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Government Receipts and Expenditures

Estimates for the Second Quarter of 2006
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Erin M. Ludlow prepared this article. U.S. Bureau of Economic Analysis
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Federal Government

Table 2. Federal Government Current Receipts and Expenditures
[Billions of dollars, seasonally adjusted at annual rates]

Level Change from preceding quarter
2006 2005 2006
Il 1l v | Il
Current receipts ............ccccoooverernnn. 2,559.4| -57.9| 167.4| 1411 68.5
Current tax receipts .....oovevverreereerrrseesrennenns 1,575.9 19.9 64.2 96.5 51.0

Personal current taxes 1,067.2|  30.1 274 708 280

Taxes on production and imports ........... 1024 -0.3 -0.8 -0.5 1.3

Taxes on corporate inCOMe ..........cc.ceene 395.4| -11.9 376 272 21.1

Taxes from the rest of the world ............. 11.0 2.1 0.0 -1.0 0.6

Contributions for government social
iNSUTANCE.......vvvrereerens 928.1 171 10.6 38.1 16.2
Income receipts on assets.. . 23.9 -1.0 -0.5 1.0 0.6
Current transfer receipts ..........covereereennen. 328 -922 92.3 1.6 0.6
Current surplus of government enterprises -1.3 -15 0.6 4.0 0.1
Current expenditures........................ 2,686.6 48.6 34.8 24.6 48.7
Consumption expenditures.............ccc..u.... 802.6 235 -13.2 325 -1.0
National defense ...........cooevevveereenieens 537.9 18.8| -14.0 20.8 0.2
Nondefense .........cocverierevnieneenineineinies 264.7 4.7 0.8 11.7 -1.2
Current transfer payments....... 1,546.3 19.5 21.1 19.6 24.3

Government social benefits. .| 1,166.4 114 8.9 52.1 17.6
TO PEISONS....cuereeeeieieeeeretseiseeseeseens 1,163.1 114 8.8 52.0 17.6
To the rest of the world...........cccceeenee. 3.3 0.0 0.1 0.0 0.1
Other current transfer payments ......... 379.8 8.1 122 -324 6.5

Grants-in-aid to state and local
QOVEINMENtS.......covureviersereisiarcnsens 357.0 2.1 49| -155 5.7
To the rest of the world . 22.8 6.0 73, -16.9 0.8
Interest payments..........coccvererenenininenne 285.4 3.1 219 -19.6 27.9
SUBSIAIES ... 52.3 25 50, -80| -24
Less: Wage accruals less disbursements 0.0 0.0 0.0 0.0 0.0
Net Federal Government saving............. -127.2| -106.4| 132.4| 116.6 19.8
Social insurance funds 14.6 45| -12.3 0.3
[0 SRS O RO -121.1| 128.0| 1288 19.5
Addenda:

Total receipts .........coccoveeverrrnirererincnnn: 2,587.1| -57.9| 168.8| 1436 674
Current receipts ........... 2,559.4| -57.9| 167.4| 1411 68.5
Capital transfer receipts ... 27.7 0.1 1.4 25 -1.1

Total expenditures......... 2,765.7 48.4 39.5 33.1 39.9
Current expenditures............ 2,686.6 48.6 34.8 24.6 48.7
Gross government investment . | 1173 3.9 3.6 3.1 -0.9
Capital transfer payments ................... 67.8 -0.9 -05 7.2 —4.2
Net purchases of nonproduced assets -2.3 -1.7 2.3 0.2 2.5
Less: Consumption of fixed capital ..... 103.7 1.6 0.9 1.7 1.3

Net lending or borrowing (-) .............. -178.5| -106.2| 129.3| 110.5| 27.6

Personal current taxes decelerated, reflecting decelera-
tions in both withheld and nonwithheld personal in-
come taxes.

Contributions for government social insurance decel-
erated. First-quarter contributions were boosted by an
increase in the monthly premium paid by participants
in Medicare Part B from $75.30 to $88.50 in January
and by an increase in the social security maximum
taxable wage base from $90,000 to $94,200.

National defense consumption expenditures deceler-
ated sharply, reflecting a deceleration in defense ser-
vices.

The downturn in nondefense consumption expendi-
tures was due to a downturn in spending for hurricane
relief.

Government social benefits to persons decelerated in
the second quarter. First-quarter benefits were
boosted by the introduction of the Medicare prescrip-
tion drug benefit and the cost-of-living adjustments
for social security, veterans’ pensions, supplemental
security income, and other programs.

The upturn in grants-in-aid was primarily accounted
for by upturns in grants for education and Medicaid,
which were partly offset by the first state payments to
the Federal Medicare prescription drug program,
commonly referred to as “clawback” payments, of $7.6
billion.

The sharp upturn in interest payments was primarily
accounted for by an upturn in interest paid on Trea-
sury Inflation-Protected Securities (see the box on
page 14).

Federal Government Estimates
tions by component are published annually in NIPA tables

3.4-3.8, 3.12, and 3.13. Detailed quarterly estimates are
available in underlying NIPA tables at <www.bea.gov/bea/
dn/nipaweb/nipa_underlying/Index.asp>.

Estimates of Federal Government current receipts, current
expenditures, and net Federal Government saving are based
on data from the Federal budget, from the Monthly Trea-
sury Statement and other reports from the Department of

the Treasury, and from other Federal Government agencies.

Total receipts, total expenditures, and net lending or net
borrowing, which are alternative measures of the Federal

fiscal position, are based on these same sources.

estimates and the Federal budget.! For a historical time
series of this comparison, see NIPA table 3.18B.

Each year, BEA prepares an article that compares NIPA

Quarterly and annual estimates are published monthly in

NIPA table 3.2. Detailed annual estimates of these transac-

for Fiscal Year 2007,” Survey oF CURRENT BusiNgss 86 (March 2006): 12-22.

1. See Benjamin A. Mandel and Mary L. Roy, “Federal Budget Estimates
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State and Local Government

Table 3. State and Local Government Current Receipts and Expenditures
[Billions of dollars, seasonally adjusted at annual rates]

Level | Change from preceding quarter
2006 2005 2006
I Il 1% | I
Current receipts...........c.coconereineunnnn. 1,797.2| -51 318/ 25.8| 41.8
Current tax reCeipts ........cceewverrneeeeereernieneens 1,244.8 1.0 19.7| 35.0| 335
Personal current taxes ...........ccocveerevrernee 3133| -6.9 53| 141 19.9
Taxes on production and imports............... 861.6| 10.4 78 157 102
Taxes on corporate income, 70.0| -24 6.6 5.1 3.6
Contributions for government social

INSUFANCE ..ot 24.7 0.0 -0.1 -04| -0.1
Income receipts on assets...........vvevereeenee 715 0.6 0.7 0.4 0.8
Current transfer receipts........ccovevvveereereeenens 458.3 82| -22| -93 7.8

Federal grants-in-aid ..........c.cccovereereerennee 357.0 2.1 49| -155 5.7

[ O 101.2 6.1 -72 6.3 2.0
Current surplus of government enterprises.. -8.2| -149| 138 0.1 -0.4

Current expenditures .............ccccco..... 1,769.4| 26.7| 29.6| -4.1 26.7

Consumption expenditures.............ccceeeeenec. 1,280.7| 25.0/ 256 128| 245
Government social benefits................ce.eu. 391.7 0.7 28| -16.9 13—
Interest payments..........cvvveeveereeneenerneeeneennes 96.6 1.0 13 0.0 0.8
SUDSIAIES.......veorerreereriseceeeeecreenens 0.4 0.0 0.0 0.0 0.0
Less: Wage accruals less disbursements .... 0.0 0.0 0.0 0.0 0.0
Net state and local government saving.... 27.8| -31.7 21, 299| 151
Social insurance funds .... 58| -04| -04| -06| -04
L] 220/ -315 26| 305/ 155
Addenda:

Total receipts..........cccooveririnercncincienne 1,853.2| -5.8| 31.1 27.7) 4241
Current receipts......... .11,797.2| 51 31.8| 258 418
Capital transfer receipts.........c..coccveennee. 56.1| -08| -06 1.8 0.5

Total expenditures .............ccooc..ccommrnrvenn. 1,936.5 10.0/ 46.6 14| 36.8
Current expenditures ............ 1,769.4| 26.7| 296, 4.1 26.7
Gross government investment... 314.2 1.0 5.3 7.7, 125
Capital transfer payments............ccoeeees | vevrereeene eoe [ reerernnens | creeenenne
Net purchases of nonproduced assets 12.2 0.1 0.2 0.2 0.2
Less: Consumption of fixed capital......... 159.2| 18.0| -11.6 2.4 2.5

Net lending or borrowing (-).................. -83.3| -15.8| -155| 26.2 5.4

The acceleration in personal current taxes was prima-
rily due to an acceleration in state income taxes.

The deceleration in taxes on production and imports
primarily reflected a deceleration in state sales taxes.

The upturn in grants-in-aid was primarily accounted
for by upturns in grants for education and Medicaid,
which were partly offset by the first state payments to
the Federal Medicare prescription drug program,
commonly referred to as “clawback” payments, of $7.6
billion.

Consumption expenditures accelerated, reflecting an
upturn in spending for nondurable goods.

The upturn in government social benefits reflected an
upturn in expenditures for Medicaid.

Estimates of State and Local Government Receipts and Expenditures

The estimates of state and local government current
receipts and expenditures and total receipts and expendi-
tures are mainly based on compilations of data for state and
local government finances. The Census Bureau produces
the primary source data: The quinquennial census of gov-
ernments in years that end in a 2 or a 7 and the Government
Finances series of surveys for the other years. In addition,
other sources of Census Bureau data are from the Quarterly
Summary of State and Local Government Tax Revenue and
the monthly Value of Construction Put in Place. Data
sources from the Bureau of Labor Statistics include the
Quarterly Census of Employment and Wages and employer
cost for employee compensation.

Quarterly and annual estimates are available monthly in
NIPA table 3.3. Detailed annual estimates of state and
local government transactions by component are available

annually in NIPA tables 3.4-3.8, 3.12, and 3.13. Detailed
quarterly estimates are available in underlying NIPA
tables at <www.bea.gov/bea/dn/nipaweb/nipa_underlying/
Index.asp>. For a historical time series of reconciliations of
the NIPA estimates with the Census Bureau data from
Government Finances, see NIPA table 3.19.

BEA occasionally prepares an article that presents annual
estimates of receipts and expenditures of state governments
and of local governments.! New NIPA table 3.20 (state
government receipts and expenditures) and new NIPA table
3.21 (local government receipts and expenditures) will be
available annually beginning in October 2006.

1. Bruce E. Baker, “Receipts and Expenditures of State Governments and
of Local Governments, Survey 85 (October 2005): 5-10.
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TIPS and Federal Government Interest Payments

Interest paid on Federal Government debt securities ranks
as one of the more closely watched components of Federal
Government spending. This article explains that some pro-
nounced swings in Federal interest payments recently
stem largely from rising volume of Treasury Inflation-Pro-
tected Securities (TIPS).

TIPS, which give holders a hedge against inflation, have
become more popular in recent years. As of January 2006,
the $346.7 billion in outstanding TIPS accounted for 7.3
percent of all outstanding Treasury securities. At the begin-
ning of 2001, $121.2 billion in TIPS accounted for 2.2 per-
cent of all Treasury securities.

TIPS make two regular payments: Semiannual coupon
payments, which are predetermined by a coupon rate set
before the bond is issued, and inflation-based payments.
Inflation-based payments are indexed to the Bureau of
Labor Statistics’ Consumer Price Index (CPI) with a 2-
month lag. An increase in the CPI for April, for example,
translates into an inflation expense payment for TIPS for
June. Likewise, decreases in the CPI cause a decrease in
inflation compensation.

Inflation-based payments are not delivered to the bond
holder immediately. Rather, they are added to the bond’s
principal, which is paid when the bond matures. (If the CPI
is negative, the resulting payment is subtracted from the
principal.) However, the Treasury Department and BEA
account for the inflation payment on an accrual basis; the
payment is included as Federal interest on debt for the

Chart 1. Quarterly Changes in Interest Payments
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month in which it is added to the principal. An inflation
payment that is recorded in January, for example, will result
in an increase in the first-quarter NIPA measure of interest
paid by the Federal Government.

As TIPS volume has grown in recent years, so has its
effect on Federal interest payments. TIPS payments’ share
of total Federal interest payments has risen from 3.0 percent
in 2001 to 8.4 percent in 2005.

The effect of TIPS on quarterly changes in total Federal
interest payments, which have drawn attention recently for
some notable swings, has been even more pronounced
(chart 1). In the second quarter of 2006, for example, TIPS
interest payments accounted for 59.1 percent of the $27.9
billion increase in total Federal interest payments. In the
first quarter, the decline in TIPS interest payments exceeded
the decline in total Federal interest payments. In the fourth
quarter of 2005, TIPS accounted for 61.1 percent of the
increase in Federal interest payments.

As one would expect, the recent swings in total TIPS pay-
ments stem from the inflation-based component (chart 2).
Since 1997, annualized inflation-based TIPS payments have
ranged from a low of —$6.0 billion in the first quarter of
2006 to a high of $25.0 billion in the fourth quarter of 2005.

In addition, as TIPS volume rises, the effect of changes in
the CPI on total TIPS payments has been magnified. At the
current volume of outstanding TIPS, a 1-percentage-point
increase in the CPI is associated with an increase in the
inflation-based TIPS paymentsofabout$1.8billion.

Chart 2. Monthly TIPS Interest Payments
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Bryan A. Williams
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