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Why the Federal Deficit 
Has Increased So Much 
Since 1989

After declining dramatically from 1986 to 1989, 
the federal deficit reversed course and increased 
sharply during the past three years. On a national 
income and product account (NIPA) basis, the federal 
deficit increased by $167.5 billion since 1989—some
what more than the $136.7 billion deficit increase 
registered in the official budget. Although public 
attention focuses on the government’s official budget, 
.he NIPA budget is more meaningful as a measure of 
fundamental trends in federal spending and taxes. The 
two deficit measures differ for several reasons, one of 
the most important being the treatment of asset ex
changes. Deposit insurance outlays, for example, are 
not included in the NIPA budget because no offsetting 
income flows are involved in these transactions.

A detailed examination of the NIPA budget identi
fies the main reason for the deficit increase since 1989: 
expenditures simply grew faster than receipts. Growth 
in receipts slowed markedly from the 1986-89 pace, 
primarily because gross domestic product grew slowly. 
At the same time, however, expenditure growth accel
erated. After rising at a 4.6 percent annual rate from 
1986 to 1989, expenditures have since grown at a 7.2 
percent rate. This acceleration, in turn, reflected 
growth in categories that are generally not publicized. 
Grants-in-aid to state and local governments expanded 
at a 13.4 percent annual rate during the past three 
years, and nondefense purchases expanded at a 9.7 
percent rate. Growth in transfer payments contributed 
to the increase in the deficit mainly because it consti
tutes such a large category. (It includes Social Security 
payments and unemployment compensation.) The 
next largest categories—defense purchases and interest 
payments—grew relatively slowly, however.

-Keith M. Carlson

FEDERAL BUDGET TRENDS 
(national income and product account basis)

Level (billions of dollars) Annual rate of change
Item Fiscal 1992 Fiscal 1989 Change 1989 to 1992 1989 to 1992 1986 to 1989
Federal deficit $ 288.2 $ 120.7 $167.5 — —

Federal receipts 1,144.5 1,042.4 102.1 3.1% 8.6%
Federal expenditures 1,432.7 1,163.0 269.7 7.2 4.6

Defense purchases 314.6 298.5 16.2 1.8 2.9
Nondefense purchases 131.6 99.8 31.8 9.7 3.4
Transfer payments 604.2 460.5 143.8 9.5 5.4
Grants-in-aid 169.3 116.0 53.3 13.4 2.5
Net interest paid 187.9 160.3 27.6 5.4 7.1

Gross domestic product 5,869.6 5,175.8 693.8 4.3 7.0
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