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Key to A People’s Guide to the Federal Budget

Throughout A People’s Guide to the Federal Budget, look for the following symbols to guide you through each chapter:
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Glossary additions: When you see words in bold, it means you’ve come across glossary terms. Look for a list of glossary additions at the end of each chapter and a complete glossary at the end of the book.
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Did You Know: Check out these quirky facts about the federal budget.
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Extra!: Look for these sidebars for more information on topics ranging from earmarks to the Buffett rule.
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Learn to Fish: You’ve heard the old saying, “Give a man a fish, he eats for a day. Teach a man to fish, he eats for life.” A People’s Guide to the Federal Budget teaches you to fish. Look for “Learn to Fish” sidebars that teach you what to look for when you see federal budget numbers, and how to separate substance from spin.
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Takeaways: Look for takeaways to summarize key lessons from every chapter.






Federal Spending Categories

In this book, federal spending is divided into the following thirteen categories. These are not official categories designated by the federal government. Rather, they are developed by National Priorities Project and are intended to make the complex federal budget more comprehensible. Here’s what’s included in each category:

Education: Elementary, secondary, vocational, and higher education.

Energy & Environment: Energy supply, energy use, and natural resource conservation.

Food & Agriculture: Agriculture research, support to agriculture industries, and food assistance programs (including food stamps, WIC, the school lunch program, and others).

Government: Judicial, executive, and legislative branches of government, as well as the postal service.

Housing & Community: Housing assistance, community development, and disaster assistance and relief.

Interest on Debt: The interest payments the federal government makes on its accumulated debt minus interest income received by the government for assets it owns.

International Affairs: Diplomacy, and development and humanitarian activities overseas.

Medicare & Health: Medicare, Medicaid, Children’s Health Insurance Program, consumer and occupational health and safety, and other kinds of health services.

Military: The military, war costs, nuclear weapons, and other kinds of security programs.


Science: Scientific research including space programs.

Social Security, Unemployment & Labor: Social Security, Unemployment Insurance, job training, and federal employee retirement and disability programs.

Transportation: Air, water, and ground transportation.

Veterans’ Benefits: Health care, housing, education, and income benefits for veterans.






Foreword

by Barbara Ehrenreich

In 1998 I took a job as a waitress at a family restaurant in Key West, Florida, earning $2.43 an hour plus tips. That was the beginning of a journey. I took a series of low-wage jobs so that I could report on the challenges that people across this country face as they try to make ends meet on meager paychecks, and sometimes on no paycheck at all.

One of the prevailing lessons of Nickel and Dimed is that the experience of being a working person in America has a lot to do with decisions made in Washington about federal spending. National Priorities Project has responded with A People’s Guide to the Federal Budget so that the budget isn’t some obscure, impenetrable tome but rather something owned and shaped by all of us. Ideally, the federal budget should be an expression of our collective values—including the values of people in middle-income as well as low-income communities, where residents typically have been disenfranchised from most kinds of civic engagement.

The people who appear in Nickel and Dimed couldn’t always make ends meet on their paychecks, and sometimes they turned to safety-net programs for public assistance. I understand now that differences in federal programs have a pretty profound impact on individual lives. For example anyone who is eligible for the food stamp program and applies for assistance will receive food stamp benefits. As it turns out, that’s because funding for that program is part of mandatory spending in the federal budget. Mandatory spending isn’t a concept most people know much about, but it’s in this book. Mandatory spending automatically increases during weak economic times, as more people qualify for benefits from programs like food stamps, and then it shrinks when the economy strengthens and fewer people need public assistance.

I also learned that welfare—the program reformed in the 1990s and renamed Temporary Assistance for Needy Families (TANF)—does not always make assistance available for eligible people who apply for benefits, because TANF is part of what is called discretionary spending in the federal budget. That’s another concept that isn’t common lingo for most people, and one that this book covers in depth. The discretionary budget is determined every year at the discretion of federal lawmakers, and in this age of budget cutting, nonmilitary discretionary spending— which pays for TANF and many other domestic programs—has a bull’s-eye on it for deep cuts, even though it comprises only around 12 percent of the total federal budget.

As federal lawmakers cut spending, all 50 states must in turn reduce services they offer to their residents, since federal money helps to fund many programs administered on the state level. It turns out that knowing what discretionary and mandatory spending are, and who decides them, is pretty important to understanding how federal programs reach the people in my own community, and in your community as well. Everyone is affected by the federal budget, whether through income-tax rates, the construction of roads and highways, or funding for law enforcement. We all have a lot at stake when it comes to the way the federal government constructs its budget.

When Nickel and Dimed was first published, lots of people asked me what I thought should be done differently in order to help working people. Affordable housing, I said. Health care for all people. Better public schools and better public transportation. That’s my wish list, though I realize it may not be your wish list.

There’s much disagreement about what the role of government should be, and what the federal government can afford. You may well disagree with my priorities. But agree or disagree, you and I both should understand what’s in this book. We should understand the many kinds of federal taxes we pay and the ways the government spends that money. We should understand it because it’s our money making its way through the complicated federal budget process.

And while the federal budget is complicated in any year, in recent years it’s gotten much more so. In 2011 there was no federal budget until six months into the fiscal year, and then it was a budget made of something called continuing resolutions, which maintained funding for some programs at the same level as the previous year and made across-the-board cuts to other programs. When lawmakers govern with continuing resolutions instead of a real budget, they abdicate their responsibility and make it much harder for voters to understand the budget, let alone hold elected officials accountable for decisions they make on our behalf.

This year the president, the entire House of Representatives, and one-third of the Senate are up for re-election. With more budget cuts in the pipeline, the officials we elect in November will have the opportunity to reshape our country for years to come. If we’re to have any hope of navigating the federal budget process and understanding the complex decisions our elected officials will make in future years, we need this book. A People’s Guide to the Federal Budget is our way in.

Barbara Ehrenreich is a writer and activist from Butte, Montana. She began her education at Reed College in Portland, Oregon, where she received a degree in Physics. She continued on to receive a Ph.D. in Cell Biology at Rockefeller University. Barbara began her career at a small nonprofit that fought for better health care for New York’s poor. Since then she has become involved in many issues, working and writing on behalf of them. Currently Barbara works primarily in writing nonfiction books, journal essays, and articles, and activism. To date she has written 21 books and appeared in countless periodicals, primarily reporting on current social issues.
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Why Should You Care about the Federal Budget?

“Democracy is not a spectator sport.”

—Barbara Jordan (1936–1996),
The first African American Congresswoman from the Deep South, and the first woman elected to the Texas Senate

The federal budget affects your hometown, though you may not realize it.

Look around.

If you’re used to paved streets and highways, public transportation, streetlights, and police officers who are enforcing laws, then the federal budget plays a role in your hometown and your own life. You might think that these things are funded by your local or state government, and in part that’s true. But the trillions of dollars spent by the federal government each year make up a sizable chunk of state budgets, and state governments pass that money down to local cities and towns. Federal money comes right into your own community.

Perhaps you’re a college student seeking financial aid. You’re likely to apply for a Pell Grant, the federal program that helps students pay for college. Maybe you know a veteran who served in Iraq or Afghanistan and now participates in physical rehabilitation through the Veterans Administration. Or perhaps you get health insurance through your state, or through Medicaid or Medicare. Maybe you are retired and receive a monthly Social Security check, or maybe someone you know relies on unemployment benefits to make ends meet. All of these programs, and countless others, are funded in the federal budget.


Federal programs funnel thousands of dollars to the average American, though few people realize the extent to which government assistance benefits them. One poll asked 1,400 Americans if they had ever used a government program, and 57 percent said no. The same respondents then were asked if they had used any of 21 different programs—everything from unemployment benefits to the home-mortgage interest deduction—and 94 percent said they had used at least one.1 In other words, there’s a lot of confusion about federal spending. Most people don’t recognize federal spending even if federal programs provide them with direct assistance.

While many people don’t have a clear idea about where federal dollars go, Americans also increasingly believe that the government does not serve their interests. A poll in November 2011 found that people think more than half of every tax dollar is wasted.2 A March 2011 poll found that Americans are pessimistic about the nation’s direction, with nearly two-thirds saying the country is on the wrong track.3

Another poll found that 71 percent of respondents wanted to reduce the size of government. But when asked what kinds of spending should be cut, the vast majority strongly opposed cuts to just about every federal program.4 One of the very few kinds of spending singled out for cuts was international assistance. However, US spending on aid to foreign countries is just 1 percent of the total federal budget.

The federal budget is huge and complicated, and many people find it confusing. That confusion, paired with the growing feeling that the country is on the wrong track, may prevent people from trying to influence the way things are done in Washington. It may prevent them from trying to influence which programs should receive lots of federal dollars and which programs should have their funding cut. It may seem pointless to contact lawmakers or join a protest. Even voting may seem like it doesn’t do any good. So if the federal budget is confusing and if people feel like they can’t make a difference, then why should you bother?

The US Constitution has the answer: you own the government. The budget may be confusing, but you can make a difference, because the federal government answers to you and to all Americans. The United States has a government for the people by the people, and that gives all of us both the right and the responsibility to roll up our sleeves and weigh in on the political process.
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Democracy (de•moc•ra•cy)

A government in which the supreme power is vested in the people and exercised by them directly or indirectly through a system of representation usually involving periodically held free elections.5



That may sound daunting. But a little information about the federal budget can go a long way. In February 2011, the nonprofit Center on Policy Attitudes and the University of Maryland joined forces and gave more than a thousand randomly selected people some background information about the budget. Armed with that information, respondents then were asked how they would go about determining priorities for federal spending while reducing budget deficits. Respondents were able to reduce deficits by making choices about spending and tax policies. Majorities of respondents chose to raise taxes on wealthy people and corporations and to reduce military spending.6

The late Congresswoman Barbara Jordan said, “Democracy is not a spectator sport.” But to get off the sidelines and influence our democracy, you’ve got to know a little bit about what’s going on in Washington. That’s likely why, from 1996 to 2002, the White House released its “Citizen’s Guide to the Federal Budget” alongside the president’s annual budget request.7 This Citizen’s Guide gave key background information to the American people about what the federal government was doing with billions of tax dollars, starting with the basics; the 2002 Citizen’s Guide began by asking the question, “What Is the Budget?” This guide helped Americans understand the budget as well as how to communicate with elected officials about spending priorities.

Yet 2002 was the last year that the White House put out a Citizen’s Guide. A People’s Guide to the Federal Budget is the new guide for ordinary Americans, to help all people stay informed. Because the more informed you are the more active you’re likely to become. And the more active citizens are at the local, state, and national levels—by posting on Facebook, talking with neighbors, contacting elected officials, or joining a protest—the healthier our democracy. In a truly healthy democracy, the government is accountable to all of its people. And when lots of people think the country is on the wrong track, then they speak up and have their voices heard.

Representative Jordan’s words were never as true as they were in 2011; democracy is not a spectator sport, and our democracy badly needs your participation. Fiscal year 2011 was a bumpy year for the federal budget and for Washington in general, with political gridlock nearly forcing a government shutdown. Indeed, in the last couple of years, the budget process has gone off the rails numerous times and in numerous ways. That’s a call to you and to all Americans to watch closely and to speak up about how you believe the federal government should serve its people.

In order to understand when the budget process has gone off the rails, however, first you have to know what it’s supposed to look like. A People’s Guide to the Federal Budget is for folks like you across the country so that you can understand the steps of the federal budget process and can identify the impact of federal spending and tax policies on your own family and community. And with a little information, you too can speak up and have your voice heard.

Representative Jordan also said, “If you’re going to play the game properly you’d better know every rule.”

Let’s get started.
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The Big Picture

“In all matters, before beginning, a diligent preparation should be made.”

—Marcus Tullius Cicero, Roman philosopher

The federal budget is complicated. There are lots of steps to creating the annual budget, there are big numbers involved, and it’s full of technical jargon. It might sound to you like a foreign language. So before you dive into the big numbers, read this chapter to learn about the language of the federal budget. It begins with some budget terms so you can distinguish between different types of federal spending. Then it links the budget to the economic concept of Gross Domestic Product. Finally, it gives you a guide to the numbers so you know what to look for and what to avoid when you see the numbers of the federal budget.

Speak the Budget Language

One reason the budget may seem so complicated is that you sometimes hear conflicting things about it. You might hear, for instance, that Social Security is the most costly federal program, but then you might hear that the military is the most costly. Both of these statements can’t be true, can they?

Discretionary and Mandatory Spending

Well, in a sense both of the above statements are true. Perhaps the most important concept in federal budgeting is the difference between mandatory and discretionary spending. Discretionary spending, which typically represents around one-third of the total federal budget, is the portion of the budget that the president requests and Congress appropriates every year. An appropriation is a law that authorizes the expenditure of funds for a given purpose. (Chapter 4 covers the president’s budget request and the congressional appropriations process in detail.) Discretionary spending has its name because it changes every year at the discretion of lawmakers. Discretionary spending includes funding for programs like education, the environment, and the military. The military is the most expensive discretionary program.
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But then there’s mandatory spending. Mandatory spending refers to money that is spent based on existing laws that govern particular programs. Mandatory spending is not part of the annual appropriations process. It includes entitlement programs; entitlement means that people who are eligible for assistance through such programs must by law receive benefits, hence they are entitled to those benefits. Programs that comprise mandatory spending include Social Security, Medicare, food stamps, and numerous others. Social Security is the most expensive mandatory program. Thus Social Security and the military each is the most expensive federal program of its kind. In 2011 the federal government spent about the same amount of money on each one: $743 billion for all military programs, versus $756 billion on Social Security.8

Combined, mandatory and discretionary spending, plus interest on federal debt, equal total federal spending. Interest is the fee paid by a borrower to a lender, usually expressed as a percentage of the amount borrowed.

Budget Authority, Obligations, and Outlays

Besides the distinction between mandatory and discretionary spending, another reason you might hear confusing or conflicting things about the federal budget is because there are lots of different ways to measure federal spending. There are different names, and different corresponding numbers, depending on whether you’re talking about the federal government’s legal authority to spend money, or binding financial contracts to which federal agencies have committed, or actual cash spent by the US Treasury.

When Congress appropriates money for a certain project or program, it provides budget authority for spending for that purpose. Budget authority is the legal authority for federal agencies to spend money. This is something that is easy to forget about the US government; federal officials cannot just spend money without first going through a lengthy process to establish the legal authority to do so. Once lawmakers establish budget authority for a particular purpose, federal agencies then can enter into financial obligations. Obligations occur when agencies enter into binding agreements—contracts, purchase orders, the hiring of federal workers, and so on—to spend a certain amount of money for a particular good or service. Obligations then result in outlays. Outlays are the sums of money actually paid out by the Treasury, primarily by issuing checks or making electronic fund transfers. So depending on which of these three things you’re measuring, you might hear different numbers for the size of the federal budget—and the different numbers could all be correct!

It might sound strange that you need to know these three different concepts to talk about the budget, but think of your own personal finances. Perhaps you make a decision to buy a car, and you decide you’ll spend no more than $15,000. Then you make an agreement with a car dealership to buy a car for $13,500. Then you pay $200 every month until you’ve paid off the whole cost of the car. In this case, $15,000 was your budget authority; the agreement to buy the car for $13,500 was your obligation; and the $200 monthly payments are your outlays.

In the federal budget, budget authority is a measure of the budget looking forward; it is lawmakers’ expectation about how much money the government will spend for all of its activities, though it may not precisely match up with obligations and outlays. Outlays are the precise measure of how much the federal government actually spent. And obligations are the bridge between the two.

Budget authority and outlays, however, are not equal to each other in any given year. That’s because a given year’s outlays are the result of both new obligations made in that year and obligations from previous years. Return to the car example. The $13,500 for the car is an obligation made in the current year, but you’ll be making payments, or outlays, as a result of that obligation for several years to come. Figure 2.1 illustrates the relationship between a year’s budget authority and outlays.
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FIGURE 2.1

The relationship between budget authority and outlays varies from program to program and depends on spendout rates. A spendout rate is the rate at which funds appropriated by Congress are obligated and actual payments made. In a program with a high spendout rate, most new budget authority is expended during the fiscal year in which it is approved. For programs with low spendout rates most of the outlays occur in later years.

Projected and Actual

Every February the president issues a budget request, which is officially called the Budget of the United States Government. But the numbers in the president’s budget are actually just proposed spending; they’re only estimates of the amounts that federal agencies will pay out that year. Thus, the numbers in the president’s budget request are proposed or projected spending figures—projections of the spending that will occur if Congress adopts the president’s request and if certain assumptions about the economy are accurate. After the end of a fiscal year, the president reports new numbers—actual spending.

Generally speaking, when discussing future budgets you’re dealing with projected spending, and when looking at past budgets you’re seeing actual spending. Chapter 6 of this book is all about how much the federal government spends on different kinds of programs, and all of the numbers for that chapter are for fiscal year 2011. That’s because that’s the most recent year for which actual spending figures are available. This book was published during the 2012 fiscal year, so actual figures for 2012 are not yet known. And in Chapter 8, you’ll see the president’s proposed spending for fiscal year 2013.

Requested and Appropriated

Sometimes you’ll hear about requested federal spending and then you’ll hear a different number for appropriated funds. The request refers to the amount requested by the president at the start of the annual budget process, while the appropriation refers to the budget authority ultimately granted by Congress. (You’ll read a lot more about both of these concepts in Chapter 4.)

Gross Domestic Product

Sometimes federal spending is expressed as a percent of Gross Domestic Product. Gross Domestic Product (GDP) is a way of measuring the size of a nation’s economy. It’s the total value of all final goods and services produced in an economy in a given year. (“Final” means the value of goods and services purchased by the final consumer, as opposed to the value of raw materials purchased by a factory.) GDP is the combined dollar value of all the purchases of final goods by businesses, individuals, and government, plus the value of products exported to foreign countries, minus the value of all of the products imported from other countries. Federal spending is often expressed as a percent of GDP, particularly when comparing the federal budget across different years. That measurement is used because it gives context for the size of the budget by comparing it to the size of the economy as a whole.

So now you can distinguish between mandatory, discretionary, and total spending; requested and appropriated budget authority; obligations and outlays; and the federal budget as a percentage of GDP. Now, on to some numbers.


A Guide to the Numbers

Digging into the federal budget means looking at a lot of numbers. How has the budget’s size changed over time? How have revenue sources changed? Which federal programs cost the most? Before looking at the numbers, you’ve got to make sure you have numbers that are consistent and comparable. You always want to compare apples to apples and not apples to oranges, as the old saying goes.

Inflation

One important thing to consider when comparing numbers from different years is the effect of inflation. Inflation is an increase in the average price level in an economy. One typical measure of inflation is the Consumer Price Index (CPI), which is a measure of change in the price of a broad sample of consumer goods. The federal government uses the CPI as one important measure of inflation. In the US economy, inflation is usually around two or three percent a year. That suggests that a can of soda that costs $1 this year will cost $1.02 or $1.03 next year. In practice, though, a can of soda may stay the same price for several years, and then it may make a big jump in price, for example from $1 to $1.10.
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The Secret Service Was Created to Prevent Inflation

During the US Civil War, when the Union government first printed paper money, counterfeiting was rampant. The abundance of fake bills in the money supply made the dollar less valuable. On April 14, 1865, President Lincoln created the Secret Service to track down and punish counterfeiters. Later the same day, President Lincoln was shot. Years later, the Secret Service became what it is today, guards who keep the president safe.9



A nominal dollar amount is one that is not adjusted for inflation; it is the cost or value of something expressed as its price in the year it was purchased. For example, if in 2006 you paid $9 for a movie ticket, then the ticket’s nominal price is $9.

A real number is a number that has been adjusted for inflation. Adjusting for inflation requires converting nominal dollar figures into dollars from a single year, which is called the base year. This conversion is calculated using a deflator, a number that changes the value of dollars from one year into another year based on the overall difference in prices between those two years. One such deflator is the CPI. A second common deflator, and the one used in this book, is the GDP deflator. The GDP deflator is a measure of the price level of goods and services produced in this country in a given year, whereas the CPI measures the prices of only some consumer goods.

Back to the movie ticket example. If you convert the $9 ticket price in 2006 into current dollars, you’d have the real ticket price—roughly $10 instead of $9. If the total money people spent on movie tickets in 2006 was $9.5 billion and the total amount in 2012 was $10 billion, are more people going to the movies? Or is this increase due to the fact that ticket prices have increased because of inflation? First you have to adjust the numbers for inflation, and then you can answer that question.

Why are these distinctions important for A People’s Guide to the Federal Budget? If federal spending increases by $250 billion dollars over five years, for example, it is important to know whether that is a real increase in the size of the budget. Otherwise, the increase is just the result of inflation.

Let’s look at an example using federal outlays in 2000 and 2009. In the following table are nominal and real outlays; the real outlays are expressed in 2013 dollars. Notice that the nominal figures suggest that outlays nearly doubled between 2000 and 2009. But in real terms, outlays increased by 58.3 percent, not by 96.6 percent. So, much of the increase in federal spending over those years is just the effect of inflation. That’s why it’s always important to know whether you’re looking at real or nominal figures. If you’re comparing numbers from year to year, it’s essential that the numbers are expressed in inflation-adjusted terms.
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FIGURE 2.2 NOMINAL OUTLAYS AND REAL OUTLAYS

This book converts just about everything into 2013 dollars so it’s easy to compare numbers from year to year. Since this book was published in 2012, converting to 2013 dollars relies on projections of inflation for next year.

Per Capita: Scaling by Population

Another important concept when comparing numbers is per capita. Per capita means “per person,” and it means that a number—for instance GDP or total federal spending—has been divided by population to show the number on a per-person basis. A sizeable portion of the federal budget is allocated to state governments, and that makes the concept of per capita extremely important. For example, large states tend to receive more federal money than small states. However, if you compare per capita federal spending, large states do not necessarily receive more money.

For example, in fiscal 2010 the federal government granted California $1.63 billion for the Children’s Health Insurance Program (CHIP), while it granted New Hampshire $15.54 million.10 That suggests that California received over one hundred times the federal CHIP money that New Hampshire did. But California is a much larger state, so these numbers would be more useful in per capita terms. Since CHIP is a program for children, it makes sense to divide CHIP funding by each state’s child population, rather than total population, to see CHIP dollars per child. Or you can even divide CHIP money by the number of CHIP enrollees in each state instead of the total child population, so that you can see dollars per participant. Figure 2.3 does both.
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FIGURE 2.3 CHIP SPENDING PER CHILD AND PER PARTICIPANT

This suggests a very different picture than simply saying that California received one hundred times more federal CHIP funding than New Hampshire. In per-child terms, California received more than three times as much federal funding as New Hampshire did. But in per-participant terms, New Hampshire received more federal money.

Fiscal and Calendar Years

The difference between the fiscal and calendar year is another important consideration when looking at federal budget numbers. The federal budget does not operate on a calendar year, which runs from January 1 to December 31. Instead, the budget is on a fiscal year. The federal fiscal year runs from October 1 through September 30. In other words, fiscal year 2013 runs from October 1, 2012, through September 30, 2013. When comparing numbers from different sources, all numbers should be for fiscal years, or all numbers should be for calendar years, but you shouldn’t mix and match. For example, taxes are calculated based on a calendar year. Total tax revenues in the 2011 calendar year, however, are not the same as total tax revenues in the 2011 fiscal year because those two years span different months.
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