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The Nonpr ofit Sector and the Federal Budget:
Analysis of President Bush’s FY 2007 Budget

by

Alan J. Abramson, Lester M. Salamon, and John Russell

Overview

The budget proposals that President Bush recently submitted to Congress,
covering fiscal year 2007 and beyond, would put new demands on the nation’s private,
nonprofit organizations at the same time they would reduce the federal support going to
these organizations to provide services.! In particular, our analysis of the president’s FY
2007 budget indicates that:

e Overthefiveyears, FY 2007-2011, the Bush Administration’s latest budget
proposals would reduce federal spending on programs of interest to nonprofits,
outside of Medicare and Medicaid, by a cumulative total of $78.6 billion below
current FY 2006 levels, after adjusting for inflation.

e |f the president’s proposals were enacted, federal funding of nonprofits, excluding
support of nonprofit health organizations through the Medicare and Medicaid
programs, would decline during the five years, FY 2007-2011, by a cumulative
total of $14.3 billion below FY 2006 levels after adjusting for inflation.

e Theimpact of the president’s proposed spending plan on the nation’s nonprofit
organizations would be even more severe were it not for the projected continued
growth of the Medicaid program, which now delivers important assistance to
nonprofit organizations outside of the health field. But significant pressures exist
at the state level to reduce Medicaid spending. 1f Medicaid support of non-health
organizations (e.g. social service organizations) is also excluded (along with
Medicare and Medicaid support of health organizations), then during FY 2007-
2011 federal support of non-health nonprofits would decline by a cumulative total
of $23.8 hillion below FY 2006 levels under the president’ s budget.

! President Bush submitted his FY 2007 budget proposal to Congress on February 6, 2006. This plan
projects federal spending for FY 2007 —2011. The federal fiscal year begins on October 1 and ends on
September 30. Thus, FY 2007 runs from October 1, 2006 through September 30, 2007. The analysisin
thisreport is based largely on budget proposals that have been made at the level of “budget accounts.”
Budget account-level outlay figures for FY 1980 through FY 2007 are available from the U.S. Office of
Management and Budget. The president’s budget account-level projections for FY 2008-2011 are available
in Kogan, Shapiro, and Richards, The Hidden Cuts in Domestic Appropriations: OMB Data Reveal Deep
Funding Cuts After 2007. Washington, DC: Center on Budget and Policy Priorities, 2006.



The balance of this report examines these findings in greater detail and puts them into
context in terms of the recent history of federal spending changes and their impact on the
country’s nonprofit organizations.

How Federal Budget Decisions Affect Nonprofits: Two Kinds of Impacts

The nonprofit sector and government are often viewed as operating independently
of one another and as alternative ways to respond to human needs. Inreality, however,
nonprofits and government are deeply intertwined, with the two sectors working hand-in-
hand to address many of the nation’s social and economic problems. As a consequence,
federal budget decisions affect nonprofit organizationsin at least two important ways:

e Demand on Nonprofits: First, by determining the overall level of government
resources available to address public problems and hence the need, or demand, for
nonprofit services; and

e Revenue of Nonprofits: Second, by affecting the revenues that nonprofit
organizations have available to respond to these needs since a significant portion
of nonprofit revenues come from federal programs.

The President’s FY 2007 Budget and
Overall Federal Spending on Programs of Interest to Nonpr ofits

In terms of the first of these impacts, President Bush’s FY 2007 budget would
increase overall federal outlays for programs in areas where nonprofit organizations are
active by acumulative total of $195.5 billion from FY 2007 to FY 2011 as compared to
FY 2006 levels, after adjusting for inflation. Even so, these increases would not keep up
with the projected overall growth of the economy. Asaresult, by FY 2011 federal
spending in these fields as a percentage of GDP would dlip 2 percent below its FY 2006
level.

Moreover, the proposed increases in overall federal spending for programs of
interest to nonprofits are heavily concentrated in a single program area: health finance.
Asshown in Table 1, the health finance program area, which includes Medicare and
Medicaid, is by far the largest and fastest growing area of those examined here, and the
only one that would expand as a share of GDP. Excluding Medicare and Medicaid,
federal spending in the remaining areas of interest to nonprofitsis projected to fall a
cumulative total of $78.6 billion over the five years, FY 2007-2011, ending up in FY
2011 with a 17 percent smaller share of GDP.

Asshownin Table 1, these cuts affect nearly every program area of interest to
nonprofits. While some program areas, like international aid and social services, would
experience a cumulative increase during FY 2007-2011 in dollar terms, spending in all
fields (except health) would drop between FY 2006 and FY 2011 as a percentage of
GDP.



Social Welfare

Spending on social welfare programs, including social services, employment and
training, and community development activities, is projected to fall relative to FY 2006

funding levels by a cumulative total of $13.6 billion during FY 2007-2011.

Within this broad area, Federal social service outlays under the President’ s budget
will increase by a cumulative total of $7.6 billion over the next five years. However,
nearly all of this growth comes from increased social service-oriented spending through
the Medicaid program. In contrast, the president’ s budget would cut many other major
social service programs, including the Social Services Block Grant and Head Start. In
addition, it would sharply reduce spending on community devel opment.

TABLE 1

Changes in Federal Spending in Program Areas Where Nonprofit Organizations are Active

FY 2007-FY 2011 vs. FY 2006

(In Billions of Constant FY 2006 Dollars)?

Percent Change

Change, FY 2011 vs. Cumulative Change, FY 2011 vs.
FY 2006 FY 2006 FY 2007-2011 vs. FY 2006 as a
Program Area Outlays Amount Percent FY 2006 Level Percent of GDF
Social Welfare $63.4 $0.0 0% -$13.6 -15%
Social services® 46.6 3.9 8 7.6 -7
Employment and training® 5.9 -0.3 -5 -1.3 -19
Community development® 10.9 -3.6 -33 -19.9 -43
Education and Research 91.2 -10.7 -12 -31.0 -25
Elementary and secondary® 37.7 -5.5 -15 -15.5 -27
Higher education® 22.3 -2.9 -13 -9.0 -26
Research and development 31.2 -2.2 -7 -6.4 -21
Health 615.9 83.9 14 267.7 7
Health finance” 586.1 86.4 15 276.5 8
Health services 29.8 -2.5 -8 -8.8 -13
Income Assistance 212.8 -5.8 -3 -27.2 -17
Housing® 38.3 7.1 -18 -18.7 -30
Cash 97.4 7.7 8 15.9 -8
Food® 55.3 -1.7 -3 -9.2 -17
Other 21.8 -4.7 -22 -15.3 -33
International Aid 16.0 0.9 5 1.8 -10
Arts and Culture 1.9 -0.4 -22 -1.7 -34
Environment 0.3 -0.2 -55 -0.5 -61
Total® $1,001.4 $67.7 7% $195.5 2%
Total, Excluding Medicare
and Medicaid 427.9 -18.4 -4 -78.6 -17
Total, Excluding all Health
and Income Assistance 172.8 -10.4 -6 -45.0 -20

SOURCE: U.S. Office of Management and Budget. 2006. Budget of the United States Government: Fiscal Year 2007 and
additional OMB data published in Kogan, Shapiro, and Richards. The Hidden Cuts in Domestic Appropriations: OMB Data

Reveal Deep Funding Cuts After 2007 . Center on Budget and Policy Priorities. 2006.

a. Excludes federal credit programs.

b. Excludes Medicare premiums and collections.

c. Excludes outlays resulting from FY 2006 supplemental appropropriations for hurricane relief and recovery.



Education and Research

Federal spending on education and research would experience the largest cuts of
any single program area considered here under President Bush’s FY 2007 budget.
Funding for elementary and secondary education, higher education, and research and
development would fall by acumulative total of $31.0 billion from FY 2006 levels
through FY 2011. Vocational and adult education programs would experience significant
cuts as would the federal TRIO higher education programs that provide postsecondary
support services for disadvantaged adults.

Health

Federal spending on health would continue to increase substantially under the
President’ s budget, with most of the increases concentrated in the federal Medicare and
Medicaid programs. By contrast, spending in the smaller health services area, which
includes programs like Community Health Centers and Mental Health and Substance
Abuse Block Grants, will be reduced by a cumulative total of $8.8 billion.

Income Assistance

The income assistance program area would experience significant funding cuts
under President Bush’s FY 2007 budget. A total of $27.2 billion would be cut from a
wide array of housing, cash, and food assistance programs. The largest reductionsin this
areawould occur in housing assistance where Section 8 housing vouchers are slated to
lose $11.5 hillion through FY 2011 compared to their FY 2006 level. Some of the
reductions would be offset in the area of cash assistance, where increasesin
Supplemental Security Income (SSI) and the health care tax credit would result in a $15.9
billion increase in outlays over five years.

International Aid

The President’s FY 2007 budget increases funding for programs in the area of
international aid by a cumulative total of $1.8 billion over its FY 2006 level during the
next five years. Thisincrease reflects a change in prioritiesin this program area away
from traditional aid funding through the U.S. Agency for International Development and
toward the new Millennium Challenge Corporation. The MCC is slated to receive a
cumulative increase of $15 billion between FY 2007 and FY 2011, while al other
international aid spending on programs of interest to nonprofits will fall by $13.2 billion.

Artsand Culture and Environment

The two smallest program areas of interest to nonprofits would experience
cumulative funding reductions of $1.7 billion and $600 million respectively under the
president’s FY 2007 budget. Funding for the two largest programs in these areas, the
Corporation for Public Broadcasting and the Smithsonian Institution, would fall by $672
million and $578 million, respectively.



The President’s FY 2007 Budget and
Nonprofit Revenues from Federal Sources

While the proposed reductions in federal spending, by reducing the availability of
public sector activity, would increase the need for a variety of nonprofit services, they
would simultaneously reduce the revenues many nonprofits have available to meet even
previous demands.

To be sure, overall nonprofit revenues from federal sources are estimated to
increase over FY 2006 levels by a cumulative total of $128.8 hillion between FY 2007
and FY 2011 under the President’ s budget. However, as seen in Table 2, thisislargely
due to the anticipated growth in federal support of nonprofit health organizations through
the federal Medicare and Medicaid programs. Excluding Medicare and Medicaid, other
federal funding of nonprofits would decline by $14.3 billion over the next five years.

TABLE 2
Estimated Federal Support of Nonprofit Organizations by Type of Organization
FY 2007-FY 2011 vs. FY 2006

(In Billions of Constant FY 2006 Dollars)
Percent Change

Change, FY 2011 vs. Cumulative Change, FY 2011 vs.
Outlays FY 2006 FY 2007-2011 vs. FY 2006 as a
Type of Organization FY 2006 Amount Percent FY 2006 Level Percent of GDF
Social Services $4.3 $0.1 3% $1.1 -12%
Community Development 3.5 -1.0 -28 -4.6 -39
Education and Research 23.3 -2.6 -11 -7.9 -24
Elementary and secondary 25 -0.5 -20 -1.6 -31
Higher education 4.9 -0.9 -18 -2.8 -30
Research and development 16.0 -1.2 -8 -3.4 -21
Health 297.5 43.6 15 140.9 8
Health Finance 292.0 44.6 15 143.8 9
Health Services 5.4 -1.0 -18 -2.9 -23
International Aid 3.0 -0.3 -10 -0.6 -23
Arts and Culture 0.9 -0.2 -27 -1.0 -38
TOTAL $332.5 $39.7 12% $128.1 5%
Total, Excluding Medicare
and Medicaid® 42.2 -4.6 -11 -14.3 -22
Total, Excluding all Health 35.0 -4.0 -11 -12.8 -24

SOURCE: Authors' estimates based on U.S. Office of Management and Budget. 2006. Budget of the United States
Government: Fiscal Year 2007 and additional OMB data published in Kogan, Shapiro, and Richards. The Hidden Cuts in
Domestic Appropriations: OMB Data Reveal Deep Funding Cuts After 2007 . Center on Budget and Policy Priorities. 2006.
a. Includes Medicaid support flowing to social service organizations.



Can Private Charity Fill the Gap Resulting from Federal Budget Cuts?

What isthe likelihood that private charitable giving by individuals, foundations,
and corporations can make up for the spending cuts outlined in President Bush’s FY 2007

budget?

Under the president’ s budget, overall federal spending on programs of interest to
nonprofits, outside of health and income security, will fall by $45 billion below FY 2006
levels over the next five years. During the same period, assuming that private giving for
all but health and religious worship organizations continues to grow at the same rate as
over the past 20 years, giving will grow by a cumulative total of $28.2 billion. As shown
in Figure 1, thiswould leave a gap of $16.8 billion even if no other increases in need for
private giving arose.

The projected $28.2 billion growth in private giving would be sufficient, however,
to offset the projected $12.8 billion in cutsin nonprofit revenues from federal sources
outside of Medicare, Medicaid, and other health programs over this five-year period.
However, this, too, assumes that no other demands for these private resources exist and
that the private giving finds its way to the types of organizations affected by the cuts,
which is highly improbable.

Figure 1
Overall Cuts in Federal Spending in Areas of Interest to Nonprofits

$45 billion®

Projected
Growth
in Private Giving
$28.2 billion”

Private Giving
Gap
$16.8 billion

Source: Authors' estimates of private giving are based on AAFRC Trust for Philanthropy. 2005. Giving USA
2005 . New York: AAFRC Trust for Philanthropy.

a. Excludes outlays for Health and Income Assistance

b. Excludes giving for health and sacramental religious purposes



The Nonprofit Sector and the Federal Budget in
Historical Perspective

The current climate of fiscal restraint in programs of interest to nonprofitsis not
unprecedented. In the early and mid-1980s, President Reagan and Congress enacted
significant reductions in federal spending on programs of interest to the nonprofit sector,
at least outside of health and income assistance where entitlement programs made cuts
difficult to enact. Thuswhile Medicare, Medicaid, and income assistance spending
continued to grow, the real value of federa spending on a broad range of other social
welfare programs declined, after adjusting for inflation, from $106.1 billion in FY 1980
to $78.4 hillion in FY 1988 (see Figure 2).

From the late 1990s onward, funding in the program areas of interest to nonprofits
began to rise gradually, and the rate of increase accelerated substantially during the first
half of the current decade. The proposals now on the table, however, would reverse this
growth to a significant extent.

Figure 2
Total Federal Outlays in Program Areas of Interest to Nonprofit Organizations
Excluding Health and Income Assistance:
FY 1980-FY 2006
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Conclusion

President Bush’'s FY 2007 budget portends areturn to an era of fiscal constraint
like the 1980s and 1990s for many of the nation’s nonprofit organizations. While federal
spending continues to increase in the areas of health and income security, spending in
other areas of interest to nonprofits would decline over the FY 2007 though FY 2011
period. Asaconsequence, federal support of nonprofits would also fall significantly, at
least outside of the health field.

The estimates outlined here are based on budget projections contained in the
president’s FY 2007 budget proposals. Final decisions on the shape of the budget, and
hence on the federal resources available to nonprofit organizations and those they serve,
in FY 2007 and beyond will be made by the president and Congress in the weeks,
months, and years to come. Hopefully, the information contained in this report will help
alert policymakers to the implications of these decisions for the nation’s nonprofit
organizations and those they serve.
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