THE FEDERAL BUDGET

INTRODUCTION

ThePresident’sBudget for Fiscd Year (FY) 2006 pro-
posesoutlaysof $2.4 trillion that representsa 3 percent
increaseover FY 2005. In hisbudget message, President
GeorgeW. Bush highlightsanumber of policy consider-
ationsthat significantly influence the size and content of
the budget:

Our Nation’smost critical challenge since Sep-
tember 11, 2001, hasbeento protect theAmerican
people by fighting and winning theWar on Terror.
Overseasand at home, our troopsand homeland
security officia sarereceving thefunding needed
to protect our homeland, bring terroriststo jus-
tice, iminateterrorist safe havensand training
camps, and shut down their financing. . . .

ThisBudget al so promoteseconomic growth and
opportunity. Wemust ensurethat Americaremans
the best placeintheworldto do business. . . .

It promotes programsthat are effectively provid-
ing assstancetothemost vulnerableamongus. . ...

In every year of my Administration, we have
brought down the growth in non-security related
discretionary spending. Thisyesr, | proposetogo
further and reducethis category of spending by
about onepercent, andto hold thegrowthinoveral
discretionary spending, including defense and
homeland security spending, tolessthantherate
of inflation. ...

[W]eare measuring success not by good inten-
tions, or by dollars spent, but rather by results
achieved. And where circumstanceswarrant, the
2006 Budget recommendssignificant spending re-
ductionsor outright elimination of programsthat
arefaling short... ..

[O]ur goal [ig] to cut thedeficitin half by 2009.

These policy considerations providethe framework
for the plans, programsand activitiesand therelated re-
source requestsin the budget. The President’s Budget
reflectsthesepoliciesby:

* increasing defensefundsby 4.8 percent between FY
2005 and FY 2006, which continues the trend and
resultsina4l percent increase since 2001;

* increasing homeand security fundsby 3 percent;

* holdingtheincreaseinoveradl discretionary spending
to 2.1 percent, which islower than the 2.3 percent
expected rate of inflation, and actually reducing non-
security discretionary fundsby nearly 1 percent;

* proposing more than 150 reductions, reforms, and
eliminationsin non-defense discretionary programs,
saving about $20 billionin 2006 and moreinthe out
years.

In the Overview of The President’s 2006 Budget,
the Office of Management and Budget (OMB) provides
aspecificlist of enhancementsto defenseand homeland
security. Theseinclude, with al dollar increasesabovethe
2005 enacted levels:

»  $35billion more between now and 2011 to reorga-
nizethetotal Army forceand increase the number of
activeArmy combat brigadesby 30 percent;

»  $3.5billion more between 2006 and 2011 toimple-
ment the Globa Posturelnitiative, whichwill increase
U.S. responsivenessand alow for thereturn of 70,000
U.S. troopsfrom Cold War bases oversess,

*  $1.7billionfor unmanned vehicles, which perform
hazardoustaskswithout risking thelivesof Soldiers,
Sailors, Airmenand Marines,

e $3hillion, anincrease of $1.5 hillion, to expand the
Millennium ChallengeA ccount for foreign assistance,

! President’s Budget Message, 7 February 2005, available online at http://www.whitehouse.gov/omb/budget/fy2006/pdf/budget/

message.pdf.



to encourage sound economic and governance poli-
ciesinthedevelopingworld;

*  $4.2billionfor the Department of Health and Human
Services(HHS), a$154 millionincrease, to address
thethreat of bioterrorism;

»  $600millionfor aTargeted Infrastructure Protection
Program in the Department of Homeland Security
(DHS) toassist state and local governmentsin reduc-
ing thevulnerability of critical infrastructure, such as
chemical facilities, portsand transit systems;

e $581 million, a45 percent increase, for research and
development of radiol ogica and nuclear detection sys-
temsand countermeasuresat DHS, the Department
of Energy and HHS; and

* anincreaseof $555 millionfor the Federa Bureau of
Investigation (FBI), an 11 percent increase over 2005
levelsand a 76 percent increase since 2001.

In addition to the specific program increases above,
the defense budget for FY 2006 showsan increaseof 4.8
percent. By contrast, the President’sBudget for FY 2006,
intotal, grows 3 percent, i.e., 1.8 percent lessthan de-
fense. Thetotal increase of 3 percentisalso downfrom
the 4 percent increasein the President’ s Budget for FY
2005. Insummary, the President’sBudget for FY 2006is
growing moreslowly thanin FY 2005, but the defense
shareof thebudget isgrowing morerapidly.

Thebudget achievesthisoverall lower rate of growth
primarily by reducing the non-security discretionary fund-
ing by nearly 1 percent. This reduction adds to the
dissatisfaction of members of Congress, the American
peopleand publicinterest groupswho believe domestic
programsrequire more resource support, not less.

Dissatisfaction or concern with the President’sBud-
get ripplesto the Department of Defense (DoD) budget
(whichismorethan half of thediscretionary portion of the
budget); and ultimately to the Army budget (23.4 percent
of theDoD budget proposdl). The President’sBudget pro-
posal isfor $2,547 billioninobligationa authority; theDoD
budget proposal isfor $421.1 billion; and theArmy bud-
get proposal isfor $98.5 hillion.

Thefederal budget overall, aswell astheindividual
budgets of the departments and agencies, supportsthe
policiesand fiscal guidancefrom the office of the Presi-
dent. However, many participantsinfluencethe ultimate
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appropriations. A review of thebasi ¢ processisimportant
becauseit providesacontext and significantly aidsin un-
derstanding the federal, DoD and Army budgets.
Therefore, thisandysisbeginswithareview of thefedera
budget process and the President’ s Budget proposal.

PROCESSOVERVIEW

ThePresident’sBudget and dl budgetsareplans. Bud-
gets propose courses of action for an organization at a
specifictimein thefuture andinclude an estimate of the
fundsto implement the plan. Budgets are the results of
deliberate processes.

Inthefedera budget process, OMB providesfunding
control guidanceto the Executive departmentsand other
agencies. The agencies prepare and submit budget pro-
posalsto OMB.

For theArmy, budgeting beginswithissuing guidance
to and collecting budget proposal sfrom subordinate com-
mands; integrating these requestswith policy and fiscal
guidance; and formulating, submitting andjudtifyingitsbud-
get estimateto DoD and OMB jointly. After DoD accepts
the Army budget, the Secretary of Defense submitsthe
DoD budget proposal to OMB. OMB reviewsand inte-
grates the budget proposals from across the federal
government and makesrecommendationsto the President.

With the approval of the President, OMB directsthe
departmentstofindizetheir section of the President’sBud-
get, and OMB submitsthe President’ sBudget to Congress.
Various congressional committeesreview the proposal,
conduct hearings and make recommendationsto the en-
tire House and the entire Senate. The two chambers
establish ajoint committeeto reconciletheir differences.
Then, Congress passes and presentstheir appropriation
and authorization actsto the President. The President ap-
provesand signstheactsinto law.

The sum of the appropriation actsistheactua federal
budget, subject to later supplemental actsand rescissons.
Thetimelinefor thecongressiona processbeginswiththe
President’sBudget messageto Congressin February and
ends, idedlly, with the appropriation actsbefore the begin-
ning of thefiscal year on 1 October.

However, members of Congress and the President
have different opinionsabout national prioritiesand re-
lated funding; if they are unable to reach a common
agreement, acceptable to amajority of the members,



Congressmay not send an act to the President by 1 Octo-
ber. When this happens—and it does happen—Congress
amost alwayspassesaContinuing ResolutionAct (CRA)
that providesfundswith restrictionsto keep the govern-
ment open, i.e., to continue operationsat aspecified level
for some period of time, until the permanent legidationis
passed. (Without aCRA, thefederal government closes
and all but essential activities cease—and this, too, hap-
penson occasion.)

After afiscal year begins, the President may request
supplemental fundsfor contingenciesthat were not in-
cluded in the original budget proposal. Congress may
provide supplemental fundsand may alsoincluderescis-
sionsto prior appropriations.

The discussion above provides a context for the
subsequent review and analysis of the President’sBud-
get for FY 2006, submitted to Congressin February 2005.
In addition to the process, the reviewer needsto under-
stand afew essential federal budget termsthat appear in
thebudget.

ESSENTIAL BUDGET TERMS

Thefederal budget documentsinclude budgetary
termsthat have very definite meanings. Thethree most
important terms are the definitions of the categories of
dollars: Budget Authority (BA), Total Obligational Au-
thority (TOA) and outlays. Each term conveysdifferent
information for the sameyear, and all three are signifi-
cant. Ingeneral, the BA or TOA providesgovernment
officialswith thefinancia resourcesto implement deci-
sons, i.e, theseput the* money inthe checking account.”
Theoutlaysreflect the subsequent drawing on the check-
ing account.

* Budget Authority (BA) istheauthority provided by
law toincur financial obligationsthat will resultin
outlays.

» Total Obligational Authority (TOA) isthe sum of
(a) budget authority provided for agivenfisca year,
plus(b) balancesof budget authority brought forward
from prior yearsthat remain availablefor obligation
and (c) amounts authorized to be credited to a spe-
cificfund or account during that year, indludingtranders
between fundsor accounts (TOA =a+b+c).

* Outlaysaretheamount of money thefedera govern-
ment actually spendsinagiven fiscal year. Outlays

occur when fundsaretransferred, checksareissued
or cashisdistributed to liquidate obligations. Outlays
may befor payment of obligationsincurredinthecur-
rent year or prior years.

Clearly, thesethree definitionsof dollarsapply tothe
samefiscal year and havedifferent dollar amountsfor the
samefiscal year. The President’sBudget overall andthe
DoD and Army budgetsall usethesethree definitions of
dollarsfor the sameyear. Understanding these definitions
isimportant to avoid confusion and to understand more
clearly themeaning of thedollars. Inthefederal section of
thisbudget analys sdocument, figuresand tablesgenerdly
display dollarsinterm of outlaysand sometimesBA. In
the DoD and Army sections, figuresand tablesgenerally
display dollarsintermsof BA or TOA.

The Glossary of Budget Terms (appendix I) provides
an explanation of frequently used federal budget terms.

BALANCING THE BUDGET

Thefederal government—Iike other governments,
corporationsand individua s—requiresincomeor revenue
to finance spending. Inthe short term, income and spend-
ing may beout of balance; but inthelong term, spending
cannot exceed incomeor individuas, corporationsandloca
governmentswill go bankrupt. For nationa governments,
thereisno “bankruptcy,” per se, but hard timesfor the
nation, including declining government services, declining
investmentsininfragtructure, faling sandardsof livingand
currency deva uation.

For the reasons outlined above, discussion of the
federal budget awaysincludes balancing the budget—
achieving equilibrium betweenreceipts(i.e., income) and
outlays(i.e., spending). When rece ptsexceed outlays, the
government isgenerating asurplus; conversaly, when out-
lays exceed receipts, the government is operating at a
deficit. Thesum of annud deficitsover any number of years
isthe Gross Federal Debt.

The need to balancethe budget over some number of
years, or at least reducethes zeof theannua deficit, drives
policiesto stimulate the economy and to hold downtotal
federal outlays. In hismessage, President Bush empha
sized that the FY 2006 budget, focused on both of these
Srategies, “ promotes economic growth and opportunity”
and “recommendssignificant spending reductionsor out-
rightimination.”



The President’sBudget estimates recei pts of $2.205
trillion and proposes outlays of $2.473 trillion for FY
2006—thefifthannua deficitinarow. The FY 2006 defi-
cit estimateismorethan $0.2 trillion, i.e., $268 billion.
Thegood newsisthat the deficit estimateisdown for the
third year inarow.

The United States Gross Federal Debt at the end of
FY 2004, thelast year for actual data, is$7.486 trillion.
With the addition of deficit estimatesfor FY 2005 ($.4
trillion) and FY 2006 ($.2trillion), the Gross Federd Debt
risesto $8.7 trillion by theend of FY 2006.

Federal statute requiresreceipt and outlay forecasts
for thefour yearsbeyond the budget year. The President’s
Budget forecasts deficitsin each year from FY 2007 to
FY 2010; however, theamount decreaseseach year. The
cumulativeresultisaGross Federd Debt estimateof $11.1
trillion by the end of FY 2010—a 93 percent increase
sincethelast surplusyear, FY 2001.

Atthenationa level, theannual deficitisaconcern
becausethe government (a) borrows money to cover the
difference between spending and receipts, and (b) pays
interest on the Gross Federal Debt from prior years. The
GrossFederal Debt hurtsthe economy by diverting capi-
tal from productive usesto servicing debt.

Growth in the economy produces alarger tax base
and greater revenues, with the potential for reducing or
eliminating theannua deficit. The Gross Domestic Prod-
uct (GDP) isthe measure of the health and growth from
year to year of theU.S. economy. GDPisthetotal market
value or output of the goods and services produced by
labor and capital |ocated within the United States, regard-
lessof nationdlity, during ayear. The Bureau of Economic
Analyss(BEA) hasproduced the GDPfiguressnce GDP
becamethe unit of measurein 1991.

The President’s Budget forecasts adecreasein the
annual deficit for each year from FY 2005 to FY 2010,
but that still leavesadeficit that will increasethe Gross
Federd Debtto $11.1 trillion by FY 2010. The President’s
Budget forecastsgrowthinthe GDPto $15.6 trillion by
FY 2010. From FY 2006 to FY 2010, theforecastisfor
GDP to increase by 23 percent and the Gross Federal
Debt to increase by 28 percent—the debt increasesmore
than the economy grows. Seetable 1 for details.

TheFY 2006 Budget spending and deficit projec-
tionsfully reflect the outlay effects of the $25 billion
enacted and the additional supplemental request of ap-
proximately $81 billionfor FY 2005 but do not reflect
the effect of undetermined but anti cipated supplementa
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Gross Domestic Product and Annual Deficit

(% billions ")

Fyoo® | Fyes® | Fyoo®| Fyo3® | Fyos®| Fyos | Fyoe | FyoT | Fyos | Fyos | FY10
G D ti
ross Jomestic 5735 | 7325 | 9710 | 10839 | 11553 | 12227 | 12007 | 13617 | 14,349 | 15111 | 15906
Product
G Federal
r;:; era 3206 | 4920 | se20| 6760 | 7487 | 8133 8726 9318 | 9931 | 10584 [ 11137
Annual Federal ) . ) . ,
Deficit 220 e4y|  (238) (3T 521y (3e4)| (268)| (241 (23m| (23| (20m
Gross Debt as
Percentage
aof GOP S50 BT % 8% GV G4%, BELL 8% 690 8% T0% Tiong
Annual Deficit
Surplus as Per-
centage of GDP 3o%| 22%| 24%| -35%) 45%| -30%| -24%| -1.8%| 17w -16%| -1.3%
" Humbers may not add due o rounding.
£ Actual spending, remaining years are eshimates.
Saure: Budgs! ol the United Stales FY06 Hisforical Tables 1-1, 7-1, 10-1

4



requestsfor ongoing operationsin Irag and Afghanistan
beyond FY 2005.

Thegovernment financesthefederal debt by borrow-
ing from other federa accounts(e.g., Socia Security) and
from the public through the use of debt instruments. The
debt givesriseto justifiable concernsthat the funds bor-
rowed fromthe other federal sourceswill not beavailable
when needed for those programs; that thelarge portion of
the public debt held by foreign governmentsincreases
America's dependency on other nations; and that the
amount of interest paid to servicethe debt further reduces
annua fundsavailablefor programs.

The President’ sBudget estimatesadownward trend
inannual deficit from FY 2005 to FY 2010. However,
with the continuing growth of the debt, the estimate for
interest paymentsrisesfrom $211 billionin FY 2006 to
$314 hillionin FY 2010, or from 8.5 percent to 10.4 per-
cent of the budget outlays.

A summary of the GrossNationa Debt and thefund-
ing sourcesisat table 2.

Congressional Budget Office Estimate

Inadditionto the President’sestimates of recei ptsand
spending, federd statute al so requiresthe Congressional

Budget Office (CBO) to estimate future budget outcomes
for the President’ sBudget proposal. The statutory intent
isfor the CBO to provideaneutral benchmark that law-
makers can useto measurethe effectsof proposed changes
to taxes and spending. The President and the CBO use
different assumptions, sotheir estimatesvary.

The CBO forecasts growth in both receipts and
spending outlaysbut estimateslarger deficitsthaninthe
President’sBudget. The CBO'sestimate of thedeficit for
FY 2006 is $332 hillion, or 8 percent more than the
President’sBudget estimate of $268 billion. Additionally,
the CBO notesthat the FY 2006 estimate excludes any
supplementd for thewar inAfghanistan and Irag and esti-
matesthat “to keep the operations at roughly the same
level asexpected for 2005 would add about $40 billionto
the 2006 deficit, bringing it to between $370 billion and
$375hillion, or 2.9 percent of GDP"2

Withregardto all federal outlays, the CBO estimates
spending growth for entitlementsand other mandatory pro-
grams at an average rate of 5.9 percent a year, and
spending growth for discretionary outlaysat an average
rate of 1.2 percent ayear. With regard to the GDPand
revenue, CBO projects GDP growth at 4.9 percent annu-
aly and revenuesremaining relatively low by historical

N

Gross Federal Debt by Source
($ billions " )

FyYao® | FyYas® | FYoo®' | FYod' | FrYoa® | FYOS | FYO6 | FYOT | FYOB | FY0oo | FY10

Gross Federal Debt 3206 ) 4920 | 56829 | 6760 | 7487 | B33 | BF26 | 9,318 | 9931 | 10564 |11 137
Amount in Federal

Government

Accounts 745 1316 | 2299 | 2846 30686 | 3,341 3652 | 3985 | 4342 4730 | 4 526
Percentage Held

by Federal

Gowvernment 20% 2% 9% 420 4150 4% 420 4% A4, 45% 44
Amount Held

by Public 2411 JE0d4 | 3410 | 3914 | 4421 4792 5074 | 5333 | 5.585 5844 | 6212
Percentage Held

by Public T5% T 3% B1% SELL S5% S0% Tt 57% S5% 55% S6%
' Numnbars may not add due to rounding.
g Acteal E-"...‘-Er'u'.‘llr'lg remaming years are aghmatas.
Saurca: Budgal af the UimTed Stales FY0S Hislancal Tabls 7-1

2 Congressional Budget Office, “CBO’s Estimates of the President’s Budget for 2006,” Chapter 1, An Analysis of the President’s
Budgetary Proposals for Fiscal Year 2006, March 1, 2005, Section 2 of 8.



standards, risng from 16.8 percent of GDPinFY 2005to
17.1 percent in 2006 and to 18.0 percent by 2015.

Table 3 presentsthedifferencein thedeficit estimates
between the President’sBudget and the CBO. Theseand
others estimates of the deficit are part of the debate by
political leadersasthey formulatefuture programs.

Asnoted earlier, the Gross Federa Debt isthesum of
multiyear deficits; deficitsareafunction of receiptsand
spending. While most of the subsequent analysis will
focus on spending, some commentson receiptsareim-
portant since receipts give rise to some bounds on
gpending. Receiptsare mainly afunction of therobustness
of theeconomy and tax policy, i.e., what istaxed and at
what rates.

Receipts

Receiptshavedeclined dramatically asashareof GDP
sncetheir peak in 2000 asaresult of weak incomegrowth
dueto therecession, acollapsein capital gainsduetothe
stock market downturn, and the policy changesin per-
sona incometax. Receiptsreached alow of 15.6 percent
of GDPinFY 2004 and then began rising asthe economy
recovered. With economic growth, the President’sBud-
get estimates receipts of 17.1 percent in FY 2006 and
climbing to 17.7 percent of GDP in FY 2010 (almost
matching the post-World War 11 average).

The President’s Budget for FY 2006 estimatesfed-
erd receiptsof nearly $2.2trillion fromfour specific sources

and“all other” sources. Individua incometaxesaccount
for 44 percent, and corporate income taxes account for
another 10 percent of thegenerd revenue. Socia Security
recei pts, which fund current and future entitlements, ac-
count for 38 percent of receipts. Seetable4 for estimates
of receipt by sources.

Spending

Spending isthefocus of most budget analysesand of
therest of thisdocument. In the broadest terms, federal
spending isfor elther discretionary or mandatory expenses.

* Discretionary spending iswhat the President and
Congressdecideto spend through annual appropria-
tionshills. Examplesinclude money for such activities
asdefense, homeland security, FBI, foreignaid, hous-
ing and education, highway construction and space
exploration.

* Mandatory spending isfor entitlement programsthat
do not requireannual appropriation bills. Oncealaw
creates an entitlement program, thefederal govern-
ment islegally obligated, until thelaw isamended or
repealed, to make payments or provide aid to any
person who meetsthelegd criteriafor digibility. Ex-
amples include Social Security, Medicare and
Medicad.

The President’ sBudget estimatesdiscretionary spend-
ing of $922 hillion and mandatory spending of $1,621
billioninFY 2006. Defenseis46 percent of discretionary

3

Receipts, Outlays and Surplus or Deficits
(S billions*)

e Actuals

1

Estimates -

Ll

| Fyao | Fyas | Froo | Fyos | Fro4 | Fyos | Fyos | Fyo7 | FYos | Fyos | Fy1o

President's Budget

Receipts 1,032 1,352 2025 1,782 1 TEEI 2,038 2208 2,351 2485 2616 2821

Cutlays 1,253 1.516] 1,789 2157 2.3 f-.'II 24000 2473 2582 2724| 2853 3,028

SurplusiDeficit -) ' | (221 (164)] 238 (375 521y (3s4) (2es) 241y (2ae| (2am| (207
Congressional Budget Office Estimates

SurplusiDeficit (-} | (221)] (184) 238] 378 (12| (3ee) (295 (2e1f (23s)] (207 (189)

* Murnizars may nod add due b rounding.

Sauces | Budgel afthe Uniled Slalas FYOE Hiskariza! Table 1-1

! £B0, The Budget and Economic Dullook: Fiscal Vaar 2008 fo 2015, Janwery 2005 Appendix F, Tatée F-1
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Federal Receipts Federal Spending
Fiscal Year 2006 Estimate Fiscal Year 2006 Estimate
(% billions*) (% billions*)
Individual Income Taxes BEE6 9 Discretionary
Social Security Receipts B18.8 Mational Defense 4240
Corporate Income Taxes 220.3 Mondefense 497.0
Excise Taxes 75.6 Subtotal 8220
All Other a6 0| |Mandatory
Total 2177 6 Social Security 540.0
* Mumbers may not add dus to reunding Medicare 340.0
Saovta Offce aof Managemens & Budgs! FYDE Budgel. Surimay Tabis 3-8 Medicaid 129.0
Other entitlements 331.0
. . Mat Intarest 211.0
spending; dl other departments and agenciesaccount for Subtotal T
54 percent of discretionary spending. Total 2.543.0
Attempting to balance the budget or reducethean- | umbers may not add due o roundng
nua deficit without modifying the entitlement programs S

requiresreductionsin discretionary spending. With the
Defense Department accounting for 46 percent of discre-
tionary dollarsand conducting the Globa War on Terrorism
(GWOQT), defense spendingisincreasing and not declin-
ing. Therefore, spending reductionsto balancethe budget
must come from the non-defense departments and must
also offset any additionsto defense spending. Thisisa
very red federa budgeting dilemma. Seetableb.

Discretionary spendingisasomewhat mideadingterm
because alarge proportion paysfor compensation of ci-
vilianemployeesand military servicemembers, accrud for
related personnel benefitsand essential servicessuchas
utilities. Agencies, infact, do not have agreat deal of
flexibility with asubstantial portion of their discretion-
ary funds.

» Actionsthat may producelarge savingsindiscretion-
ary funds generally require substantial planning,
adequate | eadtimes, prior congressiond approva, and
sometimes one-timeimplementation funding. These
actionsmay include program cuts, closuresof facili-
ties, terminations of leasesand personnel reductions.
Agenciesneed to plan for and include these sorts of
actionsintheir budget proposals.

» If Congressinitiates substantial actionsinthe appro-
priation acts, the agency normally lacks adequate
leadtimefor achieving thesignificant savingsinthat fis-
ca year.

The FY 2006 recel pts and spending estimates are
expressed as percentages under the headings Where It
Comes Fromand Where It Goes, respectively, infig-
urel.

NATIONAL DEFENSE

The President’sBudget for FY 2006 proposes $442
billioninBA for thefunctiona classification 050 Nationa
Defense, which comprises more than the Department of
Defense. The National Defensefunctionincludesthree
subfunctions

» 051 Department of Defense-Military ($421.1 billion);
» 053Atomic Energy DefenseActivities($17.5billion);
» 054 Defense-Related Activities ($3.2 billion).

The Department of Defense-Military lineincludesthe
DoD or “Pentagon’s’ budget, which comprisesthe bud-
getsof the servicesand all other organizationsin DoD.
Unless otherwise noted, discussionsof the defense bud-
get in this document refer to 051 Department of
Defense-Military. Seetable 6 for BA datafrom FY 2004
to FY 2010.

Outlay estimatesare higher than BA estimatesfor FY
2006. The 050 National Defense outlay estimatefor FY
2006is$447 hillion, or $5 billionmorethan BA. Interms
of percentage of federa spending and percentage of GDP,
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The Federal Government Dollars Fiscal Year 2006 Estimates
(% billions*)

Where It Comes From
Enciss -
Taes o
Incmnrmms ‘T“ !'“ J
803 Individual

Incoma Taxes

10%
IB'EE\.B
Sacial Insurance
Recaolpts
i-EﬂC!

* Humbers may not add dus i sunding.
Sawes: Offce of Managerment and Budget

Where It Goas

"'"’:,_'_1.‘1'"”"“ Malional Defensg
Oher Enditlements “3'1-'5'
5240
13% Discretionary
Madicaid
hw 0
Mandalnr'_.'
Medicara
nmu

Momndafanso
i-lB'.' o

Social Bacurity
§540.0
%
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Budget Authority by Function and Subfunction
050 Mational Defense

(S billions*)

FYo4 FY05 FY D& FYo7 FY0& FY 09 FY10
051 Departmant of Defansa-Military 471 402 421 445 54 484 494
053 Atomic Enargy Defensa Activitias 17 18 17 17 16 16 16
054 Defense-related Activities 3 4 3 3 3 3 4
050 Total, MNational Defense 491 424 442 465 424 204 214
* Mumbers may not add due o roundng
Saure: Bodpel of the Linded Slades FY08 Hisforica! Tabkes, Tabk 57

theFY 2006 outlaysfor National Defensearedownfrom
FY 1989, thefinal year of the Cold War. The FY 2006
outlay estimatesare 17.4 percent of federa spending, down
from 24 percent in FY 1989; and 3.5 percent of GDP,
downfrom 6 percentin FY 1989. Seetable 7 for outlay
datafrom the President’ sBudget.

TheFY 2006 outlay estimatesdo not include any fu-
ture supplemental fundsfor the GWOT, Operation Iraqgi
Freedom (Ol F) and Operation Enduring Freedom (OEF).
The scopeand duration of these continuing operationswill
affect the final outlay amountsfor FY 2005, 2006 and
probably for someyearsinto thefuture. Figure 2 graphi-
caly illustratesthe GDPtrend.

Thetdl bar infigure2illustratesthegrowthin GDP;
thesmall portion of the bar highlighted at thetop, along
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with the percentage, reflectsthe portion of GDPfor Na
tiona Defense. Thefigureillustratesthe peak of National
Defense spending as apercentage of GDPinthe 1980s
and the steady declinein the 1990sd ong with thegrowth
inthe economy, which continued through FY 2001. With
the GWOT and combat operations, thetrend for Nationa
Defense spending asapercentage of GDP increasesbe-
ganinFY 2002. Theoutlaysfor FY 2005 and beyond do
not include equiva ent supplemental fundswhich arein-
cludedfor FY 2004.

Re ating defense spending totheoveral economy pro-
videsamacro-level snapshot of defense compared to
all other sectors of the economy but really does not
provide any insights about whether thelevel isadequate
or not. The subsequent paragraphs and the next sections
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Outlays by Function and Subfunction

050 National Defense
(% billions*)
Fy0d FY¥05 FY0& FYaT FY 08 FY0g9 FY10
051 Departrment of Defense—Military: 437 ddd 426 428 44 468 485
053 Atomic Energy Defense Activities 17 19 18 18 16 16 16
054 Defense-related Activities 3 3 3 3 3 3 4
050 Total, National Defense 456 466 dd v 4449 460 488 205
050 Mational Defense as Percentage
of All Outlays 19.9] 18.8 17.4 16.9 16.9 16.9 16.7
050 Mational Defense as Percentage
of Gross Domestic Product 3.9] 3.8 3.5 3.3 3.2 3.2 3.2
* Mumbers may not add dua to rounding.
Source: Hudgat of the Unied' Stafes FY0E Hisfonca' Tahles, Table 31 and 3.2
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National Defense as a Percentage of Gross Domestic Product
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of thisdocument examine more specifically thedefense
budget and what it buys, whichismuch more meaningful
informetion.

Theactua or estimates of National Defense outlays
from FY 1985 (at the height of the Cold War buildup)
through FY 2010 from the President’sBudget are shown
infigure3. Theamountsare somewhat mideading because
the numbershavenot been adjusted for inflation, e.g., red
defense spending decreased from FY 1989 to 2003 by

nearly 11 percent. A substantial reason for thisdecrease
wasthe drawdown in endstrength (e.g., active duty mili-
tary strength decreased by 35 percent, and civilian
employee strength decreased by 41 percent) and thede-
cisonto skip ageneration of procurement.

Thetrendtoincrease Nationa Defense spending be-
ganinFY 1999 with amodest 2.4 percent increase. In
FY 2002, which began on 1 October 2001 (just weeks
after the 11 September 2001 terrorist attacksonthe U.S.
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homeland), outlaysincreased by 10 percent over FY 2001.
Thisincluded supplementa fundsduring the course of the
year. Then FY 2003 experienced thelargest increasewith
nearly 21 percent. Asof the President’s Budget submis-
sonin February 2005, and thereforewithout arequest for
supplemental fundsfor GWOT, the FY 2006 outlaysare
forecasted to be 4 percent below those of FY 2005.

Over thefirst decade of the new century, National
Defense spending jumpsfrom $304 billionin FY 2001
(the pre-GWOT benchmark) to $505 billion by theend
of FY 2010. Thisisanincrease of 66 percent in the span
of 10years. Asyou may recall fromtheearlier discusson
on spending, defense spending isnearly 46 percent of all
discretionary spending. This66 percent increasein de-
fensewill requireasubstantial increasein discretionary
spending and either anincreasein revenueto avoid large
deficitsor asubstantia offsetting decreasein non-defense
spending to hold overdl discretionary spending to aspeci-
fied celling. Thesearenot attractive options.

Determining the* correct” amount of discretionary
spending for defense and non-defenseisadifficult prob-
lemfor every President and every Congress (particularly
inelectionyears).

This concludes observations on the overall federal
budget. The other two principal sectionsof thisanalysis
focus on the budget proposalsfor DoD and the Army.
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DoD and theArmy contribute substantially to homeland
security; therefore, an overview of homeland security is

appropriate.
HOMELAND SECURITY

Themissionsof the Department of Homeland Security
and the Department of Defenseareclearly complementary.
DoD isresponsible for deterring or defeating foreign
enemies. DHS was created to better coordinate, focus
and fund activitiesassociated with protecting Americafrom
terrorist attacks. Themission of theDHSisto:

* preventterrorist attackswithinthe United States;

e reducethevulnerability of the United Statestoterror-
ism; and

* minimizethedamage and ass st intherecovery from
terrorist attacksthat do occur withinthe United States.

When DHSwasestablished, Congressrecognized that
funding for homel and security wouldinvolve programsand
functionsinmany government agencies. Consequently, the
Homeland Security Act of 2002 requiresthe President to
includean andys sof home and security fundinginthebud-
get proposa. Infact, the FY 2006 budget includesfederal
homeland security funding in 33 agencies. The Analytical
Per spective document, which accompaniesthe President’s
Budget, containsthisanalysi swith budget authority data
by agenciesand by homeland security missions.



The President’sBudget for FY 2006 increasesfund-
ing for DHS and homeland security activitiesacrossthe
government. The budget includes$49.9 billion for home-
land security activitiesacrossal agencies, a$3.9 billion
increase over the 2005 level, excluding DHS s Project
BioShidd3Thisisanincrease of $2.9 billion (8.3 percent)
ingrossdiscretionary funding over the2005 leve, exclud-
ing mandatory funding, DoD activities and Project
BioShidd.

TheFY 2006 budget proposal ismorethan 300 per-
cent above FY 2001 funds, i.e., pre-9/11, for non-defense
spending; and morethan $29 billion, or gpproximately 240
percent, abovethe 2002 leve of $20.7 billion.

The DHSproposa is$27.3hillion, thelargest amount
among theagencies. The DHS proposal isthe entire bud-
get for the department; however, not dl thefundinginthe
DHSbudget proposal isfor homeland security, e.g., fund-
ing for Coast Guard search-and-rescue missionsisinthe
DHS budget but not under homeland security.

Although 33 agenciesparticipatein federa homeland
security funding, the DHSand four other agenciesaccount
for approximately 92 percent of total fundingin 2006. The
other four agenciesarethe Departmentsof Defense ($9.5
billion), Healthand Human Services($4.4 billion), Justice
($3.1 hillion) and Energy ($1.7 billion).

Table8 displaysthe multiyear funding by agency.

The National Srategy for Homeland Security de-
finessix critical mission areasfor homeland security. The
agenciescategorizetheir funding datainthebudget anay-
gsaccording tothesemissons. Seetable9for themissons
andfunding.

Thethreatsto homeand security arediverse—terror-
istsgenerally do not choose military targets. Therefore,
homeland security requiresdetecting and deterring attacks
onciviliansand responding to emergencies. Therespons-
bility for homeland security requiresanational effort with
cooperation among al government levels, the private sec-
tor and individual citizens.

DHS is breaking down the walls between law
enforcement and terrorist investigations; improving
intelligence gathering and analysis; acquiring biological
weapons countermeasures; enhancing security at the
bordersand airportsand in communities; and strengthening
America' s preparedness and response capabilities.

The President’s 2006 Budget includesawiderange
of programsand many different government partnerships.
Amongthemajor programs (based on funding proposals)
arethefollowing:

*  $100 million to the Department of the Treasury’ s ef -
fortsat detecting and stopping financid crimes, money
laundering andterrorist financing;

e $294 millionfor counterterrorism and counterintel li-
genceinitiativesand $117 millionin new funding to
bolster theintelligence program of the FBI;

o $344milliontoimproveand better coordinate screen-
ing of people, cargo and conveyancesby consolidating
several mgjor initiativeswithin DHS, including: US-
VISIT ($50 million) and the Secure Flight Program
($49million);

*  $104millionfor themultiagency Terrorist Screening
Center (TSC)—a$75 millionincrease over 2005—
to increase development and management of a
consolidated terror screeningwatch list;

»  $596 million, anincrease of $143 million, toimprove
theability to detect and contain contamination to food
and agriculture and $58 millionto support the estab-
lishment and maintenance of |aboratoriesto analyze
samplesof potentialy contaminated food asquickly

aspossible;

*  $416 millionto help dismantle weapons of massde-
struction infrastructureintheformer Soviet Unionto
prevent the proliferation of nuclear weaponsinDoD’s
Cooperative Threat Reduction program;

e $343millioninRussaand other regionsof concernto
secure vul nerabl e nuclear weapons and weapons-us-
ablemateria inthe Department of Energy’sNational
Nuclear Security Administration (NNSA);

% The Department of Homeland Security AppropriationsAct of 2004 provided $5.6 billion for Project BioShield, to remain available
through 2013. Pursuant to that Act, specific amounts became availablein 2004 ($0.9 billion) and 2005 ($2.5 billion) that areintended
to cover programmati ¢ activitiesthrough 2008. The remainder will become availablein 2009. Including thisuneven funding stream
can distort year-over-year comparisons. For moreinformation about Project BioShield, go to http://www.whitehouse.gov/infocus/

bioshield/.
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Homeland Security by Agency
(Budget Authority, $ millions " )

FY03 FY 04 FY05 FY0&
Agencies Actual | Supplement | Actweal | Supplement | Enacled | Reguest

Department of Agriculiure 300.04 110.0 411.0 — G000 704.0
Department of Commerce 1 12.0' —] 125.0 — 167.0 183.0
Department of Defense-Military” E-.442.ﬂ-| —| T.0240 — B570.0 85130
Department of Energy 1 ,24?.ﬂ| 162.0 1.364.0 — 15620 1,6656.0
Departrment of Health and Human Services q,t_‘lnz_ul 1420 4.082.0 — 423000 44070
Department of Homeland Security 13,652.ﬂ| 4.411.0 22 8340 — 2487100 27,331.0
Department of Interior — — B3.0 —_ 65,0 57.0
Departrment of Justice 1,893.04 457.0 2,185.0 — 28780 31040
Department of State EEE-.O' 1.0 B595.0 — 824.0 §38.0
Department of the Treasury EEI.OI —] 20.0 — 101.0 111.0
Dapartment of Transportation 333.0' =] 284.0 — 182.0 192.0
Department of Veterans Affairs 154.0| —| 2710 —| 2800 2800
Corps of Engineers 35.1}| 38.0 102.0 — &9.0 T2.0
Environmental Protection Agency 133.0{ — 1310 —| 1070 1840
General Senices Administration — — 8.0 — 65,0 80.0
Social Security Administration 132.04 — 143.0 — 159,00 178.0
Mational Aeronautics and Space

Administration 205.04 — 207.0 — 218.0 205.0
Mational Science Foundation EBS.OI —] 340.0 — 342.0 M40
Other Agencies 429.0f 7.0 317.0 — 858.0 aT5.0
Total, Homeland Security Funding

excluding Project BioShield 37,118.00 5,329.0) 40,728.0 107.0] 459%98.0{ 43,943.0
Less Dapariment of Defenﬁa—r'-'lilitary‘? -E-.442.-D| —{ -7.024.0 — 857000 -9513.0
Total, Homeland Security Funding,

excluding Defense and BioShield® 28,676.0) 5,329.0( 33.704.0 107.0) 37 428.00 40,430.0
Less Mandatory Homeland Security

Funding’ -1,760.04 —| -1,8400 —| -22250 -2,3020
Less Discretionary Fee-Funded Activities” -3.41:1.4}' 705.0  3,288.0 — 38410 -58390.0
Net Nondefense Discretionary Home-

land Security Budget Authority

excluding Project BioShield 23,502.0| 6,034.0| 28.475.0 107.0| 31,262.0/ 32 238.0
Plus Dept of Homeland Security BioShield — — 535_n| — 2,505.u| —
Net including Project BioShield — —| 29,360.0] —| 337700 32,2380

" Mumbers may not add due to rounding.

mient

and computer security.

? Excludes $107 milllon in supplermental approprigtions in FY04 and $16 millian in FY0S,
* Descrationary Tree-funded homeland secunity programs inclede Visa Processing, Alrport Security and Social Sscurily physical

# Mandatory homeland security programs include Agriculture Quarantine and Inspections, Border Protection and Immigration Enforce-

Snurce: Budget of the Unded Statas FY0E Summery Tahle 5-5
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Homeland Security by Mission
{Budget Authority, $ millions®)

Fyos' FYD4* FYO5° | FYD6’
Enacted | Supplement | Enacted | Supplement | Enacted | Request

Intelligence and warning 1251 B6.0 242.0] — 3498 43189
Border and fransporiation securily 12,1708 1,858.0 15.-54[.".-5' 0.7 17,5502 18,2858
Dramestic counterterrarism 28049 2 2228 EI.EITE‘.EI' 12,31 3.844.5 4 4687
Protecting crucial infrastructure and key

assels 12,8831 388.3] 12,2781 2.5 149384 156322
Defending against catastrophic threats 24254 2011 29742 0.7 3,290.2 3,898.3
Emergency preparedness and response 3,873.2 227201 60026 —| 5.7852 612186
Other 118.3 — 9.ﬁ| — 498 104.5
Project BioShield — | saso| —| 25080 —
Total Homeland Security 371182 5,329.0) 41,8127 106.2) 48,506.2] 49,9429
* Mumbers may not add dus to rownding
Coumes ! Budget of the Unded States Y05 E.:.p.‘_.di:m Perspectives Table 3-2

! Buvyst of five United Statas FYOE Analyfical Perspectives Table 3-2

* $1.7hilliontosupport both basicresearch (whichleads

to breakthroughsin scientific knowledge) and applied
research and devel opment (which convertsknowledge
into effective countermeasures such asvaccinesand

treatments) at the Nationa Ingtitutes of Health;

$385million, anincrease of $22 million, tothe DHS
Biological Countermeasures Officefor developing
vaccinesto defend thefood supply againgt intentional
or accidental introduction of animal diseasesintothe

country;

$107 million, including $36 millioninnew spendingon
countermeasuresto non-traditional chemical agent
threats, which doublesthe spending for chemica agent
research and devel opment conducted by DHS. This
funding includesthecreation of astate-of-the-art ma-
terid stesting facility that will behoused withinDoD’s

chemical countermeasuresprograms,

$223 millionto DoD for boosting effortsintheareas
of agent detection, early warning, decontamination and
medical countermeasuresfor chemica and biological

threats;

$150 millionto DHSfor aviation explosivesdetection
research and continuing the deployment of moread-

vanced equipment and systemsat airports;

$110 million to DHSfor continuing research onthe
viability of countermeasuresfor commercial aircraft
against thethreat of shoulder-fired missilesknown as
Man-PortableAir Defense Systems,

$2 hillionto ensurethe security of the nation’sports,
primarily supporting the Coast Guard'sports, water-
ways and coastal security program ($1.9 billionin
discretionary funding), andthe U.S. Customsand Bor-
der Protection (CBP) container security initiatives;

$600 million for Targeted Infrastructure Protection
(TIP) grantsto beall ocated by the Secretary of DHS
tostateand local governmentsto assst inreducing the
vulnerability of critica infrastructuresuch aschemical
facilities, portsand trangt systems;

$530 million for DHS' Information Analysisand
Infrastructure Protection (IA1P) Directorate, which
assesses threats, issues a erts and takes preventive
action; and

$17billioningrantsto assist state and local homeland
security effortsthat will beallocated through the House-
gpproved Faster, Smarter, First Responder Act, providing
greater authority to allocate funds based on need, risk
and the achievement of national preparedness goals
instead of the previousformulaapproach.
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Asisevident fromthislist of programs, DoD and the FHRE AR

Arm;_/ are _res_ponsi bl ef(_Jr critical parts of the_homel qnd The subsequent sections of thisanalysisfocuson the
security missons. Americansbenefit fromtheinteraction  pop andthe Army budget proposals, and what the funds
of DHSand DoD. will providetothenation.
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