Congressional Budget Office \
Nonpartisan Analysis for the U.S. Congress

Trends in DoD’s and VA’s Budgets for
Military Compensation Viarch 22, 2023

Presentation at the Military Manpower Roundtable

David Mosher
Director of National Security Analysis



Total Military Compensation Consists of Components From
DoD’s and VA’s Budgets

In the Department of Defense’s (DoD’s) budget, military compensation includes a mix
of current and deferred funding in the military personnel accounts, as well as funding

for military health care and other smaller elements in the operation and maintenance

accounts.

= CBO estimates that military compensation amounted to more than
$226 billion in DoD’s budget request for fiscal year 2023.

In the Department of Veterans Affairs’ (VA’'s) budget, compensation refers almost
exclusively to deferred compensation in the form of cash benefits (disability
compensation, for example) and noncash benefits (VA-funded medical care).

= VA's total budget request for fiscal year 2023 was $297 billion. (VA’'s budget
request for fiscal year 2024 is $325 billion.)
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Military Compensation Accounts for More Than 25 Percent
of DoD’s Budget

Billions of 2023 Dollars
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For more information, see Congressional Budget Office, Long-Term Implications of the 2023 Future Years Defense Program (January 2023), www.cbo.gov/publication/58579.
This figure breaks down the operation and support category examined in that report into the categories military personnel and operation and maintenance.

RDT&E = research, development, test, and evaluation.
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VA’s Budget Has Risen Sharply Since 2000 Even Though the

Veteran Population Has Declined

Billions of 2023 Dollars
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VA's budget has increased
by nearly 300 percent in real
(inflation-adjusted) terms
since 2000; it has increased
by 35 percent since 2017.
Growth in spending on
iIncome security and medical
care have been roughly the
same.

Data source: Congressional Budget Office, using data from Office of Management and Budget, Budget of the U.S. Government, Fiscal Year 2023: Supplemental Materials, “Public

Budget Database” (accessed March 17, 2023), www.whitehouse.gov/omb/budget/supplemental-materials.
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Trends in DoD’s Budget
for Military Compensation
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DoD’s Military Compensation Budget Consists of Cash, Noncash,
and Deferred Elements

Current cash compensation comprises basic pay, tax-free allowances for housing
and food, and special and incentive pays.

Current noncash compensation includes health care for active-duty personnel, family
programs, and family housing.

Deferred compensation includes:

= Accrual payments for retirement and health care benefits for retired military
personnel who are eligible for Medicare, and

= Concurrent receipt, which allows some military retirees to receive both their full
military pensions and disability payments from VA.



DoD’s Total Military Compensation Budget Grew Sharply After
2000; Growth Has Slowed in Recent Years

Billions of 2023 Dollars
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Data source: Congressional Budget Office, using data from Office of the Undersecretary of Defense (Comptroller), National Defense Budget Estimates for FY 2023 (Green Book) (July
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Funding for all three
elements of military
compensation has grown
since the late 1990s. That
funding declined somewhat
after 2010 and has largely
leveled off in recent years.

By 2000, the number of
active-duty personnel had
decreased by 60 percent
from its previous peak
during the Vietnam War.
That number remained
relatively flat through 2010
but has since slowly
declined by about

S percent.

2022), and Military Personnel Programs (M-1): Department of Defense Budget, Fiscal Year 2023 (April 2022), https://tinyurl.com/3yehrwbn.
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Most Elements of Military Cash Compensation Have Grown
Since 1999

Billions of 2023 Dollars
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Data source: Congressional Budget Office, using data from Office of the Undersecretary of Defense (Comptroller), National Defense Budget Estimates for FY 2023 (Green Book) (July
2022), and Military Personnel Programs (M-1): Department of Defense Budget, Fiscal Year 2023 (April 2022), https://tinyurl.com/3yehrwbn.
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Allowances for Housing Have Been the Fastest Growing Element of
Cash Compensation Since 2000

Index, 2000 =1
4 -
For service members at pay
grade E-4 (the median rank in
the enlisted force), housing
3 Housing allowances grew at an average
annual rate of about 5.5 percent
from 2000 to 2020. Basic pay
Regular grew at an average annual rate
2 r Cash Pay of 2.9 percent over that period.
- Food Growth in housing allowances
/—/_, was higher than that of either
1 the Employment Cost Index or
the consumer price index of
housing costs.
0 1 | | )
2000 2005 2010 2015 2020

Data source: Congressional Budget Office, using data from Office of the Undersecretary of Defense (Comptroller), National Defense Budget Estimates for FY 2023 (Green Book) (July
2022), and Military Personnel Programs (M-1): Department of Defense Budget, Fiscal Year 2023 (April 2022), https://tinyurl.com/3yehrwbn.

Regular cash pay comprises basic pay and allowances for food and housing.
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Health Care Has Been The Largest Driver of Growth in Noncash
Compensation Since 1999

Billions of 2023 Dollars
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Data source: Congressional Budget Office, using data from Office of the Undersecretary of Defense (Comptroller), National Defense Budget Estimates for FY 2023 (Green Book) (July
2022), and Military Personnel Programs (M-1): Department of Defense Budget, Fiscal Year 2023 (April 2022), https://tinyurl.com/3yehrwbn.

PCS = permanent change of station (a category that covers pay to military personnel when they move or travel for training).
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Costs of the Military Health System Grew Sharply in the Early
2000s But Have Been Relatively Flat in Recent Years

Billions of 2023 Dollars
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In CBO'’s projections,
the costs of miliary
health care rise at the
same rates as medical
costs in the U.S.
economy after 2027.

Data source: Congressional Budget Office, Long-Term Implications of the 2023 Future Years Defense Program (January 2023), p. 11, www.cho.gov/publication/58579.

The amounts shown here do not include spending for the Military Health System in accounts other than military personnel and operation and maintenance.

FYDP = 2023 Future Years Defense Program.
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All Elements of Deferred Compensation in DoD's Budget Have

Grown Since 1999

Billions of 2023 Dollars
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Growth in retirement accrual
charges has been the
largest contributor to the
increase in deferred
compensation. Concurrent
receipt for retirement pay
and disability compensation
has also contributed to
growth in deferred
compensation in recent
years. (Concurrent receipt is
a category of mandatory
spending in DoD’s budget.)

Data source: Congressional Budget Office, using data from Office of the Undersecretary of Defense (Comptroller), National Defense Budget Estimates for FY 2023 (Green Book) (July
2022), and Military Personnel Programs (M-1): Department of Defense Budget, Fiscal Year 2023 (April 2022), https://tinyurl.com/3yehrwbn. 11
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Noncash and Deferred Compensation Account for a Significant
Portion of Active-Duty Service Members’ Annual Compensation
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Data source: Congressional Budget Office, Approaches to Changing Military Compensation (January 2020), www.cbo.gov/publication/55648.

a. “Other Noncash” includes schools for dependent children; child care and youth programs; family programs; morale, welfare, and recreation programs; education programs; and

commissaries.
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Regular Military Compensation Currently Exceeds DoD's
Benchmark Goal

Earnings per Year (Thousands of 2018 dollars)
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Congressional Budget Office, Approaches to Changing Military Compensation, January 2020, www.cbo.gov/publication/55648.
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RMC for enlisted personnel
approximates the cash
earnings of the 90th
percentile of male civilian
workers with comparable
years of experience and
some college education.
DoD’s goal for RMC is the
70th percentile.

RMC = regular military compensation, which includes basic pay, tax-free allowances for housing and food, and the tax benefit of those allowances.
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DoD's Workforce Also Includes Federal Civilians and
Service Contractors

Billions of 2023 Dollars
Total O&M request = $310 billion
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Data source: Congressional Budget Office, Long-Term Implications of the 2023 Future Years Defense Program (January 2023), p. 13, www.cbo.gov/publication/58579.
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Trends in VA’s Budget
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VA’s Budget Is Composed of Three Big Pieces

= Income security, which is mostly disability compensation but also includes
pensions and other income security programs;

— $153 billion requested in 2023

= Medical care, which includes in-house care, private-sector care, nursing
homes, and research; and

— $124 billion requested in 2023

= Other, which is mostly education and vocational programs but also includes
cemeteries, housing guarantees, and administration.

— $21 billion requested in 2023

Total: $297 billion in 2023
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The Three Major Elements of VA's Budget Have Grown Over the
Past 20 years

Billions of 2018 Dollars Millions of Veterans
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Data source: Congressional Budget Office, Possible Higher Spending Paths for Veterans' Benefits (December 2018), www.cbo.gov/publication/54881. 17
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Total Spending by VA Is Now About 75 Percent Higher Than DoD’s
Appropriation for Military Personnel

Billions of 2023 Dollars
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Data source: Congressional Budget Office, using data from Office of Management and Budget, Budget of the U.S. Government, Fiscal Year 2023: Supplemental Materials, “Public

Budget Database” (accessed March 17, 2023), www.whitehouse.gov/omb/budget/supplemental-materials. 18
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Policy Options Related to Military
Compensation That Would Reduce
the Federal Budget Deficit
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CBO Periodically Issues a Compendium of Policy Options That
Would Reduce the Federal Budget Deficit

The report is produced every two years and presents a wide range of options for
reducing the deficit.

The options include effects on discretionary spending, mandatory spending, and
revenues and cover a variety of programs across the federal budget (Medicare,
Social Security, and Head Start, for example).

In December of 2022, CBO published an additional volume that focused on “large”
budget options—each of which would reduce the deficit by at least $300 billion over
the next 10 years (or, in the case of Social Security options, would have a
comparably large effect in later decades).

The options are NOT recommendations; they present approaches to reducing the
deficit and they discuss the pros and cons of each possible policy change.
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CBO Has Examined Several Options That Would Limit Growth in
DoD’'s Military Compensation Budget

Savings over 10
years (Billions of

Option dollars)
Introduce Enrollment Fees in TRICARE for Life 16
Introduce Minimum Out-of-Pocket Requirements in TRICARE for Life 33
Cap Increases in Basic Pay for Military Service Members 22
Replace Some Military Personnel With Civilian Employees 19
Reduce the Basic Allowance for Housing to 80 Percent of Average Housing Costs 15

Data source: Congressional Budget Office, Options for Reducing the Deficit, 2023 to 2032--Volume II: Smaller Reductions (December 2022), www.cbo.gov/publication/58163.
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CBO Has Also Examined Options That Would Limit Growth in
VA’s Spending

Savings over 10
years (Billions
Option of dollars)

Options for VA Compensation

Means-Test VA's Disability Compensation for Veterans With Higher Income 253
Include VA's Disability Payments in Taxable Income 161
Narrow Eligibility for VA's Disability Compensation by Excluding Veterans 710 48
With Low Disability Ratings

End VA's Individual Unemployability Payments to Disabled Veterans at the 9to 47
Full Retirement Age for Social Security

Reduce VA's Disability Benefits for Veterans Who Are Older Than the Full 15

Retirement Age for Social Security

Options for VA Health Care
End Enroliment in VA Medical Care for Veterans in Priority Groups 7 and 8 84
Increase Prescription Drug Copayments for All Veterans 28

Data sources: Congressional Budget Office, Options for Reducing the Deficit, 2023 to 2032--Volume I: Larger Reductions (December 2022), www.cbo.gov/publication/58164, and
Options for Reducing the Deficit, 2023 to 2032--Volume II: Smaller Reductions (December 2022), www.cbo.gov/publication/58163. 22
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