 trillion in securities backed by federally insured mortgagesthe majority insured by FHA. We have reported on the need for Congress
to consider legislation for making changes to the future federal role in
housing finance that addresses the structure of the GSEs; establishes
clear, specific, and prioritized goals; and considers all relevant federal
entities, such as FHA and Ginnie Mae. 1
In addition, the share of nonbank mortgage originators and servicers grew
since the 2007-2009 financial crisis. According to data from Inside
Mortgage Finance, nonbanks originated roughly half of all mortgages sold
to the GSEs in 2017 and the first three quarters of 2018. Nonbank
servicers of loans backing mortgage-backed securities issued by the
1GAO, Housing Finance: Prolonged Conservatorships of Fannie Mae and Freddie Mac
Prompt Need for Reform, GA0-19-239 (Washington, D.C .. Jan_
For more

information on resolving the federal role in housing finance, see

95
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Appendix I: Opportunities to Address Federal
Fiscal Risks

GSEs have grown from 25 percent in 2014 to 38 percent as of the third
quarter of 2018. For FHA-insured mortgages, nonbank originations
represented 74 percent in 2003, declined to 56 percent in 2010, and then
increased to 86 percent in fiscal year 2017. While Federal Housing
Finance Agency (FHFA) and Department of Housing and Urban
Development officials told us nonbanks have helped provide access to
mortgage credit, several stakeholders and experts identified the
increased presence of nonbank lenders can present additional liquidity
risk in the housing finance system. We recommended that Congress
consider granting FHFA the authority to examine third parties like
nonbank lenders that do business with Fannie Mae and Freddie Mac, in
order to identify and address deficiencies that could affect them. 2

The Nation's Surface
Transportation
System

The nation's surface transportation system-including highways, transit,
maritime ports, and rail systems-is critical to the economy and affects
the daily lives of most Americans. However, according to estimates, it will
cost hundreds of billions of dollars to repair and upgrade it to meet current
and future demands. Meanwhile, traditional funding sources are eroding
and the federal government lacks a long-term sustainable strategy for
funding it. The major source of federal funding, the Highway Trust Fund,
is increasingly unable to maintain current spending levels for highway and
transit programs. 3 Spending is projected to exceed revenues after 2021.
In its January 2019 budget outlook, CBO estimated that $159 billion in
additional funding would be required to maintain current spending levels
plus inflation from 2022 through 2029. 4 Congress needs to pass a longterm, sustainable solution for funding surface transportation. Such a
solution would balance revenues to and spending from the Highway Trust
Fund.

2GAO, Nonbank Mortgage Setvicers: Existing Regulatory Oversight Could Be
Strengthened [Reissued on Apnl 14, 2016], GAO-16-278 (Washington, D.C.: Mar. 10,

2016)
3For more information on funding the nation's surface transportation system, see
GAO-19-157SP, 86
4As part of its baseline projection, CBO assumes that this payment wlll be made after the
Highway Trust Fund is exhausted m 2021
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Fiscal Risks

The Pension Benefit
Guaranty Corporation

The Pension Benefit Guaranty Corporation's (PBGC) financial future is
uncertain because of long-term challenges related to its funding and
governance structure. PBGC's liabilities exceeded its assets by about $51
billion as of the end of fiscal year 2018-an increase of about $16 billion
from the end of fiscal year 2013 (see figure 11). 5

Figure 11: Pension Benefit Guaranty Corporation's Net Financial Position of the Single-Employer and Multiemployer
Programs Combined, Fiscal Years 1990-2018
Net Positlon (in b1lbons of dollars)
10
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Fiscal year (at year end)
Source Pension Benefit Guaranty C()f!)oratkm (PBGC).

! GAQ.19-611T

PBGC estimated that its exposure to potential additional future losses for
underfunded plans in both the single and multiemployer programs was
nearly $185 billion; the single-employer program accounts for $175 billion
of this amount. PBGC projected that there is more than a 90 percent
likelihood that the multiemployer program will be insolvent by the year
2025 and a 99 percent likelihood by 2026. Although the single-employer
program is currently in surplus, past experience shows that large claims
can cause its condition to change quickly.
5For more mformation on PBGC insurance programs, see GA0-19-157SP, 267
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We have suggested a number of matters for congressional consideration
to strengthen PBGC, including (1) authorizing a redesign of PBGC's
single employer program premium structure to better align premium rates
with risk, (2) adopting additional changes to PBGC's governance
structure, (3) strengthening funding requirements for plan sponsors as
appropriate given national economic conditions, (4) working with PBGC to
develop a strategy for funding PBGC claims over the long term as the
defined benefit pension system continues to decline, and (5) enacting
additional structural reforms to reinforce and stabilize the multiemployer
system, and balance the needs and potential sacrifices of contributing
employers, participants, and the federal government.
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Changes in spending and revenue to ensure long-term fiscal
sustainability will require legislative actions to alter fiscal policies.
Meanwhile, Congress and executive branch agencies have opportunities
in the near term to improve the government's fiscal condition and act as
stewards of federal resources. Although these opportunities alone cannot
put the federal government on a sustainable fiscal path, they would
improve both the fiscal situation and the federal government's operations.

Continue to Address
Fragmentation,
Overlap, and
Duplication

Since 2011, we have reported annually on federal programs, agencies,
offices, and initiatives that have duplicative goals or activities as well as
opportunities to achieve greater efficiency and effectiveness that result in
cost savings or enhanced revenue collection. Congress and executive
branch agencies have partially or fully addressed 621 of the 805 actions
(77 percent) we identified from 2011 to 2018, resulting in about $262
billion in financial benefits. In our May 2019 report, we presented 98 new
actions for Congress or executive branch agencies. 1 We estimate tens of
billions more dollars could be saved by fully implementing our open
actions. 2 See table 3 for examples of areas with open actions with
potential financial benefits of $1 billion or more.

1GA0-19-285SP. See GAO's Duplication and Cost Savings webpage for links to the 2011
to 2019 annual reports: http://www gao gov/duplication/overview.
2

1n calculating our total estimated realized and potential financial benefits, we relied on
individual estimates from a variety of sources, which considered different time periods and
utilized different data sources, assumptions, and methodologies_ These totals represent a
rough estimate of financial benefits. Realized benefits have been rounded down to the
nearest $1 billion. Estimated potential benefits are subject to increased uncertainty,
depending on whether, how, and when they are addressed, and are presented using a
notional statement of magnitude,
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Table 3: Examples of Areas with Open Actions with Potential Financial Benefits of $1 Billion or More
Area name and description

Mission

*DOE's Treatment of Hanford's Low-Activity Waste:

Energy

Potential financial benefitsa
(source)
Tens of billions

The Department of Energy (DOE) may be able to reduce certain
risks by adopting alternative approaches to treating a portion of its
low-activity radioactive waste. (GJ.\O-17-306)

(GAO)

Defense Headquarters:

$9.4 billion

Defense

The Department of Defense could review and identify further
opportunities for consolidating or reducing the size of headquarters
organizations.

(National Defense Authorization

Act)

(GAO-12-345, GAO-13-293, GA0-14-439, GAO-15-10)

*Advanced Technology Vehicles Manufacturing Loan Program: Energy
Unless DOE can demonstrate demand for new Advanced
Technology Vehicles Manufacturing loans and viable applications,
Congress may wish to consider rescinding aH or part of the
remaining credit subsidy approprlations. (GAO-14-343SP)

Up to $4.3 billion
(DOE)

$2.5 billion over 10 years

*Disability and Unemployment Benefits:
Congress should consider passing legislation to prevent individuals
from collecting both full Disability Insurance benefits and
Unemployment Insurance benefits that cover the same period.
(GAO-12-764)

Income security

*Social Security Offsets:
The Socia! Security Administration (SSA) needs data on pensions
from noncovered earnings to better enforce offsets and ensure
benefit fairness, which could result in cost savings lf enforced both
retrospectJVely and prospectively, according to the Congressional
Budget Office (CBO) and SSA. Congress could consider giving the
!nterna! Revenue Se1Vice the authority to collect the necessary
information. Estimated savings would be less if SSA only enforced
the offsets prospectively as it would not reduce benefits already
received. (GAO-05-786T)

Income security

$2.4 to $7.9 billion over 10 years
(CBO and SSA)

*Crop Insurance:
Congress could consider limiting the subsidy for premiums that an
individual farmer can receive each year from the Federal Crop
Insurance program, reducing the subsidy, or some combination of
limiting and reducing these subsidies and making changes to the
program to reduce its delivery costs. (GAO-17-501, GAO-12-256)

Agriculture

Up to $1.4 billion annually
(GAO)

Medicare Clinical Laboratory Payments:

Hea!th

Over $1 billion, or billions
(GAO)

Energy

Billions
(GAO)

(Office of Management and Budget)

The Centers for Medicare & Medicaid Services should take steps to
avoid paying more than necessary for clinical laboratory tests
(GAO-19-67)
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Area name and description

Mission

Potential financial benefitsa
(source)

"Identity Theft Refund Fraud:

Genera! government

Billions

The Internal Revenue Service and Congress could improve the
agency's efforts to prevent refund fraud associated with identity
theft. (GAO-18-418, GAO-16-508)
Legend:

~

(GAO)

= Legislation is likely to be necessary to fully address all actions in this area.

Source GAO IGA0-19-611T

Note: All estimates of potential financial benefits are dependent on various factors, such as whether
action is taken and how it is taken. Actual benefits may be less, depending on costs associated with
implementing the action, unintended consequences, and the Impact of other factors that could and
should be controlled for. The individual estimates in this table should be compared with caution, as
they come from a variety of sources, which consider different time periods and utilize different data
sources, assumptions, and methodologies

"We developed the notlona! estimates, which are intended to provide a sense of potential magnitude
of financial benefits. Notional estimates have been developed using broad assumptions about
potential benefits which are rooted in previously identified losses, the overall slze of the program,
previous experience with similar reforms, and similar rough indicators of potential benefits. We
generally determine the notional label ("millions" vs. "tens of millions" vs. "hundreds of mlHions") using
a risk-based approach that takes mto account such factors as the possible minimum and maximum
values of the financial benefits estimate (where available), the quality of the data underlying those
values, the certainty of those values, and/or the rigor of the estimation method used

Actions Needed to
Address Improper
and Other Payments

Improper payments-payments that should not have been made or that
were made in an incorrect amount-have consistently been a
government-wide issue and if addressed could yield significant savings. 3
For fiscal year 2018, agencies reported total improper payment estimates
of about $151 billion. Since fiscal year 2003, cumulative improper
payment estimates government-wide have totaled about $1.5 trillion. 4
Medicare programs, Medicaid, and the Earned Income Tax Credit
account for about 69 percent of the total improper payment estimates

3!mproper Payments Information Act of 2002, Pub. L. No. 107-300, 116 Stat. 2350 (2002),
codified as amended at 31 U.S.C. § 3321 note. An improper payment is statutorily defined
as any payment that should not have been made or that was made in an incorrect amount
(including overpayments and underpayments) under statutory, contractual, administrative,
or other legally applicable requirements. It Includes any payment to an ineligible recipient,
any payment for an ineligible good or service, any duplicate payment, any payment for a
good or service not received (except for such payments where authorized by law), and
any payment that does not account for credit for applicable discounts. 0MB guidance also
provides that when an agency's review is unable to discern whether a payment was
proper as a result of insufficient or lack of documentation, this payment must also be
considered an improper payment
4Prior-year Improper payment estimates have not been adjusted for inflation
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reported by agencies for fiscal year 2018 (see figure 12). 5 Because health
care is one of the major drivers of the long-term fiscal outlook, it is
especially critical to take appropriate measures to reduce improper
payments in Medicare and Medicaid.'
Figure 12: Improper Payment Estimates Were Concentrated in Three Areas in Fiscal
Year 2018

Medicare - $48.5 billion
Medicare Fee-for-Service (Parts A and 8)
Medicare Advantage (Part C)
Medicare Prescription Drug (Part D)

Medicaid - $36.2 billion

Source· GAO analysis of agencies' fscal year 2018 data I GAO·19·811T

It is important for agencies to identify the root causes of improper
payments and then implement internal controls aimed at both prevention
and detection. However, the government's ability to understand the full
extent to which improper payments occur is hindered by (1) incomplete,
unreliable, or understated estimates; (2) risk assessments that may not
accurately assess the risk of improper payment; and (3) noncompliance
with criteria listed in federal law.
5certain federal programs and activities determined to be at risk for improper payments
did not report estimates of improper payments for fiscal year 2018, including the Premium
Tax Credit and Temporary Assistance for Needy Families, among others
6For more information on our work on Medicare and Medicaid including improper
payments for these programs, see GA0-19-157SP, 241 and 250
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Our work has identified a number of strategies and specific actions
agencies can take to reduce improper payments, which could yield
significant savings and help ensure that taxpayer funds are adequately
safeguarded. For example,

Improvements to agency estimates. In May 2018 we recommended
0MB develop guidance to help ensure agencies' estimating
processes for identifying improper payments reflect key risks, for
example whether a payee is ineligible for a payment. 7 As of April
2019, 0MB has not implemented this recommendation.
•

Actions Needed to
Address Medicare and
Medicaid Payments and
Control Health Care
Spending

Amendments to the Social Security Act. We have suggested that
Congress consider amending the Social Security Act to explicitly allow
the Social Security Administration to share its full death data with
Treasury's Do Not Pay working system for data matching. 8 As of June
2019, no relevant legislation has been enacted.

Spending for the Medicare and Medicaid programs-both projected to
exceed $1 trillion annually in fiscal year 2026-is a key driver of long-term
federal spending. We have identified a number of actions for Congress
and agencies to implement related to Medicare and Medicaid payments
that could result in billions of dollars in savings, including the following:

Medicare-Payments by place of service. In 2015, we
recommended that Congress consider directing the Department of
Health and Human Services (HHS) to equalize Medicare payment
rates between settings for evaluation and management office visits
and other services, and return associated savings to the Medicare

7
GAO, Improper Payments: Actions and Guidance Could Help Address Issues and
Inconsistencies in Estimation Processes, GA0-18-377 (Washington, D.C .. May 31, 2018)
8

GAO, Improper Payments: Strategy and Additional Actions Needed to Help Ensure
Agencies Use the Do Not Pay Working System as Intended, GA0-17•15 (Washington,
D.C .. Oct 14, 2016).
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program. 9 Several organizations have estimated that equalizing
payment rates would save Medicare billions of dollars, with some
estimates predicting savings of nearly $1 billion to $2 billion a year.
Both Congress and the Centers for Medicare and Medicaid Services
(CMS) have taken some actions to address this issue; however, these
actions do not fully address the issue.

Medicare-Prior authorization. CMS has used prior authorization,
which generally requires health care providers and suppliers to
demonstrate compliance with Medicare coverage and payment rules
before certain items or services are provided to patients. In April 2018,
we found that estimated savings from CMS's prior authorization
demonstrations could be about $1.1 to $1.9 billion, but, at the time of
our review, the demonstrations were paused, ended, or scheduled to
end. 10 We recommended that CMS take steps to continue prior
authorization, which could save an additional tens of millions of
dollars.
CMS has taken steps to resume a paused demonstration, extend the
end date of a demonstration, and add items to the permanent
program. We will continue to monitor agency guidance on the
resumed and extended demonstrations and the results of independent
evaluations of ended demonstrations. We also will evaluate additional
steps CMS takes to continue prior authorization in Medicare, such as
identifying new opportunities for prior authorization.

Medicare-Payments to cancer hospitals. In 2015 we estimated
that certain cancer hospitals received, on average, about 42 percent
more in Medicare inpatient payments per discharge than what
Medicare would have paid a local teaching hospital under the
prospective payment system (PPS) to treat cancer beneficiaries with
9GAO, Medicare: Increasing Hospital-Physician Consolidation Highlights Need for
Payment Reform, GAO-16-189 (Washington, O.C.: Dec. 18, 2015). Medicare often pays
providers at a higher rate when the same service ls performed in a hospital outpatient
department rather than in a physician office. On November 21, 2018, CMS issued a final
rule that reduced payment rates for certain services furnished by the off-campus hospital
outpatient departments-those that are not located on a hospital campus- that existed or
were under construction in 2015. On December 4, 2018, the American Hospital
Association and 4 other plaintiffs filed suit in the U.S. District Court for the District of
Columbia arguing that CMS lacks the authority to change the payment rate for these
hospital outpatient departments. American Hospital Association v. Azar, No. 18-cv-02841
(D.D.C. filed Dec. 4, 2018
10
GAO, Medicare: CMS Should Take Actions to Continue Plior Authorization Effotts to
Reduce Spending, GA0-18-341 (Washington, D.C,. Apr. 20, 2018)
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the same level of complexity. 11 We recommended that Congress
consider requiring Medicare to pay these cancer hospitals as it pays
these teaching hospitals, or provide HHS with the authority to
otherwise modify how Medicare pays cancer hospitals. These actions
could save hundreds of millions of dollars each year.

Medicare-Medicare Advantage. CMS pays plans in Medicare
Advantage-private health plans that offer health care coverage to
Medicare beneficiaries-a predetermined amount per beneficiary
adjusted for health status based on a risk score. In 2013 we found
that CMS's adjustment to risk scores for 2010 through 2012 to
account for diagnostic coding differences was too low, resulting in
estimated excess payments of at least $3.2 billion to Medicare
Advantage plans. 12
Congress has taken steps to increase the minimum adjustment made
for differences in diagnostic coding patterns between these two
groups, which are expected to result in savings of approximately $2.5
billion from fiscal years 2013 through 2022. CMS could still take steps
to better account for beneficiary characteristics such as sex and
residential location, and use more current and refined data in
determining Medicare Advantage payments. CMS could achieve
billions of dollars in additional savings by better adjusting for
differences between Medicare Advantage plans and traditional
Medicare providers in the reporting of beneficiary diagnoses.

Medicaid-Supplemental payments. Supplemental paymentsthose made to providers in addition to regular claims-based
payments-totaled more than $48 billion in fiscal year 2016. Based on
problems we identified with the supplemental payments in multiple
reports, we recommended that Congress consider requiring CMS to
(1) improve state reporting of certain supplemental payments,
including requiring annual reporting of payments made to individual
facilities and other information that the agency determines is

11
GAO, Medicare: Payment Methods tor Certain Cancer Hospitals Should Be Revised to
Promote Efficiency, GAO-15-199 {Washington, D.C.: Feb. 20, 2015). To control costs and
reward efficiency, Medicare pays the majority of hospitals under the prospective payment
system which is based on the clinical classification of each service; however, certain
cancer hospitals are largely paid on the basis of reported costs.

12
GAO, Medicare Advantage: Substantial Excess
Improve Accuracy of Risk Score Adjustments,
2013).
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necessary, and (2) clarify permissible methods of calculating these
payments. 13
We have also made several recommendations to CMS to improve the
agency's oversight of these payments. In November 2018, CMS
announced that it was planning a proposed rule that may improve
oversight of Medicaid supplemental payments, which, if effectively
implemented, could save hundreds of millions or billions of dollars.

Medicaid-Demonstration waivers. In 2013 we found that HHS did
not adequately ensure that four states' Medicaid demonstration
projects would be budget neutral to the federal government before
approving them, as required by HHS policy." We recommended that
Congress could consider requiring HHS to improve the Medicaid
demonstration review process. In recent years HHS issued guidance
changing the methods it uses to determine whether demonstrations
are budget neutral. As of July 2018, CMS estimated that the federal
share for the 10 demonstrations that have been renewed under one
new method has been reduced by more than $121 billion over a 7year period. Continuing to apply this guidance to other
demonstrations, along with taking additional actions to ensure budget
neutrality, could further reduce demonstration spending limits by
billions of dollars.

Medicaid-Spending oversight. In multiple reports in 2018, we
found that CMS was not sufficiently identifying and targeting risk in its
Medicaid spending oversight activities, which can result in potential
overpayments and unallowable expenditures. 15 For example, we
found that CMS devotes similar levels of staff resources to review
expenditures despite differing levels of risk across states. Specifically,
the number of staff reviewing California's expenditures-which
represent 15 percent of federal Medicaid spending-was similar to the
13GAO, Medicaid: CMS Oversight of Provider Payments ts Hampered by Umited Data and
Unclear Policy, GA0-15-322 (Washington, D.C .. Apri! 10, 2015) and Medicaid: More
Transparency of and Accountability for Supplemental Payments Are Needed, GA0-13-48
(Washington, D. C .. Nov. 26, 2012)
14GAO, Medicaid Demonstration Waivers: Approval Process Raises Cost Concerns and

Lacks Transparency, GA0-13-384 (Washington, D.C .. Jun 25, 2013)
15

GAO, Medicaid: CMS Needs to Better Target Risks to Improve Oversight of
Expenditures, GA0-18-564 (Washington, D.C .. Aug. 6, 2018); Medicaid Managed Care·
Improvements Needed to Better Oversee Payment Risks, GA0-18-528 {Washington,
D.C .. Jul. 26,
and Medicaid: CMS Should Take Steps to Mitigate Program Risks in
(Washington, D.C .. May 7, 2018).
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number reviewing Arkansas' expenditures, which represents 1
percent of federal Medicaid spending, We made five
recommendations to the agency to improve how it identifies and
targets risk areas in its oversight of expenditures, which, if
implemented, could save hundreds of millions of dollars. CMS agreed
with the recommendations, but has not provided a timeframe for
implementation.

Multiple Strategies
Needed to Address
Persistent Tax Gap

The tax gap is the difference between tax amounts that taxpayers should
pay and what they actually pay voluntarily and on time. The average
annual net tax gap was $406 billion for tax years 2008 through 201 0,
according to Internal Revenue Service (IRS) estimates (see figure 13). 16
Given the size of the tax gap, even modest reductions would yield
significant financial benefits and help improve the government's fiscal
condition. Since any long-term fiscal plan will require consideration of
revenue increases, it is important to collect more of what is already owed.
Figure 13: IRS's Annual Average Tax Gap Estimate for Tax Years 2008-2010
Dollars (in trillions)
Taxpayers owed about
$2,5 trillion/year in federal
truces from things like:
~

Individual income taxes

• Corporate income taxes
• Employment taxes

However, they actually paid
about $2 trillion/year.

Taxes
owed

Taxes
paid

Source Internal Revenue Service {JRS). I GA0•19-611T

Note: IRS released its most recent tax gap estimate in April 2016 for tax years 2008 to 2010.

The tax gap arises when taxpayers, whether intentionally or inadvertently,
fail to (1) accurately report tax liabilities on tax returns (underreporting),
16The average annual net tax gap equals the average annual gross tax gap ($458 billion)
minus the amount IRS expects to recover through enforcement actions and late payments
($52 billion).
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(2) pay taxes due from filed returns (underpayment), or (3) file a required
tax return altogether or on time (nonfiling). Underreporting accounted for
84 percent of the tax gap estimate across tax years 2008 to 2010, as
shown in figure 14.
Figure 14: Estimated Average Annual Gross Tax Gap by Type of Noncompliance
and Tax, Tax Years 2008-2010
Dollars (in billions)

Underreporting
Underreporting of tax liabilities
on timely filed tax returns

Underpayment

Nonfiling

Underpayment of taxes due
fromtimelyf1ledreturns

Whenataxpayerfails
tofilearequiredtax
return altogether
or on time

6%($2)

5% ($6)

%($4)

81% ($26)

Employment tax
Corporation income tax

Source· GAO analysos of Internal Revenue Service (!RS) tnforrnalion.

!

Estate tax

GAO-19-611T

Note: Data may not sum to totals because of rounding. Individual income tax includes individual
business income tax. Estate tax underreporting noncompliance is not shown in this graphic because it
represents less than 0.5 percent oftota! underreporting noncompliance. Excise tax is not shown in
this graphic because the IRS does not have excise tax underreporting noncompliance or nonfiling
noncompliance estimates, and its estimate for excise tax underpayment noncompliance represents
less than 0.5 percent of total underpayment noncompliance. In addition, !RS does not have a
corporation income tax estimate for nonfi!ing noncompliance

Reducing the tax gap will be a challenging task requiring action on
multiple fronts. 17 Our work has identified a number of strategies and
specific actions IRS and Congress can take to reduce the tax gap.
17For more information on the tax gap, see GAO, Tax Gap: Multiple Strategies Are
Needed to Reduce Noncompliance, GAO-i9-558T (Washington, D.C .. May 9, 2019)
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•

Enhanced electronic filing. Requiring additional taxpayers, such as
corporations, to electronically file tax and information returns could
help IRS improve compliance in a resource-efficient way. 18

•

Additional third-party information reporting. Expanding the
information reported to IRS by third parties could increase voluntary
tax compliance. For example, reporting could be required for certain
payments that rental real estate owners make to service providers,
such as contractors who perform repairs on their rental properties. 19
Math error authority. Providing IRS with authority-with appropriate
safeguards-to correct math errors and to correct errors in cases
where information provided by a taxpayer does not match information
in government databases, among other things, could help IRS correct
errors and avoid burdensome audits and taxpayer penalties. 20

•

Paid preparer regulation. Providing IRS with the authority to regulate
paid tax return preparers could improve the accuracy of the tax
returns they prepare. 21
Leveraging the Return Review Program. Evaluating the costs and
benefits of expanding I RS's Return Review Program-a tool to detect
potentially fraudulent returns-could streamline the detection and
treatment of other types of noncompliance."

•

Compliance research strategy. IRS should develop and document a
strategy that outlines how I RS will use National Research Program
data to update compliance efforts. Such a strategy would help I RS
determine resource trade-offs in its compliance research, while

18

GAO, Partnerships and S Corporations: IRS Needs to Improve Information to Address
Tax Noncompliance, GAO-i4-453 (Washington, D.C .. May 14, 2014).

19

GAO, Tax Gap: IRS Could Do More to Promote Compliance by Third Parties with
Miscellaneous Income Reporting Requirements, GAO-09-238 (Washington, D.C .. Jan. 28 1
2009) and Tax Gap: Actions That Could Improve Rental Real Estate Reporting
Compliance, GAO-08-956 (Washington, D.C .. Aug. 28, 2008)
20GAO, Recovery Act: IRS Quickly Implemented Tax Provisions, but Reporting and

Enforcement Improvements Are Needed, GAO-10-349 (Washington, D.C .. Feb. 10, 2010)
21 GAO, Paid Tax Return Preparers: In a Umited Study, Preparers Made Significant Errors,
GAO-14-467T (Washington, O.C.: April 8, 2014). A previous study found similar results

see Paid Tax Return Preparers: In a Limited Study, Chain Preparers Made Serious Errors,
GAO-06-563T (Washington, D.C .. Apr. 4, 2006)
22 GAO, Tax Fraud and Noncompliance: IRS Could Further Leverage the Return Review
Program to Strengthen Tax Enforcement, GAO-18~544 (Washington, D.C .. Ju!. 24, 20i8).
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providing Congress with a better understanding of the merits of the
research. 23
Improving IRS strategic workforce planning. Addressing IRS's
fragmented human capital activities-through fully implementing its
workforce planning initiative-would help the agency better meet
challenges to achieving its mission. 24

Increased Attention to
the Results from Tax
Expenditures

Evaluating the significant amount of revenue forgone through tax
expenditures could help aid fiscal decision-making. In fiscal year 2018,
tax expenditures reduced income tax revenues by approximately $1.38
trillion based on Treasury estimates. 25 Tax expenditures (e.g., tax credits,
exemptions) are provisions of the tax code that reduce taxpayers' tax
liability and therefore the amount of tax revenue paid to the government
They are sometimes used to provide economic relief to selected groups
of taxpayers, to encourage certain behavior, or to accomplish other goals.
Although they are routinely used as a policy tool, tax expenditures are not
regularly reviewed and their outcomes are not measured as closely as
spending programs' outcomes. We have made recommendations in this
area that remain open.
Evaluation of tax expenditures. In September 2005, we
recommended that 0MB take actions to develop a framework for
evaluating tax expenditure performance, and to regularly review tax
expenditures in executive branch budget and performance review
processes. 26 However, 0MB has not developed this framework and
23 GAO, Tax Gap: IRS Needs Specific Goals and Strategies for Improving Compliance,
GAO-18-39 (Washington, D.C. Oct 31, 2017).

24 GAO, Internal Revenue Service: Strategic Human Capital Management is Needed to
Address Serious Risks to IRS's Mission, GAO-19-176 (Washington, D.C .. Mar. 26, 2019)
25 We calculated the total amount based on Treasury's estimates of each tax expenditure
The sum of the tax expenditure estimates is useful for gauging the general magnitude of
revenue forgone through provisions of the tax code, but aggregate tax expenditure
estimates must be interpreted carefully. Summing revenue loss estimates does not take
into account possible interactions between individual provisions or potential behavioral
responses to changes in these provisions on the part of taxpayers. Additionally,
Treasury's tax expenditure estimates include the effect of certain tax credits on receipts
only and not the effect of the credits on outlays, which Treasury reports separately, but
does not take into account interactions between individual provisions
26 GAO, Government Performance and Accountability: Tax Expenditures Represent a

Substantial Federal Commitment and Need to Be Reexamined, GAO-05-690
(Washington, D.C. Sept 23, 2005)
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has not reported progress in evaluating tax expenditures since the
President's fiscal year 2012 budget.
Identify contributions to agency goals. In July 2016. we
recommended that 0MB work with agencies to identify which tax
expenditures contribute to agency goals. 0MB generally agreed with
the recommendation but had not taken action as of March 2019. 27
Absent such analysis, policymakers have little way of knowing
whether these tax provisions support achieving the intended federal
outcomes. Policymakers also lack information to compare their costs
and efficacy with other policy tools.

Improving
Stewardship over
Defense-Related
Resources

The Department of Defense (DOD) accounts for about half of all
discretionary spending. In addition, DOD is responsible for more than 70
percent of the government's Property, Plant, and Equipment. It is
therefore important for DOD to exercise careful stewardship over its
resources and manage these resources efficiently and effectively. DOD
has six areas on our High-Risk List representing some of the fundamental
functions of the agency. 28 Several government-wide high-risk areas also
have direct implications for DOD and its operations, including (1) the
government-wide personnel security clearance process, (2) ensuring the
cybersecurity of the nation, (3) improving management of IT acquisitions
and operations, (4) strategic human capital management, and (5)
managing federal real property. We have made recommendations to help
DOD make progress addressing these challenges.
DOD's six high-risk areas are:
DOD Weapon Systems Acquisition. DOD can get better returns on
its over one trillion dollar weapon system investments by following
knowledge-based practices and developing an action plan for
performance measures.
DOD Approach to Business Transformation. DOD should
accurately track efficiencies gained and costs reduced as it transforms
its business functions through a transition to shared services and
other efficiency initiatives.

27

GAO, Tax Expenditures: Opporlunities Exist to Use Budgeting and Agency Performance

Processes to Increase Oversight, GA0-16-622 (Washington, D.C July 7, 2016)

28 GA0-19-157SP.
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•

DOD Business Systems Modernization. DOD needs to improve
management of its business system acquisitions, improve
management of its portfolio of business system investments, and
leverage its federated business enterprise architecture to identify and
address potential duplication and overlap across systems.
DOD Contract Management. DOD faces challenges in how it
defines, strategically manages, and budgets for its contracted
services, which typically account for about half of the department's
$300 billion in annual contract obligations.
DOD Support Infrastructure Management. DOD needs to better
align its infrastructure capacity with its force structure needs and
achieve efficiencies by reducing both excess infrastructure and base
support costs, and maximizing the use of its underutilized facilities.

•

DOD Financial Management. DOD needs to assure that leaders
across the department continue to improve their efforts to address
long-standing financial management problems.

Added to GAO's High-Risk List in 1995, DOD's financial management
continues to face long-standing issues, such as ineffective processes,
systems, and controls. DOD remains one of the few federal entities that
cannot accurately account for, and report on, its spending or assets. In a
positive development, DOD underwent the first agency-wide financial
statement audit for its fiscal year 2018 financial statements. However, the
auditors were unable to express an opinion due to insufficient evidence.
DOD has acknowledged that achieving a clean audit opinion will take
time. DOD established a process to remediate any audit findings and
ultimately to improve the quality of financial information that is most
valuable in managing the department's day-to-day operations. It stated
that over the next several years, the resolution of audit findings will serve
as an objective measure of progress toward that goal. DOD will need to
develop and effectively monitor corrective action plans to appropriately
address audit findings in a timely manner.
In addition, our work has identified a number of actions DOD can take to
help improve the federal government's fiscal condition:
•

Defense distribution centers. In June 2017, we found that, while
DOD had taken steps to increase the use of the Defense Logistics
Agency's U.S. distribution centers, the department also has other
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opportunities to use its entire network of U.S. centers more efficiently
such as by minimizing unnecessary overlap and duplication." We
recommended that DOD assess and direct the implementation of
actions, as appropriate, that can be taken using existing authorities to
close, realign, or dispose of existing infrastructure to more efficiently
use the department's network of U.S. distribution centers. DOD
concurred with this recommendation and in July 2017 began to
assess options to close, realign, or dispose of existing infrastructure to
more efficiently use its network of U.S. distribution centers. DOD
estimated by taking such actions, it could potentially save
approximately $527 million over 5 years.
Department of Defense special and incentive pays. The
Department of Defense obligates billions of dollars annually on special
and incentive pay programs to compensate and incentivize
servicemembers for occupations that are dangerous, less desirable,
or require special skills. In February 2017, we found that DOD needed
to take actions to fully ensure the effectiveness of these programs. 30
These actions include incorporating key principles of effective human
capital management in its special and incentive pay programs to
ensure that the programs are effectively designed and that resources
are optimized for the greatest return on investment. For example,
using non-monetary incentives to increase retention could lead to
program savings totaling tens of millions of dollars annually.
•

Foreign military sales administrative account. The U.S.
government sells defense equipment and services worth tens of
billions of dollars each year to its foreign partners through the Foreign
Military Sales (FMS) program. To cover the program's operating
costs, DOD collects an administrative fee from purchasers and places
it into the administrative account of the FMS trust fund. Since 1989, a
portion of FMS program operating expenses, for military pay and
unfunded civilian retirement and other benefits, have been paid
instead from other appropriated funds.
In 2018, we found that the FMS administrative account had grown to
contain over $4 billion and that it likely would continue to have
sufficient funds to pay for program expenses through at least fiscal
year 2024 even if the account were to cover more annual expenses

29GAO,

Management: DOD Could More Efficiently Use Its Distribution
Centers,
(Washington, D.C .. June 21, 2017)
30GAO, Military Compensation: Additional Actions Are Needed to Better Manage Special
and Incentive Pay Programs, GA0~17-39 (Washington, D.C .. Feb. 3, 2017)
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than expected. 31 Congress could enhance federal revenue by at least
tens of millions of dollars annually through expanding the definition of
allowable expenses authorized to be covered by the FMS
administrative account, thereby likely reducing the need to cover
these expenses with other appropriated funds.

31

GAO, Foreign Military Safes: Controls Should Be Strengthened to Address Substantial
Growth in Overhead Account Balances, GAO-18-401 (Washington, DC .. May 10, 2018)
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Chairman ENZI. Thank you.
I will be here for the whole hearing. So I will go ahead and defer
to Senator Braun to ask questions.
Senator BRAUN. Thank you, Mr. Chairman.
I have been to several Budget Committee meetings so far, and
you would think the things you just talked about would create
alarm or get folks to at least get agitated about it.
I have been impressed by how unalarmed most people are here
about what you just described.
All the things that we have looked at that should be done that
any business would do, I really do not see that happening beyond
what we are currently doing.
Look at the attendance in what I think ought to be the most important committee in the Senate, and yes, there are some other
things going on. But this is not too unusual for committees in general in this place, and I think that is kind of sad too. That is what
we are here for.
I want you to maybe go into some things that might describe
what happens—because the other day we talked about will it be an
interest rate and debt placement crisis first. Will it take us to get
to 2026 when we are 91 cents on the dollar in a trust fund capability in the Medicaid Trust Fund?
So I would like to ask you two things. Since we do hardly anything here preemptively, where you would in any other business,
State government, whatever it would be—you would take these
signs and do something about it before you had the hard accountability that always occurs.
Why do not you describe what would happen if we do not do anything, because I think there is a good chance that come ’24, 2025,
we are still going to be talking about it.
You mentioned full faith and credit of the government. How
would that end up working—and I am sure you have thought about
it—if we just have to start cutting programs?
I think at some point, that is a more likely cure to what ails us
here than us fixing it before we get there.
I think there is going to be plenty of time for another round of
questions, so I want to talk about the income side of the ledger. I
will do that on a second round.
So why do not you describe for us and the public how that would
happen, and would it be that catastrophic in the sense if were
forced to, because we could not borrow the money, starting making
the decisions then that we should be making now?
Mr. DODARO. I think that the longer you wait to make these decisions, the more draconian the changes will have to be made. I will
give you a couple examples that are right around the corner.
In the multi-employer portion of the Pension Benefit Guaranty
Corporation, that is about 11 million Americans, and by 2025, that
fund is going to be insolvent, which means if their companies go
bankrupt, the Government will only be able to step in and give
them a pension, an annual pension of about $2,000, hardly adequate. So those people are at risk, high risk, and the Government
would fail them.
When the Medicare situation hits in the Hospital Trust Fund,
that will have enormous repercussions, and that fund was sup-
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posed to operate on a self-funded basis over time. And this is something that has been known well in advance, but it will have consequences for people on Medicare.
And every day in this Country, 10,000 people a day on average
turn 65. So every day more and more people are being added to
Medicare. So I think it will affect millions of Americans.
Social Security would require a 23 percent cut, and many Americans, particularly low-income people, rely almost exclusively, if not
primarily, on Social Security. That would be disastrous to them
and to the economy.
The federal government is not managing the debt situation well.
The United States gets great credit ratings by the bond-rating
agencies in the international market area because of the strong
economy, and that the United States is able to honor our debts and
has never defaulted on a debt payment of any significance. And so
this is very important. The U.S. dollar is the world’s reserve currency. The United States has the deepest and most liquid Treasury
markets in the world and that helps in world finance. I think the
consequences of this, by the way, will not be just limited to the
United States. I think it will have global consequences if the
United States ever defaulted on the debt payments, just as the
same as when the United States did not deal with the Fannie and
Freddie Mac and other things during the last global financial crisis
in enough advance notice. That is a good example of what can happen.
Interest rates is another area, if they spike. The United States
has been extremely fortunate that interest rates have been low. If
interest rates spike—it could precipitate a crisis in confidence in
the Government’s ability to manage its affairs. I think could lead
to a fiscal crisis at that point. CBO has alluded to this and others
as well, and I think that if things happen there, they will happen
fast.
Because the debt base is so huge and it has to be refinanced
every year, it is not just new debt that would be affected. It is old
debt that has to be refinanced, and a lot of it is short-term debt.
So at any one point in time, we not only have to come up with a
trillion dollars for new debt, we have to refinance anywhere from
an additional seven, eight trillion dollars.
So the interest rate exposure is enormous, and this could precipitate a crisis.
And the bond-rating agencies are keeping an eye on this, by the
way. I mean, Standard & Poor’s already lowered, back in 2011, the
Federal Government’s bond rating to AA+ from AAA.
Now, Fitch and Moody’s have not done that yet, but they have
signaled that they are paying attention to this.
If that happens, investors will demand more interest to purchase
government debt, and that could precipitate those events that you
talk about.
Senator BRAUN. We are out of time here, and for my benefit and
other members of the committee, I get the feeling you might be
able to put together a chronology and what these events might be
that you mentioned once we did get to the point where we either
did not increase the debt limit or where these automatic cuts would
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kick in. Is that something your office could kind of put together to
the ability of ‘‘got to do it’’?
Mr. DODARO. Yes. In fact, we have a little bit of that in our prepared testimony. We could add some additional things.
Now, you would have to make some assumptions, obviously.
Senator BRAUN. Make some assumptions, and I would like the
top 10 list of what would go.
Mr. DODARO. Yes.
Senator BRAUN. I think that is going to be the way we simply
sell this to other members of the body and to the public in general.
Mr. DODARO. Yes.
But I do not think people understand the significance of the gap
that we have right now. If you wanted to just stay at the 78 percent of gross domestic product—the debt-to-GDP ratio, you would
have to cut expenditures by 27 percent now and keep that over the
next 75-year period, or conversely, if you just dealt with the revenues, you would have to raise revenues 37 percent now and keep
that over that period of time.
Those things are not palatable right now, but the extent to which
the debt-to-GDP ratio grows, that is the magnitude of the changes
that we are dealing with. And that does not even consider natural
disasters, economic downturns, et cetera, other policy issues that
would come up.
So this is a very significant situation that I believe requires Congress’ attention now.
Senator BRAUN. Thank you.
Chairman ENZI. Senator Van Hollen.
Senator VAN HOLLEN. Thank you, Mr. Chairman, and thank you,
Comptroller General, for your work.
And I will just pick up where you left off, talking about the debtto-GDP ratios, because when we are looking at the exposure we
have got as a country to rising debt, you would agree that that is
the best measure, right? That looking at the debt-to-GDP ratio
rather than looking at the nominal number, that is a much better
gage, is it not?
Mr. DODARO. Yes. That is used as a country’s ability to repay its
debt.
Senator VAN HOLLEN. Right.
Mr. DODARO. It is pretty much an international standard.
Senator VAN HOLLEN. Yeah. And when you are looking at sort
of macro trends over time, it also makes sense, does it not, to look
at expenditures, Federal expenditures as a percentage of GDP, and
Federal revenue as a percentage of GDP?
Mr. DODARO. That is correct.
Senator VAN HOLLEN. And as you said, the equation on deficits
and debt, of course, on the one side, you have got expenditures, and
on the other side, you have revenues, correct?
Mr. DODARO. Yes.
Senator VAN HOLLEN. So I just want to go over a couple sort of
facts here. If you look back not long ago in the scheme of things,
we had a series of tax cuts. We had tax cuts under George W.
Bush. We, of course, had the 2017 Trump administration tax cuts.
We had the Iraq War. We had the Great Recession.
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Do you know if you go back to look at the last time we actually
had a balanced budget, that was in the year 2000?
Mr. DODARO. Right.
Senator VAN HOLLEN. Do you know what our revenues as a percent of GDP were, roughly?
Mr. DODARO. I think it was about 18 percent.
Senator VAN HOLLEN. I think my figures—and I would like you
to confirm them—actually we were closer to 20 percent, okay?
Mr. DODARO. Okay.
Senator VAN HOLLEN. And the reason I mention that is that
today I believe they are around 16.5 percent of GDP. Does that
sound right to you?
Mr. DODARO. Yes.
Senator VAN HOLLEN. So when you are looking at the outlays of
GDP, as we said earlier, outlays and revenues as presented, it really does make sense to look at those percentages over time. And I
just think it is important for the committee to note—this is the
Budget Committee—that we have dropped significantly in terms of
revenue as a share of GDP, and you would agree that is a better
way to measure it than nominal revenue, tax dollars.
Mr. DODARO. Yes.
Senator VAN HOLLEN. Yeah. Because we often hear from our colleagues that we have nominal revenues coming in at an all-time
high, but is it not kind of obvious that as the economy grows over
time, even at a given tax rate, you are going to get more dollars
in absolute terms?
Mr. DODARO. Yes.
Senator VAN HOLLEN. So I hope, Mr. Chairman, for the same
reason, I agree with you we should look at our debt as a percentage
of GDP, that the committee needs to measure both expenditures
and revenues as a percent of GDP if we are going to have a logical
conversation, because the fact that we happen to have more absolute dollars in revenues is simply a function of the fact that the
economy grows over time.
Mr. DODARO. I think, Senator Van Hollen, this problem is so big,
you cannot solve it by just doing expenditures alone or revenues
alone. Both have to put everything on the table, and you have to
deal with entitlements as well as discretionary spending. So I think
everything needs to be considered in a proper proportion.
Senator VAN HOLLEN. Look, I believe you have to look at both
parts of the equation too.
I mean, I would point out that when it comes to health care, prescription drug costs are through the roof, and many of us have
talked about ways we can reduce the Medicare component of prescription drug costs, whether it is Medicare or Medicaid. So I do
believe there are ways to address those expenditures as well.
The GAO recently released its annual assessment of our Country’s missile defense programs, and this year’s addition paints a
particularly bleak picture of the state of our missile defense activities. It notes that the Missile Defense Agency, quote, ‘‘did not meet
its planned goals,’’ unquote, and only completed 65 to 70 percent
of its planned deliveries and tests for Fiscal Year 2018. For the
most part, the GAO report amounts to a catalog of failures, technical snags, cost overruns, and cancellations of entire programs.

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00366

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

lotter on DSK11XQN23PROD with HEARING

361
So based on the GAO report’s finding and conclusions, the Missile Defense Agency, is it following, in your view, fiscally sound
policies and sound acquisition measures?
Mr. DODARO. They have gotten better over time, but they are not
following it to the extent that we think they need to.
I would call to the table Ms. Cristina Chaplain, who is our expert
in the missile defense area, to give you a little bit more details on
it.
But they have a tough job because they are pressured to get
things done quickly; however, they are making their job more difficult by not following all sound procedures. And we have made
many recommendations in this area.
Cristina.
Ms. CHAPLAIN. Yes. Some of the areas they can really improve
in are producing realistic schedules, not overlapping acquisition
with other key acquisition activities.
You always hear about that ‘‘fly before you buy,’’ and they kind
of do the reverse over and over again.
Seeking more robust input from the intelligence community, the
warfighters, we often find that some of the concerns expressed are
not heeded.
And testing the missile defense system more rigorously and
being sure not to fly targets when they are brand-new—do not test
them in the middle of a huge complex test. So there is a lot of
progress that still needs to be made.
Senator VAN HOLLEN. I appreciate that. I think it is the difference between following the science and engineering and trying
to meet a political target, which are often unrealistically set.
I thank you.
Thank you, Mr. Chairman.
Chairman ENZI. Thank you.
Senator Johnson.
Senator JOHNSON. Thank you, Mr. Chairman.
General Dodaro, your knowledge range is pretty impressive here,
but I appreciate you putting together this report.
On page 9 of your report, figure No. 5, I was surprised by this.
It talks about the daily average number of people turning 65.
My impression always has been that we had a baby-boom bubble,
and after 30 years—if we can get through the 30 years in terms
of the entitlements for baby boomers, we are in better shape. This
shows just the opposite. If anything, it dips a little bit, but then
it grows by 2045 to over 11,000 a day. Can you just explain that?
Mr. DODARO. That is primarily due to the fact that life expectancy is growing longer. [Clarification: Also the portion of the population age 65 or older relative to the portion under age 65 is increasing due to lower fertility rates.] But it is mostly life
expectancies.
Senator JOHNSON. But again, this is the number of people turning 65.
Mr. DODARO. Right.
Senator JOHNSON. So our population is growing large enough,
even with the lower birth rate? Still 11,000 people are going to
turn 65?
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Mr. DODARO. Yes. We are going to a point where we will have
about one in five people in the United States will be 65 or older
by around 2030.
I asked the same question when I saw it. I was under the same
impression you were, and the team explained to me, no, these are
the statistics.
Senator JOHNSON. One thing that has always baffled me, particularly in this almost decade of historically low interest rates, I think
we have lengthened the maturity profile of our debt but not all that
dramatically. Is there a reason for that, and would you recommend
that we really start buying longer bonds and locking in interest
rates over a long period of time?
Mr. DODARO. We have looked a little bit at that issue. We are
having current work done right now.
I have raised the same questions myself. I mean, there are two
big questions I have. One is, Who is going to lend the United
States all this money in the future? At what rates? And then what
should be the mix of types of debt instruments? So we are studying
that issue right now. I do not have an answer for you now, but we
will.
Senator JOHNSON. Right now, when people are literally investing
and getting a negative interest rate, my guess is there is a fair
amount of capacity for even trillions of dollars’ worth of debt.
So yeah. If you can complete that study, I think it would be very
helpful.
Mr. DODARO. I agree.
Senator JOHNSON. Obviously, if you go to the market and you try
to buy more long bonds, the interest rates might bump up, but
again, you have got a great deal of demand for security and safety
right now. And I think we could do a far better job of lengthening
that maturity rate.
In the remaining time I have, I would kind of like to just go
through the scenario. I have been, quite honestly, shocked. I ran
in 2010 because we were $14 trillion in debt, and now we are over
22. I would have thought something had to give, but it has not.
We are still the world’s reserve currency. So my concern is China
continues to grow. Certainly, China and Russia and Brazil and
India, they talk about that basket of currencies starting to replace
or supplant the dollars of the world’s reserve currency. Is not that
what is keeping us going right now? You can say this could collapse
very quickly or interest rates spike very quickly. Can you just kind
of go through that scenario?
Mr. DODARO. Yes. Well, I think one of the reasons, everything is
relative in this standpoint. The European Union, for example, is
having their difficulties at this point in time because, at one point,
they were supposed to be on the ascent in that area.
China has its issues that it is dealing with.
So I do not think the United States can always count on the fact
that it will have the most robust economy in the world just because
other people are having trouble. The United States is able to be
more resilient and have better credibility and political stability and
a lot of confidence in the marketplace.
The issue right now is—the scenario that I am concerned about
is a spike in interest rates suddenly for the reasons I mentioned
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to Senator Braun and for what you said because a lot of the debt
has to be refinanced every year.
It will have an immediate effect on the United States’ ability to
be able to do this.
The other thing is that the United States has become fairly dependent on foreign investors to buy its debt. Forty-one percent of
the debt now is held by foreign sources, largely by China and
Japan. Now, given renegotiations with other countries right now on
a wide range of issues, there could be some spillover effect as well
into who is purchasing the debt and why and what their strategy
would be going forward in a more global diplomatic sense.
Senator JOHNSON. Well, thank you, Gene.
Thank you, Mr. Chairman.
Chairman ENZI. Thank you.
Senator Whitehouse.
Senator WHITEHOUSE. Thank you, Mr. Chairman.
Welcome, Mr. Dodaro.
The Select Committee on Budget Process and Appropriations Reform unanimously adopted an amendment that would have
changed our Senate budget process to allow for what I call a ‘‘bipartisan bypass,’’ leaving the existing process in place. But if you
could get bipartisanship providing a route for that to travel and it
had a number of characteristics, one is that your target was a debtto-GDP ratio, and I gather from your testimony today that you
think that is the right target. Whatever the number is, that is the
right metric, correct?
Mr. DODARO. Yes, that is correct.
Senator WHITEHOUSE. And the second is an element of time because whatever debt-to-GDP ratio you choose as your target, we
are probably, I think you will agree, not going to get to in a year?
Mr. DODARO. That is correct. I mean, depending on your target,
but I think time is an element of this.
Right now there is no target.
Senator WHITEHOUSE. But the goal is to establish a target and
establish a glide slope to that target——
Mr. DODARO. Yes.
Senator WHITEHOUSE [continuing]. And then establish some
alarm bells that ring along the way when you get off that glide
slope.
And I would add that we have also observed on the Select Committee quite unanimously that the elements of the debt or the deficit arithmetically are health spending and appropriated spending
and tax spending and revenues, and that unless you are looking at
all of those elements—I am setting Social Security deliberately
aside.
Mr. DODARO. I understand.
Senator WHITEHOUSE. But less you are looking at all of those elements, you are not even arithmetically able to calculate debt and
deficit.
So it sounds to me like from what you have said here in the
hearing that you are in general agreement with all of those principles?
Mr. DODARO. That is exactly right.
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And right now the tax spending you mention or tax expenditures
is not reviewed by anybody——
Senator WHITEHOUSE. Correct.
Mr. DODARO [continuing]. On a regular basis, and that is, the
last estimate, somewhere around——
Senator WHITEHOUSE. That is by special interest of themselves.
You do not have to come back every year to have your appropriation renewed. You bake it into the Tax Code and walk away a winner.
Mr. DODARO. Right, right.
And what controls we have in place right now through the Budget Control Act from 2011 focused primarily in discretionary spending, it is too narrow.
Senator WHITEHOUSE. Yeah. Well, that is good to hear.
The second thing is that under the leadership of Chairman Enzi,
we are trying to work towards an agreement in this committee on
which of those voluntary elements from the bipartisan bypass could
actually become part of the actual required process, the standard
process of this committee.
So, if you do not mind, I would like to have you suggest to us
what your recommendations would be in those specific categories,
setting aside the bipartisan bypass. I think we have agreement in
terms of an actual change in the basic budget process of this committee. Would you recommend targeting a debt-to-GDP ratio?
Would you recommend a glide slope to that, that that would be
part of what is fixed? Would you recommend that there be warnings so that people know when we have gotten off the glide slope,
and if so, what those warning bells might look like, what you would
recommend? And finally, confirm that, in your view, health spending, tax spending, appropriate spending, and revenues are the necessary parts of any factual and arithmetically correct calculation.
Mr. DODARO. Yes. No, I am in agreement with all four of those
areas that you mentioned.
Senator WHITEHOUSE. Okay. That is great.
Mr. DODARO. The warning signs and bells and things, I can give
some additional thoughts.
In fact, the work we are doing now for Chairman Enzi——
Senator WHITEHOUSE. Could I ask you to give those in writing?
Mr. DODARO. Yes.
Senator WHITEHOUSE. That would be helpful.
Mr. DODARO. The work we are doing now, we are looking at the
fiscal rules used by other countries, and most of them use multiple
indicators along the lines that you have mentioned, both in the
guide for revenues and expenditures, and allow for exceptions, and
so——
Senator WHITEHOUSE. Let me turn to another topic because my
time is winding down.
Mr. DODARO. Sure. All right.
Senator WHITEHOUSE. GAO has written a report. I am quoting
from an article about your GAO report: The Government Accountability Office found that the increasing frequency in scale of disasters as well as the Federal Government’s role in funding recovery
and flood and crop insurance make climate disaster a high risk for
Federal fiscal exposure. GAO reported the Federal recovery efforts
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alone have cost nearly half a trillion dollars since 2005. To put that
spending in context, it represents approximately $4,000 out of the
pockets of every American family, and that leads on to the conclusion that addressing climate change is not only an environmental
imperative, it is critical to our Nation’s economic security.
In the report that was thus described, you were looking primarily
at the risk to those specific Federal programs; is that correct?
Mr. DODARO. It would be the overall risk from economic issues
as well, but it is mostly Federal Government fiscal risk. So it is the
risk to those programs, flood insurance, property insurance.
Senator WHITEHOUSE. Where you have to rebuild things——
Mr. DODARO. Yes, right.
Senator WHITEHOUSE [continuing]. Would be another one.
Mr. DODARO. Right. But also—go ahead.
Senator WHITEHOUSE. There are two risks that are floating
around out there.
This will be my last question. I am sorry to go over.
There are two risks that are floating around out there that are
getting a fair amount of attention. One is the risk of a coastal property value crash as the threat of sea level rise basically backs into
the rear end of a 30-year mortgage, and the owner cannot sell because the next buyer cannot get a 30-year mortgage.
And Freddie Mac and insurance publications and a whole variety
of people who are not in the environmental community are starting
to raise warnings about that risk.
The other is the carbon asset bubble, that the fossil fuel industry
has not accurately disclosed what its asset—what its reserves are
and which ones are truly recoverable in a carbon-constrained
world. And there, you have got the Bank of England and the Bank
of Canada and I think 30 other national banks and Mercer and
Standard & Poor’s. It is a whole variety of very expert—again, not
environmentalists—people who are risk evaluators.
Have you looked at those two specific risks, coastal property
value crash a la what Freddie Mac talked about or the carbon asset
bubble that Mark Carney and the Bank of England have been so
energetic on?
Mr. DODARO. No, not yet.
Senator WHITEHOUSE. Okay. I will ask you to do that, then, and
I thank the Chairman for his time.
Chairman ENZI. Thank you. Thanks for your participation and
coming up with some answers on these things.
I would mention that I met with Senator Kaine, and he is vigorously working on the debt-to-GDP and other measures to fit into
a glide slope and was very excited about that.
Senator WHITEHOUSE. He is one of our cosponsors.
Chairman ENZI. Yes, yes.
What has the GAO found regarding the efficacy of fiscal rules
with other countries—you touched on that just a moment ago—to
meet their long-term fiscal challenges. Have you discovered any
that are particularly effective at this point?
Mr. DODARO. Not yet. Our research has just been initiated. We
are looking at that, and it is going to require us to take some time
to ferret it out because in almost all cases, Senator, there are multiple factors that each country uses. Most countries use at least two
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or more different rules as part of their fiscal targets, fiscal rules
regime. European Union uses three or four different ones. So we
are going to have to figure out which ones are the more effective
ones, and it may be that there is a package that needs to be suggested. But also, we need to look at whether or not what other
countries do can work in this political system and in this economy.
So we are going to look at those issues.
We will have more specific recommendations, but the most important things that are clear right now is that it is used primarily
to contain the growth of additional debt down the road and that
several factors are important.
One is to pick the right factors to focus on. In other words, you
have got to figure out what your objective is. Is it to control the
debt and annual deficit? Is it to control revenues or expenditures
or a combination of those factors?
Second thing that is important is an adherence to whatever the
targets are over time because you can pick the right targets, but
if you do not, you make too many exceptions.
Now, they all have what they call ‘‘escape clauses,’’ so that if
something dramatic happens, you can use some flexibility, but adherence to whatever the rules are is important. Many of them have
outside independent commissions that provide advice on their ability to hit those targets over time.
And so those are the things we know right now, but we will
know more when we finish our research.
Chairman ENZI. Is Israel one of the countries that you are looking at? I had an interesting meeting with them where they laid out
some formulas that they use that they have to meet.
Mr. DODARO. Well, we will consider talking to them.
Chairman ENZI. Okay. Last year the Convergence Center for Policy Resolution published a number of interesting proposals for improving our broken budget process. One of the recommendations
was to have GAO conduct periodic long-term reviews of major programs and spending portfolios. These reviews would evaluate the
performance of different programs with a shared policy goal and
determine which were the most effective and which need to be improved. What do you think of that proposal or any refinements that
you——
Mr. DODARO. Yes. Well, I would be happy to entertain a request
to do that. It would be a very time- and resource-intensive request
because many Federal programs have not been evaluated at all, as
I have discussed with you before in this committee.
I do think what they are suggesting is a management responsibility, because the agency should be doing that for individual programs and activities. Individual federal agencies, however, would
not be able to look at it on a portfolio basis because, as you pointed
out, there are 160-some housing programs across multiple agencies.
OMB really does not have the capacity to do this.
So I would be willing to consider, particularly doing a pilot, to
see how we could go about doing this, but we are going to need
help from the Congress in getting the agencies to comply with already existing statutory requirements. There is no comprehensive
program inventory right now. Many programs have not been evaluated, despite the Government Performance and Results Act. Also,
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Congress has passed the evidence-based policy requirements now
that would be helpful if they are implemented effectively.
So we are willing to tackle this issue, but we will need congressional help, and we will need to pilot the approach. But I think it
needs to be done. I think it is a great idea.
Chairman ENZI. Who would you suggest would be the best to
compile this inventory of programs? I am very intrigued by that.
Mr. DODARO. Well, the Congress has already given a statutory
responsibility to OMB, and they just have not done it.
Chairman ENZI. We will continue to press on that, then. I think
that is one of the biggest things that we can do.
My time on the first round has expired, so I will go back to Senator Braun.
Senator BRAUN. Thank you.
Senator Johnson mentioned reserve currency. I think he is right
on, and you talked about it a little bit as well. I think if that ever
changed—and the euro was headed to be a reserve currency—we
would be feeling the pain currently. We would not have as much
maneuverability.
Senator Van Hollen and the other side always brings up the idea
of income. I am interested in that as well. I think you have got to
be careful. I think the Tax Cuts and Jobs Act did get close to the
sweet spot, since our revenue, I think, has been better than what
it was forecast by the CBO. February, we actually generated more
in ’19 than we took in, in ’18, which is a good sign.
Have you done any income modeling? Because that is the other
side of the equation. In my opinion, high liquid incomes have the
capacity to pay more taxes. They are currently lumped in with
passthrough entities, which are the productive part of our economy,
Sub S’s, LLCs. They create all the jobs.
Have you done any work on seeing what we could generate in income without tanking the economy or at least starting the impacted? I think that is an honest discussion we have to have.
Mr. DODARO. Yes. I agree with you. No, we have not been asked
to do that and would be happy to figure out what would be appropriate to us. Typically, it could be either CBO or the Joint Committee on Taxation.
Senator BRAUN. I have asked the CBO, and they did not seem
like they had much interest in it or capability to do it.
Mr. DODARO. Well, it is a high-risk endeavor to take on the
project.
Senator BRAUN. I would not hold you accountable at all. I just
wanted to know if you had an idea.
Mr. DODARO. Yes. Let me give some thought to how we could do
it, and I would be happy to do anything I think would be helpful
to deal with this situation.
Senator BRAUN. Think about that in terms of true——
Mr. DODARO. I will make a deal with you. I will think about that,
but help us address the tax gap that is already in place. There is
over $400 billion a year that should be coming in that is not. The
United States is only 83 percent compliant. Before you ask people
to pay more, Congress should make sure that people are paying
their fair share now under the current tax laws.
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We have asked Congress to regulate paid tax preparers right
now. According to our analysis, the paid tax preparers——
Senator BRAUN. What was that gap again? How much?
Mr. DODARO. $406 billion a year.
Senator BRAUN. So almost half of the deficit?
Mr. DODARO. The deficit, right. And you have improper payments
going out that are $151 billion in fiscal year 2018, and that, I believe, is a conservative estimate.
So there is a lot of money, a lot of leakage, money going out that
should not go out and a lot of revenue that should be coming in
that is not.
If you did require more electronic filing of returns, third-party information reporting, gave IRS math error authority and regulate—
give them the authority to regulate tax preparers, I think you could
make a major dent.
Our analysis of IRS data shows that returns prepared by paid
tax preparers have a higher error rate than people preparing their
own return. So I think——
Senator BRAUN. Is that across all tax brackets, or is that isolated
in the——
Mr. DODARO. I would have to look and give you an answer, a specific answer on that.
Senator BRAUN. I would be interested to know that too.
Mr. DODARO. Okay.
[The information follows:]
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We have not examined this issue by tax bracket. However, in 2014, we reported that, overall,
returns prepared by a paid preparer showed a higher estimated error rate-60 percent-than
returns prepared by the taxpayer-50 percent. Errors in this context changed either the tax due
or the amount to be refunded. 1 These data are for tax years 2006-2009.

1

GAO, Paid Tax Return Preparers: In a Limited Study, Preparers Made Significant Errors, GA0-14-467T
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Senator BRAUN. And then along with it, I think it would be real
valuable if you could come up with an easy-to-understand chart
that as you raised taxes within each category, how much would
that actually generate, because I think you mentioned a 36 percent
increase——
Mr. DODARO. Yes.
Senator BRAUN [continuing]. Or either a 25 percent cut was what
you would need now, which is politically not palatable.
Mr. DODARO. Right.
Senator BRAUN. But I asked the CBO to do the same thing as
well and the Tax Foundation to give me some easy information
that shows as you would raise rates within brackets, what that
would do. I think that is another way, along with the chronology
on the top 10 hits that the budget will take, once you get to the
threshold of automatic cuts would be the other side of the equation
to depict the reality of what revenue generation would be about.
Everybody talks about it abstractly here. Nobody is explaining it
particularly.
Mr. DODARO. Okay. We will look at it.
Senator BRAUN. Thank you.
Mr. DODARO. We will go give it the old college try.
Senator BRAUN. Thank you.
Mr. DODARO. You’re welcome.
Chairman ENZI. Senator Whitehouse.
Senator WHITEHOUSE. Thank you, Chairman.
I read from an article during my time with Director Dodaro, and
I just wanted to follow the proper protocol and ask to have the article put into the record, and I want to also thank your staff for the
courtesy of being willing to take care of that if I could not get back
in time.
Chairman ENZI. Without objection.
[The information follows:]
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Disasters are getting worse and we need a
new plan
By Josh Sawislak, opinion contributor- 05/30/19 06:00 PM EDT
The views expressed by contributors are their own and not the view of The Hill

I couldn't seem to tum on the TV this week without being inundated with coverage of the
ongoing floods and tornadoes in the Midwest. The dearth of other content is not just due the
things are genuinely getting worse on the disaster
doldrums of the sports and political seasons
front. Much worse.
The horrible scenes of twister damaged homes across the Midwest and continuing flooding along
the entire Mississippi River merely displaced the stories on recovery efforts from the Hurricanes
Maria, Irma, Harvey, Michael as well as the Camp Fire and other drought enflamed disasters in
California and the Western U.S.
The Fourth National Climate Assessment predicts more frequent and severe storms, longer and
more severe droughts, and the continued and likely accelerating rise of sea levels. All of this will
only add to the challenges faced by states, counties and municipalities that are on the front lines
of these disasters and to the taxpayers who foot the bill for the hundreds of billions in recovery
and rebuilding costs
The Government Accountability Office found that the increasing frequency and scale of disasters
as well as the federal government's role in funding recovery and flood and crop insurance, make
climate disaster a high risk for federal fiscal exposure. GAO reported that the federal recovery
efforts alone have cost nearly half a trillion dollars since 2005. To put that spending in context, it
represents approximately $4,000 out of the pockets of every American family. Congress will
either have to put our nation further into debt or shift the burden to our taxpayers. Addressing
climate change is not only an environmental imperative, it's critical to our nation's economic
security.
It is clear that we have learned a lot about how to respond to, and recover from, major disasters.
In the past 40 years. federal agencies, state and local governments, and the extensive network of
volunteer organizations such as the American Red Cross, Habitat for Humanity and the Cajun
Navy deserve much credit for their growing ability to save lives and help rebuild communities.
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It is also clear that just getting better at response and recovery will keep us on the defensive,
always playing catch-up. More importantly, the focus and investment post-disaster does little to
keep us safe in the first place. We have to retire the old approach that we can just come in after
even ifwe rebuild stronger. Ask anyone who lost their home,
the storm or fire and rebuild
business, community or especially a loved one to one of these disasters. They will tell you that as
appreciative as they are for the world-class support from governments and volunteers, it's small
comfort for the trauma and years of personal recovery they face. We need to get ahead of the

372
curve by investing in resilient communities and infrastructure so fewer families have to live in
devastation.
Congress is beginning to address this. While some members seemed locked in a partisan fight
that is keeping funding from stonn and fire ravaged communities in Texas, Florida, Puerto Rico,
and California, Congress did add a program in the 2018 Disaster Recovery Reform Act that
shines a ray of hope on efforts to be more proactive in disaster mitigation. The creation of a
National Public Infrastructure Pre-Disaster Mitigation fund, which FEMA plans to implement
through a new program called Building Resilient Infrastructure and Communities allows FEMA
to invest in communities before a disaster strikes. Research by the National Institute of Building
Sciences found that just building to the current resilient building codes returns 11 times the cost
of the initial investment. FEMA's new program will allow several hundred million dollars in
resilient investments to move forward each year without having to run the congressional
appropriations gauntlet, but this is really just a small start.
FEMA's new pre-disaster fund represents only six cents for every dollar spent on reactive
recovery. We need to help communities rebuild, but we also need to be serious about investing to
make our communities safe from the corning storms, fires, and other climate threats. While
construction to current resilient building codes is the right answer for new construction, it
doesn't address the vast balance of structures built on codes that are old and don't address the
new science and technology of climate resilience. We need to invest in fixing or replacing our
failing infrastructure and ensuring that all new construction is resilient to future risks
or we
will face this problem all over again.
This doesn't mean that the federal government alone shoulders the entire responsibility. A
successful resilience strategy will only work ifwe bring both the public and the private sectors
into the fight. Resilient building codes are one example, but we also need to value and
incentivize resilient investments for everyone.
There is a silver lining to our climate challenges
economic growth. Americans are very good
at innovating and building and we can leverage our need to be more resilient by growing the
economy with good resilient and sustainable jobs. Some of these jobs are found in building,
upgrading and maintaining our new and existing infrastructure to make it resilient to the
increasing risks from a climate-impacted world.
Not only can we put Americans to work building our resilient future, we can take the lessons we
learn in that effort and export it to the rest of the world. This is an approach that works for all
Americans and provides a strong economic as well as environmental future for people in all parts
of our nation and the world.
This is what we did to become world leaders in democracy, agriculture, manufacturing and
technology in the previous centuries, and we can do it with climate in the 21st century. Climate
change is real and addressing it is literally an opportunity we can't afford to ignore.
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Josh Sawislak served as a climate and resilience official in the Obama White House, HUD and
the president's Hurricane Sandy Rebuilding Task Force. He conducts research and provides
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strategic guidance on sustainability and climate resilience issues for corporations, governments
andNGOs.
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Senator WHITEHOUSE. Thank you, sir.
That is all I have.
Chairman ENZI. Oh, okay. Thank you.
Earlier there was a question about the percentage of revenue
when the budget balanced back in ’97, ’98, whenever that was.
When they did that, was the revenue from the excess Social Security money counted as part of that revenue that balanced the budget?
Mr. DODARO. That is a good question, Senator Enzi.
I do not—it was?
Ms. IRVING. By budget——
Mr. DODARO. This is Sue Irving, our budget expert.
Ms. IRVING. In 1969 when we went to the unified budget, they
decided to count all money that comes in and all that is paid out,
so yes that revenue was counted. Because the transfers are within
the Government, at the time of the balanced budget, revenues in
2000 of about 20 percent, and in 2001, 18.9 percent. The Budget
did include both the revenues to the trust fund and the spending
from it.
Chairman ENZI. And where are we now on those excess revenues?
Ms. IRVING. Well, there are no excess revenues to the Social Security Trust Fund. Indeed, the trust fund also receives revenues
from the income tax since if you, like I, pay income tax on your Social Security benefits, that income tax does not go to the general
fund. It goes into the Social Security Trust Fund.
Chairman ENZI. Thank you. Thank you for that answer.
We have talked before about trying to get the executive agencies
to list their programs, but another thing that I think you have
mentioned before is eliminating some of the material weaknesses
in the internal control over financial reporting.
What kind of challenges will the executive agencies need to overcome to have reliable financial statements? Have you identified any
opportunities for Congress to help?
Mr. DODARO. Yes. First, I am very pleased with the progress.
Right now the largest 24 agencies in the Federal Government, 22
have an unmodified or clean opinion, which is a far cry from when
we started back in 1996. Only 6 of the 24 could get an unmodified
or clean opinion at that point in time. So now it is 22 out of 24.
Of the two that are not there yet, one is the Housing and Urban
Development Department—they had a clean opinion at one point.
They had to take on a portfolio of difficult loans during the global
financial crisis, and they are having difficulties accounting for
those. And so there are some problems, but I am working with
them to try to get them on a proper path.
The other big challenge, Mr. Chairman—I am sure will be no
surprise to you—is the Defense Department, but I am very pleased
with their progress. They have greater leadership commitment
than I have seen since the CFO Act was passed in 1990. They have
a good team working on this.
The DoD-wide audit for ’18 was the first time the entire Department had been under audit since the requirement was in place.
There are lots of findings. They now have implemented our rec-
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ommendation to track the findings, which is important to monitor
to fix the problems.
What Congress can do is continue to have oversight hearings in
this area. I think Defense understands the budget context they are
operating in, and that, they need to become more efficient.
Through the financial audit so far, they have saved millions of
dollars by finding items that were not in their inventory records.
In Jacksonville, in the Naval base down there, they discovered they
had purchased items, $280 million, that were not on the books. So
once they put them on the books, they were able to avoid reordering some items that would save about $81 million. They found
motor parts in Utah in an Air Force base that were listed to be unserviceable, but they really were in good shape. So then they avoided purchasing $53 million more in missile motor parts. So these
are the kind of things that can help them if they have better accountability over their assets and their property as well as their
spending.
Chairman ENZI. Good. I know of some extra parts that are in
Greybull, Wyoming, too, where they did not get to complete the
contract that they were on.
I want to switch to natural disasters. That is one of the fiscal
risks that we have, and I watched it go from $13 billion at the beginning of a week to $19.1 billion by the end of the week. And none
of that, of course, is paid for.
As was mentioned earlier, we have appropriated nearly half a
trillion dollars for these since 2005. How do you think the Federal
Government can improve the way that it handles these fiscal risks
to curtail some of that future spending?
Mr. DODARO. Yes. First, we need a better threshold to determine
when the Federal Government should be involved in a natural disaster.
The current approach is based on a per capita income figure for
the States. That figure was set initially in 1986 and was never adjusted for inflation until 2000. So right now it is $1.50 on a per
capita basis. If it had been adjusted for inflation, the Federal Government, just on inflation alone, would not have been involved in
about 40 percent of the disasters that occurred during a period of
time (2004–2011), and if it is adjusted for per capita income, it
would be higher.
So Congress has now finally required FEMA to come up with a
new, better measure of a State and local capacity to deal with disasters on their won. These obviously are not major disasters, but
there are quite a few disasters that happen.
So, number one, to limit the Federal Government’s fiscal exposure, we should have a better measure to know which ones the
Government should be involved with or not.
This will also prevent FEMA from being stretched so thin when
there are multiple disasters. So that is number one.
Number two would be to have more focus on investing and building resilience in beforehand, rather than always after the fact.
Now, Congress took a step forward in this. I was very pleased with
the Disaster Response Reform Act of 2018, which set up a program
to allow some of the money Congress appropriates for disasters to
be used for resilience building because if you only build to the way
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it was before, which has been the Federal Government approach to
this, it is still vulnerable as opposed to raising the height on buildings or moving the buildings or doing other things.
For example, some of these bridges that were flooded during
Hurricane Katrina, they built them 2 or 3 feet higher to allow for
better protections for future flooding in those areas, so that is important.
FEMA is supposed to have that program in place by 2020, but
Congress needs to stay on top of this. There is no national strategy
for mitigation. We have made that recommendation. FEMA has a
draft one that has not been finalized yet, but this is the issue.
The Institute for National Building Information Sciences estimates for every dollar spent, you could save about $11 by building
in resilience up front over time. So limiting the number of disasters
the Federal Government is involved with, building resilience in,
and then we have also recommended that Congress undertake comprehensive reform for the Flood Insurance Program, Mr. Chairman.
Right now that program owes over $20 billion to the Treasury,
and that is after the Congress, a few years ago, 2017, I believe, forgave $16 billion in debt to that program. The program is not actuarially sound. It does not pay for itself the way Congress intended,
and fully risk-based premiums are not being charged in those
areas.
Chairman ENZI. Thank you.
Did you have additional questions?
Senator BRAUN. Every time I ask a question, it creates more
homework for the Comptroller General. So I am going to not ask
another question.
I want to do a little wrap-up, and I want to thank you for giving
intelligence testimony that I think whoever is watching out there
ought to take seriously. We have talked about three particular
things that will happen if we do not change the trajectory.
Pension benefits will be cut significantly in 2025.
We will have completely depleted the Medicare Trust Fund in
2026, I think only able to pay 91 cents on the dollar at that point
for whatever benefits are out there, assuming that it does not get
more expensive and we do not add to it.
Then in 2034, we deplete the Social Security Trust Fund.
That is not that far away. I have only been here 6 months. We
have known this years, actuarially. I think until we keep repeating
it enough, hopefully it is going to sink in with the American public,
and they ask all of their Representatives and Senators what is
going on.
Whether we get there and look into the abyss of that stuff happening or we are preemptive and make the hard decisions that
need to be made to mandatory spending, there is not enough discretionary left to really impact it with simple eighth grade arithmetic. I do not think that is overdramatizing it.
Thank you for that stuff you are going to put together for me,
and I intend to use that down the road to talk about the income
side of the equation and show how painful that would be to where
we simply need to do what almost all other households, State governments, anybody else would do. They would make the decisions.
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We had the ability to vote on a bill called the ‘‘Pennies Plan,’’
and 2 percent cuts across the board, which in the business world
or anywhere else would not be the end of the world. It actually
starts balancing a budget in 5 to 6 years, meaning that if you just
froze or had somewhere in between, you could fix all this so future
generations would not have to worry about a calamity on their
doorstep.
Thank you.
Chairman ENZI. Do you think if we actually made some cuts that
that would boost confidence in the United States and overseas?
Mr. DODARO. It is always the perspective of where you sit. So I
think it is prudent to make certain selected cuts.
I certainly pointed out a number of areas and recommended to
the Congress where reductions could be made in Federal spending
that would not affect anyone.
Chairman ENZI. Yeah. I am going to congratulate you on your reports on overlapping, duplicative, and fragmented programs.
We have the information. Do you have any suggestions on how
you could encourage us to actually consolidate those programs, particularly the ones that span several agencies?
Mr. DODARO. Yes. Actually, Mr. Chairman, this goes to your
point on fiscal rules and adhering to fiscal rules. Actually, after the
Budget Control Act of 2011—we first started putting out those reports in 2010, 2011-time frame, and when Congress was sticking
to those caps, we actually got more movement on our recommendations than the last 4 years when the caps had been raised.
I am not suggesting a position on that particular point. I am just
making the point that fiscal rules and targets, if they are adhered
to, can create behavior changes that are put in place, and as a result, over half of our recommendations were implemented. And that
saved about $262 billion already.
Now, we have many other recommendations that could save tens
of billions of dollars, would not adversely affect the programs or the
American people, and I want to encourage Congress to take those
up. But there has to be an incentive to do it because there is a constituency for every Federal program and every activity, and somebody will complain. But it is up to the Congress to make those
judgments, and we give our best advice and have given you plenty
of opportunities, both within defense as well as in the health care,
which are the two biggest spending areas.
I think the Medicaid program, especially, I am very concerned
about because half of the expenditures, those in managed care, are
not audited by anyone. I am trying to work with the Administration to get State auditors more involved in auditing those monies
because every Medicaid program is different for the States.
But right now, there is a $36 billion estimate in improper payments for Medicaid. That only accounts for largely the fee-for-service portion of it, which is about half of the expenditures.
So there is a lot of room for tightening our belts in these areas.
It is not going to solve the overall fiscal problems. That is a fiscal
policy decision. But it will make it a lot easier, and it will make
a lot more palatable if the Federal Government is not making as
many improper payments and more people are meeting their tax
obligations.
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Chairman ENZI. Thanks. I am going to shift gears one more time.
I want to find out how you feel about expanding the use of accrual
accounting in the budget. Would the measures provide a more accurate measure of our long-term situation? What do you think the
effect would be?
Mr. DODARO. I think it makes a lot of sense. We recommended
that Congress consider this, particularly for insurance programs,
and also another area would be environmental liabilities.
The reported total number of environmental liabilities in the last
financial statements for the Federal Government is getting close to
half a trillion dollars, and that is not a complete estimate yet. And
even though the Federal Government spends tens of billions of dollars to try to clean up these environmental issues, that liability
keeps growing.
But what accrual concepts in the budgeting process would do was
give you more idea at the time you make the decisions about what
the long-term consequences would be of some of these programs.
Right now a lot of things look appealing but until you look down
the road as to what the implications would be. That is particularly
true for insurance and other liabilities and some of the compensation programs for veterans or Federal employees and others.
So I think it makes sense. It is not always easy to implement,
but there are some areas that are easier than others. But if you
do not ask for it, you are not going to get any improvements in the
reporting.
Chairman ENZI. Right. I am having enough trouble just selling
capital budgeting, let alone accrual accounting.
I remember one time when I was on the Banking Committee, we
had all of the living chief financial officers of the SEC, and I got
to ask them all kinds of accounting questions. It was very exciting
for me.
But my staff, who is watching, noticed that the way the camera
works, it kind of fans out toward the back of the crowd of the person answering, and the person answering and I were the only two
awake. [Laughter.]
Chairman ENZI. So some of the questions we could ask are better
not asked at a hearing.
Mr. DODARO. Well, I have high standards for the GAO people behind me. So I hope that never occurs.
Chairman ENZI. They have done very well, but I have not gotten
into the real questions. [Laughter.]
Chairman ENZI. One thing I noticed in our markup that we had
earlier today is that more things are being moved to mandatory,
and I have not figured out how to stop that escalation. I have
shown the figures on the amount of mandatory and how much revenue they generate, and it is pitiful. But every time we move something there, we show that we can pay for it for the first 5 years,
although that is by borrowing money from the tenth year to move
it back into it. So, yes, we have a lot of progress to make.
And I really appreciate all of the effort that you go to and your
staff go to every day to give us answers. We will see if we can use
the answers instead of just chewing on the covers, but plenty of
work for us to do. And I think it will fit in. You can sense, I think,
that we do have a desire to do some bipartisan changes to make
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this an effective committee. I want to change the name of it to
something like ‘‘Fiscal Control Committee’’ and have the debt ceiling be a part of that process too. As long as we are meeting the
goals, the debt ceiling can be whatever it is, but if the goals are
not met, then we have got to do some surgical cuts.
I think we are getting—and a step-by-step process, some ideas
that might work, and you play a critical role in providing that. And
I will make sure that more people take a little closer look at the
testimony that you have provided today as well as the appendix.
Both of them are well done, and I really appreciate you and your
staff for getting that together and the other questions that you are
working on for us.
And if anyone from the Senate Committee wants to submit questions, they can have until tomorrow night at five o’clock to submit
their questions. We appreciate your answers, as we always do.
Thank you. With that, this hearing is adjourned.
Mr. DODARO. Thank you, Mr. Chairman.
Chairman ENZI. Thank you.
[Whereupon, at 4:39 p.m., the committee was adjourned.]
ADDITIONAL COMMITTEE QUESTIONS
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[The following submitted questions were not asked at the hearing but were answered by the witness subsequent to the hearing:]
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Questions for the Record and GAO Responses
Senate Budget Committee Hearing
Fixing a Broken Budget and Spending Process: Securing the Nation's Fiscal Future
Wednesday, June 26, 2019

Responses to Written Questions from Senator Whitehouse

Whitehouse. Question #1:
In GAO's recent report, "The Nation's Fiscal Health: Action Is Needed to Address the
Federal Government's Fiscal Future," GAO says that "one cannot overstate the
importance of preserving the confidence that investors have that debt backed by the full
faith and credit of the U.S. government will be honored." I have previously described the
debt ceiling as being comparable to someone placing a bear trap in his own bedroom.
1. Would you agree that setting a cap on what our nation is able to borrow to pay for
existing expenditures is equally nonsensical?
GAO Response:
We have previously concluded that this is not an efficient or effective method for delegating
borrowing authority to the Department of the Treasury's (Treasury) and have suggested that
Congress consider alternative approaches both to the delegation of borrowing authority and to
controlling debt. 1

The debt limit is not a limit on creating debt-it is a limit on paying bills already incurred. As we
have pointed out, the debt limit restricts Treasury's authority to borrow, but it does not restrict
Congress's ability to pass spending and revenue legislation that affects the level of debt or
otherwise constrain fiscal policy. Congress usually votes on increasing the debt limit after fiscal
policy decisions affecting federal borrowing have begun to take effect. In other words, Congress
can commit to future federal spending that Treasury does not yet have sufficient borrowing
authority to fund.

1GAO, Debt Limit: Market Response to Recent Impasses Underscores Need to Consider Alternative
Approaches, GAO-15-476 (Washington, D.C.: July 9, 2015).
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2. What would happen to the economy if we were to default on our debt payments?

GAO Response:
A default would have devastating effects on the U.S. and global economies and the public. It is
generally recognized that a default would prevent the Government from honoring all of its
obligations to pay for such things as program benefits; contractual services and supplies;
employees' salaries and wages and retirement benefits; and principal on maturing securities.
Any disruption of these payments would have cascading effects on the economy.

It is difficult to predict all the specific impacts on the economy. However, some adverse effects
that a U.S. Government default for even a short time would have include
•

substantially increasing uncertainty about the economy that could potentially reduce
investment and hiring and thereby trigger a recession. For example, businesses holding
defaulted Treasury securities, could, in turn, find it difficult to meet their obligations,
which could limit their ability to make capital investments necessary for a healthy
economy; and

•

the full faith and credit of the U.S. Government would be questioned, making it costlier
for Treasury to issue new debt to finance government operations.

It is important to note that even the threat of a default can cause market disruptions even if a
delayed payment does not actually occur. For example, disruptions in the financial sector due to
the delays in raising the debt limit, such as the one that occurred in 2013, ultimately result in the
increased costs for providing credit in the economy, either through increases in interest rates or
in transaction costs.

U.S. Treasury securities play a vital role in U.S. and global financial markets in large part
because of their large, liquid, and transparent market, and because investors are confident that
debt backed by the full faith and credit of the U.S. government will be honored. Because
Treasury securities are seen as one of the safest assets in the world, they are broadly held by
individuals-including in pension funds or mutual funds-and by institutions and central banks
for use in everyday transactions.
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3. How might a default affect our nation's borrowing costs?
GAO Response:
The cost of borrowing would increase and the effects would likely be substantial and long
lasting. The confidence investors have that debt backed by the full faith and credit of the United
States will be honored is critical to Treasury's ability to meet its goal of financing the government
at the lowest cost over time.

A default would immediately decrease demand for Treasury securities. Those investors that did
purchase Treasury securities would demand a premium, in the form of higher interest rates, to
compensate for this increased risk. For investors in other countries, including central banks,
Treasury securities are attractive to hold since they are considered by market participants to be
the premier risk-free asset and are denominated in U.S. dollars-the world's dominant reserve
currency. A default could undermine the U.S. dollar's role as the primary reserve currency and
have significant impacts on global demand for U.S. Treasury securities.

Whitehouse, Question #2:
In your recent report, "The Nation's Fiscal Health: Action Is Needed to Address the
Federal Government's Fiscal Future," GAO acknowledges the effect that climate change
has on federal fiscal exposure due to increasing disaster assistance costs.
1. What are the long-term risks to the federal budget from climate change?
GAO Response:
The federal budget does not generally account for disaster assistance provided by Congress or
the long-term impacts of climate change on existing federal infrastructure and programs. We
have reported that more complete information about fiscal exposure could help policymakers
better understand the trade-offs when making spending decisions. 2

We have identified several areas where the federal government faces fiscal exposure from
climate change risks, including programs related to the following:

2GAO,

Climate Change: Opportunities to Reduce Federal Fiscal Exposure, GAO-19-625T (Washington,
D.C.: June 11, 2019) and High-Risk Series: Substantial Efforts Needed to Achieve Greater Progress on
High-Risk Areas, GAO-19-157SP (Washington, D.C.: Mar. 6, 2019).
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•

Disaster aid. The rising number of natural disasters and increasing reliance on federal
assistance are a key source of federal fiscal exposure, and this exposure will likely
continue to rise. Since 2005, federal funding for disaster assistance is at least $450
billion. 3 In July 2015, we reported that the federal government does not adequately plan
for disaster resilience and that most federal funding for hazard mitigation is available
only after a disaster. 4

We have also reported that, due to an artificially low indicator for determining a
jurisdiction's ability to respond to disasters that was set in 1986, the Federal Emergency
Management Agency risks recommending federal assistance for jurisdictions that could
recover on their own.

•

Federal insurance for property and crops. Federal flood and crop insurance programs
are sources of federal fiscal exposures due, in part to the vulnerability of insured
property and crops to climate change impacts. These insurance programs were not
designed to generate sufficient funds to fully cover all losses and expenses. The flood
insurance program, for example, was about $21 billion in debt to the Treasury as of April
2019. Further, the Congressional Budget Office estimated in May 2019 that federal crop
insurance would cost the federal government an average of about $8 billion annually
from 2019 through 2029.

•

Operation and management of federal property and lands. The federal government
owns and operates hundreds of thousands of facilities and manages millions of acres of
land that could be affected by a changing climate and more frequent extreme events.

33This total includes, for fiscal years 2005 through 2014, $278 billion that GAO found that the federal
government had obligated for disaster assistance. See GAO, Federal Disaster Assistance: Federal
Departments and Agencies Obligated at Least $277.6 Billion during Fiscal Years 2005 through 2014,
GAO-16-797 (Washington, D.C.: Sept. 22, 2016). It also includes, for fiscal years 2015 through 2018,
$124 billion in select supplemental appropriations to federal agencies for disaster assistance and
approximately $7 billion in annual appropriations to the Disaster Relief Fund (a total of $28 billion for the
4-year period). For fiscal years 2015 through 2018, it does not include other annual appropriations to
federal agencies for disaster assistance. Lastly, on June 6, 2019, the Additional Supplemental
Appropriations for Disaster Relief Act of 2019 was signed into law, which provides approximately $19.1
billion for disaster assistance. Pub. L. No. 116-20, 133 Stat. 871 (2019).
4GAO, Hurricane Sandy: An Investment Strategy Could Help the Federal Government Enhance National
Resilience for Future Disasters, GAO-15-515 (Washington, D.C.: July 30, 2015).
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For example, in 2018, Hurricane Michael devastated Tyndall Air Force Base in Florida,
with a preliminary repair estimate of $3 billion.

2. What policies and investments can we make today to mitigate those risks?

GAO Response:
In prior work, we have identified a number of actions-based on our prior recommendationsthat remain to be done to help limit the federal government's fiscal exposure to climate change
risks. 5 Among our key government-wide recommendations are:

•

Entities within the Executive Office of the President (EOP) should work with partners to
establish federal strategic climate change priorities that reflect the full range of climaterelated federal activities. EOP neither agreed nor disagreed with this recommendation
and has not implemented it.

•

Entities within EOP should use information on potential economic effects from climate
change to help identify significant climate risks and craft appropriate federal responses.
EOP neither agreed nor disagreed with this recommendation and has not implemented
it.

•

Entities within EOP should designate a federal entity to develop and update a set of
authoritative climate observations and projections for use in federal decision making,
and create a national climate information system with defined roles for federal agencies
and certain nonfederal entities. EOP neither agreed nor disagreed with this
recommendation and has not implemented it.

•

The Department of Commerce, acting through the National Institute of Standards and
Technology, should convene federal agencies to provide the best-available forwardlooking climate information to organizations that develop design standards and building

5GA0-19-157SP and GA0-19-625T. For each of the five areas we identified where government-wide
action is needed to reduce federal fiscal exposure, GA0-19-157SP includes a section on "What Remains
to Be Done". For actions related to federal insurance programs, see pg. 112; for actions related to
disaster aid and resilience, see pgs. 114-115; for actions related to federal government as property
owner, see pgs. 117-118; for actions related to the federal government as the leader of a national climate
strategic plan, see pgs. 119-120; and for actions related to providing technical assistance to federal,
state, local, and private-sector decision makers, see pgs. 121-122.

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00390

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

Insert offset folio 601 here 39734A.222

lotter on DSK11XQN23PROD with HEARING

5

385
codes to enhance infrastructure resilience. Commerce neither agreed nor disagreed with
this recommendation and has not implemented it.

Reducing federal fiscal exposure to climate change risks will also require congressional action
to address other structural challenges in these insurance programs that send inaccurate price
signals to policyholders about their risk of loss or increase the cost of these programs to the
American public. For example,

•

In April 2017, we reported that Congress should consider comprehensive reform to the
flood insurance program to improve its solvency and enhance the nation's resilience to
floods, including funding for flood mitigation and flood mapping. 6 Congress is still
considering various reforms as it works to reauthorize the National Flood Insurance
Program, and it is not yet clear what reforms the ultimate legislation will include. We will
review the status of this item when such legislation passes.

Whitehouse. Question #3:
My proposal, the Bipartisan Budget and Appropriations Reform Act of 2019 (S. 63), would
use debt-to-GDP to establish fiscal targets, and it would set up a year-by-year glideslope
to reach debt reduction goals. In your testimony before the Senate Budget Committee on
June 26, you agreed that using a debt-to-GDP ratio as a means for measuring debt would
be helpful in establishing fiscal targets.
1. Do you have any recommendations for what sustainable debt-to-GDP targets
would look like?
GAO Response:
We do not have specific recommendations for targets because adopting a specific fiscal target
requires weighing the consequences of spending and revenue decisions and their effect on the
federal debt. These are policy decisions that only can be made by elected officials.

In the written statement for the testimony, we provided illustrative examples of various debt
targets (measured as debt-to-GDP ratios) and the changes in revenue and spending that would

6GAO,

Flood Insurance: Comprehensive Reform Could Improve Solvency and Enhance Resilience, GAO17-425 (Washington, D.C.: Apr. 27, 2017).
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be needed to reach those targets. 7 We are examining the European Union's use of its debt-toGDP target as part of our ongoing work for Chairman Enzi on fiscal rules and targets.

When developing sustainable debt-to-GDP targets, policymakers should consider the
magnitude of policy changes needed to achieve fiscal sustainability. One of the ways to
measure the magnitude of changes needed is the fiscal gap-the difference between revenue
and program spending (i.e., spending other than interest payments) that would need to be
closed immediately and permanently to hold debt as a share of GDP at the end of a given
period to the same level as the beginning of the period. The longer action is delayed, the greater
and more drastic the changes will have to be, placing an additional burden on future
generations.
2. What alarms should we build into the year-by-year glideslope to keep fiscal
targets on track?

GAO Response:
In our 2019 Nation's Fiscal Health Report, we discussed ways governments can design
mechanisms to help fiscal rules and targets strike a balance between flexibility and
enforceability, based on the economic literature. 8 We provided examples of various design
elements of fiscal rules, such as escape clauses-for responding the events like recessions or
natural disasters-and automatic correction mechanisms to respond to past deviations from a
rule. As part of our ongoing work for Chairman Enzi, we are examining key considerations for
designing, implementing, and enforcing fiscal rules and targets for the U.S. government.

7GAO,

The Nation's Fiscal Health: Actions Needed to Achieve Long-Term Fiscal Sustainability, GAO-1961 H (Washington, D.C.: June 26, 2019).

8GAO,

The Nation's Fiscal Health: Action is Needed to Address the Federal Government's Fiscal Future,
GAO-19-314SP (Washington, D.C.: April 10, 2019).
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Responses to Written Questions from Senator Grassley

Grassley, Question #1 :
Mr. Dodaro, growth in federal spending on health care, Social Security, and net interest
are unsustainable. That is something that the Congressional Budget Office has been
telling us for some time now.
To get interest under control, we have to reduce deficits and debt.
Social Security will need to be addressed by 2035, before its trust funds become
exhausted.
In terms of health care spending, many of us in Congress are working to reduce drug
prices and other health-care costs. We can't allow overall healthcare spending and
subsidies to grow faster than the economy forever.
Mr. Dodaro, is it even possible for Congress to stop the debt from increasing by slowing
growth in discretionary spending alone? If we are serious about reducing or even
stabilizing our debt, don't we have to control the growth in federal spending on
healthcare and entitlements or raise revenue?
GAO response:
No, it is not possible to stop the debt from increasing by slowing growth in discretionary
spending alone. To address the growing federal debt and put the government on a more
sustainable fiscal path, policymakers will need to consider policy changes to the entire range of
federal activities-both revenue and spending (entitlement programs, other mandatory
spending, and discretionary spending).

It is also important to be aware of and examine the key drivers of the growth in federal
spending. In the long-term, these key drivers are spending on health care programs and interest
on debt held by the public. On the revenue side, even modest reductions in the annual net tax
gap of $406 billion would yield significant financial benefits and help improve the government's
fiscal condition.
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Grassley, Question #2:
Mr. Dodaro, your testimony discusses various types of fiscal rules for us to consider.
And GAO identifies that there are many countries that have fiscal rules for various types.
However, there isn't much evidence that those rules work very well. And if you just look
at sequestration and lifting of budget caps in recent years, or violations of fiscal rules in
Europe, you can see how hard it can be to enforce any of those rules.
I think that you get it right in your testimony when you say: "No process can force
choices that the President and Congress are unwilling to make."
I wonder if you can point to any fiscal rule that Congress was willing to make in the past
that actually had teeth and helped get us in a better fiscal situation.
GAO Response:
As discussed on the written statement for the testimony, we highlight several fiscal rules that the
U.S. federal government has previously enacted in the form of laws that constrain and enforce
fiscal policy decisions, but all had limitations. 9

For example, the Budget Enforcement Act of 1990 (BEA) limited annual discretionary spending
and implemented a pay-as-you-go (PAYGO) rule for new direct spending and revenue
legislation. Under the BEA, the net effect of new laws could not increase the deficit in any given
year. However, the controls on discretionary spending and new legislation did not control the
growth in spending from previously enacted laws, such as Medicare and Social Security. The
fiscal rules that the U.S. federal government has previously enacted illustrate the challenge in
designing rules that are both achievable and effective in addressing the key drivers of the
nation's growing debt

We have ongoing work for Chairman Enzi examining the types of fiscal rules and targets that
other countries have used to address long-term fiscal challenges and how fiscal rules and
targets might address debt and deficit reduction in the United States. We plan to examine the
federal government's use of these past rules as part of our work.

9GA0-19-611T.
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Grassley, Question #3:
Mr. Dodaro, GAO's April report on the nation's fiscal health says that there are "serious
financial management problems at DOD that have prevented its financial statements from
being auditable."
And your report also says that eliminating those weaknesses will improve the reliability
of financial information and improve decision making.
Can you give me a sense of whether you think DOD is making progress in addressing its
financial management problems, and how long you think it will take to solve those
problems?
GAO Response:
While DOD is starting to make progress, it has a way to go in fully addressing its financial
management challenges. DOD officials have stated that it will likely be around 5 years before
some DOD organizations get modified or clean opinions or have a particular financial
management challenge remaining. 10 DOD officials have stated that within the next decade, the
use of data will have a transformative effect on DOD decision-making. We will continue to
monitor the department's progress toward obtaining a clean opinion and fixing its financial
management problems.

For fiscal year 2018, DOD underwent the first ever full-scope audit of its department-wide
financial statements. The DOD Office of Inspector General (OIG) issued a disclaimer of
opinion on the financial statements and reported 20 material weaknesses in internal controls
across the department. The independent public accountant firms (IPAs) that audited
financial statements for DOD's components also reported over 2,400 findings and
recommendations during the fiscal year 2018 audit. These findings, or deficiencies, will have
to be remediated, and DOD and its components will have to develop and implement robust
corrective action plans for effective remediation.

Long-standing issues continue to include DOD's decentralized environment; lack of sufficiently
skilled financial management staff; ineffective processes, systems, and controls; incomplete
corrective action plans; and the need for more-effective monitoring and reporting. These
deficiencies also hinder the department's mission and operational decision-making. Sound

10 House Armed Services Committee Hearing on the Department of Defense's Financial Improvement and
Audit Remediation Plan: The Path Forward, May 16, 2019.
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financial management practices and reliable, useful, and timely financial information could help
DOD ensure accountability and efficient and effective management of its extensive resources.

DOD's challenges will take time to resolve, but it is starting to make progress. In our 2019 High
Risk Report, the ratings for the DOD Financial Management high-risk area improved for the
criteria of leadership commitment and monitoring. For leadership commitment, the rating
improved from "partially met" to "met" due to the actions of DOD leadership.

For example, DOD leadership created a centralized database that tracks hundreds of
findings and recommendations that come out of the audit, to improve the quality of financial
information that is most valuable for managing the department's day-to-day operations.
DOD's database will be used to capture, prioritize, and assign responsibility for auditor
findings and the related corrective action plans used to measure progress towards achieving
a clean opinion. DOD officials stated that the majority of the corrective action plans have
been developed for findings and recommendations that were still open from the fiscal year
2018 financial statement audit.

DOD's tracking database also led to improvement in its rating for the high-risk area's
monitoring criterion, improving from "not met" to "partially met." For example, DOD
established functional councils in certain areas (e.g., financial reporting) to review the status
of audit remediation activities and challenges.

Some progress has been made in audit remediation of findings and recommendations, and
the remediation has led to operational benefits. DOD officials have provided examples of
operational benefits from the financial statement audit such as the following:

•

In Jacksonville, the Navy found $280 million worth of items that had been purchased
but not recorded in its system. About $81 million of those items have been put into
the system and have become available to fulfill requisitions potentially saving the
Navy $81 million.

•

The DOD audits uncovered millions of dollars in unaccounted-for spare parts. For
example, at the Utah Hill Air Force Base, a stockpile of missile motors was
erroneously listed as unserviceable even though the motors were in good condition.
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Putting them back into circulation instead of ordering new motors saved the Air Force
$53 million.

Grassley, Question #4:
Mr. Dodaro, your testimony says that you don't believe that the debt limit is useful or
effective.
We've had many debt-limit debates in Congress, and people on both sides of the aisle
have taken various positions.
In one recent debt debate, the Obama administration demanded a clean increase in the
debt limit with no strings attached. At that time, most on the other side of the aisle
agreed.
We are close to having to take action on the debt limit again, and the Trump
administration would like a clean increase in the limit.
But recently I have heard from some on the other side that there would have to be strings
attached. For instance, some have suggested that we must lift the budget caps before
any action can be taken to address the debt limit.
Mr. Dodaro, do you think that there should be a clean debt limit increase in the current
environment, or should an increase be tied to some other required budget action?
GAO Response:
Action to suspend or raise the debt limit should be taken as soon as possible. As we have said,
the debt limit is a limit on the U.S. Government's authority to borrow the funds to pay for
legislation already enacted by Congress and the President Ideally, action should be taken
before the Treasury had to undertake extraordinary actions to manage at the limit One cannot
overstate the importance of preserving investors' confidence that debt backed by the full faith
and credit of the U.S. Government will be honored. Failure to increase (or suspend) the debt
limit in a timely manner could have serious negative consequences for the Treasury market and
borrowing costs.

The United States is unusual among the countries we have reviewed in using the authorization
of additional borrowing authority as an occasion to draw attention to past fiscal policy
decisions. 11 Other countries that we reviewed generally use fiscal rules to increase attention to
or control over fiscal policy decisions that lead to an increase in debt Instead of budget
11 GAO,

Debt Limit: Delays Create Debt Management Challenges and Increase Uncertainty in the
Treasury Market, GAO-11-203 (Washington, D.C.: Feb. 22, 2011).
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constraints, some countries use fiscal targets, such as debt targets to establish an acceptable
outcome for policymakers to work toward when making fiscal policy decisions.

Unlike fiscal rules or targets, the current approach used to set the U.S. government debt limit is
not a control on debt but rather an after-the-fact measure that restricts authority to borrow. It
does not restrict Congress and the President's ability to enact spending and revenue legislation
that affects the level of debt. A fiscal rule could better support efforts to achieve fiscal
sustainability by imposing limits on the budget to guide fiscal policy without jeopardizing the full
faith and credit of the United States.
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Responses to Written Questions from Senator Cramer

Cramer. Question #1:
From 1941 through 1974, Congress had a Joint Committee on Reduction of NonEssential Federal Expenditures, commonly known as "Byrd Committee". It was
terminated by the Congressional Budget and lmpoundment Control Act of 1974 and its
responsibilities were transferred to the Congressional Budget Office (CBO). The purpose
of this committee was to "make a full and complete study and investigation of all
expenditures of the Federal Government with a view to recommending the elimination or
reduction of all such expenditures deemed by the joint committee to be nonessential." In
your view, how successful has CBO been in assuming the work formerly performed by
the Byrd Committee and do you have any thoughts on the benefits of Congress reestablishing such a panel?
GAO Response:
We have not reported on the structure or function of that Joint Committee, on CBO's work in
comparison to that of the Joint Committee, nor on whether reestablishment of such a committee
would be helpful to the Congress.

We do note that one of the Joint Committee's charges was to look at the federal budget as a
whole rather than in separate parts, and produce scorekeeping reports. Both of those can be
seen in the structure of the Congressional Budget and lmpoundment Control Act, which requires
CBO to produce its annual Budget and Economic Outlook report (issued around January and
updated in the summer) and cost estimates. 12

CBO's Options for Reducing the Deficit volume (referred to as "Budget Options'; contains a
wide range of specific options and broad approaches, derived from many sources, for reducing
spending or increasing revenues. For each option, CBO presents an estimate of its effects on
the budget, the basis for the estimate, and a discussion of its pros and cons. CBO provides a
link for locating and sorting options in current and earlier options volumes and in other analytic
reports. 13 As a matter of organizational policy, CBO does not make policy recommendations in
any of its studies.

12 For

CBO's Budget and Economic Outlook reports, see https:llwww.cbo.govltopics/budgel/outlookbudqet-and-economy.

13See

https:llwww.cbo.gov/budget-options.
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CBO also produces analytic reports on a wide range of topics-spending programs, the tax
code, and budgetary and economic challenges. These reports are usually produced at the
request of a Chairman or Ranking Member of a committee or subcommittee, or House or
Senate Leadership. They generally present a set of options for changes in the federal program
or tax rules under consideration, estimate each option's budgetary and economic effects, and
discuss its benefits and drawbacks. Some of these reports are produced annually, including an
analysis of the Department of Defense's Future Years Defense Program and required
sequestration reports.

In addition, GAO conducts a range of oversight-, insight-, and foresight-related engagements, a
vast majority of which are conducted in response to federal mandates or requests. Among other
things, GAO makes recommendations to agencies and matters for congressional consideration
intended to address:
•

Fragmented, duplicative, or overlapping federal programs,

•

Fraud, waste, and abuse and needed improvements in internal controls, and

•

Major management challenges and program risks.

For example, since 2011, our work on fragmentation, overlap and duplication has identified
more than 900 actions Congress or executive branch agencies can take to reduce, better
manage, or eliminate fragmentation, overlap, or duplication; achieve cost savings; or enhance
revenues. As a result of steps Congress and executive branch agencies have taken to address
our actions, we have identified approximately $262 billion in total financial benefits through
March 2019. 14 In addition, financial benefits to the federal government due to progress in
addressing our high-risk areas over the past 13 years (fiscal year 2006 through fiscal year 2018)
totaled nearly $350 billion or an average of about $27 billion per year. 15

In fiscal year 2018, tax expenditures reduced income tax revenues by approximately $1.38
trillion based on Treasury estimates. 16 In comparison, discretionary spending was $1.26 trillion

14
GAO, 2019 Annual Report: Additional Opportunities to Reduce Fragmentation, Overlap, and Duplication
and Achieve Billions in Financial Benefits, GAO-19-285SP (Washington, D.C.: May 21, 2019).
15

GAO-19-157SP.

16We calculated the total amount based on Treasury's estimates of each tax expenditure. The sum of the
tax expenditure estimates is useful for gauging the general magnitude of revenue forgone through
provisions of the tax code, but aggregate tax expenditure estimates must be interpreted carefully.

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00400

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

Insert offset folio 611 here 39734A.232

lotter on DSK11XQN23PROD with HEARING

15

395
in fiscal year 2018. Although tax expenditures are routinely used as a policy tool, they are not
regularly reviewed and their outcomes are not measured as closely as spending programs'
outcomes.

We have made recommendations in this area that remain open. For example, in September
2005, we recommended that 0MB take actions to develop a framework for evaluating tax
expenditure performance, and to regularly review tax expenditures in executive branch budget
and performance review processes. However, 0MB has not developed this framework and has
not reported progress in evaluating tax expenditures since the President's fiscal year 2012
budget 17

We would be happy to discuss any of these issues with your staff.
Cramer, Question #2:

In 1988, the report of the Commission on Privatization, appointed by President Reagan,
was released. Now, more than 30 years later, most of the functions identified in that
report as candidates for privatization are still in the Federal government. Moreover, 0MB
Circular A-76, which had its origins in the Eisenhower Administration's Bureau of the
Budget 1955 Bulletin 55-4, has been under a moratorium by Congress since 2009. In your
view, are there activities and functions that can and should be moved from the
government to the private sector, and should the moratorium on 0MB Circular A-76 be
repealed so activities can be studied for potential private sector or contractor
performance?
GAO Response:
We have reported extensively in the past on issues involving efforts by executive agencies to
explore the potential for improved performance, enhanced efficiencies, and reduced costs
through the use of entities in the private sector to perform functions traditionally performed by

Summing revenue loss estimates does not take into account possible interactions between individual
provisions or potential behavioral responses to changes in these provisions on the part of taxpayers.
Additionally, Treasury's tax expenditure estimates include the effect of certain tax credits on receipts only
and not the effect of the credits on outlays, which Treasury reports separately, but does not take into
account interactions between individual provisions.
17 GAO, Government Performance and Accountability: Tax Expenditures Represent a Substantial Federal
Commitment and Need to Be Reexamined, GAO-05-690 (Washington, D.C.: Sept 23, 2005).
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government employees. 18 We would be pleased to brief you and your staff on our prior work if
you wish.

In conducting this work, we have not identified specific functions that can or should be
privatized. Under the Office of Management and Budget Circular A-76, that responsibility rests
with the executive agencies. Agency actions in this area are subject, of course, to congressional
oversight, which as you note has resulted in a moratorium on conducting further A-76 studies.
We are not in a position to provide an opinion on whether the moratorium should be lifted.

18 Many

of these GAO reports are listed in a report by the Commercial Activities Panel, Improving the
Sourcing Decisions of the Government, April 2002. The Commercial Activities Panel, which was chaired

by then-Comptroller General David M. Walker, was convened at the direction of Congress to study
existing procedures on the outsourcing of government functions.
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Cramer, Question 112:

In 1988, the report of the Commission on Privatization, appointed by President Reagan, was released.
Now, more than 30 years later, most of the functions identified in that report as candidates for
privatization are still in the Federal government. Moreover, 0MB Circular A-76, which had its origins in
the Eisenhower Administration's Bureau of the Budget 1955 Bulletin 55-4, has been under a
moratorium by Congress since 2009. In your view, are there activities and functions that can and
should be moved from the government to the private sector, and should the moratorium on 0MB
Circular A-76 be repealed so activities can be studied for potential private sector or contractor
performance?

GAO Response:
We have reported extensively in the past on issues involving efforts by executive agencies to explore the
potential for improved performance, enhanced efficiencies, and reduced costs through the use of
entities in the private sector to perform functions traditionally performed by government employees. 1
In conducting this work, we have not identified specific functions that can or should be privatized. Under
the Office of Management and Budget Circular A-76, that responsibility rests with the executive
agencies. Agency actions in this area are subject, of course, to congressional oversight, which as you
note has resulted in a moratorium on conducting further A-76 studies.

Since the enactment of the National Defense Authorization Act for fiscal year 2008, A-76 competitions at
the Department of Defense have been suspended. The Omnibus Appropriations Act for fiscal year 2009
began a government-wide moratorium on the use of funds for initiating or announcing new publicprivate competitions, and the moratorium was most recently extended in the Consolidated
Appropriations Act, 2019. We have reported on some of the concerns that led to the moratorium,
including potentially overestimated savings attributed to the competitions, the adequacy of oversight
mechanisms, and the possible performance of "inherently governmental functions" by contractors. We
would be happy to brief your staff further on that work; however, we are not in a position to provide an
opinion on whether the moratorium should be lifted.

Legislation has been introduced to lift the moratorium, but failed to pass.
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THE CHIEF FINANCIAL OFFICERS ACT OF
1990: ACHIEVING THE VISION
WEDNESDAY, OCTOBER 30, 2019

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Washington, DC.
The Committee met, pursuant to notice, at 2:01 p.m., in Room
SD–608, Dirksen Senate Office Building, Hon. Michael B. Enzi,
Chairman of the Committee, presiding.
Present: Senators Enzi, Grassley, Johnson, Braun, Scott, Kennedy, Whitehouse, Warner, Kaine, and Van Hollen.
Staff Present: Elizabeth McDonnell, Republican Staff Director;
and Mike Jones, Minority Acting Staff Director.
OPENING STATEMENT OF CHAIRMAN ENZI

lotter on DSK11XQN23PROD with HEARING

Chairman ENZI. I will go ahead and call this hearing to order.
I want to thank Senator Warner for being here. He was one of
the co-requesters of this particular hearing and information, and
we appreciate the information that we have. To tell you how bipartisan this is, I am going to be doing the opening statement for both
sides. [Laughter.]
So today the Budget Committee will examine the Federal Government’s effort to meet the requirements of the Chief Financial
Officers Act of 1990. I am pleased to welcome back to the Committee our witness, Gene Dodaro, the Comptroller General of the
United States and the head of the Government Accountability Office, known as GAO.
When the CFO Act was signed into law by President George
H.W. Bush nearly 30 years ago, it laid a new foundation for Federal financial management. It established a financial management
leadership structure, provided for long-range planning, and required audited financial statements as well as strengthened accountability, reporting, and other reforms.
Since enactment of the law, we have seen substantial improvements in the Federal financial management. Today agencies have
CFOs in place to provide leadership and accountability over financial operations, and most receive clean audit opinions on their annual financial statements. With the law’s 30th anniversary approaching, last year Senators Johnson, Warner, Harris, and I requested that the Government Accountability Office review the Federal Government’s efforts to meet the requirements of that CFO
Act and provide recommendations to further improve governmentwide financial management.
(399)
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I look forward to hearing today GAO’s assessment of what the
Federal Government is doing well in terms of Federal financial
management and what opportunities exist for further improvements.
Financial management system limitations remain a persistent
barrier to financial and program management. Many agencies are
unable to integrate their financial and performance data and lack
comprehensive metrics when making decisions for planning, programming, budgeting, and especially execution.
In many cases, the Government is unable to show the relationship between dollars spent and results achieved. Further, while
agency-level financial reporting has improved, the Federal Government cannot produce auditable governmentwide financial statements. The Government Accountability Office performs an annual
audit of the Government’s consolidated financial statements, which
the Department of Treasury prepares in coordination with the Office of Management and Budget.
Since audits began in 1997, GAO has been unable to render an
opinion, citing serious financial management problems, particularly
at the Department of Defense. Addressing these and other challenges requires long-term planning and careful monitoring of
progress. To provide for this, the CFO Act requires the Office of
Management and Budget to annually develop an executive branch
financial management status report and a governmentwide 5-year
financial management plan.
Despite this requirement, it has been 10 years since the Office
of Management and Budget last published such a status report and
plan. A financial management plan is essential to developing a
comprehensive approach with milestones and estimated implementation costs. I am concerned that, without it, oversight efforts may
not be strategic or effective.
Anniversaries afford us opportunities both to reflect on our
achievements and to look ahead to the future. I look forward to
hearing more from our witness on what has been accomplished in
the nearly 30 years since the CFO Act’s passage as well as what
we might do in order to fully achieve its vision. I believe that better
financial management will lead to more efficiency, more accountability, more data, and ultimately better budgets.
I thank Comptroller Dodaro for being here again and look forward to his testimony. And I will go ahead and introduce our witness so that we can hear his testimony and then get to questions.
Our witness this afternoon, as we are now very familiar with, is
Gene Dodaro, who is the head of the Government Accountability
Office and Comptroller General of the United States. He testifies
frequently before Congress and particularly before this Committee.
I am pleased to welcome him back.
Mr. Dodaro is the eighth Comptroller General of the United
States. He was confirmed in December of 2010 after serving as Acting Comptroller General since March of 2008. Mr. Dodaro has been
with the GAO for more than 40 years. He served 9 years as Chief
Operating Officer, the number two leadership position at the agency. Prior to that, he headed GAO’s Accounting and Information
Management Division, which specialized in financial management,
computer technology, and budget issues.
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Comptroller General Dodaro, please begin.
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STATEMENT OF THE HONORABLE GENE L. DODARO, COMPTROLLER GENERAL OF THE UNITED STATES AND HEAD OF
THE GOVERNMENT ACCOUNTABILITY OFFICE

Mr. DODARO. Thank you very much, Mr. Chairman. Good afternoon to you, Senator Warner, Senator Johnson, Senator Kennedy.
It is very nice to be back here again. I appreciate the invitation to
talk about the 30 years’ progress in implementation of the Chief Financial Officers Act.
Substantial progress has been made since the passage of this legislation. It is due to the collective efforts of the Chief Financial Officers and their organizations across Government. The IGs have
been definitely involved as well as Independent Public Accounting
(IPA) firms that are under contract with many of the IGs to perform the annual financial statement audits. The Department of
Treasury, OMB, and GAO have all collectively been working hard
to make sure this legislation is successfully implemented.
There are many achievements. I will single out a few.
First, it was very important to have a leadership structure in
place, and now, as you pointed out, Mr. Chairman, there are CFOs
and Deputy CFOs in career positions, in each of the major agencies. There is a governmentwide Controller position at OMB.
Secondly, there is a comprehensive set of accounting standards
for the Federal Government that is set by an independent body, the
Federal Accounting Standards Advisory Board. Fifty-seven standards have been issued, and, importantly, those standards include
not just looking at the classic set of accrual-based financial statements which are similar for financial statements of companies and
entities at the State and local level, but they have a forward-looking standard that focuses on the fiscal sustainability for the Government over a long period of time. And as this Committee well
knows, I was here in June talking about the long-term
unsustainable fiscal condition of our Federal Government. These
standards illuminate that for Congress and policymakers.
The federal government also has more reliable financial information as of fiscal year 2018; 22 of the 24 largest departments and
agencies were able to receive an unmodified or clean audit opinion.
That is up from six in 1996 when the federal government first
started a process of preparing and having annually audited financial statements.
The United States largely went, at the Federal Government, for
a couple hundred years without having that fiscal discipline in
place, and it took a while to get it well established, and it is taking
hold. But there is more to do.
Importantly, also, the audits that have been conducted uncovered
the full range of improper payment issues in the Federal Government. Before the audits started, there was no information about
the size and scope of improper payments in the federal government. The last governmentwide estimate is over $150 billion. And
so that is an issue.
And then, lastly, I will point out another early warning system
that the audits provided, which first started surfacing through the
financial audits, the problems with computer security in the Fed-
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eral Government back in the 1990s. And that is what led me to
designate computer security across the entire Federal Government
as a high-risk area in 1997. So the audits provided early warnings
on internal controls. And internal controls are much better now
than they were before the federal government had the fiscal discipline in place under the CFO Act. Thousands of weaknesses have
been corrected by the agencies that have been pointed out by auditors and their own self-assessments over time.
Now, there is a great deal of work remaining to be done to have
all the vision of the CFO Act fully realized, as you pointed out, Mr.
Chairman. There are several areas that we commend to this Committee’s attention for refinements in the law.
One is that the CFO positions vary in their responsibilities
across the agencies. All CFOs do not have the full range of responsibilities that I believe you would want in a modern CFO. So refreshing and updating the responsibilities of the CFOs for a more
modern role I think would be very important.
Secondly, the Deputy CFOs can be positioned better to step in
when there is inevitable turnover in the CFO positions. CFOs are
political positions in most agencies, so there is going to be turnover.
It is built into the federal system. And the Deputy CFOs should be
ready to step in so there is not a lapse in efforts to deal with issues
that occur over a period of time.
Thirdly, there needs to be a governmentwide plan. I have been
very disappointed that OMB has not issued a comprehensive financial management plan for the last 10 years as you pointed out, Mr.
Chairman. Now, in all fairness, they have produced the President’s
Management Agenda. They include information in the audited financial statements of the Federal Government in the management
discussion and analysis section. So they have put forth plans, and
they have a lot of good ideas that I am supportive of. But without
a detailed implementation plan, Congress has no ability to hold
people accountable to measure progress over time or know what
kind of resources are needed over a period of time.
Now, as a potential compromise, we suggest perhaps, rather than
have a yearly plan, that it be done every 4 years like the Government Performance and Results Act requires for strategic plans, but
that there be an annual status report on that plan to help minimize what they perceive to be the burden of preparing that plan.
Also, more information needs to be done to link costs with the
levels of performance across the Government. One of the goals of
the CFO Act was to better manage the costs of Government as it
relates to developing better performance measures and better cost
data. Some efforts have been made in this area, some progress has
been made, but much more needs to be done.
We also need to have more metrics to hold the agencies accountable for financial management. Right now the main metric is do
they have a clean opinion or don’t they have a clean opinion. But
there are other areas like total internal control deficiencies, improper payment rates, and the number of anti-deficiency Act violations which can also be used as metrics. We are suggesting that a
scorecard be developed of the limited set of performance metrics
that could be used to better gauge the overall financial health of
the agencies as well.
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Financial systems still need a lot of attention. Over 75 percent
of the systems, according to the Treasury Department, need upgrading. Thirty of the 39 agencies where the Treasury has been
tracking their financial management systems are due to be at the
end of their useful life within 5 years without vendor support. So
there is a great deal of effort that needs to be made to modernize
the systems and perhaps use more centralized systems. Technology
has advanced dramatically since 30 years ago when the CFO Act
was passed. So the system standards should be updated as well in
terms of requirements.
And then, I will mention the workforce area. There are still skill
gaps. The federal government needs a modern financial management workforce. You need people with more skills in the technology
area, particularly as you look to the future with the prospect of artificial intelligence and other high end technologies that can do a
lot of the transaction processing. You want your financial managers
to be in a position to help in the management of the agency, guide
performance, spend more time on risk management and other activities.
So this is a great opportunity that you are taking here to modernize the CFO Act to help ensure a more modern, progressive financial management for the Government.
Also, lastly, I would point out when the CFO Act was passed, I
am not sure exactly what the budget of the Federal Government
was, but it was nowhere approaching what it is right now, in terms
of $4.5 trillion, and a lot of the challenges associated with it. So
you have to size the capabilities of financial management with the
size of our enterprise at the Government level.
So thank you again for the opportunity to be here today, and I
would be happy to answer questions.
[The prepared statement of Mr. Dodaro follows:]
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FEDERAL FINANCIAL MANAGEMENT
Substantial Progress Made since the CFO Act of 1990
and Preliminary Observations on Opportunities for
Enhancement

What GAO Found
The federal government has made significant strides in improving financial
management since enactment of the Chief Financial Officers Act ol 1990 (CFO
Act). Substantial progress has occurred in areas such as improved internal
controls, reliable agency financial statements, and establishment of chief
financial officer (CFO) positions. To help ensure that the CFO Act achieves its full
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Standardize CFO and deputy CFO responsibilities across government. The
responsibilities assigned to CFOs vary among agencies, Uniform and effective

:tfJ• c~oA<itwas!'hacte'4to\,j'.lct,~~.

correct inconsistencies across government. In addition, deputy CFOs should
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Prepare government-wide and agency-level financial management plans.
Since 2009, the Office of Management and Budget (0MB) has not prepared the
annual 5-year government-wide plans that the CFO Act requires. Instead, 0MB
has provided information in the President's Management Agenda, the U.S.

government's consolidated financial statements, and other documents. A
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complete and integrated government-wide financial management plan and
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toward addressing financial management challenges across government.

1'.~I~ stat~rnehi is·....
oljs~fllaponi> fom

review ~tth;, fe.det . ... .

, •

.efl!>rts fu ,meetlfJerequireliJet;tts of .the;
~fc>,A<,t: gAO revlewed ,~ra,1 .••••··. ·
~n•n~ial:'1'littagem~nfleglslati,q11, •····•

guldance,.amj.rep:qrts.;GAP .al~o

i:Qrid4ctedlntetVie~;al\<t a, f)a11el
disc11ssi9n '!"ilh.f1l<perts;i1itedeiaI ·.·
.ffnanclafrna(lag...menf, and Mrve~d •
tede)'al Ci'Ol:\; inspectors !l~nerat,,and

'tn!!.epenae)itpub!fc accpunlants, · · ·

Better link performance and cost information for decision-making. While
agencies have made efforts in this direction, opportunities exist for agencies to
better link performance and cost information to effectively make financial

management decisions that are based on dollars allocated and results achieved.
Develop a broader set of key selected financial management pertormancebased metrics. Agencies currently have limited performance~based metrics to
help them assess the quality of financial management and ensure that the

federal government better manages and uses the resources entrusted to it.

· Rectify internal control issues in certain areas. The federal government faces
many internal control problems. For example, assessments continue to identify
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long-standing, as well as new, material weaknesses. Improper payments
continue to be a long-standing internal control issue. And finally, material
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weaknesses continue to prevent GAO from rendering an opinion on the U.S .
government's consolidated financial statements.
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agencies and spent billions of dollars on failed systems. Moreover, in fiscal year

2018, nine of 24 CFO Act agencies' still did not comply substantially with federal
systems requirements.
Strengthen the federal financial management workforce. With rapid changes,
such as emerging technologies, it is critical for the government to identify and
strategically plan for the future workforce.
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Chairman Enzi, Ranking Member Sanders, and Members of the
Committee:
Thank you for the opportunity to be here today to discuss the Chief
Financial Officers Act of 1990 (CFO Act). 1 As you know, effective federal
financial management helps to ensure that taxpayer-provided and other
acquired resources are safeguarded and used lawfully, efficiently, and
effectively for the purposes intended. Since enactment of the CFO Act
almost 30 years ago, the federal government has made significant strides
in improving financial management Today, I will highlight some of the
most significant achievements and offer some preliminary observations
on how federal financial management can be enhanced. 2
The information in this testimony is based on our ongoing review and
analysis of relevant legislation; federal financial management guidance
and reports; interviews and a panel discussion with experts in federal
financial management; and results of GAO surveys to federal chief
financial officers (CFO), inspectors general, and independent public
accountants. See appendix I for details.
We performed the work on which this statement is based from October
2018 to October 2019 in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable
basis for our findings and conclusions based on our audit objectives. We
believe that the evidence obtained provides a reasonable basis for our
findings and conclusions based on our audit objectives.

Background

Prior to the enactment of the CFO Act, government reports found that
agencies lost billions of dollars through fraud, waste, abuse, and
mismanagement These reports painted the picture of a government
unable to property manage its programs, protect its assets, or provide
taxpayers with the effective and economical services they expected.
Reported financial management problems included ( 1) unreliable financial
information driven by widespread weaknesses in agency internal controls
over financial reporting and obsolete and inefficient agency financial
1

Pub. L. No. 101-576, 104 Stat 2838 (Nov. 15, 1990)

2

We plan to issue a detailed report on federal financial management in 2020-30 years
after the 1990 enactment of the CFO Act.
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management systems and (2) financial reporting practices that did not
accurately disclose the current and probable future cost of operating,
permit adequate comparison of actual costs among executive branch
agencies, or provide the timely information required for efficient program
management.
For example, in 1988, we reported on internal control problems such as
the Department of Defense being unable to account for hundreds of
millions of dollars in advances paid by foreign customers for equipment,
weak controls permitting things such as over $50 million in undetected
fraudulent insurance claims paid by the Federal Crop Insurance
Corporation, millions of dollars in interest penalties because agencies
paid 25 percent of their bills late, and over $350 million in lost interest
because agencies paid their bills too soon. 3
In 1990, Congress mandated financial management reform through
enactment of the CFO Act. The CFO Act was the most comprehensive
and far-reaching financial management improvement legislation enacted
since the Budget and Accounting Procedures Act of 1950. The CFO Act
established a Controller position at the government-wide level and a CFO
position for each of the agencies identified in the act (referred to as the
CFO Act agencies), 4 provided for long-range planning, and began the
process of preparing and independently auditing federal agency financial
statements. The act aimed to strengthen internal controls, integration of
agency accounting and financial management systems, financial
reporting practices, and the financial management workforce. The act
also called for systematic performance measurement and cost
information.
As figure 1 shows, a number of other financial management reforms were
subsequently enacted to help improve federal financial management,
some of which I will briefly discuss in my statement today. A chronological
list of statutes cited in this report and selected additional financial
management reforms is included in appendix II.

3GAO, Federal Financial Management Reform, GAO/T-AFMD-88-18 (Washington, D.C

Sept 22, 1988)
4As amended, the list includes 24 federal entities and ls codified in section 901(b) of Title
31, United States Code
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Figure 1: Timeline of Selected Federal Financial Management Reform Legislation, 1990 through 2014

1990
Chief Financial Officers
Actof1990(CF0Act)Provkled a framework
for federal financial
management and instituted
reporting requirements
for certain federal agencies

~

1994

2002

2014

Government Management
Refonn Act of1994

Improper Payments
lnfonnation Act of 2002
{IPIA)- Required agency
heads to report improper
payment estimates for
programs found susceptible,
based on a risk assessment

Digital Accountability and
Transparency Act of 2014 -

(GMRA)- Created a
requirement for the preparation

.. .

and audit of CFO Act agency
and government-wide
financial statements

1993

Government Perfonnance
and Results Act of 1993 Created annual performance-..
related reporting requirements
for.agencies

Established government-wide
data standards for spending data
and aims to provide consistent,
reliable, and searchable
government-wide data

·!-•

2010s

1996

2002

Federal Financial
Managament
Improvement Act
of 1996 - Established
requirements for CFO
Act. agency financial
systems that can
generate reliable,
useful, and timely
information

Accountability ofTax
Dollars Act of 2002-

•

2010

Expanded CFO Act and
GMRArequirements for
audited financial s1atements
to cover most executive
branch entities

Improper Payments Effmination
and Recovery Act of 2010 ~
Refined !PIA requirements to incorporate
inspector general reviews, recovery audits,
and enhanced reporting requirements

Source GAO analys,s based on selected federal financial management reform legislation since the CFO Act I GAO-20,203T

The federal government has made substantial progress toward improving
financial management and achieving the purposes of the CFO Act Table
1 highlights some of the progress that has been made.
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Table 1: Highlights of Progress in Federal Financial Management in Achieving the Purposes of the Chief Financial Officers
Act of 1990 (CFO Act)
Financial management
area
Leadership

Progress made
A Controller position established at the government-wide level and a chief financial officer (CFO)
position at each CFO Act agency.
The Office of Management and Budget (0MB) prepared several government-wide plans for reforming
financial management and communicated its priorities in various documents
0MB used its authority to direct federal financial management, issue guidance for federal agencies to
modernize financ!a! management systems, strengthen financial reporting and internal control, and
reduce improper payments
The Department of the Treasury (Treasury) developed and periodically updated guidance and tools to
support federal financial reporting and developed a long-term vision of the future of federal financial
reporting
Agency CFOs took steps to develop and maintain agency accounting and financial management
systems, reduced duplicative financial management systems, resolved many audit findings, and
supported agency audits
The CFO Council undertook interagency initiatives on internal control, financial management systems,
and grants reporting

Financial reporting

The Federal Accounting Standards Advisory Board (FASAB) was established in 1990 to develop
federal government accounting standards; 57 standards have been issued to date. In 1999, FASAB
was recognized by the American Institute of Certified Public Accountants as the standard setter for
generally accepted accounting principles for federal government entities
Twenty-two of 24 CFO Act agencies received unmodified ("clean") audit opinions for fiscal year 2018,
up from six in 1996
Since fiscal year 1997, Treasury, in coordination with 0MB, has annually prepared government-wide
consolidated financial statements
Since fiscal year 2004, 0MB has required CFO Act agencies and agencies covered by the
Accountability of Tax Dollars Act of 2002 to lssue audited financial statements approximately 45 days
after the close of the fiscal year

lnterna! control

Annual financial statement audits have helped to strengthen internal controls
Material weaknesses in internal control have been slgnificantly reduced
Audits uncovered the significance of improper payments-cumulative estimates since implementation
of the Improper Payments Information Act in fiscal year 2003 total $1.5 trillion
Audits surfaced widespread information security weaknesses; legislation to address challenges has
been enacted
Agencies have made progress in modernizing aspects of their financial management systems
Fifteen of 24 CFO Act agencies' financial management systems substantially comply with the Federal
Financial Management Improvement Act of 1996, up from three in fiscal year 1997, according to
auditors
Four federal payroll providers seNe as shared services providers for the government-the Office of
Personnel Management (OPM) estimated from fiscal years 2002 through 2015 over $1 billion in cost
savings and cost avoidance
In fiscal year 2019, 0MB issued a policy that described the process and desired outcomes for shared
services and established a governance and accountability model for achieving them

GA0~20~203T Financial Management
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Financial management
area

Progress made
The CFO Council and OPM aligned qualifications standards for accounting, auditing, and budget
competencies with emerging financial management position requirements.
Chief human capital officer (CHCO) position established in agencies and the CHCO Council created.
"Auditor" identified as a mission-critical occupation in 2011
In 2017, OPM published a regulation requiring each CFO Act agency to develop a human capital
operating plan describing agency-specific skms and competency gaps that are selected for closure and
the strategies that will be implemented

Federal workforce

GAO analysis I GAO-20-203T

Leadership: 0MB, Agency
CFOs, and Treasury Have
Provided Notable
Financial Management
Leadership

The centralized leadership structures envisioned by the CFO Act-a
Controller position at the government-wide level and a CFO position at
each CFO Act agency-have been established. OMB's Deputy Director
for Management and Office of Federal Financial Management, headed by
the Controller and Deputy Controller, have led reform efforts by
developing and periodically updating guidance and initiatives in areas
such as financial management systems, auditing, financial reporting,
internal control, and grants management.
The CFO Act also required 0MB to submit to Congress, annually, a 5year plan for improving financial management-mirrored in corresponding
CFO Act agency plans. Among other things, the plan required a
description of the existing financial management structure and changes
needed; a strategy for developing adequate, consistent, and timely
financial information; proposals for eliminating unneeded systems;
identification of workforce needs and actions to ensure that those needs
are met; a plan for the audit of financial statements of executive branch
agencies; and an estimate of the costs for implementing the plan. The
CFO Act also required annual financial management status reports
government-wide and for executive branch agencies. From 1992 to 2009,
0MB annually prepared comprehensive 5-year government-wide financial
management plans.
Agency CFOs have significantly contributed to improvements in financial
management. According to the survey we issued to CFOs and deputy
CFOs, some of these improvements include advising executive
leadership on financial management matters and direction for agency
financial operations and professional financial management personnel;
taking steps to develop and maintain financial management systems;
reducing duplicative financial management systems; resolving audit
findings; supporting audits of the agency's financial statements; helping to
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ensure the quality of financial information, and preparing the agency
financial report and other financial reports. In addition, the CFO Council
periodically met to advise and coordinate activities and initiatives,
including those related to internal controls, financial management
systems, and enterprise risk management 0MB stated that the CFO
Council is also working on a workforce plan. 5
In addition, the Department of the Treasury (Treasury) made contributions
to improving federal financial management. Among other things, Treasury
has developed and periodically updated government-wide guidance and
tools to support federal financial reporting; issued, in coordination with
0MB, the Financial Report of the US. Government since fiscal year
1997, which includes the government-wide consolidated financial
statements; and developed a long-term vision for improving federal
financial management. In 2010, Treasury established the Office of
Financial Innovation and Transformation, which identifies and facilitates
the implementation of innovative solutions to help agencies become more
efficient and transparent, and Treasury also issues an annual message to
agency CFOs to set the direction and goals of federal financial
management.

Financial Reporting: The
Preparation and Audit of
Financial Statements
Have Provided MuchNeeded Accountability and
Transparency

In 1990, 0MB, Treasury, and GAO jointly established the Federal
Accounting Standards Advisory Board (FASAB) to develop and
promulgate accounting standards and principles for financial reporting in
the federal government. In 1999, FASAB was recognized by the
American Institute of Certified Public Accountants as the standard setter
for generally accepted accounting principles for federal government
entities. FASAB has issued 57 statements of federal financial accounting
standards (SFFAS) that provide greater transparency and accountability
over the federal government's operations and financial condition,
including SFFAS 36, Comprehensive Long-Term Projections for/he US.
Government, which requires the Statement of Long-Term Fiscal
Projections as part of the government-wide consolidated financial
statements. 6 In addition, 0MB, Treasury, and GAO have regularly
5The CFO Council was established by the CFO Act, is headed by the Deputy Director for
Management of 0MB, and includes the Fiscal Assistant Secretary of the Department of
the Treasury and each of the CFO Act agency CF Os
6
GAO, Financial Audit: Fiscal Years 2018 and 2017 Consolidated Financial Statements of
the U.S. Government, GAO-19-294R (Washington, D.C .. Mar. 28, 2019)
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provided guidance to agencies that improves transparency, consistency,
and usefulness of financial reporting.
Agencies have significantly improved the quality and timeliness of their
financial reporting since the enactment of the CFO Act. As expanded by
the Government Management Reform Act of 1994 (GMRA) and the
Accountability of Tax Dollars Act of 2002 (ATDA), federal law now
requires every CFO Act agency and most other executive agencies to
annually prepare audited financial statements no later than March 1-5
months after the end of the federal fiscal year. 7 However, 0MB has
accelerated this due date for audited financial statements. For the first
time, for fiscal year 2005, all CFO Act agencies completed their audited
financial statements by November 15, approximately 45 days after the
close of the fiscal year, compared to the 60-90 day requirement for public
companies filing with the Securities and Exchange Commission. 8
For fiscal year 1996, the first year that all CFO Act agencies were
required to prepare audited financial statements, six CFO Act agencies
received an unmodified ("clean") audit opinion on their respective entities'
financial statements, compared with 22 CFO Act agencies that received
clean audit opinions for fiscal year 2018. 9 Today, to demonstrate
transparency and accountability to Congress and citizens, the CFO Act
agencies make their annual performance reports and annual financial
reports, which include audited financial statements, available on their
websites. In addition, since fiscal year 1997, Treasury, in coordination

7

lnitially, the CFO Act required CFO Act agencies to issue annual audited financial
statements covering on!y revolving funds, trust funds, and other activities that performed
substantially commercial functions. It also initiated pilot programs for audited statements
covering the full scope of agency operations_ GMRA built on this, requiring every CFO Act
agency to annually prepare full-scope audited financial statements. ATDA further
expanded this requirement, applymg it to almost al! executive agencies
8
Per Securities and Exchange Commission form 10-K, Annual Reporl Pursuant to Section
13 or 15d of the Securities Exchange Act of 1934, the fi!ing requirements vary depending
on the categorization of the public company

9The 22 agencies include the Department of Health and Human Services, which received
an unmodified ("clean") opinion on all financial statements except the social insurance
statements. The Department of Defense and the Department of Housing and Urban
Development received disclaimers of opinion for fiscal year 2018
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with 0MB, has annually prepared government-wide consolidated financial
statements, which are available on Treasury's website. 10
Substantial benefits have been achieved as a result of the preparation
and audit of financial statements, which provide useful and necessary
insight into government operations, including
•

federal agency accountability to Congress and citizens, including
independent assurance about the reliability of reported financial
information;

•

greater confidence to stakeholders (governance officials, taxpayers,
consumers, or regulated entities) that federal funds are being properly
accounted for and assets are properly safeguarded;

•

an assessment of the reliability and effectiveness of systems and
related internal controls, including identifying control deficiencies that
could lead to fraud, waste, and abuse;

•

a focus on infonmation security;

•

early warnings of emerging financial management issues; and

•

identification of noncompliance with laws and regulations, which can
present challenges to agency operations.

Our CFO survey respondents (18 of 23) agreed that preparation and audit
of financial statements are greatly or moderately beneficial to federal
agencies, noting that the financial audit process helped identify and
eliminate material weaknesses in internal control, greatly strengthened
internal control processes, and led to more discipline and integrity in
federal accounting.
Continuation of annual agency financial statement audits is critical to
maintaining accountability and sustaining financial management
improvements. Also, independent assurance that financial management
information included in agency financial statements is fairly stated is an
important element of accountability and provides agency management,
0MB, Treasury, Congress, and citizens with assurances that the
information is reliable and properly accounted for.

10see Department of the Treasury and Office of Management and Budget, Financial
R9port ofth• United States Government, accessed October 25, 2019
https -//fi•ca Ltreasury.gov/ re ports-etaterne nti/f1na nc1a I-re port/
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Internal Control:
Significant Improvements
Have Been Made

A key goal of the CFO Act was to improve internal control to reasonably
assure that the federal government's financial management information is
reliable, useful, and timely. Compared with 1990, internal control is
markedly stronger The number of material weaknesses in internal control
over financial reporting-significant issues that create the potential for
inaccurate financial information that would change or influence the
judgment of a reasonable financial report user relying on the
information-reported as part of financial statement audits has been
significantly reduced. For fiscal year 2005, financial statement auditors
reported no identified material weaknesses for only seven of 24 CFO Act
agencies, based on their financial statement audits; by 2018, that number
had doubled to 14.
In addition, auditors identified and agencies fixed thousands of internal
control problems over the past 3 decades. Further, Treasury and 0MB
have addressed many of the internal control problems related to the
processes used to prepare the U.S. government's consolidated financial
statements. However, some internal control problems are long-standing,
complex, and not quickly resolved, such as accounting for transactions
between federal agencies.
Annual financial statement audits also uncovered the significance of
improper payments and prompted legislation to strengthen controls over
improper payments. Agencies have made progress in estimating the
amount of improper payments and implementing efforts to reduce them,
but this remains an area of concern. We have reported improper
payments as a material deficiency or weakness since the fiscal year 1997
initial audit of the U.S. government's consolidated financial statements.
For fiscal year 2018, 79 programs across 20 agencies reported estimated
improper payments totaling about $151 billion. Since fiscal year 2003when certain agencies were required to begin reporting estimated
improper payments-cumulative improper payment estimates have
totaled about $1.5 trillion. 11

11
For estimation purposes, "Improper payment" is statutorily defined as any payment that
should not have been made or that was made in an incorrect amount (including both
overpayments and underpayments). 0MB guidance also provides that when an agency's
review ls unable to discern whether a payment was proper because of lnsufficient
documentation or lack of documentation, this payment must also be considered an
improper payment
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The annual financial statement audits, which include an assessment of
information systems controls, surfaced widespread information security
weaknesses. Since fiscal year 1997, we have reported information
security as a material weakness in the audit of the U.S. government's
consolidated financial statements. We have also reported information
security as a government-wide high-risk area since 1997. 12 To address
information security challenges surfaced by federal agency audits,
Congress enacted the Federal Information Security Management Act of
2002 and its successor, the Federal Information Security Modernization
Act of 2014. These laws require agencies to develop, document, and
implement programs to provide security for the information and
information systems that support agency operations and assets.

Financial Management
Systems: Steps Have
Been Taken to Improve
the Government's
Systems

One key purpose of the CFO Act and of the Federal Financial
Management Improvement Act of 1996 (FFMIA) that followed was to
improve federal agencies' financial management systems. FFMIA
requires CFO Act agencies to maintain financial management systems
that substantially comply with ( 1) federal financial management systems
requirements, (2) applicable federal accounting standards, and (3) the
U.S. Government Standard General Ledger at the transaction level.
Agencies have improved their compliance with FFMIA requirements. For
fiscal year 2018, auditors reported that 16 of 24 CFO Act agencies'
financial systems substantially comply with FFMIA's systems
requirements for fiscal year 2018, up from four agencies in fiscal year
1997.
Federal agencies have taken steps to implement new financial systems.
While progress has been made in modernizing financial management
systems, we have previously reported that efforts to modernize financial
management systems have often exceeded budgeted cost, resulted in
delays in delivery dates, and did not provide the anticipated system
functionality and performance. 13 For example, one-half (12 of 24) of the
CFOs and deputy CFOs who responded to our survey indicated that they
still use old systems and use obsolete software or hardware to perform
financial management responsibilities.
12

GAO, High-Risk Series. An Overview, GAO/HR-97-1 (Washington, D.C

February

1997)
13GAO, Financial Management Systems: Additional Efforts Needed to Address Key
Causes of Modernization Failures, GAO-06-184 (Washington, D.C .. Mar. 15, 2006)
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Some agencies have used migration of financial systems to external
providers as part of their system modernization efforts, but others have
experienced challenges in using shared services. For example, some
CFO Act agencies have had difficulty in finding a provider with sufficient
capacity and decided to modernize their financial system internally.
Others that have attempted to move their financial system to a shared
service provider failed to meet their cost, schedule, and performance
goals.
The federal government also has taken action aimed at reducing
duplicative efforts by increasing agencies' use of shared services for
commonly used computer applications-such as payroll or travel. Over
the past 15 years, there have been some notable shared services
successes. For example, consolidating payroll services resulted in more
than $1 billion in cost savings and cost avoidance over 10 years,
according to Office of Personnel Management (OPM) estimates. In April
2019, 0MB issued Memorandum M-19-16 on shared services, which
among other things described the process and desired outcomes for
shared services and established a governance and accountability model
for achieving them. 14

Workforce: Steps Have
Been Taken to Strengthen
the Federal Financial
Management Workforce

To help achieve the CFO Act's purposes, the federal government
established a financial management workforce structure, improving the
quality of the federal workforce. Since then, steps have been taken to
strengthen the federal financial management workforce, including the
following:
In 2000, the CFO Council and OPM worked together to align
qualifications standards for accounting, auditing, and budget
competencies with emerging financial management position
requirements.
In 2002, Congress and the President enacted legislation to empower
OPM to provide agencies with additional authorities and flexibilities to
manage the federal workforce and created the chief human capital
officer (CHCO) positions and the CHCO Council to advise and assist
agency leaders in their human capital efforts.

14Office of Management and Budget, Centralized Mission Support. Capabilities For The
Federal Government, M-19-16 (Washington, D.C.: 2019)
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In 2011, OPM and the CHCO Council created a working group that
identified critical skills gaps in six government-wide, mission-critical
occupations, including that of auditor.
In 2017, OPM published a regulation requiring each CFO Act agency
to develop a human capital operating plan describing agency-specific
skills and competency gaps that are selected for closure and the
strategies that will be implemented.

Preliminary
Observations on
Opportunities for
Enhancements to
Fulfill the Purposes of
the CFO Act

While substantial progress has been made, additional attention is needed
in several areas to help fully achieve the vision of the CFO Act and, in
doing so, improve and modernize federal financial management. Based
on the preliminary results from our ongoing review, we have identified
several opportunities for enhancements that could help ensure that the
CFO Act reaches its full potential. 15
1. To help ensure uniform responsibility, enhance strategic decisionmaking, and correct inconsistencies across government, amend
agency CFO's statutory responsibilities to ensure that they include all
of the responsibilities necessary to effectively carry out financial
management activities. Currently, responsibilities vary across
agencies and do not include all key responsibilities that CFOs should
possess.
2. To help ensure continuity in agency financial management operations
when CFO vacancies occur, establish appropriate statutory
responsibilities for deputy CFOs. This would minimize the effects of
inevitable turnover in CFO positions.
3. Based on the maturity of federal financial management, extend the
reporting frequency of the government-wide and agency-level
financial management plans from annually to at least every 4 years
(with timing to match the Government Performance and Results Act
reporting requirements). In addition to the current government-wide
financial management plan requirements, the plans should include
actions for improving financial management systems, strengthening
the federal financial management workforce, and better linking
performance and cost information for decision-making. The
15
See app. 111 for a fuller discussion of the findings and analysis supporting these
enhancements as well as two additional areas for improvements in federal financial
management: internal control related to improper payments and the government-wide
consolidated financial statements
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government-wide plan should also include key selected financial
management performance-based metrics, It is our view that 0MB and
Treasury should consult with the CFO Council, the Chief Information
Officer Council, the Council of the Inspectors General on Integrity and
Efficiency, GAO, and other appropriate financial management experts
in preparing the government-wide plan,
4, To provide more complete and consistent measurement of the quality
of agencies' financial management, require 0MB to develop, in
consultation with the CFO Council, key selected performance-based
metrics to assess the quality of an agency's financial management,
and changes therein, Examples of potential metrics include the
number of internal control deficiencies, the number of internal control
deficiencies corrected during the year, and the number of
Antideficiency Act violations, 16 The metrics should be included in the
government-wide and agency-level financial management plans
discussed above and agencies' performance against the metrics
reported in the annual status reports, Also, consider requiring auditor
testing and reporting on the reliability of each agency's reported
performance against the metrics,
5, To reasonably assure that key financial management information that
an agency uses is reliable, require agency management to (1) identify
key financial management information, in addition to financial
statements, needed for effective financial management and decisionmaking and (2) annually assess and report on the effectiveness of
internal control over financial reporting and other key financial
management information. Also, consider requiring auditor testing and
reporting on internal control over financial reporting and other key
financial management information,
We provided a draft of the progress and opportunities for enhancements
to 0MB, Treasury, and OPM. OPM provided technical comments, 0MB
and Treasury generally agreed with enhancements 1 and 2, regarding
CFOs' and deputy CFOs' statutory responsibilities. 0MB generally
disagreed with enhancement 3, regarding preparation of governmentwide and agency-level financial management plans, stating that
16The Antideficiency Act prohibits agencies from obligating or expending in excess or in
advance of an available appropriation unless otherwise authorized by law; accepting
voluntary services for the United States, except in cases of emergency involving the safety
of human life or the protection of property; and obligating or expending in excess of an
apportionment, or in excess of the amounts permitted by agency regulation. 31 U.S.C. §§

1341-42, 1349-52, 1511-19
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developing government-wide plans poses an administrative burden and is
no longer relevant in light of the current state of financial management.
However, we believe that a complete and integrated government-wide
plan could help to ensure continuity in direction and a comprehensive
understanding of the status and financial management challenges across
government. Eight of the 10 financial experts we interviewed stated that
without a government-wide financial management plan, the government
lacks a clear strategic direction and agency improvement efforts may not
appropriately address government-wide priorities.
For enhancement 4, regarding performance metrics for agencies'
financial management, 0MB generally disagreed, stating that it would be
difficult to develop additional metrics that would apply to all agencies. We
recognize the challenges in developing the metrics but continue to believe
that a limited number of key metrics can be developed to effectively
assess the quality of agencies' financial management. For enhancement
5, regarding identifying key financial management information and
assessing, reporting, and auditing internal control, Treasury generally
agreed and 0MB generally disagreed, noting that no action is needed
and these controls are adequately addressed under existing initiatives
and the enterprise risk management program contained in 0MB
guidance. We believe that a separate assessment is needed to
reasonably assure that key agency financial management information
used by the agency is reliable.

Chairman Enzi, Ranking Member Sanders, and Members of the
Committee, this completes my prepared statement. I would be pleased to
respond to any questions that you may have at this time.

If you or your staff have any questions about this testimony, please
contact Dawn B. Simpson, Director, Financial Management and
Assurance, at (202) 512-3406 or simpsondb@gao.gov or Robert F.
Dacey, Chief Accountant, at (202) 512-3406 or daceyr@gao.gov. Contact
points for our Offices of Congressional Relations and Public Affairs may
be found on the last page of this statement. GAO staff who made key
contributions to this testimony are Phyllis Anderson (Assistant Director),
LaDonna Towler (Assistant Director), Beryl Davis (Director), David
Ballard, Jeremy Choi, Anthony Clark, Patrick Frey, Ryan Guthrie, Isabella
Hur, Jason Kelly, Jason Kirwan, Chris Klemmer, Michael Laforge, Jill
Lacey, Diana Lee, Christy Ley, Keegan Maguigan, Lisa Motley, Heena
Patel, Matthew Valenta, Walter Vance, and William Ye.

GAQ.2Q.203T Financial Management
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Appendix I: Objectives, Scope, and
Methodology
This testimony highlights some of the most significant achievements in
federal government financial management since enactment of the Chief
Financial Officers Act of 1990 (CFO Act) and some preliminary
observations on how federal financial management can be enhanced.
The information in this testimony is based on our ongoing review and
analysis of relevant legislation; federal financial management guidance,
such as Office of Management and Budget (0MB) circulars; reports on
financial management issued by the Government Accountability Office
(GAO), agency offices of inspector general, and others; summarization of
interviews and a panel discussion with experts in federal financial
management; and summarization of results of GAO surveys to federal
chief financial officers (CFO), inspectors general (IG), and independent
public accountants (IPA).
To obtain perspectives of agency personnel on federal financial
management, we developed and administered two web-based surveys
from May 22, 2019, through August 5, 2019. We administered one survey
to 47 individuals from the CFO offices of the CFO Act agencies and
included individuals holding the position of CFO, acting CFO, deputy
CFO, or equivalent at these agencies as of May 1, 2019. Of the 47
individuals we surveyed, 24 individuals responded, which resulted in a 51
percent response rate. We administered the other survey to 53 individuals
holding the position of IG, deputy IG, or counsel to the IG at the CFO Act
agencies as of May 1, 2019, and an additional 24 IPAs who have
performed financial statement audits for these agencies since fiscal year
2014. Of the 77 individuals we surveyed, 29 individuals responded, which
resulted in a 38 percent response rate. Results of both surveys only
represent the views of those individuals who responded to the surveys
and may not be representative of all individuals from the CFO offices, IG
offices, or IPA offices of the CFO Act agencies.
In May 2019, we hosted an expert meeting with the theme "CFO Act Progress and Challenges." When planning the meeting, we considered
experts with a broad array of expertise. We had a total of eight experts
participate, representing both the federal and private sectors. They
included individuals who had served in auditing capacities and individuals
who had represented federal entities being audited. Some experts were
currently serving in their roles, and others had retired. Including experts
with both present and past experiences helped to ensure an examination
and discussion of the history of the CFO Act from its inception to the
present. Topics for discussion included progress and challenges since
enactment of the CFO Act, the role of the Department of the Treasury
(Treasury) and 0MB with regard to the act, and suggestions for
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Appendix I: Objectives, Scope, and
Methodology

improvements to financial management processes and systems. The
meeting transcript was categorized by key points, including progress,
challenges, OMB's and Treasury's roles, government-wide plans,
financial management systems, shared services, leading practices, and
proposed reforms or suggestions for improvements.
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Appendix 11: Selected Statutes Governing
Federal Entity Financial Management and
Reporting, Including Related Systems and
Personnel
Budget and Accounting Procedures Act of 1950, ch. 946 §§ 110-118, 64
Stat. 834 (Sept. 12, 1950).
Federal Managers' Financial Integrity Act of 1982, Pub. L. No. 97-255, 96
Stat. 814 (Sept. 8, 1982), codified at 31 U.S.C. § 3512(c), (d).
Chief Financial Officers Act of 1990, Pub. L. No. 101-576, 104 Stat. 2838
(Nov. 15, 1990).
Government Performance and Results Act of 1993, Pub. L. No. 103-62,
107 Stat. 287 (Aug. 3, 1993).
Government Management Reform Act of 1994, Pub. L. No. 103-356, title
IV, § 405, 108 Stat. 3410, 3415 (Oct. 13, 1994).
Clinger-Cohen Act of 1996, Pub. L. No. 104-106, div. D & E, 110 Stat.
642 (Feb. 10, 1996), codified as amended at 40 U.S.C. § 11101, et seq.
Federal Financial Management Improvement Act of 1996, Pub. L. No.
104-208, div. A, § 101(!), title VIII, 110 Stat. 3009-389 (Sept. 30, 1996),
codified at 31 U.S.C. § 3512 note.
Reports Consolidation Act of 2000, Pub. L. No. 106-531, 114 Stat. 2537
(Nov. 22, 2000), codified as amended at 31 U.S.C. § 3516.
Accountability ofTax Dollars Act of 2002, Pub. L. No. 107-289, 116 Stat.
2049 (Nov. 7, 2002).
Chief Human Capital Officers Act of 2002, Pub. L. No. 107-296, title XIII,
subtitle A, 116 Stat. 2135, 2287 (Nov. 25, 2002).
Improper Payments Information Act of 2002, Pub. L. No. 107-300, 116
Stat. 2350 (Nov. 26, 2002), codified as amended at 31 U.S.C. § 3321
note.
Federal Information Security Management Act of 2002, Pub. L. No. 107347, title Ill, 116 Stat. 2899, 2946 (Dec. 17, 2002), codified as amended
at 44 U.S.C. §§ 3551-3558.
Department of Homeland Security Financial Accountability Act, Pub. L.
No. 108-330, 118 Stat. 1275 (Oct. 16, 2004).
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Appendix II: Selected Statutes Governing
Federal Entity Financial Management and
Reporting, Including Related Systems and
Personnel

Federal Funding Accountability and Transparency Act of 2006, Pub. L.
No. 109-282, 120 Stat. 1186 (Sept. 26, 2006), codified as amended at 31
U.S.C. § 6101 note.
Improper Payments Elimination and Recovery Act of 2010, Pub. L. No.
111-204, 124 Stat. 2224 (July 22, 2010), codified as amended at 31
U.S.C. § 3321 note.
GPRA Modernization Act of 2010, Pub. L. No. 111-352, 124 Stat. 3866
(Jan. 4, 2011).
Improper Payments Elimination and Recovery Improvement Act of 2012,
Pub. L. No. 112-248, 126 Stat. 2390 (Jan. 10, 2013), codified as
amended at 31 U.S.C. § 3321 note.
Digital Accountability and Transparency Act of 2014, Pub. L. No. 113-101,
128 Stat. 1146 (May 9, 2014), codified at 31 U.S.C. § 6101 note.
Federal Information Security Modernization Act of 2014, Pub. L. No. 113283, (Dec. 18, 2014), codified at 44 U.S.C. §§ 3551-3558.
Carl Levin and Howard P. 'Buck' McKean National Defense Authorization
Act for Fiscal Year 2015, Pub. L. No. 113-291, div. A, title VIII, subtitle D,
128 Stat. 3292, 3438-3450 (Dec. 19, 2014) (commonly referred to as the
Federal Information Technology Acquisition Reform Act).
Federal Improper Payments Coordination Act of 2015, Pub. L. No. 114109, 129 Stat. 2225 (Dec. 18, 2015).
Fraud Reduction and Data Analytics Act of 2015, Pub. L. No. 114-186,
130 Stat. 546 (June 30, 2016).
National Defense Authorization Act for Fiscal Year 2018, Pub. L. No. 11591, div. A, title X, subtitle G, 131 Stat. 1283, 1586 (Dec. 12, 2017),
codified at 40 U.S.C. § 11301 note (commonly referred to as the
Modernizing Government Technology Act).
Foundations for Evidence-Based Policymaking Act of 2018, Pub. L. No.
115-435, 132 Stat. 5529 (Jan. 14, 2019).
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Appendix 111: Opportunities for
Enhancements to Fulfill the Purposes of the
CFO Act
This appendix provides additional information on areas of opportunity to
help fulfill the intended purposes of the Chief Financial Officers Act of
1990 (CFO Act), specifically, the following:
Standardize chief financial officer (CFO) and deputy CFO
responsibilities across government
Prepare government-wide and agency-level financial management
plans
Better link performance and cost information for decision-making
Develop a broader set of key selected financial management
performance-based metrics
Rectify internal control issues in certain areas
Improve financial management systems
Strengthen the federal financial management workforce

Standardize CFO and
Deputy CFO
Responsibilities across
Government

The CFO Act provided agency CFOs with broad responsibilities for all
financial management activities of their respective agencies, including
financial management systems (including financial reporting and internal
controls); agency financial management personnel, activities, and
operations; preparation of financial statements; and monitoring of budget
execution. The specific responsibilities assigned to CFOs vary among
agencies and are inconsistent government-wide. We previously reported
that CFO Act agencies need to ensure that CFOs possess the necessary
authorities within their agencies to achieve change. 1 For instance,
because of the interdependency of the budget and accounting functions,
some agencies have included both budget formulation and execution
functions under the CFO's authority while others have not.
Most financial experts we interviewed agreed and the CFO Council and
the Council of the Inspectors General on Integrity and Efficiency (CIGIE)
reported that to allow for better strategic decision-making, CFO
responsibilities should include budget formulation and execution, planning
and performance, risk management and internal controls, financial
systems, and accounting. Most experts agreed that standardizing the
CFO portfolio across agencies would promote standardized financial
1

GAO,

Goals,
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Appendix Ill: Opportunities for Enhancements
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management training and education and consistent skill sets across
agencies, both at the executive and staff levels.
The CFO Council and CIGIE have identified turnover of agency CFOs,
even during the same administration, as a significant challenge. They
also stated that major financial management improvement initiatives can
take years to fully implement and realize, often outlasting the average
tenure of a political appointee to a CFO position. With frequent CFO
turnover and potentially lengthy intervals between official appointments,
long-term planning and leadership continuity can be affected because
career deputy CFOs, who frequently serve as acting CFOs during CFO
vacancies, do not always have the same breadth of responsibilities as
CFOs. Deputy CFOs can be better prepared to act for CFOs when there
are vacancies if appropriate responsibilities are established for deputy
CFOs. In our survey to CFOs and deputy CFOs, 17 of 24 respondents
stated that the deputy CFO position should include all, most, or many of
the same responsibilities as the CFO position. Additionally, some
respondents to our survey replied that it is important for the deputy CFO
to be able to step into the CFO position should there be a vacancy. CIGIE
also said that deputy CFOs should be sufficiently empowered with more
standard responsibilities to ensure effective succession planning.

Prepare GovernmentWide and Agency-Level
Financial Management
Plans

The CFO Act called for annual comprehensive government-wide 5-year
plans for improving federal financial management. It also called for each
agency CFO to annually prepare a plan to implement the governmentwide plan prepared by the Office of Management and Budget (0MB).
Moreover, it required annual government-wide and agency-level status
reports. The 0MB plans and status reports were to be submitted to
Congress to enable comprehensive congressional oversight.
Since it issued the 2009 report, 0MB has neither prepared nor submitted
to Congress the annual 5-year government-wide plans as required by the
CFO Act. Instead, 0MB stated that it is meeting the intent of the
requirement by providing information in the President's Management
Agenda (PMA), in the annual government-wide consolidated financial
statements, and in documents placed on Performance.gov and the CFO
Council's website. For the consolidated financial statements, the
information is included in a section in the Management's Discussion and
Analysis (MD&A) entitled Financial Management. This section discusses
several of the priorities and accomplishments in financial management for
the prior and current fiscal years and in some cases discusses goals for
the next fiscal year.
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In addition, according to 0MB, financial management elements are being
considered in implementing the 2018 PMA. The CFO Council, in
coordination with 0MB, has identified six financial management crossagency priorities and is developing detailed plans for each. Two of these
plans, results-oriented accountability for grants and getting payments
right, have been completed and posted on Performance.gov. The others
are being managed by executive steering committees comprising CFO
Council-approved members. While the various MD&A Financial
Management sections, the PMA, and other 0MB documents contain
relevant information about improvements in financial management, these
documents do not provide a complete and integrated financial
management strategy for making continued improvements and for
reporting on the administration's accomplishments in a comprehensive
manner.
In 2019, 0MB proposed eliminating the CFO Act requirement for a
separate comprehensive plan, arguing that this change would provide it
with flexibility to report information that is most relevant to financial
management in a manner that is most efficient. 2 However, having a
complete and integrated financial management plan would help to
address long-standing, costly, and challenging concerns in financial
management in a strategic, comprehensive, efficient, and cost-effective
manner. Eight of the 10 financial experts we interviewed stated that
without a government-wide financial management plan, the government
lacks a clear strategic direction and agency improvement efforts may not
appropriately address government-wide priorities. To hold people
accountable and facilitate congressional oversight, a complete and
integrated financial management plan should include the resources
required and measure progress through interim milestones with
completion dates. Several experts also stated that they believe that a
government-wide plan should be done every few years instead of
annually, but that the status report could continue to be prepared
annually. A complete and integrated government-wide financial
management plan and supporting agency plans, prepared every few
years, could help ensure continuity in direction and a more

2
The GPRA Modernization Act of 2010 added a requirement for agencies to include in
their annual budget submissions a list of plans and reports that they have identified for
elimination or consolidation because they are outdated or duplicative. The 5-year plan
requirement, enacted by the CFO Act, has been included on this !ist and identified for
elimination by the Executive Office of the President, of which OMS is a component
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comprehensive understanding of gauging progress toward addressing
financial management challenges across government.

Better Link Performance
and Cost Information for
Decision-making

The CFO Act calls for agencies to ( 1) develop and maintain integrated
accounting and financial management systems that provide for, among
other things, systematic measurement of performance and (2) develop
and report cost information. While the Government Performance and
Results Act of 1993 (GPRA) laid a foundation for results-oriented
management, we found that agencies' reported use of performance data
to make decisions has generally not improved. 3
While agencies have made efforts in this direction, opportunity exists to
enhance the availability and reliability of performance and cost
information, and better link this information for decision-making. One
example of this is linking program performance to program cost. A
number of agencies have implemented activity-based costing, which
creates a cost model of an organization by identifying the activities
performed, the resources consumed, and the outputs (products and
services) that an organization produces. However, linking cost and
performance information for effective decision-making has been
challenging.
Respondents to our CFO survey noted that agencies face challenges in
( 1) developing and maintaining an integrated agency accounting and
financial management system (19 of 24 respondents), (2) developing and
reporting cost information (19 of 24 respondents), and (3) having financial
management systems that produce the needed financial data to help
address agency performance goals (21 of 24 respondents). Agencies that
lack readily available, reliable, and linked performance and cost
information may not be able to effectively make financial management
decisions that are based on dollars allocated and results achieved and
thus may miss opportunities to reduce costs or enhance mission
effectiveness.

3GAO, Managing for Results: Government-wide Actions Needed to Improve Agencies'
Use of Performance Information in Decision Making, GAO-18-609SP (Washlngton, D.C.

Sept 5, 2018).
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Develop a Broader Set of
Key Selected Financial
Management
Performance-Based
Metrics

Agencies have limited financial management performance-based metrics
(e.g., financial statement audit opinion and number of reported material
weaknesses in internal control over financial reporting) to help them
assess the quality of their financial management. A broader set of key
selected financial management performance-based metrics can provide
more complete analysis across the breadth of financial management
functions. Examples of potential metrics include the number of internal
control deficiencies, the number of internal control deficiencies corrected
during the year, and the number of Antideficiency Act violations. Key
selected financial management performance-based metrics, including
identifying metrics in the government-wide and agency-level plans
discussed above and reporting of agency performance against the
metrics in the annual status reports, can help ensure that the federal
government better manages and uses the resources entrusted to it Also,
auditor testing and reporting on each agency's reported performance
against the metrics can provide assurance that such information is
reliable.

Rectify Internal Control
Issues in Certain Areas

The CFO Act required CFOs to develop and maintain an integrated
agency accounting and financial management system that provides for
complete, reliable, consistent, and timely information prepared on a
uniform basis and that responds to agency management's financial
information needs. To ensure the reliability of financial information,
agencies need effective internal controls. While agencies have made
important progress in strengthening internal control, as noted earlier, the
federal government faces many internal control problems. The following
discusses three areas: assessing internal control over key financial
management information, government-wide improper payments, and
material weaknesses preventing an opinion on the U.S. government's
consolidated financial statements.

Assessing Internal Control over
Key Financial Management
Information

Management may not have reasonable assurance that internal control
over financial reporting and other key financial management information
that the agency uses is reliable. Since fiscal year 1997, agency auditors'
assessments of the effectiveness of internal control over financial
reporting have identified long-standing, as well as new, material
weaknesses. As a result of new material weaknesses, a number of
agencies have not been able to sustain "clean" audit opinions on their
financial statements. In addition, continuing material weaknesses have
hindered two CFO Act agencies, the Departments of Defense and
Housing and Urban Development, and the government as a whole, from
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achieving clean audit opinions. For fiscal year 2018, auditors of CFO Act
agencies reported a total of 41 material weaknesses. 4
One key to strengthening internal control over financial reporting at
federal entities has been 0MB Circular No. A-123, which carries out
OMB's responsibility to provide guidelines for agencies to follow in
evaluating their systems of internal control. In December 2004, 0MB
issued A-123, Appendix A, Internal Controls over Financial Reporting,
which provided a methodology with which agency management could
assess, document, and report on internal control over financial reporting.
It emphasized management's responsibility for establishing and
maintaining effective internal control over financial reporting. Appendix A
required CFO Act agency management to annually assess the adequacy
of internal control over financial reporting, provide a report on identified
material weaknesses and corrective actions, and provide separate
assurance on the effectiveness of the agency's internal control over
financial reporting. The CFO Council subsequently issued the
Implementation Guide for Appendix A in 2005.
In 2018, 0MB reported that since the issuance of 0MB Circular No. A123's Appendix A, federal agencies have made substantial progress in
improving their internal controls over financial reporting. 0MB referred to
this as a rigorous process for agencies to separately assess internal
control over financial reporting.
Beginning in fiscal year 2018, however, 0MB no longer requires such a
process. On June 6, 2018, 0MB issued an updated Appendix A,
Management of Reporting and Data Integrity Risk. The revised Appendix
A integrates internal control over reporting, along with internal controls
over operations and compliance, in an overall assessment of the
agency's internal control. This reporting guidance includes internal control
over financial reporting as well as over other financial and nonfinancial
information. It also requires that agencies develop and maintain a data
quality plan that considers the risks to data quality in federal spending
data required by the Digital Accountability and Transparency Act of 2014
4
A material weakness is a deficiency, or combination of deficiencies, in internal control
over financial reporting, such that there is a reasonable possibility that a material
misstatement of the entity's financial statements will not be prevented, or detected and
corrected, on a timely basis. A deficiency in internal control exists when the design or
operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent, or detect and correct, misstatements on a
timely basis
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(DATA Act) and any controls that would manage such risks in accordance
with 0MB Circular No. A-123. Further, agency senior accountable officials
are required to certify each quarter, among other things, that their data
submissions under the DATA Act are valid and reliable. However, the
appendix does not require a separate management assessment of
internal controls over the reliability of federal spending data. As we
previously reported, there are significant data quality problems related to
the completeness and accuracy of DATA Act data. 5
In addition, the Federal Financial Management Improvement Act of 1996
(FFMIA) requires CFO Act agencies and their auditors to determine
whether agency financial management systems comply substantially with
federal financial management systems requirements. However, such
systems requirements are focused on preparing agency financial
statements and do not generally include system requirements related to
other key financial management information (e.g., performance
information and cost information) needed for management decisionmaking. We have expressed concerns about the adequacy of financial
management systems requirements contained in the Treasury Financial
Manual. 6 In our survey of CFOs and deputy CFOs, most (20 of 24)
respondents said that ensuring data quality of financial information was
somewhat, very, or extremely challenging.

Without (1) identifying all key financial management information needed
for effective financial management and decision-making, (2) separately
assessing and reporting on the effectiveness of internal control over
financial reporting and other key financial management information, and
(3) independently assessing such controls, management may lack
reasonable assurance of the reliability of such information.

Government-Wide Improper
Payments

Improper payments have consistently been a government-wide issue,
despite efforts to reduce them. Since fiscal year 2003, cumulative
improper payment estimates have totaled about $1.5 trillion. Although
agencies have made progress identifying and reducing improper

5

GAO, DATA Act: 0MB, Treasury, and Agencies Need to Improve Completeness and
Accuracy of Spending Data and Disclose Umitations, GAO-18-138 (Washington, D. C ..

Nov 8, 2017)
6GAO, Fiscal Year 2008 US. Government Financial Statements: Federal Government
Faces New and Continuing Financial Management and Fiscal Challenges, GAO-09-805T

(Washington, D.C .. July 8, 2009)
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payments, more work needs to be done to address this government-wide
material weakness in internal control.
We continue to report, as a government-wide material weakness in
internal control, that the federal government is unable to determine the full
extent to which improper payments occur and reasonably assure that
appropriate actions are taken to reduce them. 7 0MB stopped reporting a
government-wide improper payment estimate in fiscal year 2017. 8
According to 0MB, it stopped reporting a government-wide estimate
because program-by-program improper payment data were more useful.
However, we believe that the aggregation of improper payment estimates
is essential for transparency as without such the extent and magnitude of
the government-wide improper payments is not readily available to key
decision makers. As such, we support a key provision in the Payment
Integrity Information Act of 2019 9-a bill which has passed the Senateto require 0MB to report a government-wide improper payment estimate
amount. Implementing this provision would be a positive step in
determining the overall progress the federal government is making in the
improper payment area.
The federal government also needs to reasonably assure that agencies
take appropriate actions to reduce improper payments. For example, in
supplemental appropriations acts providing disaster relief funds in 2017
and 2018, Congress mandated an oversight framework for these funds by
requiring federal agencies to submit internal control plans to Congress,
based on 0MB guidance. However, in June 2019, we reported that 0MB
lacked a strategy for ensuring that federal agencies provide sufficient,
useful plans in a timely manner for oversight of disaster relief funds. As a
result, we found that selected agencies did not submit their disaster aid
internal control plans timely. The plans also lacked necessary information,
such as how the selected agencies plan to meet 0MB guidance and

7Efforts to determine the fuH extent of improper payments are hlndered by (1) risk
assessments not accurately assessing improper payment risks, (2) programs determined
to be risk-susceptible not reporting estimates, and (3) estimation methodologies not
producing reliable estimates
8From fiscal years 2003 through 2016, a government-wide estimate and error rate had
been reported in financial reports based on the programs and activities that reported
estimates.
s. 375, 116th Cong
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federal internal control standards. 10 Such a strategy could help provide
Congress some assurance that agencies will establish effective and
efficient controls over disaster aid.
The federal government also needs to reasonably assure that states,
local governments, and nonprofit organizations take appropriate actions
to reduce their improper payments of federal funds. For example, 0MB
recently revised its compliance supplement for Medicaid to enable
auditors, as part of the single audit of all federal financial assistance that
a state received or administered, to test beneficiaries for eligibility for the
program. If this expansion of the compliance supplement is successful for
Medicaid, other federal programs that states, local governments, and
nonprofit organizations administer may also benefit from such revisions. 11
Material Weaknesses
Preventing an Opinion on the
U.S. Government's
Consolidated Financial
Statements

Since the federal government began preparing consolidated financial
statements over 20 years ago, three major impediments have continued
to prevent us from rendering an opinion on the federal government's
accrual-based consolidated financial statements over this period.
1. Serious financial management problems at the Department of
Defense (DOD) have prevented its financial statements from being
auditable. DOD's strategy for achieving a clean opinion on its financial
statements and improving overall financial management has shifted
from preparing for audit readiness to undergoing financial statement
audits and remediating audit findings. In a positive development, DOD
underwent an audit of its entity-wide fiscal year 2018 financial
statements, which resulted in a disclaimer of opinion issued by the
DOD Office of Inspector General (OIG). The DOD OIG also reported
20 material weaknesses in internal control over financial reporting,
contributing to its disclaimer of opinion.
DOD has acknowledged that achieving a clean audit opinion will take
time. However, it stated that over the next several years, the
resolution of audit findings will serve as an objective measure of
10
GAO, 2017 Disaster Relief Oversight: Strategy Needed to Ensure Agencies' Internal
Control Plans Provide Sufficient Information, GAO-19-479 (Washington, D.C .. June 28,
2019)
11
The Single Audit Act, 31 U.S.C. chapter 75, provides for either a program-specific audit
or an organization-wide "single audit" of states, localities, and nonprofit entities that
expend $750,000 or more offedera! assistance annually. These audits encompass both
financial and compliance components, and 0MB publishes an annual Compliance
Supplement to guide auditor compliance testing related to each major federal program.
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progress toward that goal. DOD will need to develop and effectively
monitor corrective action plans to appropriately address audit findings
in a timely manner. Partially in response to our recommendations,
DOD recently developed a centralized database for tracking the audit
findings, recommendations, and related corrective action plans. 12
2. While significant progress has been made over the past few years,
the federal government continues to be unable to adequately account
for intragovernmental activity and balances between federal entities.
Federal entities are responsible for properly accounting for and
reporting their intragovernmental activity and balances in their entity
financial statements. When preparing the consolidated financial
statements, intragovernmental activity and balances between federal
entities should be in agreement and must be subtracted out, or
eliminated, from the financial statements. 0MB and the Department of
the Treasury (Treasury) have issued guidance directing component
entities to reconcile intragovernmental activity and balances with their
trading partners and resolve identified differences. In addition, the
guidance directs the CFOs of significant component entities to report
to Treasury, their respective inspectors general, and GAO on the
extent and results of intragovernmental activity and balance
reconciliation efforts as of the end of the fiscal year.
3. The federal government has an ineffective process for preparing the
consolidated financial statements. Treasury, in coordination with
0MB, has implemented several corrective actions during the past few
years related to preparing the consolidated financial statements.
Corrective actions included improving systems used for compiling the
consolidated financial statements, enhancing guidance for collecting
data from component entities, and implementing procedures to
address certain internal control deficiencies. However, the federal
government's systems, controls, and procedures were not adequate
to reasonably assure that the consolidated financial statements are
consistent with the underlying audited entity financial statements,
properly balanced, and in accordance with U.S. generally accepted
accounting principles.
Further, significant uncertainties, primarily related to achieving projected
reductions in Medicare cost growth, and a material weakness in internal

12 GAO, DOD Financial Management: Significant Efforts Still Needed for Remediating
Audit Readiness Deficiencies, GA0-17-85 (Washington, D.C._ Feb. 9, 2017)
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control prevented us from expressing an opinion on the sustainability
financial statements. 13
We, in connection with our audits, and agency auditors, in connection
with their audits, have identified numerous deficiencies underlying the
above weaknesses and have provided recommendations for corrective
action.

Improve Financial
Management Systems

The federal government has made unsuccessful efforts to implement new
financial management systems, most notably at DOD, the Internal
Revenue Service, the Department of Homeland Security, and the
Department of Housing and Urban Development-which have spent
billions of dollars on failed systems. We have reported that the executive
branch has undertaken numerous initiatives to better manage the more
than $90 billion that the federal government annually invests in
information technology (IT). 14 However, we reported that federal IT
investments too frequently fail or incur cost overruns and schedule
slippages, while contributing little to mission-related outcomes. 15 These
investments often suffered from a lack of disciplined and effective
management, including inadequate project planning, clearly defined
requirements, and program oversight and governance. In 2015, we added
the government's management of IT acquisitions and operations to our
High-Risk List, where it remains in 2019.
In fiscal year 2018, eight of 24 CFO Act agencies' financial management
systems still did not substantially comply with FFMIA's systems
requirements. Moreover, a number of agencies rely on critical legacy
systems that use outdated languages, have unsupported hardware and
software, and are operating with known security vulnerabilities. We
previously reported that some agencies have not established complete
modernization plans and face an increased risk of cost overruns,

13The sustainability financial statements are based on projections of future receipts and
spending for the federal government as a whole and for the social benefit programs, while
the accrual-based consolidated financial statements are based on historical information,
including the federal government's assets, liabilities, revenue, and net cost.
14

GAO, High-Risk Series: Substantial Efforls Needed to Achieve Greater Progress on
High-Risk Areas, GAO-19-157SP (Washington, D.C .. Mar. 6, 2019)

15GAO, High-Risk Series: An Update, GAO-15-290 (Washington, D.C .. Feb. 11, 2015).
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schedule delays, and project failure. 16 In addition, most respondents to
our CFO survey (15 of 24) stated that it has been extremely, very, or
somewhat challenging to work with financial management systems that
are old and use obsolete software or hardware.
Efforts to promote greater use of shared services in certain areas, such
as human resources and financial management activities, resulted in
some cost savings and efficiency gains, but challenges (e.g.,
implementation weaknesses, project scheduling, and project
management and costs) impede widespread adoption. Almost all
respondents to our CFO survey (22 of 24) indicated that they currently
use or plan to use shared services. Most of those respondents (16 of 24)
believed that use of shared services could help reduce costs. As noted
above, in April 2019, 0MB issued Memorandum M-19-16 on shared
services, which among other things described the process and desired
outcomes for shared services and established a governance and
accountability model for achieving them. Also, 0MB stated that, building
off of OM B's and Treasury's efforts to create a Quality Service
Management Office for Financial Management, they are establishing a
more centralized approach to standardize, consolidate, and automate
agency financial systems.
A government-wide plan for improving federal financial management
systems, including shared services, that is incorporated into the
government-wide and agency-level plans discussed above could help
ensure, among other things, that financial management system problems
are addressed.

Strengthen the Federal
Financial Management
Workforce

Insufficient numbers of staff, inadequate workforce planning, and a lack of
training in critical areas create gaps between what the federal
government needs and the skills federal employees have. We have made
a number of recommendations toward achieving a federal workforce with
the necessary skills, including in financial management. In a 2007
testimony, we reported that one key challenge to strong federal financial

16GAO, Information Technology: Agencies Need to Develop Modernization Plans for
Critical Legacy Systems, GA0-19-471 (Washington, D.C .. June 11, 2019).
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management is building a financial management workforce for the
future. 17 This holds true today.
Our CFO survey respondents (14 of 24) noted that CFO Act agencies do
not have all of the staff with the professional qualifications, capabilities,
and expertise needed to effectively support financial management
operations and practices. With rapid changes, such as emerging
technologies and growing availability of data, it is critical for the
government to identify and strategically plan for the future workforce to
achieve effective financial management. A comprehensive, Jong-term
plan to address the challenges in the federal financial management
workforce that is incorporated into the government-wide and agency-level
plans discussed above could help ensure that agencies are held
accountable for a long-term vision of attracting and retaining a workforce
that maintains the professional qualifications, capabilities, and expertise
that will meet current and future needs.

17

GAO, Federal Finanda/ Management: Cdtical Accountability and Fiscal Stewardship
Challenges Facing Our Nation, GAO-07-542T (Washington, O.C., Mar_ 1, 2007)

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

GAO~20.203T Financial Management

Page 31

PO 00000

Frm 00442

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

Insert offset folio 659 here 39734A.268

lotter on DSK11XQN23PROD with HEARING

(103801)

437

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00443

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

Insert offset folio 660 here 39734A.269

lotter on DSK11XQN23PROD with HEARING

This is a work of the U.S. government and is not subject to copyright protection in the
United States. The published product may be reproduced and distnbuted in its entirety
without further permission from GAO. However. because this work may contain
copyrighted images or other material, permission from the copyright holder may be
necessary if you wish to reproduce this material separately

438

GAO's Mission

The Government Accountability Office, the audit, evaluation, and investigative
arm of Congress, exists to support Congress in meeting its constitutional
responsibilities and to help improve the performance and accountability of the
federal government for the American people. GAO examines the use of public
funds; evaluates federal programs and policies; and provides analyses,
recommendations, and other assistance to help Congress make infonned
oversight, policy, and funding decisions. GAO's commitment to good government
is reflected in its core values of accountability, integrity, and reliability,

Obtaining Copies of
GAO Reports and
Testimony

The fastest and easiest way to obtain copies of GAO documents at no cost is
through GAO's website (https://www.gao.gov). Each weekday afternoon, GAO
posts on its website newly released reports, testimony, and correspondence. To
have GAO e-mail you a list of newly posted products, go to https://www.gao.gov
and select "E-mail Updates."

Order by Phone

The price of each GAO publication reflects GAO's actual cost of production and
distribution and depends on the number of pages in the publication and whether
the publication is printed in color or black and white. Pricing and ordering
information is posted on GAO's website, https://www.gao.gov/ordering.htm.
Place orders by calling (202) 512-6000, toll free (866) 801-7077, or
TDD (202) 512-2537.
Orders may be paid for using American Express, Discover Card, MasterCard,
Visa, check, or money order. Call for additional information.

Connect with GAO

Connect with GAO on Facebook, Flickr, Twitter, and You Tube.
Subscribe to our RSS Feeds or E~mai! Updates. Listen to our Podcasts.
Visit GAO on the web at https://www.gao.gov.

To Report Fraud,
Waste, and Abuse in
Federal Programs

Contact FraudNet:
Website: https://www.gao.gov/fraudnet/fraudnethtm
Automated answering system: (800) 424-5454 or (202) 512-7700

Congressional
Relations

Orice Williams Brown, Managing Director, WilliamsO@gao.gov, (202) 512-4400,
U.S. Government Accountability Office, 441 G Street NW, Room 7125,
Washington, DC 20548

Public Affairs

Chuck Young, Managing Director, youngc1@gao.gov, (202) 512-4800
U.S. Government Accountability Office, 441 G Street NW, Room 7149
Washington, DC 20548

Strategic Planning and
External Liaison

James-Christian Blockwood, Managing Director, spel@gao.gov, (202) 512-4707
U.S. Government Accountability Office, 441 G Street NW, Room 7814,
Washington, DC 20548

~-.....

~

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00444

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

Insert offset folio 661 here 39734A.270

lotter on DSK11XQN23PROD with HEARING

Please Print on Recycled Paper.

lotter on DSK11XQN23PROD with HEARING

439
Chairman ENZI. Thank you for your testimony and for the fuller
version that you presented us with and just for all of the valuable
information you presented, not just at this hearing but at all the
hearings that you have done.
We will now have a round of questions, and we will alternate
back and forth in the order that people arrived. I will begin the
questions.
The CFO Act envisioned Federal financial management systems
that would allow easy access to integrated budget cost and performance data, allowing us to compare what we budgeted to what
we spent and whether what we spent got the outcome we were hoping for. Why has it been so challenging to develop and maintain the
integrated accounting and financial management systems and
standards? What can be done to address those challenges? You
touched on it briefly.
Mr. DODARO. Yes. I’ll start with a few things. First, one of the
areas which would be helpful is to give the CFOs within the departments and agencies the full range of responsibilities needed because many of them do not have access to all the information to
begin to assemble the linkages necessary. They need to have both
budget formulation and execution responsibilities. The CFO Act
originally talked about budget execution, not budget formulation.
Secondly, we know from the work that we have been doing on
overlap, duplication, and fragmentation in the Federal Government
and monitoring implementation of the Government Performance
and Results Act, many programs and activities do not have evaluations. The Congress just passed the Evidence-Based Policy Act. You
cannot link something if it is not there to begin with, and there is
not a lot of good, hard evaluative evidence of the performance of
Federal programs and activities. So that act needs to be implemented well.
Now, in the Senate, Senator Lankford has been introducing the
Taxpayer Right-to-Know Act, and that would link the performance
with the budgeting and the accounting process. So I have supported consideration of that legislation as well, and that may be
something that you want to entertain as part of the CFO Act initiative as well.
But all those things could help. And the cost data, some agencies
are doing activity-based costing, but there really is not good cost
information. This is particularly a problem at DOD because of their
inability to get reliable data to begin with. But it is a problem
throughout Government.
Chairman ENZI. Thank you. On a little different topic, since the
enactment of the CFO Act, we have seen a proliferation of narrowly
focused chief officers in the agency management. For example,
some agencies now have Chief Risk Officers, Chief Data Officers,
and Chief Evaluation Officers. I have heard concerns that this has
created a fragmented environment where functions that could reside under the CFO umbrella are siloed into separate offices.
How do you think the creation of these offices has affected the
process?
Mr. DODARO. We have not fully studied it since some of these positions are relatively new, particularly the Evaluation Officers and
the Risk Officers. And my experience has been, before that, there
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were Chief Information Officers, Chief Procurement Officers, Chief
Human Capital Officers. All were well intended because there was
a problem in all these areas across Government, and to some extent there still is a problem, and there was nobody focused on it.
I think if you modernize the CFO Act, you can rationalize some
of these positions, because then somebody would have clear responsibility and accountability for the functions.
The reason Congress defaults to creating these positions is because the problem persists over time, and no one seems accountable in the agency. So all the legislation then says this is what the
legislation is intended to do, and here is who will be held accountable. But it needs to be better rationalized within each department
and agency, and so I think there are opportunities to do that.
But the CFO position is a logical locus, particularly for risk management and integrating performance with cost data. If it does not
happen at that level, it is not going to happen, and fragmentation
will continue in the Government because of the inability to integrate data. And if you do not have your data integrated to the CFO
side, you are at a serious disadvantage in meeting any of the objectives of these other laws.
Chairman ENZI. Thank you. I will yield the balance of my time,
and the next two people to ask questions will be ones that asked
for this hearing and evaluation. Senator Warner.
Senator WARNER. Well, thank you, Mr. Chairman, and I know
Senator Johnson will say as well that we appreciate the fact that
you made this request to the Comptroller General. I know you have
got the two business guys and the accountants who are trying to
drive this, but even though we may have somewhat different views
on how we get there, I think we share a lot of the same goals. We
have got to start with good data.
And, Gene, for all the years I have been here, thank you for your
great work and the work you did on this CFO report. I think, you
know, 30 years later, there are improvements that you have spoken
to.
You mentioned a couple of bills that I was very pleased to have
a role in getting passed, the DATA Act and GPRA. I think again
about the DATA Act, which was the first open data piece of legislation to try to give taxpayers better insight into how their tax dollars were spent. And echoing what the Chairman said, the performance of Federal programs, I think we have a great aspiration. I am
not sure the implementation fully has gotten us where we need to
be.
So how can we better link performance metrics—you have spoken of performance metrics here a little bit—with the data that the
agencies are already reporting? And are there specific things, as we
upgrade the CFO Act, that we might fold those improvements into
the CFO Act?
Mr. DODARO. I think, first of all, you have to hold agencies accountable for producing better data and showing the performance
of Federal programs and activities. When we looked, for example,
there were over 200 science, technology, engineering, and math
programs. Two-thirds of them had never been evaluated. Some of
them were too small even to evaluate. So you need to rationalize
that, but you need to hold agencies accountable for that.

VerDate Sep 11 2014

21:48 Jul 02, 2021

Jkt 039734

PO 00000

Frm 00446

Fmt 6601

Sfmt 6602

E:\HR\OC\A734.XXX

A734

lotter on DSK11XQN23PROD with HEARING

441
We looked at 47 employment and training programs. Only four
had had an evaluation over a period of time.
Congress has the ability to change the incentives. Right now, all
the onus is on somebody trying to stop a Federal program. The
onus is not on people who want more money to continue the program to prove that it is working well. And so that through the
budget and appropriation process and through better oversight I
think needs to be a starting place right now because you are missing a whole component of what you want to link. The budget data
is fairly good. Cost data is weak. And performance data is very lagging and missing in most cases. So Congress has to provide better
oversight and hold people accountable for the components of the
linkage.
Then I think you could strengthen the CFO position to be the
locus of responsibility for managing the linkages.
Senator WARNER. Well, I hope you would work with us as we get
into some of those details. One of the things I know the Chairman,
along with Senator Whitehouse, has been proposing is—I have
been supportive in the past and look forward to fully reviewing
your new legislation that would move us at the Federal level to a
2-year budget cycle. I do not want to speak for my friend and fellow
Virginia Governor Tim Kaine, but, you know, we did a 2-year budget cycle. It still allowed appropriation changes to be made on an
annual basis. But it did not—we do not even do the existing 1-year
process that well here, but having that extra year to really dig into
the evaluation component I think is so, so important and I hope we
are able to see, Mr. Chairman, your legislation become law.
I want to move off subject for my last minute. One of the things
that I appreciate that you guys are looking into—and, again, I
think I am speaking for my colleague Senator Kaine as well on
this—is GAO looking at the military program of privatized housing.
You know, my belief was this was a decision made back in the late
1990s that may have had short-term budget savings. But when we
give folks a 50-year lease and very little oversight of how that lease
is implemented, you end up now—and I think we have seen this
at military installations all around the country—with our servicemen and women not getting the kind of quality care and the Federal Government not having the leverage that we need to have.
And I hope you are still going to be able to get that report to us
by December. Is that what we are hoping?
Mr. DODARO. Yes.
Senator WARNER. That is a quick yes. I will take that and go in
my last 7 seconds.
Mr. DODARO. But I——
Senator WARNER. Let me just get my last comment in so the
Chairman does not cut me off. I also want to thank you—I know
you have been working with us from your financial side. This is
more on the private sector side. But I think there may be—I am
still unsure, but there may be some merit in the private sector’s
move towards ESG type reporting. But there is not much there in
terms of standards. I really look forward to working with you on
that, and the Chairman will give you the discretion to answer,
make your other comment.
Thank you, Mr. Chairman, for having the meeting.
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Mr. DODARO. The military privatizing of housing is a classic example where the Government is making short-term decisions without thinking through the long-term implications of this, because if
you stop to focus on what the long-term implications are of who is
going to take ownership of this after the lease and what is the incentive to make investments to keep the property up to standards,
you could logically have predicted some of the problems that we are
having now up front. But it is always a rush to make a short-term
decision without thinking through the long-term implications, and
these things are coming home to roost now.
But, to me, that is a classic case of where the federal government
needs to change the horizon of its thinking because most of the
things that it gets involved with are long-term efforts, and you
need to have a framework for making long-term decisions and
trade-offs up front before embarking on these efforts.
Chairman ENZI. We did that on other housing programs, but we
did not learn from them.
Senator Johnson.
Senator JOHNSON. Thank you, Mr. Chairman. First of all, thank
you for holding this hearing. Thank you for your dedicated efforts
on all things financial management. I am a bean counter, and let
us face it, numbers generally do not lie. You can probably do something with them, but facts are hard things to argue with, and that
is what is so important about, you know, really the work that Gene
does day in and day out, and everybody that works for the Government Accountability Office is providing that information so we can
make smart management decisions within Government.
I would like to take this opportunity to let you know I have
looked at your Congressional Budget Reform Act, and I would ask
to be an original cosponsor before you introduce that, if you do not
mind, also recognizing that what you are contemplating here, updating the CFO Act, will come under my Committee’s jurisdiction.
I want to work very closely with you and your budget staff because,
again, you have been so dedicated and with Gene and his staff.
Since I have been here 9 years, I have seen probably the best bipartisanship really congeal around studies that the GAO does.
Again, it is hard to refute those facts. And when the GAO lists recommendations, they are very hard to argue with, and we can just
kind of wrap those into a piece of legislation and hopefully pass
them pretty easily.
So I would hope that we can work together, this Committee, your
Government Accountability Office, and our Committee of jurisdiction to update the CFO Act. These are great recommendations, you
know, consolidating some of these other chiefs under what in business really is the Chief Financial Officer—those functions should
go under there—provide these management reports, but that is
really my question, because we have not issued a management report since I have been here. I have never really looked at one.
So can you just briefly explain, what is the difference between
that and the general budget process? Just like of letting me know.
Mr. DODARO. The plan that we are talking about that has not
been prepared would lay out what the overall goals would be for
financial management for the Federal Government. It could include
goals on doing the linkages that we are talking about. More impor-
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tantly, it needs to include how to develop the systems necessary in
order to generate reliable, timely data. We have good data now on
most agencies, but it is one point in time at the end of the year
for the financial statements. We are not assured to have timely, reliable information at any point during the year for timely decisionmaking. That needs to be done. The technologies are available now,
but the government does not have a good plan.
There are some great ideas Treasury has, and OMB, to try to
centralize some of that, to go to more shared services, common
standards, and data. Those ideas need to be laid out in the plan
with milestones and resource estimates. You also would have a better gauge on the status of controls in the Federal Government.
There are a lot of material weaknesses that occur, which means
that they could represent situations where there could be material
misstatements to the financial statements and not be noticed on a
timely basis. How are those being corrected over time? Some of
them get fixed, but many of them go years and years before they
are corrected. So a plan and status reports would provide more accountability for that, and it would raise additional issues to the
Congress’ attention and give the Congress an ability to say, well,
this is not in your plan, we would like you to include this in the
plan.
Right now there is no dialogue. There is no consultation. The
plan would be a way to have consultation with the Congress so
that you can get the information you want from the agencies as
well. It is not just leaving it up to them to decide what they want
to manage. That is important and essential. But they are producing
this information for you and the American people, and you represent the people. And so I think that has been a missing dialogue,
and——
Senator JOHNSON. It really is divorced from numbers. It really is
what it says it is, financial management planning.
Mr. DODARO. Yes.
Senator JOHNSON. How do you manage all these functions? That
is where I think it really would be a good idea to have this—not
on an annual basis. I really do not think there is a need to do it,
particularly because it has not been being done, anyway.
Mr. DODARO. Yes.
Senator JOHNSON. But spread that out a little bit longer, then
you have a longer term to implement that, come back and do oversight. So 2 years might even be too short a period.
Mr. DODARO. Yes, we are suggesting four.
Senator JOHNSON. So once every 4 years, and then with that—
okay.
Mr. DODARO. And you have status reports every year so you can
check on the progress, but you do your strategic planning every—
4 years and have it coincide with the development of strategic
plans in the agencies under the Government Performance and Results Act. So you would say here is what we are planning to do as
our business, and here is the financial system management system
we need to support our business, and then you have a means to
make sure it is integrated.
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Senator JOHNSON. It makes perfect sense. I look forward to working with both you and Chairman Enzi and his staff on making this
a reality. Thank you.
Mr. DODARO. Thank you, Senator.
Chairman ENZI. Thank you. And with your permission, Senator
Kaine, I will call on Senator Grassley next.
Senator GRASSLEY. Well, Mr. Comptroller, I have tried to do diligent oversight for a long period of time here in the Senate. Government agencies do not seem to be very cooperative. If you consider
the Department of Defense where I have often noted it is hard to
get transparency and financial accountability. In fact, we had a
hearing right here in this room with the CFO. I asked that person
four simple questions for the record. We are still waiting for answers.
I appreciate your recommendations how to make further progress
in the spirit of the CFO Act, including better measurement and
more uniformity. But even with better measures, we do not assurances that agencies will be responsive to questions that we ask
about those measures.
Could you talk a little bit about whether anything you recommend would lead to more transparency and responsiveness by
these agencies?
Mr. DODARO. Yes. To talk about the Department of Defense, one
of the things that we recommend is that they have a centralized
tracking system to report to the Congress on a regular basis how
they are fixing all the problems that are being identified by their
auditors. That would give you an ability to track progress and to
hold them accountable for results.
For example, the audits that were done at DOD in 2018, there
were 2,400 items reported by the auditors that needed to be fixed.
Now, from what we can figure out so far, DOD as of October had
fixed about 350 of them, something like that, and there should be
more fixed by the end of the year. So you should have the ability
then to identify how they fixed them, particularly the material
weaknesses, the big weaknesses over at DOD. This would give you
a scorecard on how well DOD is doing compared to other agencies,
and right now there is not transparency, as you point out, Senator.
And I know you have been very diligent on these matters, and I
appreciate that very much because it has enabled us to make
greater progress because of the questions that you ask and the
probing that you do. But this would give you more visibility and
transparency.
Senator GRASSLEY. The problem of not getting certified audits in
Defense is a very disappointing thing but not surprising. Again, for
decades I have pressed the Department to fix its broken accounting
system, get wasteful spending under control, and produce a clean
audit and the Department has spent hundreds of millions of dollars
on an audit and billions over the years trying to fix its accounting
system with little success. Without proper accounting, an audit
turns out to be nothing but wasteful.
So you may have just responded a little bit to this question, but
I think it takes a broader answer about what are your views on the
changes the Department needs to make to solve its accounting and
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finance problems. And how and when do you think changes would
be implemented to get these clean audits?
Mr. DODARO. Yes. First of all, we have noticed that the audits
are starting to produce some good results for them, particularly in
identifying the status of their property. For example, in the 2018
audit, they identified in Jacksonville over $280 million of equipment supplies they bought that was not entered into their accounting system. So they put it in the system. Then they avoided repurchasing about $81 million.
They found missile motors that on their records showed that they
were unserviceable, when they were actually in good condition
based on the audit. They have saved $53 million by not reordering
the missile motors.
They are starting to make some tiny steps toward improvement
in identifying issues, but I think they have a long way to go. But
the fact that they are now doing departmentwide audits for 2018
and 2019 for the first time since the CFO Act was passed, I think
the administration and the Congress, quite frankly, gave them a
pass for many years that were wasted along the last 30 years. And
now they are trying to hold them accountable. I think they have
the best plan they have ever had. I have been involved in this since
the act was passed. This is the best plan they have had. But they
have to fix the problems.
Now, I have been a little concerned—the previous DOD Controller has now been appointed Deputy Secretary—that they are
going to lose some momentum in that area. So I am planning to
meet with the Deputy Secretary of Defense to try to get his assurance he is going to stay focused on these issues, Senator. We are
definitely on the case in this area, and I think that the investment
that they are making in the audit will pay off, but only if they fix
the problems that the auditors identified. And that is what I think
can be done, and we will regularly report to the Congress whether
they are fixing the problems that have been identified. That will
give you a good gauge.
Senator GRASSLEY. Thank you.
Chairman ENZI. Thanks.
Senator Kaine.
Senator KAINE. Thank you, Mr. Chair.
Mr. Comptroller, I am going to just pick up right there. Am I
right that the next DOD audit information is due in mid-November?
Mr. DODARO. That is correct.
Senator KAINE. And so that will be—I am on the Armed Services,
and we put in place in 2014—and we should have had it done in
2014 given how long delayed this was, but in the NDAA in 2014
we basically said by fiscal year 2018 you will be producing this
audit, and then we will have some data fairly soon about how they
took the audits from last year and addressed problems and whether they are improving. And I am very, very anxious to get that, and
when we do, I would be very anxious to hear your guys’ perspective
on the progress that they have made.
Mr. DODARO. Yes, we will definitely do that.
Senator KAINE. And whether that is in a formal hearing here or
whether we get you into the office, I think it would be helpful, and
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I would probably want to invite other Armed Services colleagues to
come and be part of that as well.
Mr. DODARO. Yes.
Senator KAINE. There was a nomination hearing yesterday for
somebody who is going to be working directly with Deputy Secretary Norquist on management, and we asked her about the audit,
and she is very focused on continuing forward progress on this.
You gave some examples to Senator Grassley about, even in the
first iteration, some of the problems that are being discovered, and
I really am interested in audits in terms of what is the action item.
I hope that we would have continuous improvement as an action
item. Senator Warner and I, when we were Governors, we put this
thing in place called ‘‘Virginia Performs’’ that is just a dashboard
that basically looks at the key indicators of what would success
look like to a Virginian. And we track it, you know, whether it is
unemployment rate or third grade reading scores or infant mortality. We track Virginia against neighboring States. We track Virginia against national averages, and every year in those areas we
give an up arrow if we are getting better, a down arrow if we are
getting worse, or a sideways if we are holding steady. And that
gives citizens the ability to look and see how their State is doing,
and then within each of those data categories, we connect it to programs. And so I certainly would not say we are doing a good job
at evaluating all of our programs, but we are not just doing programs and forgetting about them. And I think that is obviously
what we want to shoot for at the Federal level.
DOD is kind of late to the party, but tell us how the audit requirements of Federal agencies have not just produced audit reports but have actually—give us some good examples of how the
audits have produced improvements in the way citizens are served,
because it should be about efficiency, but I like effectiveness even
more than efficiency.
Mr. DODARO. Yes. I think one very noticeable example was identifying these improper payments. These are payments made to people that are not eligible or in the wrong amounts, and actually we
started developing, along with the IGs, ways to determine—to
quantify how much improper payments were made. That then led
to legislation where Congress agreed with us that that is a management responsibility, and now there has been a series of legislative efforts to require agencies to estimate improper payments.
In 2018, there were 79 programs or activities that were estimated to have improper payments. The total amount of estimated
improper payments was $151 billion, and that is not a complete estimate. We still do not believe the Government has a reasonable
basis to know the full extent and have taken appropriate actions.
But some of those payments have been rectified. This is done
through statistical sampling.
Senator KAINE. Right.
Mr. DODARO. But you have a scorecard now that you did not
have before, and a lot of this results in monetary loss to the Government. Every year——
Senator KAINE. I mean, this is such a great testament.
I would love to know the 79 programs that you evaluated—it is
not a comprehensive list; there may be others—and which among
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the 79 programs has taken it seriously to reduce it and which are
just still coasting. That would be a really helpful thing for Congress
to know. We would like to praise the ones that are getting on it,
and we would like to kick the ones that are not getting on it.
Mr. DODARO. Yes, and my concern is the two largest ones are
Medicare and Medicaid, and they are the fastest growing programs
we have.
Senator KAINE. Yes.
Mr. DODARO. And unless you get on top of this—and the Medicaid estimate right now does not really seriously look at the managed care portion of Medicaid, which has grown about 40 percent.
Senator KAINE. And it is growing quickly.
Mr. DODARO. And this is the classic case how you can use the
financial audit to hold people accountable for results.
Senator KAINE. Sometimes people fear this because they feel like,
you know, if you find that something is being spent wrong, you will
take it away from me. But the DOD had this testimony yesterday.
Their attitude is efficiency for lethality. If we spend any cent on
the wrong thing, it is a cent that is out of the right thing, and we
want to find spending on the wrong thing and reprogram it to
spending it on making our Nation more secure.
Medicaid and Medicare, I mean, these are programs that vulnerable people depend upon, and we grapple with are they solvent or
not. If we could reprogram money spent on wrong purposes within
those programs to shore up things, it would make everybody who
is vulnerable and depends on those programs feel more confident
that the programs will be there for them.
One of the aspects of your testimony that I want to go a little
farther on deals with the workforce. You talk about, you know, how
to—steps we could take for the financial management workforce in
the Federal Government. What about workforce effects on this
workforce more generally, things like sequester and, you know,
Government shutdown and CR? Good financial professionals have
other alternatives, and they could go elsewhere. So are you worried
about the consistency of a workforce when there has been budgetary—and certainly on the congressional side that might make
people decide they want to do something else?
Mr. DODARO. I am very concerned about the status of our Federal
workforce. The uncertainty in the budget process, as a manager of
a Federal agency myself, is a complicating factor, and it makes it
very difficult to plan, to hire the people that you need, when you
do not know what your appropriation is going to be for the year.
I have stopped all hiring right now until I know. And it is not clear
when that is going to happen, so it does have effects.
But on the workforce, we designated that a high-risk area across
the entire Federal Government for the entire workforce. There are
huge skill gaps right now. Of the 35 areas on our High-Risk List,
16 of them are on there in part because of skill gaps, whether you
are talking about VA doctors, you are talking about aerospace engineers at NASA, you are talking about cost estimators at DOD and
acquisition personnel. A huge percentage of the Federal workforce
is eligible to retire on top of these skill gaps. While this is an opportunity to reshape the workforce, but only if you can effectively
recruit and hire people.
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Senator KAINE. I am significantly over my time.
Mr. DODARO. I am sorry.
Senator KAINE. But I appreciate that answer, and that gives us
a direction we need to focus on.
Thank you, Mr. Chair.
Chairman ENZI. Thank you.
Senator Kennedy.
Senator KENNEDY. General, these are your colleagues behind you
here, I assume?
Mr. DODARO. Yes.
Senator KENNEDY. I want to thank all of you for your good work.
I know it gets frustrating sometimes.
I want to follow up on Senator Kaine’s questions about improper
payments. You mentioned 79 agencies, and last time I looked, it
was about $144 billion a year. That is not a 10-year estimate. That
is per year.
Mr. DODARO. Yes.
Senator KENNEDY. And I agree with you, and I think we have
done a good job, you have done a good job in terms of understanding the extent of the problem. What more do we need to do
to try to make agencies take it seriously? And let me tell you what
really frustrates me. I understand making a mistake in terms of
a payment. But we are paying dead people, for God’s sakes. And
they have been dead a long time. Now, I have seen dead people
vote but never cash a check. It is obviously fraud. And yet the Social Security Administration has a Master Death File. How hard
can it be to check?
Mr. DODARO. First of all, we have recommended that the Congress address that Social Security will not share their full death
file with the Treasury Department. You and I had this exchange
previously.
Senator KENNEDY. Yes.
Mr. DODARO. It still has not happened.
Senator KENNEDY. I know.
Mr. DODARO. I have asked Congress to give the Social Security
Administration——
Senator KENNEDY. I am trying to get a bill passed. I have got all
kinds of people objecting to my bill.
Mr. DODARO. It is one Federal agency to another, and the objections are privacy, but it is costing the Federal Government a large
amount of money. I cannot believe anybody would not—the average
citizen would not agree that it makes sense to do that.
Senator KENNEDY. I cannot believe there are people objecting—
I mean, I am not trying to be unfair to any of my colleagues, but
who can be for paying a dead person? That is hard to sell back
home.
Mr. DODARO. Yes. You will not find any takers from GAO on that
either. But it baffles me, to be honest with you. And the other
thing is under the law, if an agency has an improper payment rate
of over 10 percent for 3 straight years, they are supposed to provide
a plan to the Congress to come into compliance with the law. But
I cannot for the life of me think of when an oversight hearing was
held on these agencies that are out of compliance with the law to
say, ‘‘When are you going to fix this?’’
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Now, I have testified in the past on some of these.
The problem is overall, though, it is a cultural problem in the
Government. The only time people in the agencies get into trouble
is for not paying somebody. If somebody is not paid or they are not
paid on time—there are incentives are to deal with that, not to
make sure you double-check eligibility and that you match records
and things of that nature. So we are trying to shift the culture by
highlighting the issue. And a number of agencies say, part of it is
a documentation problem; we just do not have the papers.
My point to that is, look at the IRS, if you do not have documentation for your tax exemptions, the Government will take your
money. But you are going to turn around and spend somebody
else’s money without proper documentation?
So this needs congressional oversight in a big way, Senator, and
the administration is trying, but they need help, and we could use
your help, too.
Senator KENNEDY. Well, another example, and this to me is lowhanging fruit, and I know you see it as well as I do. Our Internal
Revenue Service—and I know they get beat up on, and I want to
try to be fair here. But when they are—we assume that they know,
the IRS, who is paying taxes and who is not. And when I see them
hiring consultants that owe them money in a final judgment—not
a tax dispute, there is a final judgment, and they are contracting
with them without offsetting the amount owed the taxpayers. I do
not understand it.
Mr. DODARO. We have issued reports on that. It is not just IRS.
Senator KENNEDY. I know.
Mr. DODARO. Other agencies hire contractors who owe the Federal Government money, tax debt. And Congress has taken some
action, but more can be done in that area. We have recommendations on that. But there is just not—the focus on responsibility and
ownership—that is why you do not have much of this happening
in the private sector because it is their own money.
Senator KENNEDY. I have about convinced—I am not going to go
too far here, but I do not want to be unfair to anybody, but it is
easier to divorce your spouse than fire somebody around here. And
it just seems to me within the parameters of the law that some
people ought to be fired over this. I mean, how can you defend paying a dead man? It is pretty basic.
Thank you, Mr. Chairman.
Chairman ENZI. Thank you.
Senator Van Hollen.
Senator VAN HOLLEN. Thank you, Mr. Chairman. Thank you,
Mr. Comptroller General, for your service.
I am going to be submitting for the record some questions related
to the idea that came out of OMB for a capital revolving fund.
Some of us came from State government where we had capital
budgets and operating budgets, and it appears the Federal Government could save quite a bit of money, potentially, if we set aside
a capital fund for the purchase of Federal Government buildings
instead of leasing these buildings.
Do you agree that is something we might want to look at to save
money?
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Mr. DODARO. Definitely. It has been on our High-Risk List for
many, many years, mostly because of the overreliance on leasing.
So I would endorse looking at that issue.
We have been asked recently to look at the specific proposal from
the administration, so we will be starting work on that soon.
Senator VAN HOLLEN. I would like to work with you on that.
Mr. DODARO. Definitely.
Senator VAN HOLLEN. If it requires any legislation, because right
now, as we know, agencies have to put the entire cost of a building
in an annual budget, and they are reluctant to do that because that
squeezes out other priorities, and so they lease it so they just have
a little slice per year.
Mr. DODARO. Yes.
Senator VAN HOLLEN. So it makes much more sense if we would
allow them to have a capital fund. So that is one question.
The second relates to Federal employees. My understanding is
the level of Federal employees, total Federal employees in the Federal Government, has remained pretty constant for the last 10, 20
years. Is that right?
Mr. DODARO. Yes.
Senator VAN HOLLEN. But Federal contract employees, we really
do not know how many there are, do we?
Mr. DODARO. No.
Senator VAN HOLLEN. All right. Because I have heard estimates
of 3.7 million. Does that make sense to you? Paul Light, who is a
professor at NYU——
Mr. DODARO. Right.
Senator VAN HOLLEN [continuing]. Has talked about that.
Mr. DODARO. I know Paul very well. And you just do not know.
There is no——
Senator VAN HOLLEN. So I would like to work with you. It seems
to me that as we work to get a better handle, as you are, on the
Federal budget—and the Federal budget, of course, includes payments to contractors, but it would be useful to know just how much
work is going outside the Federal Government, because there are
some things that, in my view, properly belong within the scope of
Federal employees, and we should not be contracting out a lot of
governmental functions that are inherently governmental. So I am
going to also ask you about that.
Mr. DODARO. I agree with that. For many years, we have had a
recommendation to DOD in particular to figure out what is the
proper mix of their workforce.
Senator VAN HOLLEN. Yeah.
Mr. DODARO. For some areas, it may make more sense to have
Federal employees do it where you want continuity and you want
to build up institutional knowledge.
Senator VAN HOLLEN. Absolutely.
Mr. DODARO. The classic example is where in the 1990s when the
acquisition workforce was cut back; then all of a sudden the United
States was in Afghanistan and Iraq, and the government did not
have the people to support it.
Senator VAN HOLLEN. Very good example. We lost our professional Federal Government procurement team, and as a result, we
probably wasted a lot of money on——
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Mr. DODARO. Yes, short-sighted, just like leasing.
Senator VAN HOLLEN. So I want to work with you on that, too.
Mr. DODARO. Okay.
Senator VAN HOLLEN. I want to ask you about the Impoundment
Control Act because GAO plays a very important role in that,
right?
Mr. DODARO. That is correct.
Senator VAN HOLLEN. And as we know, we have a very recent
example of this administration withholding funds specifically for
Ukraine, $400 million, until the very end. And GAO wrote an opinion back in December of last year, ‘‘Subject: Impoundment Control
Act—Withholding of Funds through Their Date of Expiration,’’
where, as I understand your opinion, it would be illegal, unauthorized for the executive branch to withhold money at the very last
minute. Can you just talk briefly about that? And then I have a
follow-up.
Mr. DODARO. Yes, sure. Under the law, which was passed in
1974 to resolve the dispute between President Nixon and the Congress on rescinding money, the President can propose to the Congress to rescind the money, and the only way that that would hold
is if Congress said, ‘‘Yes, we agree.’’ And Congress has 45 days in
order to act. And if they do not act, then one of our responsibilities
is to make sure the money is released. And if not, we are authorized to go to court to represent the Congress in getting the money
released from the administration. We have only had to do that
once, but HUD released the money beforehand.
What this opinion says is if you try to withhold the money and
not give Congress the 45 days and the money expires toward the
end of the year, that is not a proper rescission. It is not contemplated under law to operate that way.
Senator VAN HOLLEN. And this was within the 45 days. As you
know, the Ukraine money was not released within those 45 days,
and maybe you can get back to me on whether GAO told the administration they were in dangerous territory.
Mr. Chairman, I would like to put in the record an article from
Lawfare, ‘‘The Role of OMB in Withholding Ukrainian Aid,’’ and an
article from Just Security entitled ‘‘White House Ignored Pentagon
Warning on Ukraine Funding.’’
Chairman ENZI. Is there objection?
[No response.]
Chairman ENZI. Without objection.
[The articles follow:]
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The Role of 0MB in Withholding Ukrainian
Aid
By Jacques Singer-Emery, Jack Goldsmith
Wednesday, October 16, 2019, 4:00 PM
One of the most damning allegations in the whistleblower complaint is that President Trump
pressured Ukrainian President Volodymyr Zelensky to investigate former Vice President Joe
Bi den and his son by withholding congressionally approved military aid. The amounts include
$250 million from the Defense Department and $141 million from the State Department.
As debates swirl over the existence and significance of a presidential quid pro quo, it is worth
examining the underlying mechanics of how the White House might have withheld the money.
The answer lies in the Office of Management and Budget (0MB), which is responsible for
overseeing all executive agency spending. That is why on Oct. 7 the chairmen of three House
Committees-Oversight and Reform, Intelligence and Foreign Affairs-sent letters to subpoena
documents from the acting director ofOMB, Russell Vought, in addition to Secretary of Defense
Mark Esper. The subpoena to Vought ordered him to produce "all documents and
communications in your custody, possession, or control referring or relating to" various matters
linked to the withholding or deferral of congressionally appropriated funds to Ukraine. The
deadline to respond to the subpoena was Oct. 15, yesterday, and Vought made clear that he
would not comply.
At present, it is unclear whether 0MB withheld the money in a manner consistent with its legal
obligations. Without drawing any definitive conclusions, this post explains the complex legal
underpinnings of the issue about which Congress seeks infonnation.
Origins of the Withheld Funds

The withheld funding was allocated by two laws. First, $250 million in Defense Department aid
was provided by the National Defense Authorization Act, which Congress passes every year to
allocate federal money to various defense initiatives. Second, $141 million in State Department
aid comes from the Consolidated Appropriations Act, which Congress often passes to provide
federal money to a number of other government programs (including foreign aid).
The $250 million in military aid was authorized in the 2019 John S. McCain National Defense
Authorization Act (or the 2019 NDAA). However, in order for all the funds to be released to
Ukraine, §1237(c) of the 2017 NDAA (which 2019 NDAA adopted) requires that "the Secretary
of Defense, in coordination with the Secretary of State," cert/fy:
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[T]he Government of Ukraine has taken substantial actions to make defense
institutional reforms, in such areas as civilian control of the military, cooperation
and coordination with [the Ukrainian legislature's] efforts to exercise oversight of
the Ministry of Defense and military forces, increased transparency and
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accountability in defense procurement, and improvement in transparency,
accountability, and potential opportunities for privatization in the defense
industrial sector, for purposes of decreasing corruption, increasing accountability,
and sustaining improvements of combat capability.
The under secretaty of defense for policy, John C. Rood, provided this certification in a letter to
Congress in May 2019 and stated that"[n ]ow that this defense institutional reform has occurred,
we will use the authority provided ... to support programs in Ukraine forther." On June 18, the
Pentagon also publicly announced that it was going to release this funding to Ukraine.
Authorization is only half of the process; funds also need to be appropriated. On Sept. 28, 2018,
Congress appropriated the $250 million in military aid for Ukraine (see here,§ 9013). Once this
had occurred, the Defense Department only needed OMB's approval to release the aid. However,
0MB delayed, to the frustration of some members of Congress. In late September, Senate
Minority Whip Dick Durbin said:
We'd been given signals twice by the administration that they were going to
release the funds then nothing happened. In August we were told the 0MB is
holding it. They were withholding these funds that had been appropriated and
signed into law by the President until the last two weeks of the fiscal year. That's
crazy. lt hardly ever happens.
On Feb. 15, Congress appropriated $445.7 million to the State Department to assist Ukraine (see
here,§ 7046(a)(2)), which included the $141 million at issue here. In a joint explanatory
statement (page 65 of Division F, for interested readers), Congress broke down the $445.7
million in funding, which included (among other initiatives) $115 million in foreign military
financing; $2.9 million in military training; and $45 million in international narcotics control,
law enforcement and anti-terrorism funding.
That $141 million State Department aid was earmarked by Congress and approved by the
secretary of state to be sent to Ukraine. As a last step, the funding required final approval from
0MB. And as with the Defense Department aid, 0MB withheld these funds. CNN reported that
on June 21 the State Department notified 0MB of its plan to spend the $141 million. According
to a Democratic aide, 0MB would have normally spent five days asking questions about this
package, but, instead, it took two months before the White House disbursed the money.
OMB's Authority Over Congressionally Allocated Aid
How can 0MB grant final approval to release the funds discussed above?
Once Congress designates money for a program, the executive is typically bound to spend those
funds on that program. If the president wants to significantly alter a program's budget, he is
required to obtain congressional approval.
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Within these bounds, the White House 0MB has some discretion to determine when
congressional money can be released to an agency and spent. But this discretion is limited to
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ensuring that congressional funding lasts for the allotted time and that the money is spent
appropriately.
The White House's discretion is granted and limited through the president's "apportionment
power" and "deferral power," or the ability to limit spending for brief periods if the budget is at
risk of not lasting the fiscal year. The president subsequently delegates both these responsibilities
to 0MB. Usually, plans or instructions for an agency's budget are detailed by 0MB Circular Al 1, a standard White House document. (An example of one is here.) Once Congress has allocated
this money, career 0MB employees, and not political appointees, normally review and approve
each agency's planned post-appropriation spending.
0MB is prohibited from using its "apportionment power" to determine or set an executive
agency's policy. 0MB can only use its authority to ensure a congressional law is appropriately
executed, and the money allocated for that law typically lasts through the fiscal year unless the
money is made available for obligation over a longer period. In particular, 31 U.S.C § 1512(c)(l)
states that 0MB can use its apportionment or reapportionment power only:
(A) to provide for contingencies;
(B) to achieve savings made possible by or through changes in requirements or greater efficiency
of operations; or
(C) as specifically provided by law.
Thus, 0MB is limited to requiring an agency to provide details on how it plans to spend its
apportioned funds. This could entail asking an agency to write a specific timeline; detail
activities, projects or objectives; or require the agency to reserve money as contingency funds for
other operations linked to that overall initiative.
The 1974 Congressional Budget and lmpoundment Control Act (lCA)-written in the wake of
President Nixon's attempt to exert greater control over the budget-extends this reasoning to
OMB's deferral power, or the ability to withhold congressionally mandated money from an
executive agency for a period of time. As a routine matter, these types of deferrals do not last
longer than 45 days. 2 U.S.C § 682(1}, defines a "deferral" as:
(A) withholding or delaying the obligation or expenditure of budget authority (whether by
establishing reserves or otherwise) provided for projects or activities; or
(B) any other type of Executive action or inaction which effectively precludes the obligation or
expenditure of budget authority, including authority to obligate by contract in advance of
appropriations as specifically authorized by law
Part of the ICA (2 U.S C § 684) mirrors 31 U.S.C § 1512 and states that, like apportionments,
"deferrals shall be permissible only:"
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(2) to achieve savings made possible by or through changes in requirements or greater efficiency
of operations; or
(3) as specifically provided by law.
This section also clearly states that"[ nJo officer or employee of the United States may defer any
budget authority for any other purpose."

If 0MB believes that all or part of a budget is not required to resource a program or if the
president decides that a program is no longer in the best interests of the United States, the ICA
requires the White House to write a message to Congress (2 U.S.C. § 683(a)) stating:
(!) the amount of budget authority which he proposes to be rescinded or which is to be so
reserved;
(2) any account, department, or establishment of the Government to which such budget authority
is available for obligation, and the specific project or governmental functions involved;
(3) the reasons why the budget authority should be rescinded or is to be so reserved;
(4) to the maximum extent practicable, the estimated fiscal, economic, and budgetary effect of
the proposed rescission or of the reservation; and
( 5) all facts, circumstances, and considerations relating to or bearing upon the proposed
rescission or the reservation and the decision to effect the proposed rescission or the reservation,
and to the maximum extent practicable, the estimated effect of the proposed rescission or the
reservation upon the objects, purposes, and programs for which the budget authority is provided.
Additionally, § 683(b) requires that the allocated money be spent for its originally designated
purpose unless Congress passes a bill rescinding the funding within 45 days after the president's
message.

OMB's Decision to Conduct a Prolonged Review of Ukrainian Aid
When the Department of Defense and the State Department first requested 2019 foreign aid for
Ukraine (here and here, respectively), 0MB presumably approved these requests. Congress then
gave both these agencies the requisite funding through two appropriations bills. In June, both
agencies informed 0MB that they intended to spend this congressionally allotted money, but
0MB put the money on hold until the White House approved the funds months later, o n ~ -
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Before the whistleblower complaint and the notes from Trump's call with Zelensky were
released, this timing perplexed Congress. Politico's coverage ofOMB's delay suggests the
Ukrainian funds were upheld as part of a larger White House initiative to review and cut
"unnecessary" foreign assistance. This policy placed Trump in direct conflict with Senate
Republicans, who saw the Ukrainian aid as vital to national security and thought the president
was trying to circumvent Congress's spending power.

456
0MB might have had the ability to withhold this aid if the White House had provided Congress
with a message meeting the ICA's requirements. But no message appears to have been sent.
Furthermore, the aid from both Defense and State was held long past the mandated 45-day period
and in apparent contravention of his powers defined by 31 U.S.C § 1512. The president and
0MB did ultimately release the $250 million in aid from the Defense Department (on Sept. 11)
and the $141 million from the State Department (around the same date). Whether there is some
good legal or other explanation for the long delay in releasing the money is a question that lacks
a clear answer, and that might remain unanswered indefinitely if Congress cannot get its hands
on the requested documents.
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Exclusive: White House Ignored Pentagon Warning on Ukraine Funding
by Kate Brannen
October 30, 2019
As the summer wore on, and President Donald Trump would not budge on his decision to
withhold almost $400 million in military aid for Ukraine, the Pentagon warned the White House:
If its portion of the money wasn't released quickly, the Defense Department would not be able to
spend it before the fiscal year ended on September 30.
The Pentagon even gave the White House a deadline. In late July, as panic spread within the
administration over the president's worrisome decision, the National Security Council led a
series of interagency meetings to discuss what to do about the military assistance to Ukraine. At
one of these meetings, Defense Department officials told the White House that if the $250
million in security assistance was not released by August 6, it would not be able to spend it all by
the end of the fiscal year, according to two sources familiar with the deliberations.
The Defense Department's message was clear: If the White House didn't act, the Pentagon
would be left with unobligated funds
money that would return to the U.S. Treasury and never
make its way to Ukraine. And the Pentagon was also clear that providing Ukraine the security
assistance was in the national security interests of the United States, on that point Trump's
Cabinet agreed.
"At every meeting, the unanimous conclusion was that the security assistance should be
resumed, the hold lifted," Bill Taylor, the top U.S. diplomat in Ukraine, said in his opening
statement to House investigators last week.
As for corruption, the pretext being given for why the funding was being withheld, the Pentagon
had certified in May that the "Government of Ukraine has taken substantial actions to make
defense institutional reforms for the purposes of decreasing corruption [and] increasing
accountability." When asked over the summer to perform an analysis of the effectiveness of the
military aid, the Defense Department took one day to conclude the assistance was effective and
should be resumed, Taylor testified.
In late July, the Pentagon also alerted the Wbite House that if the funding wasn't released in
time, the Pentagon would be at risk of violating the lmpoundment Control Act, which punishes
the executive branch when it doesn't spend money that Congress has appropriated, the sources
said.
But, the White House did not heed the Pentagon's warnings. It continued to withhold the money
through August and into September.
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But the pressure was mounting. Behind the scenes, the White House could see a storm brewing
over Trump's decision. On August 12, a whistleblower inside the Intelligence Community filed a
complaint, flagging Trump's disturbing phone call with Ukrainian President Vlodomyr
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Zelenskyy and raising questions about why the security assistance was being delayed. On August
26, the Intelligence Community Inspector General Michael Atkinson, having determined that the
complaint was credible and met the legal definition of an "urgent concern," forwarded it to
acting Director Of National Intelligence Joseph Maguire, expecting him to transmit it to
Congress. Instead, Maguire consulted with the Justice Department and the White House, which,
at some point before September 9, directed Maguire not to share the complaint with the
congressional intelligence committees.
In the meantime, POLI11CO broke the news on August 28 that Trump was withholding the
Ukraine money, immediately prompting outcry on Capitol Hill, with lawmakers from both
parties asking: What is going on? On September 9, the House Foreign Affairs, Intelligence and
Oversight and Reform committees announced they were investigating the "Trump-Giuliani
Ukraine Scheme," including Trump's decision to "withhold security assistance to Ukraine in
defiance of explicit congressional direction." And, in the Senate, Sen. Dick Durbin (D-IIL) was
reportedly threatening to withhold $5 billion in Pentagon funding for next year unless the
Ukraine money was released.
With Congress growing irate and the fight over the whistleblower complaint about to break into
the open, Trump finally gave permission to release the Ukraine funding. On September 11, the
State Department notified Congress that $141 million worth of military equipment for Ukraine
would resume, and the next day, it was reported that the hold on the $250 million of military
assistance from the Defense Department had also been lifted.
At the time, a senior administration official told the Washington Post that "the determination to
release the money was motivated by the fiscal year's looming close on Sept 30."
At this point, it was widely assumed that with Trump's granting of pennission, the funding had
been fully restored. But, the Pentagon knew the White House had waited too long, ignoring its
August 6 deadline. Halfway through September, there was no way the Pentagon was going to be
able to get all of the funding out the door before the fiscal year ended.
"The White House had time to resolve any issues, but apparently ignored the deadline, putting
the funding at risk," said Sam Berger, who served at the Office of Management and Budget
during the Obama administration and is now vice president for democracy and government
reform at the Center for American Progress. "This is further evidence that the aid was withheld
for political reasons, not policy concerns."
With time running out, the Defense Department had to rely on Congress for help. The best
opportunity to address the problem was with the seven-week Continuing Resolution (CR)
spending bill, which was being drafted on Capitol Hill to avert a government shutdown.
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"In response to inquiries made by appropriators while the CR was being drafted, the Pentagon
alerted Congress that it would not be able to spend all of the money by September 30," Evan
Hollander, communications director for the House Appropriations Committee, told Just Security.
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Appropriators worked with the Defense Department on crafting last-minute legislation that could
be added to the CR that would extend the deadline the Pentagon would have to spend the
Ukraine money and prevent it from running afoul of the law.
The final CR included language that essentially rescinded the money the Pentagon was unable to
spend and then re-appropriated it, putting time back on the clock for the Pentagon to supply
Ukraine with what it needed. The Defense Department did not provide a precise amount at that
time, but $35.2 million was rescinded and re-appropriated, Hollander said.
The Pentagon did not respond to a request for comment.
In the end, and only with congressional help, the Pentagon appears to have avoided violating of
the Impoundment Control Act. However, the release of the funding in September did not address
all of the potential legal violations at play. The ve1y act of holding the money in the first place
could have also violated the Impoundment Control Act, because the White House did so without
congressional approval or notification.
"The Trump administration did not follow the Impoundment Control Act's notification
requirements when they held up Ukraine Security Assistance Initiative funding, and actions to
delay this and other international assistance funding appear to be clear violations of the law,"
Hollander said.
In the end, it's clear that the Pentagon's warning to the White House over the summer went
ignored, revealing just how much the White House was willing to risk with its Ukraine pressure
campaign.
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Senator VAN HOLLEN. My question is: In this article, the Pentagon was pushing really hard to get these funds released, as was
a bipartisan group in Congress. The Internet says that even if they
withheld and ended up spending the funds, the failure to notify
Congress would be a violation. If you can just get back to me on
whether you agree, and, number two, what is our recourse at the
end of the day as a Congress if they do not do it?
Senator VAN HOLLEN. Thank you, Mr. Chairman.
Chairman ENZI. Senator Scott.
Senator SCOTT. Sure. First of all, I have been up here just a few
months, and I think the reports you put out are really outstanding.
They are really good, so I want to thank you and your team for
doing it.
What Federal agencies have actually listened to you?
Mr. DODARO. Actually, 77 percent of our recommendations get
implemented over time. Probably the two agencies that have the
lowest historic rate of implementation of the recommendations are
DOD and HHS, the Center for Medicare & Medicaid Services. But
I am working with both of them. Every year I send a letter to each
major department and agency prioritizing open recommendations
from GAO. That is prompting more action. We are often here talking about what has not been implemented, but a lot has. Last year,
as a result of the agencies implementing our recommendations, we
saved $214 billion on behalf of the Federal Government, which is
a good return on GAO’s investment.
So a lot of agencies have been listening to us, but there is more
that could be done. Tens of billions of dollars could be additionally
saved by implementing our recommendations. I am trying to work
with the agencies and with Congress to get attention to those matters.
Senator SCOTT. Are you familiar with the low-income program
that comes up through CMS at some of the States?
Mr. DODARO. Just generally.
Senator SCOTT. I think Senator Van Hollen has got—I have got
the same issue that he just had on something else. I had a situation—I just finished being Governor—where the last administration withheld $1 billion because we did not do Medicaid expansion.
Could you look and just let me know, is that something that is
proper? Do they have the authority to do that?
Mr. DODARO. Okay. We will look into that.
Senator SCOTT. When you say that, you know, some of the agencies have done it, you know, almost $150 billion a year in improper
payments, how much is that thing going down on an annual basis?
Mr. DODARO. It is not. Some individual programs it has gone
down, but the governmentwide number is going up, not down, including the amount that has been reported as actually monetary
losses as opposed to errors and documentation issues.
Senator SCOTT. And there is no Federal law that requires anybody to focus on that or the other issue that you just brought up
of Federal agencies sharing information with other Federal agencies, there is just no requirement to do it or no enforcement mechanism?
Mr. DODARO. The interpretation by the agencies, in this case on
Social Security full death information, is they cannot share it. Con-
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gress told them not to share it with anybody. We are saying, well,
Treasury is just not anybody. We know you are supposed to protect
the information, but they—and that is why we asked Congress to
clarify the law to say, yes, Social Security, you can provide it to the
Treasury Department to be able to do it.
There is a law, improper payment legislation, that requires agencies to do estimates, to report to the Congress, and if they do not
bring the rates down within 10 percent—now, 10 percent is a pretty generous figure in an error rate to begin with. But within 3
years if it is still over 10 percent, they are supposed to report to
the Congress. Some of the agencies have not been reporting
promptly, and then when they do, there is not much action on the
congressional front, to be honest with you. And I am trying to spur
more attention there.
Senator SCOTT. And the executive branch never enforces it
against their own agencies?
Mr. DODARO. No.
Senator SCOTT. Why?
Mr. DODARO. Well, some of them are in mandatory programs.
You have Medicare, Medicaid. The law says if somebody is eligible,
you got to pay them. And so they are originally determined to be
eligible, and it is only after the fact that you find out that they are
not.
And so what we are trying to do, like on Medicare, for example,
we think—and they have been experimenting with this in part because of our recommendations. You ought to have some prior authorization in some cases, and it could be done in a timely manner
so nobody is withheld services that they need. But they are not
doing that as much as we think they should.
So we have made a lot of recommendations. I met with the Administrator from CMS, and so they are, beginning to listen to our
recommendations. They made some good moves in the Medicaid
area where they were approving demonstrations in States that
were supposed to be budget neutral, but they really were not. It
was costing the Federal Government tens of billions of dollars, and
so they have renegotiated those demonstration arrangements and
have already saved over $100 billion so far.
So they are taking action. They are trying to do this.
Part of the problem is unless you prevent these payments from
being made in the first place, you have a problem because it is
hard to recover. About $20 billion gets recovered every year on average, but that is not anywhere near compared to the magnitude
of the problem. But you have to prevent them in the first place, so
we are trying to get them to use better diagnostics to do more
matching, particularly on eligibility requirements. I have been trying to get the State auditors more involved, particularly on Medicaid, because as you know, for some States, it is one third or 40
percent of their entire budget. And while the Federal Government
covers a great deal of that cost, the States have skin in the game
on it, too. And so the State auditors are getting more involved now.
There was actually a prohibition of them testing beneficiary eligibility determinations in the OMB compliance supplement that
gives them guidance on how to audit Federal programs. So I
worked to have that rescinded, so they are able now to go in. No-
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body has been checking the eligibility on beneficiaries on Medicaid
since 2014 when the Affordable Care Act was in place. So I got that
changed. They are moving in that direction. But this is fertile
ground for a lot of oversight and reducing unnecessary costs.
Senator SCOTT. Would you like me to tell you some numbers in
Florida? When I finished, with 22 million people, 61,000 people on
unemployment, 71,000 people on TANF; we added 1.7 million jobs.
In that eight years, I have doubled the number of people on Medicaid to over 3 million and doubled the number of people on food
stamps, because the Federal Government would not crack down on
any fraud. Would not even look at it. How could it double?
Mr. DODARO. I have been trying to get the focus on this, and I
could use congressional support.
Senator SCOTT. Yes. Thank you.
Mr. DODARO. Sure.
Chairman ENZI. Senator Whitehouse.
Senator WHITEHOUSE. Two things. First, I would be interested in
a question for the record, and that would be what recommendations
you might have as to ways in which, following up on Senator Van
Hollen’s questions, Congress can better protect its legislative function from executive manipulation and interference. We appropriate,
but at this point the disbursement of those funds is entirely housed
in the executive branch, and the disbursement is—at this point it
seems that this administration views that it is optional as to
whether they follow the law that Congress actually passed.
So what might you suggest by way of a mechanism by which
Congress could retain at least so much of the disbursement function that if we do not believe the funds are going out consistent
with the law, we have an opportunity to say so and to have some
effect? At the moment we just sort of shout into the wind, and
there is, to my knowledge, no mechanism for Congress to enforce
its power to tax and spend and to see that its appropriations are
adhered to. So that is the question. I know it is a long and complicated one, so if you would take it for the record and get back to
me, I would be grateful.
Mr. DODARO. Sure.
Senator WHITEHOUSE. The only other thing I want to say is I
want to say a word of appreciation to the Chairman. He and I have
been through a great many of these budget hearings and budget
meetings in which we have heard each other rail about the inefficiency and dysfunction of the Budget Committee, not because of
any of its members but because of the way in which it is structured. It is like a cannon that is pointed in the wrong direction,
and even if you fire it, it is not going to hit the target because it
is not properly designed to do its tasks. As a result, we have a
United States Senate in which no committee is tasked in any functional way to look at debt, deficit, borrowing, or any of the financial
consequences of the way in which we go about our business. And
I think we have heard each other rail about this long enough that
we began to discover that there was considerable overlap, and with
the Chairman’s support, I was able to serve on the Select Committee for Appropriation and Budgeting Reform, and a proposal
that would be directed towards the Senate Budget Committee was
adopted in full unanimous, bicameral, and bipartisan fashion in
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that select committee, which I think gave us a good signal that
maybe there was some hope to solve this.
In the meantime, Chairman Enzi continued working forward
with his efforts to try to reform this Committee and make it functional again, and I think we are at a point where, with any luck,
we will be able to announce having something very shortly that we
agree on.
I do not think it is the end of the story. We obviously have appropriators and leadership and people out there who have very strong
interests in how this works and very important prerogatives to defend. But I think we have a very significant beachhead in a bipartisan proposal to get back to having the Budget Committee be
meaningful and to have it be a forum where we can take a responsible look at how the major elements of the budget—appropriated
spending, tax spending, health care spending, and revenues—combine and how to get from the result they currently present to a
debt-to-GDP ratio that is sustainable over a reasonable period of
years and with significant warning lights and flashers and safeguards so that we know when we are off the glide slope.
So I think there has been a lot of progress that has been made.
I am very excited about it. I know that the Chairman has been
working very hard in this area for a long time, and I just wanted
to take this opportunity to express my appreciation to him and to
his staff for the work that they have done and that we have done
together.
Chairman Enzi. Thank you. And thanks for your efforts on that,
both before we started working together and since we started working together, and I think we have got a product that I think has
some good possibility of passing.
It will not solve all the problems, but I think it will show where
the next steps have to be.
Senator Braun.
Senator BRAUN. Thank you, Mr. Chairman.
One thing that might address what Senator Whitehouse was
talking about is Representative Brady and I have introduced the
MAP Act which pegs the size of our Government to potential GDP.
I do not know if you have looked at that or not, but I think that
would go a long way towards talking about his issue, which to me
is not the real issue. That is accepting debt as being something
that you are going to manage as opposed to how much you are
spending, and we will not have time to go over that today, but he
mentioned it.
I want to make sure—an exercise in simple arithmetic here: $141
billion in improper payments in 2017. Is that correct?
Mr. DODARO. Yes, that is right.
Senator BRAUN. Okay. So on $4.3 trillion, that is a little over 3
percent of everything we pay for here is an improper payment, and
I am trying to equate that to my own business. And, you know, you
would not even have that reach into the hundredth of a percent
until the whole place would be in an uproar. And, of course, you
would find it immediately, and you would make a fix, and it never
occurs again. It kind of begs the question. If we do put out a field
fire and fix something here, where does all this stuff keep coming
from to where you get more and more improper payments when,
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you know, it looks like we do get some of them—you said maybe
$20 billion a year. But it seems like that would put the quietus on
and would fix, you know, what that current issue is. It is like we
are growing them here out of the nature of the beast.
Mr. DODARO. Yes, well, there are two problems. One, while you
calculated the overall number, some programs are over 10 percent
improper payments, 14 percent in fee-for service for Medicaid, according to the last calculation. The reason it is growing is that the
higher improper payment rates are in the larger programs—Medicare, Medicaid—and they are growing at about 5, 6 percent a year.
So, by definition, unless you make more headway, you are going to
have improper payments.
Now, there is better estimating, better reporting. It is still not
perfect. And so part of it is that. But it is really the nature of the
growth in the programs.
Senator BRAUN. And would it be where you remediate and then
they would fall back to whatever was causing it in the first place?
Or are they coming up with a new way to make an improper payment? It seems like you would run out of bad things to do.
Mr. DODARO. Both things are possible. Sustained improvement in
the Federal Government is rather elusive, and so you have got to
keep working at it over time to make sure that you do this. And
you have different schemes that come up. I had a higher opinion
of human nature before I took this job, and I think the——
Senator BRAUN. I will second the motion.
Mr. DODARO. The creativity of people to game the system is endless, and so you have to be on top of things.
Senator BRAUN. Senate bill 375, with cosponsor Senator Johnson
and myself, Carper and Peters on the other side, is held up in the
House. It is called the ‘‘Payment Integrity Information Act of 2019.’’
A fancy title for improper payments.
Mr. DODARO. Yes.
Senator BRAUN. Have you been paying attention to that? And I
know that—I think OMB is sitting on some detail there that they
do not like about it, and it seems like they would love everything
about it. Is that something you could take the time, weigh in on,
and see if we could resolve that, put pressure on the House to get
it across the finish line?
Mr. DODARO. Yes, well, I have supported that legislation, and I
am not sure exactly which provision is problematic. I have a good
guess, and I think it goes to the definition of ‘‘improper payment’’
where there is a dispute about whether insufficient documentation
should be categorized as an improper payment. The law would
make sure that that stays that way, which is the way it has been.
This is of some concern. I do not think this is a problem that you
want to define away. You want to meaningfully solve it. And so I
do not think Congress should give on that point.
Now, I will work with the House as well to make sure that they
know I am supportive of the legislation as passed by the Senate.
Senator BRAUN. And will you get a hold of OMB to see what that
particular thing is and kind of weigh in on it?
Mr. DODARO. I have tried that already. This is the last resort of
my efforts to have those discussions, and it was to work to get it
in law so that they did not have the flexibility.
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Senator BRAUN. We will jump on the wagon and see what we can
get done.
Mr. DODARO. Thank you.
Senator BRAUN. Thank you.
Chairman ENZI. Thanks. I have got some other questions that
did not get asked today that I want to ask.
Maintaining a strong internal control over the financial reporting
protects the integrity of the agencies’ financial data. A recent
change to OMB guidance removed a requirement for agencies to
have in place a rigorous process to separately assess internal control over financial reporting. How will this change affect the agencies’ internal control assessments? And is GAO concerned it could
lead to less reliable financial data?
Mr. DODARO. I am very concerned about the change. We have
stated our concern. I think the quest to try to expand internal control concepts to enterprise risk management is a very worthy objective, but it should not be at the sacrifice of internal control over
financial reporting, particularly when there are so many existing
weaknesses in the Government.
What I am afraid of, Mr. Chairman, is that all the fiscal discipline that has been built over the past several decades will be lost
because the attention, proper attention, will not be given to financial reporting at a time where more accurate reporting is needed
more than ever before to deal with our fiscal problems that we
have talked about at length here in this Committee. So this is not
the time to want to relax the focus on the accuracy of financial reporting. So I am very concerned about that.
Chairman ENZI. Thank you. A technology question. It has automated many of the tasks that financial managers used to carry out,
such as transaction processing, and many agencies now use shared
service providers for functions like payroll and travel processing.
How have the responsibilities of financial managers shifted in light
of changes like these? And what can we do to ensure our financial
management workforce has the skills and experience that are necessary?
Mr. DODARO. Yes, I think the shift toward more automation has
not fully affected the financial management community as much as
it could yet because of the Government’s poor track record in implementing information technology modernization efforts. It has great
potential to reduce the manual efforts, a focus on transaction processing, and free up the CFOs and their organizations to do more
strategic thinking and focus on these linkage issues that we talked
about today and performance and cost and risk.
Almost everybody we talk to in the CFO community is concerned
about the future of the Federal workforce in their area of responsibility, and so I think this is an area that is going to require constant attention, by the Congress, and this is one area that should
be in the plan that we talked about, in the 4-year plan: What are
you doing to determine what skills you need in the workforce driven by your business plans and how you are going to automate and
how that will change the mix of skills and what you will do to close
the gap in those skills? That is what I do at GAO. Every year we
look at our strategic plan. We have a workforce plan to say this is
the work we plan to do; these are the skills that we need to do the
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work; and we change the mix of hiring, re-skilling, training. I know
this is on their agenda in the administration, but they need more
detailed planning and more effort put into this in order to be successful, in my opinion.
Chairman ENZI. Thanks. The final question, and this is one
where I have long called for better budgeting for disasters. Our
current approach often entails waiting for a major disaster to strike
and then rushing to approve billions of dollars in addition that does
not actually go against the budget.
Has GAO found evidence that this strategy introduces challenges
for the agency CFOs and financial managers that could decrease
accountability or transparency? And do you know of anything we
could do?
Mr. DODARO. Yes. First of all, Congress recognized the challenges
to CFOs, and when the supplementals are approved for major disasters, there was a requirement for the agency CFOs to develop internal control plans necessary in order to maintain effective oversight over those funds because many of them need to be spent in
a rapid manner or spent over time. And we found that the guidance by OMB was not specific enough, and those plans were not
developed the way that they should have been developed. That is
number one.
Now, the budgeting for disasters area, I have long said a couple
things. One, the Federal Government is involving itself in a lot
more disasters than probably it needs to, and the method on which
we decide whether it is a disaster the Federal Government is going
to weigh in or not is an antiquated measure based on a per capita
income figure that was determined in 1986 and has not even been
fully indexed to inflation over time. So we estimated if you had indexed that amount to inflation over time, the Federal Government
would have been involved in 40 percent less disasters. And so we
have recommended that the administration come up with a better
measure to determine State and local governments’ capabilities to
handle some of these smaller disasters—not the major catastrophic
ones. Of course, the Federal Government needs to be involved
there. But, being involved in every flood is not necessary. It is
stretching FEMA too thin, and it is spreading the Federal Government’s resources. Plus I am concerned that it is creating a disincentive for State and local governments to build resilience into
planning so that they could mitigate some of the effects of these
disasters and reduce overall federal cost over time.
So there are many recommendations we have made in the budgeting for disaster areas. We would be happy to give all the details
to your staff, sir.
Chairman ENZI. Thank you. And thank you once again for outstanding testimony over a wide variety of issues.
As information to all Senators, questions for the record are due
by close of business tomorrow, Thursday, October 31st, a signed
hard copy delivered to the Committee clerk in Dirksen 624. Under
our rules, witnesses have 7 days from the receipt of the questions
to respond. The answers, you have been very good at that.
With no further business to come before the Committee, the
hearing is adjourned.
[Whereupon, at 3:22 p.m., the Committee was adjourned.]
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Questions for the Record
From Senator Cramer
For Gene L. Dodaro
Comptroller General of the United States
The Chief Financial Officers Act of 1990: Achieving the Vision
Date: 10/30/19
Senate Budget Committee

Question 1: Mr. Dodaro, in your testimony you stated, "Prior to the enactment of the CFO
Act, government reports found that agencies lost billions of dollars through fraud, waste,
abuse, and mismanagement." Though we have made progress, it is clear that our
government is more than capable of mismanaging funds. One key example of this
mismanagement is our federal procurement process. For the past few months I have
been reviewing the procurement process for the border wall, and have found that the US
Army Corps of Engineers has committed billions of dollars without allowing bidders to
compete on price or schedule. Do you think that our federal procurement process fosters
waste, fraud, and abuse?
The federal acquisition system, as implemented through the Federal Acquisition Regulation
(FAR) and supplemental agency guidance, helps mitigate the risk of waste, fraud, and abuse
when followed appropriately. Competition is the cornerstone of the acquisition system and can
save money for the taxpayer, improve contractor performance, curb fraud, and promote
accountability for results. While federal statutes and acquisition regulations generally require
that contracts be awarded based on full and open competition, they also allow agencies to
award noncompetitive contracts in certain circumstances. For example, when agency need for
goods and services is of an unusual and compelling urgency that precludes full and open
competition, agencies are permitted to award noncompetitive contracts if a delay in award would
result in serious financial or other injury to the government.
We have not specifically assessed the use of noncompetitive contracts to construct the border
wall, but our prior work has found that the use of noncompetitive contracts can place the
government at higher risk for fraud, waste, and abuse. For example:
•

In March 2014, we reported that the Department of Defense (DOD), Department of State
(State), and U.S. Agency for International Development (USAID) did not always limit the
duration of noncompetitive contracts to 1 year-the time generally allowed by the FAR for
contracts awarded based on unusual and compelling needs. 1 We recommended that 0MB,
through its Office of Federal Procurement Policy, provide guidance to ensure that
noncompetitive contracts awarded based on unusual and compelling urgency and
exceeding 1 year are properly justified. 0MB concurred and has implemented our
recommendation. Further, we found that senior agency officials at DOD, State, and USAID
were not always alerted when the cost of noncompetitive contracts increased significantlyin some cases, by more than 30 percent-from the original estimates. We recommended
that to help strengthen oversight, these agencies develop mechanisms to ensure that senior
procurement officials were made aware of instances in which noncompetitive contracts
awarded based on unusual and compelling urgency significantly increased in value. The
three agencies concurred and have implemented our recommendation.
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•

In December 2018, we reported that because of acquisition planning challenges, the
Federal Emergency Management Agency (FEMA) needed to use noncompetitive "bridge"
contracts to meet its needs to respond to certain disasters. 2 GAO has generally defined a
bridge contract as an extension to an existing contract beyond the period of performance
(including base and option years) or a new, short-term sole source contract awarded to an
incumbent contractor to avoid a gap in service caused by a delay in awarding a follow-on
contract. While bridge contracts can be useful tools for avoiding gaps in service, we have
reported that when these noncompetitive contracts are used frequently or for prolonged
periods, the government is at risk of paying more than it should for goods and services. We
recommended improvements related to FEMA's acquisition planning processes to address
these issues. FEMA agreed with our recommendations and has taken steps to improve its
acquisition planning processes.

Question 2: I am planning to submit my findings on border wall procurement to the GAO
for your review. Do you commit to reviewing my findings? In addition, will you commit to
conducting a review of the border wall procurement process?
We would be happy to review your findings and work with your staff to determine how we can
best meet your needs for a review of the border wall procurement process.

2 GAO,

2017 Disaster Contracting: Action Needed to Better Ensure More Effective Use and Management of Advance
Contracts, GA0-19-93 (Washington, D.C .. Dec. 6, 2018).
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Questions for the Record
From Senator Pat Toomey
For the Honorable Gene Dodaro
Hearing on the Chief Financial Officers Act of 1990: Achieving the Vision
10/30/19
Senate Budget Committee
Question 1: Can you elaborate more on what control functions will no longer be required
under the new standard, as well as the risks that these omissions pose?
Beginning in fiscal year 2018, the Office of Management and Budget (0MB) issued
Memorandum M-18-16, Appendix A to 0MB Circular No. A-123, Management of Reporting and
Data Integrity Risk. M-18-16 no longer requires agencies to follow the process described below
for assessing the effectiveness of internal control over financial reporting (ICFR) or a separate
management assessment of the effectiveness of ICFR. Without performing a separate
assessment of ICFR, management may fail to identify material weaknesses and significant
deficiencies 3 in ICFR, because of failure to identify changes in risk that require changes to
ICFR, or failure to monitor the effectiveness of ICFR to identify controls that are not operating
effectively, among other reasons. As a result, management may lack reasonable assurance
over the reliability of financial information.
Prior to M-18-16, 0MB provided a process with which agency management assesses,
documents, and reports on ICFR. This process was described in Circular A-123, Appendix A,
Internal Controls over Financial Reporting, which 0MB issued in December 2004. It emphasized
management's responsibility for establishing and maintaining effective ICFR. Appendix A
required management of each Chief Financial Officers Act of 1990 agency to annually assess
the adequacy of ICFR, report on identified material weaknesses and corrective actions, and
provide separate assurance on the effectiveness of the agency's ICFR. The Chief Financial
Officers Council subsequently issued the Implementation Guide for Appendix A in 2005.
The Sarbanes-Oxley Act of 2002, which required that management of publicly traded
companies strengthen their processes for assessing and reporting on ICFR was an impetus for
developing the Appendix A issued in 2004. Appendix A laid out a process for assessing ICFR
that included the following specific steps, which are generally consistent with the approach for
auditors outlined in the GAO/Council of the Inspectors General on Integrity and Efficiency
Financial Audit Manual: 4
•

Planning (including consideration of what is material or significant to the entity's financial
reports)

3
A material weakness is a deficiency, or combination of deficiencies, in internal control over financial reporting, such
that there is a reasonable possibility that a material misstatement of the entity's financial statements will not be
prevented, or detected and corrected, on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control over financial reporting that is less severe than a material weakness yet important
enough to merit attention by those charged with governance. A deficiency in internal control exists when the design or
operation of a control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, misstatements on a timely basis.

4 GAO

and Council of the Inspectors General on Integrity and Efficiency, Financial Audit Manual: Volume 1, GAO-18601 G (Washington, D.C .. June 2018).
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•

Evaluating Internal Control at the Entity Level (including the entity's control environment, risk
assessment, control activities, information and communication, and monitoring of the
effectiveness of the entity's internal controls)

•

Evaluating Internal Control at the Process, Transaction, or Application Level
1. Determine Significant Accounts or Groups of Accounts
2. Identify and Evaluate the Major Classes of Transactions
3. Understand the Financial Reporting Process
4. Gain an Understanding of Controls Designed to Achieve Management's Assertions (e.g.,
existence, completeness, valuation)
5. Test the Operating Effectiveness of those controls deemed to be designed effectively or
moderately effectively to determine the extent to which the controls were applied, the
consistency of their application, and who applied them

•

Perform an Overall Assessment of the Design and Operation of ICFR

•

Document the Assessment of ICFR

•

Correct Material Weaknesses in ICFR

In 2018, 0MB reported that since the issuance of 0MB Circular No. A-123's Appendix A in
December 2004, federal agencies had made substantial progress in improving their internal
controls over financial reporting. 0MB referred to this as a rigorous process for agencies to
separately assess ICFR and superseded this process with the issuance of M-18-16 in 2018. It is
our view that without separately assessing and reporting on the effectiveness of ICFR and
independently assessing such controls, management may lack reasonable assurance of the
reliability of financial information.
Question 2: In a public company, the shareholders and Board of Directors may hold
management accountable for failures in internal controls. What consequences or
remedial measures, if any, are there to agency management for internal control failures
in the federal government?
Although the applicable statutes and executive branch policies generally do not spell out
specific consequences or remedial measures for agency management, they do require
executive agency heads to regularly provide Congress and the President with information on
internal control failures. This enables Congress and the administration to support accountability
through actions such as holding hearings, initiating or requesting investigations or audits,
responding to agency budget requests, and considering appropriate legislative changes.
Specifically, the Federal Managers' Financial Integrity Act of 1982 5 included provisions requiring
agency heads to establish internal accounting and administrative controls, in accordance with
GAO-issued standards. 6 Each agency head must annually assess these controls, in accordance
with 0MB guidelines, and sign a statement asserting whether the agency's internal controls
reasonably ensure that (1) obligations and costs comply with applicable law; (2) assets are
safeguarded against waste, loss, unauthorized use, and misappropriation; and (3) revenues and
531

U.S.C. § 3512(c)-(d).

6GAO, Standards for Internal Control in the Federal Government, GAO-14-704G (Washington, D. C.: September
2014).
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expenditures are recorded and accounted for properly. Each agency head is further required to
identify any material weaknesses in internal control and describe the agency's plan and
schedule for correcting them. This annual statement and report must be sent to Congress and
to the President, as well as issued publicly, with appropriate deletions where disclosure of
information is prohibited by law or executive order.
In addition, 0MB provides guidance to agencies for establishing internal controls and preventing
improper payments. 7 As described in 0MB Memorandum M-18-20, Appendix C to 0MB Circular
No. A-123, Requirements for Payment Integrity Improvement (June 26, 2018), 0MB may use
the agency internal control summaries to monitor progress and ensure that planned actions
result in the outcome of reducing improper payment rates. If an agency is not demonstrating
measurable improvements in its internal control, 0MB may encourage progress by requiring an
audit of internal controls over payment integrity, which can assist the agency in identifying and
prioritizing corrective actions to long-standing internal control weaknesses.
With regard to the reporting of agency improper payments, the Improper Payments Elimination
and Recovery Act of 2010 (IPERA) 8 requires agency inspectors general to annually determine
whether their respective agencies are in compliance with six specified criteria, including whether
the agency has performed all required risk assessments and whether all of the agency's
programs or activities that must produce estimates report an estimated rate of less than 10
percent. When an agency is found not to be in compliance with any of these criteria, IPERA
requires the agency to develop and submit plans to Congress to bring the agency into
compliance, including establishing an accountability mechanism, such as a performance
agreement, with appropriate incentives and consequences tied to the success of the senior
agency official leading agency efforts to achieve compliance for each program and activity.
Consecutive years of noncompliance findings for the same program or activity trigger additional
0MB review and congressional submission requirements.
Lastly, some agency internal control failures specific to the obligation and expenditure of funds
can also constitute violations of the Antideficiency Act. 9 Specifically, the act prohibits agencies
from obligating or expending in excess or in advance of an available appropriation unless
otherwise authorized by law; accepting voluntary services for the United States, except in cases
of emergency involving the safety of human life or the protection of property; and obligating or
expending in excess of an apportionment, or in excess of the amounts permitted by agency
regulation. Those who violate the Antideficiency Act are subject to administrative discipline,
such as suspension or removal from office, as well as criminal penalties in cases of knowing
and willful violations. Criminal penalties include fines of not more than $5,000, imprisonment for
not more than 2 years, or both. In addition to these penalties, agencies must immediately report
violations to the President and to Congress and must also send a copy of the report to GAO.

7 For

estimation purposes, an improper payment is statutorily defined as any payment that should not have been
made or that was made in an incorrect amount (including both overpayments and underpayments). 0MB guidance
also provides that when an agency's review is unable to discern whether a payment was proper because of
insufficient documentation or lack of documentation, this payment must also be considered an improper payment.

8Pub. L. No. 110-204, § 3, 124 Stat. 2224, 2232 (July 22, 2010), codified at 31 U S.C. § 3321 note.
931

U.S.C. §§ 1341, 1342, 1349-51, 1511-19.
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Questions for the Record
From Senator Chris Van Hollen
For the Honorable Gene L. Dodaro
Chief Financial Officers Act of 1990: Achieving the Vision
October 30, 2019
Senate Budget Committee
Question 1: The withholding of appropriated funding for Ukrainian security assistance
raises grave national security concerns. The legislation that establishes the legal
process for withholding funds is the lmpoundment Control Act of 1974.
A. If the President, the 0MB Director, an agency head, or any federal officer or employee
proposes to withhold or delay the obligation or expenditure of budget authority, does the
lmpoundment Control Act require them to transmit a message to Congress to describe
and explain this action?
Unless otherwise authorized to withhold funds, yes, when Congress appropriates funds to the
executive branch, the President must prudently obligate them as we have noted in our prior
opinions. The lmpoundment Control Act (ICA) is rooted in this principle, and grants the
President strictly circumscribed authority to temporarily withhold funds from obligation by
transmitting a special message pursuant to the procedures established by the ICA.
B. Did the President transmit a special message to Congress pursuant to the
lmpoundment Control Act regarding Ukrainian security assistance funding?
As of November 25, 2019, the President had not transmitted a special message to Congress or
to GAO regarding Ukrainian security assistance funding.
C. What inquiries, if any, did GAO make into the withholding of Ukrainian security
assistance funding, and what was the response to those inquiries from the Executive
Branch?
As of November 25, 2019, GAO has sent letters to the relevant agencies asking them for factual
information and their legal views concerning Ukrainian security assistance funding. We asked
the agencies to respond to our inquiries by December 9, 2019. GAO will issue a legal opinion
under the ICA regarding the withholding of the Ukrainian security assistance funding.
D. When the President withholds funds appropriated by Congress, what remedies does
the Congress have to ensure that the funds are spent as directed by law?
Without specific statutory authority otherwise, a President may withhold from obligation funds
that Congress appropriated only as authorized under the ICA. Under the ICA, a President may
withhold by submitting a special message to Congress and GAO reporting deferrals or
rescission proposals. The President must ensure that deferred amounts are made available for
prudent obligation before the amounts expire. Congress may act legislatively to disapprove a
deferral.
The President may withhold amounts proposed for rescission for 45 days, unless Congress acts
legislatively to disapprove the proposal. Otherwise, the President must make the amounts
available for prudent obligation on day 46, if Congress does not complete action on a bill to
rescind the amounts. The President must always make withheld amounts available for prudent
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obligation before they expire, even if the 45-day period for a withholding extends past the date
the amounts expire.
When budget authority is improperly withheld and is required to be made available for
obligation, the Comptroller General is empowered to bring a civil action in the United States
District Court for the District of Columbia to require that the budget authority be made available
for obligation. (See 2 U.S.C. § 687.)
Question 2: As we discussed during the hearing, GAO has identified the federal
government's overreliance on leasing buildings [as] a high-risk area. I look forward to
working with you on solutions to this problem, including the legislative proposal we
discussed from the Administration for a Capital Revolving Fund.
A. Why does it tend to be less expensive for the federal government to own a building
that it will occupy for the long-term, relative to the costs of a long-term lease?
Several factors can cause ownership to be less costly for long-term space needs than leasing.
The federal government has lower borrowing costs than the private sector, and the federal
government can stay in leased spaces for decades, causing lease payments to exceed
construction costs over time. Agencies often pursue leasing options because they lack the upfront capital needed for constructing or purchasing a building, specifically using operating leases
that are intended for short-term space needs.
For operating leases, budget scorekeeping guidelines only require agencies to budget the
funding needed to cover the first year's lease payments plus cancellation costs. However,
because agencies tend to stay in buildings for long periods, they may actually use successive
operating leases for long-term space needs. Consequently, operating leases may appear on
paper to be preferable to less-costly alternatives, such as construction, which may require
agencies to obligate the full cost of the project up front. In reality, this approach may result in
resource allocation decisions for which the budgeting process does not consider the full
financial commitment over the full length of time the space need exists.
B. How would the Administration's proposed Capital Revolving Fund affect the
operations and solvency of the existing Federal Buildings Fund at the General Services
Administration?
Established by Congress in 1972, the Federal Buildings Fund (FBF) is the primary source of
funds associated with federal space. The FBF provides the General Services Administration
with a means for financing the operating and capital costs associated with federal properties. In
June 2018, the administration proposed a new Federal Capital Revolving Fund (FCRF) to
secure the capital necessary to acquire federal facilities, which has some parallels to the use of
the FBF. GAO is starting work that seeks to better understand the operations of the FBF and
potential interactions or overlap it may have with the proposed FCRF. As part of this work, we
plan to identify any risks to FBF and FCRF solvency and the steps that could be taken to ensure
that both funds remain self-sustaining.
Question 3: We do not know how many contractor employees the federal government
has. This lack of basic information about the nature of the total federal workforce
weakens our ability to determine the optimal mix of federal employees and contractors.
A. Why have we been unable to determine how many contractor employees the federal
government has?
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Federal agencies are generally required to prepare an annual inventory related to contracted
services, and these inventories are to include information such as a description of the services
or functions and missions performed by the contractor and the estimated number of contractor
employees. We last reviewed how the civilian agencies implemented this requirement in 2012
and identified a number of challenges that hindered their initial efforts to compile an inventory of
their contracted services. 1 For example, we identified instances of agencies significantly
underreporting obligation dollars for their inventories, either because they misinterpreted or did
not follow 0MB guidance. We recommended that 0MB clarify guidance to agencies for
compiling and reporting on their inventories and that 0MB work with agencies to improve how
compliance with statutory and 0MB requirements related to the inventories is monitored. 0MB
generally agreed with these recommendations and has addressed them.

°

As a more specific example of the challenges faced, our work at the Department of Defense
(DOD) identified a number of issues involving how it collected and used data related to the
number of contractor employees. In 2008, Congress required DOD to compile and review an
annual inventory of its contracted services to identify the number of contractor employees
providing certain services and the functions that these contractors were performing. 11 From
2008 through 2015, DOD provided annual estimates to Congress indicating that the number of
contractor full-time equivalents varied from 561,000 to 767,000. However, in May 2013, and
subsequently in October 2016, we cautioned against comparing these estimates across years
because of changes in DOD's approach, methodologies, and data sources. 12 For example,
most DOD components (with the exception of the Army) used the Federal Procurement Data
System-Next Generation (FPDS-NG) as the primary source to make these estimates. However,
our work identified several limitations in using FPDS-NG data for compiling a complete and
accurate inventory. While DOD's guidance subsequently required DOD components to use a
department-wide system based on the Army's system, we reported in October 2016 that longstanding delays and uncertainties hindered efforts to provide accurate and reliable data. 13

B. Do we at least know the number of contractor employees who have dedicated office
space inside federal buildings? If so, how many are there?
We are unaware of any government-wide data source that provides information on contractor
employees who have dedicated office space inside federal buildings.

C. What steps do you recommend to collect the data necessary to answer how many
contractor employees we have, where they work, what they do, and how much we pay for
their services?

10 GAO, Civilian Service Contract Inventories: Opportunities Exist to Improve Agency Reporting and Review Efforts,
GAO-12-1007 (Washington, D.C.: Sept 27, 2012).
11 Congress subsequently amended the law, among other things, to focus the inventory on certain types of high-risk
contracts.
12 GAO, Defense Acquisitions: Continued Management Attention Needed to Enhance Use and Review of DOD's
Inventory of Contracted Services, GAO-13-491 (Washington, D.C.: May 23, 2013), and DOD Inventory of Contracted
Services: Timely Decisions and Further Actions Needed to Address Long-Standing Issues, GAO-17-17 (Washington,
D.C .. Oct 31, 2016).
13 GAO-17-17.
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While we have not reviewed the issue government wide, perhaps our recommendations to DOD
would be a good place to start. Based on our prior work in this area, we found that DOD could
(1) make better use of the data it collects through its inventory of contracted services to inform
workforce and budget decisions; and (2) collect better information on amounts for contracted
services in future budget years. Specifically:
•

We have issued numerous reports related to DOD efforts to compile and use an inventory of
contracted services. We noted in January 2011 that the real benefit of an inventory process
would ultimately be measured by its ability to inform management's decision-making. 14
Between 2011 and 2015 we made 18 recommendations to help improve how DOD collects
and uses data on contracted services, including focusing efforts on contracts for certain
services that pose a greater risk of contractors performing inherently governmental functions
and appointing an accountable official to help develop plans and enforcement mechanisms
to use the inventory. As of November 2019, DOD had addressed almost all of the
recommendations, and only two recommendations remained open. Nevertheless, it is
unclear the extent to which DOD is currently using the inventory to help inform workforce
and budgeting decisions.

•

Further, our work has identified other opportunities to help DOD better manage its
acquisition of services. For example, in February 2016, we found that DOD's and
Congress's insight into future spending on contracted services was limited because DOD
did not identify service contract spending needs beyond the current budget year. 15 Congress
recently mandated that, effective October 2021, DOD include certain information on
amounts requested for service contracts in the future-years defense program.

14 GAO, Defense Acquisitions: Further Action Needed to Better Implement Requirements for Conducting inventory of

Service Contract Activities, GAO-11-192 (Washington, D.C .. Jan. 14, 2011).
15 GAO, DOD Service Acquisition: improved Use of Available Data Needed to Better Manage and Forecast Service

Contract Requirements, GAO-16-119 (Washington, D.C.: Feb. 18, 2016).
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Questions for the Record
To Senator Mark R. Warner
Chief Financial Officers Act of 1990: Achieving the Vision
30 October 2019
Senate Budget Committee
Question 1: There are a number of laws that Congress has passed related to federal
financial reporting that have unfulfilled requirements. What issues that you all have
identified in your study could be remedied by Congress pushing for greater
implementation of current statutory requirements?
The issues that could be remedied by Congress pushing for greater implementation of current
statutory requirements include the following:
Financial management plan. The Office of Management and Budget (0MB) has not submitted
a government-wide 5-year financial management plan-a requirement of the Chief Financial
Officers Act of 1990 (CFO Act)-since 2009. 16 Instead, 0MB stated that it is meeting the intent
of this requirement by providing information in the President's Management Agenda, in the
annual government-wide consolidated financial statements, and in documents placed on
Performance.gov and the Chief Financial Officers (CFO) Council's website. We maintain that
submission of a comprehensive plan in accordance with existing statutory requirements is
necessary to improve federal financial management. Specifically, a complete and integrated
government-wide financial management plan could help ensure continuity in direction, promote
accountability, and facilitate congressional oversight. The plan should include actions for
improving federal financial management, including improving financial management systems,
strengthening the federal financial management workforce, and better linking performance and
cost information for decision-making.
Integrated agency accounting and financial management systems. Current law requires the
CFO at each CFO Act agency to develop and maintain an integrated agency accounting and
financial management system that, among other things, provides for the development and
reporting of cost information, the integration of accounting and budgeting information, and the
systematic measurement of performance. Respondents to our survey of agency CFOs and
deputy CFOs identified this as an area where agencies continue to face challenges.
Congressional actions such as conducting oversight hearings, calling attention to agencies'
challenges, and providing appropriate resources are important to overcoming financial
management weaknesses such as these.
Public reporting of spending data. The ongoing implementation of the Digital Accountability
and Transparency Act of 2014 (DATA Act) is another government-wide initiative focused on
improving the transparency and quality of federal financial data made available to the public on
USAspending.gov. 17 In the 5 years since enactment, progress has been made to improve the
transparency of federal spending data. In our 2019 review of these data, we found
improvements in the overall quality of the data on USAspending.gov compared to our 2017
16GAO, Federal Financial Management: Substantial Progress Made since the CFO Act of 1990 and Preliminary
Observations on Opportunities for Enhancement, GAO-20-203T (Washington, D.C.: Oct. 30, 2019).
17 Pub. L. No. 113-101, 128 Stat. 1146 (May 9, 2014). The DATA Act amended the Federal Funding Accountability
and Transparency Act of 2006. Pub. L. No. 109-282, 120 Stat. 1186 (Sept. 26, 2006), codified at 31 U.S.C. § 6101
note.
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review of data quality. 18 To continue moving forward with this progress and to fully realize the
DATA Act's promise of helping to improve data accuracy and transparency, more needs to be
done to address continued challenges with the completeness and accuracy of key data
elements. The challenges we have found with data completeness and accuracy demonstrate
the importance of continued 0MB and Department of the Treasury (Treasury) progress in
addressing our previous open recommendations to develop a robust and transparent data
governance structure and implement controls for monitoring agency compliance with DA TA Act
requirements.
Question 2: Are there reforms that we should consider to the CFO Act having learned
from subsequent financial reporting laws over the years? Has GAO identified duplicative
reporting requirements under the various laws governing federal financial reporting, and
do you have recommendations for possible streamlining?
There are several reforms that should be considered to the CFO Act. First, the CFO Act
requirement for annual 5-year government-wide financial management plans could be more
efficiently structured on a model similar to that governing agency strategic planning, with
government-wide and agency-level plans required every 4 years. These could be followed by
annual status reports and monitoring as appropriate to track the implementation of the plans.
The plans should include actions for improving federal financial management, including
improving financial management systems, strengthening the federal financial management
workforce, and better linking performance and cost information for decision-making.
Second, agency CFOs' statutory responsibilities could be amended and modernized to help
ensure that they include all of the responsibilities necessary to effectively carry out financial
management activities. Also, statutory responsibilities for deputy CFOs could be established to
help ensure continuity in agency financial management operations and minimize any negative
effect when CFO vacancies inevitably occur.
Third, 0MB could be required to develop, in consultation with the CFO Council, key selected
performance-based metrics to assess the quality of agency financial management and changes
therein, to provide more complete and consistent measurement of the quality of agencies'
financial management.
Finally, to reasonably assure that key financial management information that each agency
produces is reliable, Congress could require agency management to (1) identify key financial
management information, in addition to financial statements, needed for effective financial
management and decision-making; (2) annually assess and report on the effectiveness of
internal control over financial reporting and other key financial management information; and
(3) consider engaging auditor testing and reporting on internal control over financial reporting
and other key financial management information.
Regarding streamlining of federal agency reporting requirements, neither GA O's current work
on the CFO Act nor our annual reports on fragmentation, overlap, and duplication in federal
programs have identified duplicative reporting requirements under the various laws governing

18 GAO, DATA Act: 0MB, Treasury, and Agencies Need to Improve Completeness and Accuracy of Spending Data
and Disclose Limitations, GAO-18-138 (Washington, D.C .. Nov. 8, 2017), and DATA Act: Quality of Data
Submissions Has Improved but Furlher Action Is Needed to Disclose Known Data Limitations, GAO-20-75
(Washington, D.C .. Nov. 8, 2019).
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federal financial reporting. 19 However, executive branch agencies have current authorities to
identify and address reporting requirements that they view as duplicative or otherwise
unnecessary. The Reports Consolidation Act of 2000 granted executive branch agencies, with
the concurrence of the Director of 0MB, the authority to consolidate a variety of required
performance and financial reports into a single annual report. 2 Congress has taken efforts
intended to streamline federal reporting requirements more broadly, with the passage of the
GPRA Modernization Act of 2010 (GPRAMA). 21 Among other things, GPRAMA provisions
establish a process for reexamining the usefulness of certain existing reporting requirements. 22
Specifically, GPRAMA requires an annual review, based on 0MB guidance, of all agencies'
reporting requirements and requires 0MB to provide Congress with agencies' proposals to
eliminate or modify plans and reports that may no longer be necessary. 23

°

Further, many of the major federal financial management laws were enacted as amendments to
Title 31 of the U.S. Code and are presently located in that title. For example, the authorities of
0MB are in chapter 5, the authorization for agency CFOs is in chapter 9, and requirements
related to internal controls and financial statements are in chapter 35. This has allowed new
laws to conveniently build upon and amend earlier ones. Other laws that were enacted as
stand-alone legislation, such as the Federal Financial Management Improvement Act of 1996
and the Improper Payments Information Act of 2002, have been classified as notes to existing
sections of Title 31.
Question 3: Through efforts like the CFO Act and the Digital Accountability and
Transparency Act of 2014 (DATA Act), we've made significant investments in developing
data for use by policy makers in Congress, the public, auditors, etc. How can we promote
the wider usage of the reported data by these end-users?
Encouraging agencies to improve financial management systems, to enhance the availability
and reliability of performance and cost information, and to better link this information for
decision-making could help promote its wider use. While agencies have made efforts to improve
the availability and reliability of performance and cost information, opportunities exist for
enhancements. Effective implementation of the CFO Act and DATA Act holds great promise to
enhance federal management, oversight, and decision-making. These improvements can
support wider usage by end users. Respondents to our CFO survey noted that agencies face
challenges in (1) developing and maintaining integrated agency accounting and financial
management systems, (2) developing and reporting cost information, and (3) having financial
19 See

https://www.gao.gov/dupticationloverview (accessed Nov. 27, 2019).

20 Pub. L. No. 106-531, 114 Stat. 2537 (Nov. 22, 2000), codified as amended at 31 U.S.C. § 3516
21 Pub. L. No. 111-352, 124 Stat. 3866 (Jan. 4, 2011 ). In general, GPRAMA updated the Government Performance
and Results Act of 1993, Pub. L. No. 103-62, 107 Stat. 285 (Aug. 3, 1993).
22 31 U.S.C. § 1125. This includes plans and reports either required by statute or directed by congressional reports.
OMB's guidance in 0MB Circular No. A-11, Preparation. Submission and Execution of the Budget (June 28, 2019),
provides some information to help agencies determine which reporting requirements to consider when developing
report modification proposals. Specifically, the circular directs agencies to include agency-specific plans and reports
that are usually recurring in nature, rather than onetime reporting requirements. The guidance also instructs agencies
to generally avoid including reports that are required from alt agencies, such as strategic plans.

23 GAO audited the implementation of this GPRAMA provision in 2017. See GAO, Federal Reports: 0MB and

Agencies Should More Fully Implement the Process to Streamline Reporting Requirements, GA0-17-616
(Washington, D.C.: July 14, 2017).
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management systems that produce the needed financial data to help address agency
performance goals.
Based on past survey results, and in response to a request from Congress, in September 2005,
we developed a framework intended to help agencies better incorporate performance
information into their decision-making. 24 This framework includes five leading practices that can
promote the use of performance information for policy and program decisions:
•
•
•
•
•

demonstrating management and leadership commitment;
aligning agency-wide goals, objectives, and measures;
improving the usefulness of performance data to better meet different users' decisionmaking needs;
developing the capacity to use performance data; and
communicating performance data frequently and effectively.

Our 2017 survey of federal managers included a number of items related to these practices, but
the results suggested that agencies have not effectively adopted them. For example, our survey
included questions that cover different aspects of usefulness highlighted by our past work, such
as ensuring data meet users' needs for accessibility, accuracy, completeness, consistency,
ease of use, timeliness, and validity, among others things. However, 2017 survey results
generally showed no changes related to usefulness compared to past surveys. 25
Open government data only create value to the extent that they are used. In 2018, we identified
three key actions for engaging with users. 26
•

•

•

Identify data users and their needs. By identifying who is using the data and what content
or features are important to them, data providers can better prioritize their efforts to present
information to data consumers.
Solicit and be responsive to user feedback. Soliciting and being responsive to user
feedback-both when the website is being developed and on an ongoing basis-can help
ensure that the website meets users' needs.
Reach out to potential users to encourage data use. Actively engaging potential users
can provide an opportunity to educate them on how the data can be appropriately used and
encourage innovation. For example, we found that open data collaboration and prize
competitions or challenges are two strategies that agencies can use to harness the ideas,
expertise, and resources of those outside of their organization. 27 Resources such as how-to
guides can also encourage data use.

Our work has also highlighted ways to ensure data are useful for Congress. At the request of
Congress, in June 2012, we developed a guide to assist members of Congress and their staffs
24 GAO, Managing for Results: Enhancing Agency Use of Performance Information for Management Decision Making,
GAO-05-927 (Washington, D.C.: Sept 9, 2005).
25 GAO, Managing for Results: Further Progress Made in Implementing the GPRA Modernization Act, but Additional
Actions Needed to Address Pressing Governance Challenges, GAO-17-775 (Washington, D.C .. Sept 29, 2017).
26 GAO, Open Data: Treasury Could Better Align USAspending.gov with Key Practices and Search Requirements,
GAO-19-72 (Washington, D.C.: Dec. 13, 2018).
27 GAO, Open Innovation: Practices to Engage Citizens and Effectively Implement Federal Initiatives, GAO-17-14
(Washington, D.C.. Oct 13, 2016).
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in ensuring that the consultations required under GPRAMA are useful to Congress. 28 The guide
outlines general approaches for successful consultations, including creating shared
expectations and engaging the right people in the process at the right time. 29 The guide also
provides key questions that members and congressional staff members can ask as part of the
consultation process to ensure that agency performance information reflects congressional
priorities.
The DATA Act requires government-wide reporting on a wide variety of data related to federal
spending, such as budget and award information, as well as the establishment of data
standards for reporting this information. The resulting increase in both the types and
transparency of federal spending information is intended to enable both policymakers and the
public to track federal spending more effectively. We have reported that effective
implementation of the act would help promote transparency to the public and address ongoing
government management challenges by expanding the quality and availability of federal
spending data. Having better data will also make it possible to gauge the magnitude of the
federal investment, help agencies make fully informed decisions about how federal resources
should be allocated, and provide agencies and the audit community with additional data for
detecting and preventing improper payments and fraudulent spending. Further, presenting data
in a manner that is more accessible and interactive (e.g., users being able to access and read
data on cell phones) could further encourage use of data by the public, academia, and private
sector individuals and organizations.
However, the ability to use the data produced based on implementation of the act relies on the
degree to whether these data are of sufficient quality. One of the key goals of the DATA Act is to
improve the quality of the data being produced. Our first mandated data quality report, issued in
November 2017, found significant challenges related to the completeness and accuracy of the
data. 30 Our second mandated review, issued in November 2019, found that the quality of these
data had improved compared to 2017. However, challenges remain with the accuracy of certain
data elements especially important to transparent reporting and the disclosure of known data
quality challenges that could limit the usefulness of these data to the public and policymakers. 31
Also, significant improvements in internal control over financial reporting have improved the
quality of information in agency financial statements.

Question 4: There are a lot of technical challenges that we're still facing in reporting
financial data, and those have to continue to be addressed. But as we consider future
efforts related to federal financial management and reporting, what emphasis should be
placed on really making sure this data is both usable, and useful? i.e., is not only of
quality, but also has utility.
As discussed in our response to question 3, data only create value to the extent that they are
used. By identifying who is using the data and what content or features are important to them,
data providers can better prioritize their efforts to present information to data consumers. The
CFO Act required 0MB to submit to Congress a plan and strategy for developing adequate,
28 Pub. L. No. 111-352, 124 Stat. 3866 (Jan. 4, 2011).
29 GAO,

Managing for Results: A Guide for Using the GPRA Modernization Act to Help Inform Congressional Decision
Making, GAO-12-621SP (Washington, D.C .. June 15, 2012).

30 GAO-18-138.
31 GAO-20-75.
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consistent, and timely financial information to facilitate better financial management. We
discussed in our written testimony that an opportunity exists for agency management to
(1) identify key financial management information (e.g., information required by the DATA Act),
in addition to financial statements, needed for effective financial management and decisionmaking and (2) annually assess and report on the effectiveness of internal control over financial
reporting and other key financial management information. These key actions could lead to
collection of targeted data and generation of better analytics and encourage wider use of data.
In order for data to be useful, they need to be timely, accurate, and complete. For example,
Treasury makes available on its internet site the Citizen's Guide and Data Lab which educate
the public about federal government's finances. 32 However, we have reported that Treasury
needs to clearly communicate to users the limitations on the use of such information, including
the lack of completeness and accuracy of the data reported.
Finally, the Federal Accounting Standards Advisory Board (FASAB) develops and promulgates
generally accepted accounting principles for financial reporting in the federal government.
FASAB's stated mission is to serve the public interest by improving federal financial reporting
through issuing federal financial accounting standards and providing guidance after considering
the needs of external and internal users of federal financial information. In support of its mission,
FASAB intends that federal financial reports should be useful in assessing (1) the government's
accountability and its efficiency and effectiveness and (2) the economic and social
consequences, whether positive or negative, of the allocation and various uses of federal
resources. In developing its standards, FASAB conducts extensive due process, including
exposure of draft standards for public comment, to obtain the views of internal and external
stakeholders. FASAB has a number of current projects aimed at continuing to improve the
usefulness of financial reports, including a review of the financial reporting model,
Management's Discussion and Analysis, and note disclosures.

Question 5: Sources of performance data that would likely be useful to decision makers,
ex. agencies' financial and performance reports, as well as Congressional Budget
Justifications, often are not published in a machine-readable format. Has GAO examined
what barriers exist to agencies making more of this data machine readable?
Several laws, such as the DATA Act, GP RAMA, and the Foundations for Evidence-Based
Policymaking Act (Evidence Act), require agencies to produce data in machine-readable
formats. The data required by the DATA Act are currently available in machine-readable
formats, and users can download the data from https://api.usaspending.gov/. The requirements
under GPRAMA and the Evidence Act for performance information and data assets,
respectively, to be available in machine-readable formats are still being implemented. We have
not examined barriers to making federal data machine readable.

32The Citizen's Guide, or Your Guide to America's Finances, is a digital guide that presents an overview of the money
that the federal government processes each year. See https:1/datalab.usaspending.gov/americas-finance-guidel. The
Data Lab is a website that offers visual interpretation of the spending data required under the DATA Act See
https:lldatalab.usaspending.govl (accessed Nov. 27, 2019).
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Questions for the Record
From Senator Sheldon Whitehouse
For the Honorable Gene L. Dodaro
Chief Financial Officers Act of 1990: Achieving the Vision
October 30, 2019
Senate Budget Committee
Question 1: As you know, Congress is responsible for determining spending levels and
appropriating funds to government programs, and the Executive Branch is largely tasked
with the disbursement of the funds appropriated by Congress. Recent news reports
suggesting that the President threatened to withhold money from Ukraine without
Congress's approval serves as an example of the difficulty that Congress faces in
enforcing its authority on funding measures.
A. How can Congress better protect its legislative authority over appropriations from
Executive Branch manipulation and interference?
Congress could incorporate measures within an agency's appropriations act or within
permanent provisions of law to reduce the amount of discretion that an agency has with regard
to the execution of its appropriations. GAO would be happy to assist in drafting such legislation.
Specifically, Congress could consider the following:
•

Line item appropriations. Congress could consider enacting line item appropriations
designating that a particular amount, or a maximum or a minimum amount, be obligated for
a specific program or area.

•

Incorporation by reference. Congress could explicitly incorporate into the law by reference
any requirements for the obligation of funds that it has included in report language, giving
such requirements the force of law.

•

Specificity in legislation. Congress could specify in law the purpose and availability of
funds or the amount available for a particular activity, which would facilitate congressional
control over agency spending.

•

Time limitations. Congress could consider enacting more stringent time limitations to
increase oversight of agency obligations. For example, Congress could divide amounts into
quarterly periods of availability or enact time-limited appropriations rather than no-year
appropriations for particular accounts.

•

Legislative apportionment. Congress could designate, legislatively, the manner of
apportionment for an account or program, notwithstanding the Office of Management and
Budget's (0MB) apportionment authority, which could include restricting the authority to
reapportion the funds to particular circumstances. An appropriations bill would be a ready
mechanism through which to accomplish this.

•

Conditions precedent to the availability of funds. Congress could condition the
availability of funds on the submission to the budget and appropriations committees of a
spend plan or other such document demonstrating the agency's preparedness to obligate its
appropriation prudently.
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•

Reporting requirements. Congress could require agencies to report rates of obligation or
to provide an accounting of unobligated appropriations at the end of each fiscal year.

•

Reprogramming limitations/notifications. Congress could enact government-wide
reprogramming limitations to restrict the degree to which an agency's obligations may
deviate from its budget submissions. Congress could also enact reprogramming notification
requirements.

•

Limitations on transfer authority. Congress could amend existing transfer authorities to
reduce agency discretion, to establish conditions precedent to an agency's use of such
authority, or to otherwise restrict an agency's use of such authorities.

•

Requiring timely and prudent obligations. Congress could legislatively affirm that budget
authority withheld under the lmpoundment Control Act must be made available in time to be
prudently obligated, as GAO opined in lmpoundment Control Act-Withholding of Funds
through Their Date of Expiration, B-330330, December 10, 2018. (The Budget Committee
adopted Senator Van Hollen's amendment to S. 2765 to amend the lmpoundment Control
Act on November 6, 2019; this amendment would also increase visibility around OM B's
apportionment of funds and would establish administrative penalties for violations of the
act.)

•

Penalties tied to GAO determinations. Congress could penalize withholdings of budget
authority that do not comply with the lmpoundment Control Act, as determined by GAO. For
example, Congress could enact a provision similar to the government-wide anti-gag
provision (see, for example, Pub. L No. 116-6, div. D, title VII,§ 713, 133 Stat. 13, 189-90
(Feb. 15, 2019)), prohibiting the use of appropriations for paying the salary of an officer or
employee who does not make funds available as required.
Currently, the Antideficiency Act and the Miscellaneous Receipts statute are the only major
fiscal statutes that include penalties. (See 31 U.S.C. §§ 1349-1350, 1518-1519 3302(d).)
Congress could enact penalties for violations of other fiscal statutes, such as the purpose
statute, 31 U.S.C. § 1301(a), or the bona fide needs statute, 31 U.S.C. § 1502(a), and allow
relief for an agency that has obtained an advance decision from GAO.
Creating a link between a penalty and obtaining a GAO decision or complying with a GAO
decision would likely increase visibility of agency actions and facilitate congressional
oversight.

•

Amend 31 U.S.C. § 3529. Congress could amend GAO's statutory authority to render
decisions to the executive branch to require executive agencies to seek GAO decisions in
certain circumstances or to otherwise enhance the weight of GAO's determinations on the
executive branch.

•

Increasing GAO's access to information. Congress could provide GAO legislative
authority to compel testimony from individuals under oath.

•

Supporting GAO's authority to sue. Congress could take action to affirm GAO's standing
to bring a civil suit under the lmpoundment Control Act. Congress could also amend the act
to remove the requirement that GAO cannot commence a civil suit until the expiration of the
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25-day period described in law. Congress could also amend the Antideficiency Act to
similarly provide GAO authority to bring a civil action to address violations.
•

Resources. Demand for GAO's appropriations law services has grown to unprecedented
levels. It is important that Congress provide the resources necessary to satisfy this demand.

B. Do you have any legislative recommendations?
Please see the GAO response to question 1A for general legislative recommendations.
C. Do you know of any current mechanisms that could be used by Congress to hold the
Executive Branch accountable for following through on Congress's appropriations
directions?
•

Antideficiency Act reporting - When an agency violates the Antideficiency Act, there are
statutory reporting requirements and associated penalties. Some of the most powerful
mechanisms currently available to Congress are the agency Antideficiency Act reports and
GAO opinions and decisions finding Antideficiency Act violations. Congress can conduct
oversight to verify that an agency has taken action to prevent future violations and has
implemented appropriate discipline. Congress could use the appropriations process to
ensure that these matters are seriously considered and addressed by agencies.

•

Major fiscal statutes - Generally, the major fiscal statutes that Congress has enacted to
implement its power of the purse form the legal framework for an agency's execution of its
appropriations. These major fiscal statutes include the Antideficiency Act, the purpose
statute, the bona fide needs statute, the miscellaneous receipts statute, the recording
statute, and the lmpoundment Control Act, among others. These statutes are designed to
effectuate Congress's control over agency spending. As discussed in the GAO Response to
question 1A, Congress could consider enacting the reporting and penalty provisions found in
the Antideficiency Act for these fiscal statutes.

•

GAO work and the appropriations process - Congress can use GAO legal opinions to aid in
carrying out its appropriations power. For example, after GAO concluded that one agency
violated the Antideficiency Act, Congress subsequently reduced that agency's
appropriations by about 33 percent. 33 In another instance, after GAO concluded that the
Department of Defense violated a statutory notification requirement and the Antideficiency
Act, the House of Representatives subsequently voted 249 to 163 to condemn and
disapprove of the department's actions. 34
Congress may also enact legislation or include report language affirming a GAO opinion.
For example, in one instance Congress adopted GA O's analysis of the publicity or
propaganda prohibition through an appropriations act provision and accompanying report

33 GAO concluded that the Office of Science and Technology Policy (OSTP) violated the Antideficiency Act when it

improperly used its appropriations for bilateral engagements with China. 8-321982, October 11, 2011. The
explanatory statement accompanying the fiscal year 2012 OSTP appropriation expressed concern about OSTP's
actions, while the act appropriated $4.5 million for 2012, a reduction from $6.66 million for fiscal year 2011. Pub. L.
No. 112-55, div. 8, title Ill, 125 Stat 552,622 (Nov. 18, 2011); H.R. Rep. No. 112-284, at251 (Nov. 14, 2011)
(referencing GAO's determination that OSTP engaged in prohibited activity); see a/so Pub. L. No. 112-10, § 1316,
125 Stat. 38,120 (Apr. 15, 2011).
34 8-326013, August 21, 2014; H.R. Res. 644, 113th Cong. (2014 ).
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language. 35 In another instance, Congress used an explanatory statement to an
appropriations bill to direct the Environmental Protection Agency to coordinate with 0MB to
ensure the dissemination of a GAO legal opinion. 36
•

GAO work and congressional oversight - Congress may request a GAO audit and may also
use GAO's High-Risk List, priority open recommendations database, and financial statement
audits in which we review statements for compliance with laws and regulations to hold
hearings and to elicit commitments from agencies to address issues. Congress could
memorialize these commitments in committee report language.

•

Other oversight - Congress could request inspector general investigations at agencies of
interest.

35 See

Pub. L. No. 109-13, § 6076, 110 Stat. 231, 301 (May 11, 2005): H.R. Conf. Rep. No. 109-72, at 158-59 (2005):
B-304272, February 17, 2005.

36 See p. 40 of the explanatory statement for HR 2029, Division G (Department of the Interior, Environment, and

Related Agencies Appropriations Act, 2016) referencing our December 2015 opinion, B-326944, concluding that
EPA's social media practices violated statutory prohibitions against publicity or propaganda. The Explanatory
Statement directs EPA to coordinate with 0MB to ensure that GAO's findings were "disseminated to communication
offices throughout the government."
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