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HISTORICAL TRENDS

Because the Historical Tables publica-
tion provides a large volume and wide array 
of data on Federal Government finances, it 
is sometimes difficult to perceive the longer 
term patterns in various budget aggregates 
and components. To assist the reader in 
understanding some of these longer term 
patterns, this section provides a short 
sum mary of the trends in Federal deficits 
and surpluses, debt, receipts, outlays and 
employ ment. 

Deficits and Debt.—As shown in Table 1.1, 
except for periods of war (when spending for 
defense increased sharply), depressions or 
other economic downturns (when receipts 
fell precipitously), the Federal budget was 
generally in surplus throughout most of 
the Nation’s first 200 years. For our first 60 
years as a Nation (through 1849), cumula-
tive budget surpluses and deficits yielded 
a net surplus of $70 million. The Civil War, 
along with the Spanish-American War 
and the depression of the 1890s, resulted 
in a cumu lative deficit totaling just under 
$1 billion during the 1850–1900 period. 
Between 1901 and 1916, the budget hovered 
very close to balance every year. World 
War I brought large deficits that totaled 
$23 billion over the 1917–1919 period. The 
budget was then in surplus throughout the 
1920s. However, the combination of the 
Great Depression followed by World War II 
resulted in a long, unbroken string of defi-
cits that were historically unprecedented in 
magnitude. As a result, Federal debt held 
by the public mushroomed from less than 
$3 billion in 1917 to $16 billion in 1930 and 
then to $242 billion by 1946. In relation to 
the size of the economy, debt held by the 
public grew from 16 percent of GDP in 1930 
to 109 percent in 1946. 

During much of the postwar period, 
this same pattern persisted—large defi-
cits were incurred only in time of war (e.g., 
Korea and Vietnam) or as a result of reces-
sions. As shown in Table 1.2, prior to the 
1980s, postwar deficits as a percent of GDP 

reached their highest during the 1975–76 
recession at 4.2 percent in 1976. Debt held 
by the public had grown to $477 billion by 
1976, but, because the economy had grown 
faster, debt as a percent of GDP had de-
clined throughout the postwar period to a 
low of 23.9 percent in 1974, climbing back 
to 27.5 percent in 1976. Fol lowing five years 
of deficits averaging 2.5 percent of GDP 
between 1977 and 1981, debt held by the 
public stood at 25.8 percent of GDP by 1981, 
only two percentage points higher than its 
postwar low. 

The traditional pattern of running large 
deficits only in times of war or economic 
downturns was broken during much of the 
1980s. In 1982, large permanent tax cuts 
were enacted. Moreover, these were accom-
panied by substantial increases in defense 
spending. Although reduc tions were made 
to nondefense spending, they were not suf-
ficient to offset the impact on the deficit. 
As a result, deficits averaging $206 billion 
were incurred between 1983 and 1992. 
These unprecedented peacetime deficits in-
creased debt held by the public from $789 
billion in 1981 to $3.0 trillion (48.1 percent 
of GDP) in 1992. 

After peaking at $290 billion in 1992, def-
icits declined each year, dropping to a level 
of $22 billion in 1997. In 1998, the Nation 
recorded its first budget surplus ($69.3 
billion) since 1969. As a percent of GDP, the 
budget bottom line went from a deficit of 4.7 
percent in 1992 to a surplus of 0.8 percent 
in 1998, increasing to a 2.4 percent surplus 
in 2000. An economic slowdown began in 
2001. The deterioration in the performance 
of the economy together with large tax re-
ductions, as well as additional spend ing in 
response to the terrorist attacks, pro duced 
a drop in the surplus to $128 billion (1.3 
percent of GDP) in 2001 and a return to 
deficits ($158 billion, 1.5 percent of GDP) in 
2002. These factors also contributed to the 
increase in the deficit in the following two 
years, reaching $413 billion (3.6 percent of 
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GDP) in 2004. Economic growth in 2005 and 
2006 produced a sharp increase in revenues, 
helping to reduce the deficit to $248 billion (1.9 
percent of GDP) in 2006 and even further to 
$161 billion (1.2 percent of GDP) in 2007. Debt 
held by the public, which had peaked at 49.4 
percent of GDP in 1993, fell to 33.0 percent by 
2001 and increased thereafter, reaching 37.5 
percent by 2005. The declines in the deficit in 
2006 and 2007 helped to reduce debt held by 
the public to 36.9 percent of GDP in 2007. 

In December 2007, the economy fell into re-
cession. In response, tax reductions in the form 
of rebates were enacted in mid-February 2008. 
In addition, several years of poor private-sec-
tor mortgage lending practices and other risky 
financial market behaviors led to a financial 
market crisis in September 2008 that deep-
ened the ongoing recession.   Lower revenue 
(due to both the tax reductions and lower eco-
nomic activity) and recession-induced spend-
ing for unemployment assistance and other 
automatic stabilizers combined with large in-
creases in defense spending (due partly to the 
surge of troops in Iraq) to produce a deficit for 
2008 of $459 billion (3.2 percent of GDP) and 
an increase in debt held by the public to 40.8 
percent of GDP. 

Receipts.—From the beginning of the 
Repub lic until the start of the Civil War, our 
Nation relied on customs duties to finance the 
activities of the Federal Government. During 
the 19th Century, sales of public lands supple-
mented customs duties. While large amounts 
were occasionally obtained from the sale 
of lands, customs duties accounted for over 
90 percent of Federal receipts in most years 
prior to the Civil War. Excise taxes became an 
important and growing source of Federal re-
ceipts starting in the 1860s. Estate and gift 
taxes were levied and collected sporadically 
from the 1860s through World War I, although 
never amounting to a signifi cant source of re-
ceipts during that time. Prior to 1913, income 
taxes did not exist or were inconsequential, 
other than for a brief time during the Civil 
War period, when special tax legislation raised 
the income tax share of Federal receipts to as 
much as 13 percent in 1866. Subsequent to the 
enactment of income tax legislation in 1913, 

these taxes grew in importance as a Federal 
receipts source during the following decade. 
By 1930, the Federal Government was relying 
on in come taxes for 60 percent of its receipts, 
while customs duties and excise taxes each ac-
counted for 15 percent of the receipts total. 

During the 1930s, total Federal receipts av-
eraged about 5 percent of GDP. World War II 
brought a dramatic increase in receipts, with 
the Federal receipts share of GDP peaking at 
20.9 percent in 1944. The share declined some-
what after the war and has remained between 
16 percent–20 percent of GDP during most of 
this time. In recent years, receipts have in-
creased as a share of GDP—from 17.5 percent 
in 1992 to 20.9 percent in 2000, dropping back 
to 16.3 percent in 2004 before increasing to 
18.5 percent in 2006 and 18.8 percent in 2007.  
The effects of the recession on both the rate 
of growth in GDP and receipts collections in 
2008 combined to reduce the GDP share of re-
ceipts back to 17.7 percent.  There have been 
some significant shifts during the post war 
period in the underlying sources or composi-
tion of receipts. 

The increase in taxes needed to support the 
war effort in the 1940s saw total (corporate and 
individual) income taxes rise to promi nence as 
a source of Federal receipts, reaching nearly 80 
percent of total receipts in 1944. After the war, 
the total income tax share of receipts fell from a 
postwar high of 74 percent in 1952 to an average 
of 64 percent in the late 1960s. The growth in 
social insurance taxes (such as Social Secu-
rity and Medicare) more than offset a postwar 
secular decline in excise and other non-income 
tax shares. The combination of substantial re-
ductions in in come taxes enacted in the early 
1980s and the continued growth in social insur-
ance taxes resulted in a continued decline in the 
total income tax share of receipts. By 1983 the 
total income tax share had dropped to 54 percent 
of receipts, where it remained until the mid-
1990s. Since 1994, the total income tax share 
of receipts has increased, reaching 60 percent 
in 2000, before dropping back to 53 percent by 
2004 and then increasing to 58 percent in 2006 
and 60 percent in 2007.  In 2008, this share 
dropped to 57 percent.
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Corporation income taxes accounted for 
a large part of this postwar decline in total 
income tax share, falling from over 30 percent 
of total Federal receipts in the early 1950s to 
20 percent in 1969. During the same period, 
pretax corporate profits fell from about 12 
percent of GDP in the early 1950s to 10 percent 
in 1968. By 1980 the corporation income tax 
share of total receipts had dropped to 12.5 
percent. During the 1980s, pretax corporate 
profits declined as a percent of GDP and, thus, 
the corporation income tax share dropped to a 
low of 6.2 percent in 1983. By 1996, the share 
had climbed back to 11.8 percent. By 2003, it 
had dropped back to 7.4 percent, which was 
well below the 1980 share, before climbing 
back to 10.1 percent in 2004 and increasing 
further to 14.7 percent in 2006, but dropping 
slightly to 14.4 percent in 2007. The recession 
in 2008 had a significant impact on corpora-
tion income taxes, bringing its share of total 
receipts down to just 12.1 percent. 

This postwar drop in corporation income 
tax share of total receipts has been more than 
offset by the growth in social insurance taxes 
and retirement receipts, as both tax rates and 
percentage of the workforce covered by these 
payroll taxes increased. This category of re-
ceipts increased from only 8 percent of total 
receipts during the mid-1940s to 38 percent 
by 1992, but declined to 32.2 percent by 2000 
before rising to back a 40.0 percent share in 
2003 then falling off to 34.8 percent in 2006 
and 33.9 percent in 2007, before rising to 35.7 
percent in 2008. 

Excise taxes have also declined in relative 
importance during the postwar period, falling 
from a 19 percent share in 1950 to 10 percent 
by 1965 and 5 percent by 1985. Excise taxes 
accounted for only 3 percent of total receipts 
in 2006 and dropped further to 2.5 percent in 
2007, due, in part, to the end of the Federal 
telephone excise tax on long distance tele-
phone calls.  In 2008, the excise tax share of 
total receipts increased slightly to 2.7 percent.

Outlays and Executive Branch Civilian Em-
ployment.—Through out most of the Nation’s 
history prior to the 1930s, the bulk of Federal 

spending went towards national defense, vet-
erans bene fits and interest on the public debt. 
In 1929, for example, 71 percent of Federal 
outlays were in these three categories. The 
1930s began with Federal outlays comprising 
just 3.4 percent of GDP.  As shown in Table 1.2, 
the efforts to fight the Great Depression with 
public works and other nondefense Federal 
spending, when combined with the depressed 
GDP levels, caused outlays and their share of 
GDP to increase steadily during most of that 
decade, with outlays rising to 10.3 percent of 
GDP by 1939 and to 12.0 percent by 1941 on 
the eve of U.S. involvement in World War II. 

Defense spending during World War II re-
sulted in outlays as a percent of GDP rising 
sharply, to a peak of 43.6 percent in 1944. The 
end of the war brought total spending down to 
14.3 percent of GDP by 1949. Then the Korean 
War increased spending to an average of 19.0 
percent of GDP for a few years during the first 
half of the 1950s, but outlays as a percent 
of GDP then dropped and stayed  below 19 
percent until U.S. involvement in the Vietnam 
war escalated sharply in the middle 1960s and 
early 1970s. 

From 1967 through 1971, Federal outlays 
averaged 19.6 percent of GDP, with a peak oc-
curring in 1968 at 20.5 percent of GDP. The 
decline in defense spending as a percent of 
GDP that began in 1971, as the withdrawal of 
U.S. forces from Vietnam was nearing comple-
tion, was more than offset by increased spend-
ing on human resources pro grams during the 
1970s—due to the matura tion of the Social 
Security program and other longstanding 
income support programs, as well as a takeoff 
in spending on the recently enacted Great 
Society programs (such as Medicare and Med-
icaid) so that total spending increased as a 
percent of GDP, averaging 20.2 percent during 
the 1970s (reflecting, in part, the substantial 
increase in grants to State and local govern-
ments during the 1970s). Since receipts were 
averaging only 18.0 percent of GDP during 
that decade, the result was chronic deficits av-
eraging over 2.2 percent of GDP (contrib uting 
to this was the recession of 1975–76, which 
saw deficits increase to 4.2 percent in 1976). 
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The 1980s began with substantial momen-
tum in the growth of Federal nondefense 
spending in the areas of human resources, 
grants to State and local governments, and, 
as a result of the deficits incurred throughout 
the 1970s, interest on the public debt. In the 
early 1980s, a combination of substantially in-
creased defense spending, continued growth 
in human resource spending, large tax cuts,  
and a recession caused the deficits to soar, 
which, in turn, sharply increased spending 
for inter est on the public debt. Federal spend-
ing climbed to an average of 22.7 percent of 
GDP during 1981–1985. An end to the rapid 
defense buildup and a partial reversal of the 
tax cuts, along with a strong economy during 
the second half of the decade, brought Federal 
spending back down to 21.2 percent of GDP 
by 1989. 

In the early 1990s, another recession, in 
the face of continued rapid growth in Federal 
health care spending and additional spend-
ing resulting from the savings and loan crisis, 
caused the outlay share of GDP to average 
over 22.2 percent in 1991 and 1992. During 
the decade following 1992, this upward trend 
was reversed, with outlays as a percent of 
GDP declining gradually, falling to a low of 
18.4 percent by 2000 and 18.5 percent in 2001. 
Since then, they have risen, to 19.4 in 2002 
and 20.0 percent in 2003, due, in large part, 
to the increase in defense and homeland se-
curity spending in response to the September 
11, 2001, attacks.  The outlay share of GDP 
increased further, reaching 20.2 percent in 
2005 and 20.4 percent in 2006, due, in part, 
to increased spending on the wars in Iraq 
and Afghanistan, as well as further spend-
ing increases in response to the devastating 
hurri canes that struck States along the Gulf 
Coast in late summer 2005. However, by 2007, 
outlays had dropped back slightly 20.0 percent 
of GDP, only to shoot up significantly in 2008, 
to 21.0 percent of GDP, as a result of both the 
recession that began in December 2007 and 
spending associated with the first stages of a 
Federal effort to restore financial markets to 
full functionality.

Despite the growth in total Federal spend-
ing as a percent of GDP in recent decades, 

Executive Branch (full-time equivalent) civil-
ian employment, as shown in Table 17.1, has 
remained roughly constant, ranging from 1.7 
to 2.2 million civilian employees (excluding 
the Postal Serv ice) since 1981. However, the 
composition of employment has shifted signifi-
cantly be tween defense and civilian agencies 
during the postwar period, especially since 
the mid-1980s.  In 1986, for example, the 2.1 
million total for civilian employees was split 
equally between defense and the civilian 
agencies, with each accounting for 1 million 
employees.  During the 1990s and up through 
the current decade there has been a cumula-
tive shift away from defense to civilian agency 
employment.  In recent years, civilian agency 
employment has been nearly twice that of the 
Department of Defense, accounting for 1.2 
million of the 1.9 million total.  Nevertheless, 
there has been a gradual decline in total Exec-
utive Branch civilian employment during the 
past two decades, falling from the 1992 level of 
2.2 million to the current level of 1.9 million.

Although total spending has increased 
sub stantially as a percent of GDP since the 
1950s, the growth in the various components 
of spending has not been even and, thus, the 
composition of spending has changed signifi-
cantly during the same period. 

Discretionary spending totaled 12.7 percent 
of GDP in 1962, with three-fourths going to 
defense. Defense spending increased during 
the Vietnam War buildup in the late 1960s,  
causing total discretionary outlays to rise to 
13.6 percent of GDP by 1968, after which a 
secular decline began. By the middle 1970s, 
this category had dropped to 10 percent of 
GDP, where it hovered until the late 1980’s, 
when the defense buildup that started early 
in that decade came to an end. Discretionary 
spending, as a percent of GDP, fell even more 
substantially over the 1990s, from 9.0 percent 
in 1991 to 6.3 percent in 1999. Since then, 
discretionary spending has increased. Much 
of this growth occurred in 2002 and 2003, in 
response to the 9/11 terrorist attacks and the 
initiation of the wars in Afghanistan and Iraq. 
Additional spending in response to the Gulf 
Coast hurricanes in September 2005 brought 
the discretionary outlay share of GDP to 7.9 
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percent in 2005.  This share dropped over the 
next to years to 7.6 percent of GDP by 2007.  
In 2008, discretionary spending increased as a 
percentage of GDP to 8.0 percent, largely due 
to a corresponding increase in defense spend-
ing. While discretionary spending has fol-
lowed a path of secular decline over the past 
25 years, its major components—defense and 
nondefense—have contrasting histories. 

Defense spending was at 9.3 percent of GDP 
in 1962. As shown in Table 8.4, spending in 
this category had declined to 7.4 percent of 
GDP by 1965, then increased as a result of the 
Vietnam War. After peaking at 9.5 percent of 
GDP in 1968, it returned to the 1965 level by 
1971. This decline continued throughout the 
1970s, hitting a low point in this decade of 4.7 
percent of GDP in 1978 and 1979. 

The defense buildup starting in the early 
1980s boosted its percentage of GDP back 
to 6.2 percent by 1986, after which it again 
began a gradual decline throughout the rest of 
that decade. By 2000, defense spending stood 
at 3.0 percent of GDP, reflecting the impact 
of the end of the Cold War and the significant 
economic growth during much of the 1990s. 
Spending on the Iraq and Afghanistan wars 
reversed this decline, with defense spending 
growing from 3.0 percent of GDP in 2001 to 4.0 
percent in 2005, 2006 and 2007, and jumping 
to 4.3 percent in 2008.

Nondefense discretionary spending as a 
percent of GDP has followed a much different 
path. In 1962, it stood at 3.4 percent of GDP. 
During the next few years it quickly increased, 
reaching 4.3 percent of GDP by 1967. It dropped 
slightly after that year, but still averaged about 
4.0 percent of GDP until 1975, when it surged 
to 4.5 percent of GDP due to the recession and 
partly due to growth in spending on energy, the 
environment, housing, and other income support 
programs. Much of this growth was in the form 
of Federal grants to State and local govern-
ments. Additional grant spending arose from 
the creation of various anti recession grants at 
the end of the decade. Nondefense discretionary 
outlays peaked as a percent of GDP during the 
recession in 1980 at 5.2 percent. This category 
declined sharply as a percent of GDP starting 

in 1982, falling to 3.9 percent by 1985 and to 3.5 
percent during 1987–1991. Spending for these 
pro grams then increased slightly as a percent 
of GDP, climbing to 3.8 percent by 1993 before 
receding in subsequent years, reaching a low of 
3.2 percent in 1999. Growth in recent years has 
increased, with nondefense discre tionary spend-
ing reaching 3.9 percent of GDP in 2005, drop-
ping slightly to 3.6 percent by 2007, and edging 
up slightly to 3.7 percent in 2008. 

Programmatic mandatory spending (which 
excludes net interest and undistributed offset-
ting receipts) accounts for the largest part of the 
growth in total Federal spending as a percent 
of GDP since the 1950s. Major programs in this 
category include Social Secu rity, Medicare, un-
employment insurance, deposit insurance, and 
means-tested entitlements (Medicaid, SNAP 
(formerly food stamps), Supplemental Security 
Income, the refundable portions of the Earned 
Income and Child Tax Credits, and other pro-
grams subject to an income or asset test). Prior 
to the start of Medicare and Medicaid in 1966, 
this category averaged 5.7 percent of GDP 
between 1962 and 1965 (less than half the size 
of total discretionary spending), with Social 
Security accounting for nearly half. Within a 
decade, this category was comparable in size to 
total discretionary spending, nearly doubling as 
a percent of GDP to 10.6 percent by 1976 (1.1 
percent of which was for unemployment com-
pensation that year). 

Although part of this growth represented the 
impact of the 1975–76 recession on GDP levels 
and outlays for unemployment com pensation 
and other unemployment-sensitive programs, 
the largest part was due to growth in Social 
Security, Medicare, and Medicaid. These three 
programs totaled 3.4 percent of GDP in 1968 
and grew rapidly to 5.5 percent of GDP by 1976. 
While Social Security stabilized as a percent 
of GDP during 1985–1997, ranging from 4.3 
percent to 4.6 percent, the growth in other pro-
grammatic mandatory spending has continued 
to outpace the growth in GDP since the mid-
1970s (apart from recession recovery periods) 
due largely to Medicare and Medicaid. These 
two programs, which were 1.2 percent of GDP 
in 1975, have more than doubled as a percent of 
GDP since then, reaching 3.5 percent in 1997, 

Fiscal Year 2010



THE BUDGET FOR FISCAL YEAR 2010, HISTORICAL TABLES10

dropping slightly to 3.2 percent in 1999 and 
2000, before beginning a steady climb during 
the current decade, growing to 3.9 percent in 
2005 and 4.3 percent by 2008. Excluding Med-
icaid, spending for means-tested entitlements in 
2006 and 2007 was at 1.3 percent of GDP, nearly 
the same as it was over thirty years ago in 1975. 
The impact of the recession in 2008 increased 
this spending to 1.6 percent of GDP. By way of 
contrast, the remaining programmatic manda-
tory spending—i.e., ex cluding Medicare, unem-
ployment compensa tion, Social Security, deposit 
insurance and means-tested entitlements—has 
been more than halved as a percent of GDP, 
falling from 3.2 percent in 1975 to a range of 1.0 

to 1.7 percent during past two decades. (Major 
programs in this grouping include Federal 
employee and railroad retirement, farm price 
supports and veterans’ compensation and read-
justment benefits.) Nevertheless, total program-
matic mandatory spending was 11.8 percent of 
GDP in 2008 compared to 8.0 percent for total 
discretionary spending. 

Additional perspectives on spending trends 
available in this document include spending 
by agency, by function and subfunction and 
by composition of outlays categories, which 
include payments for individuals and grants 
to State and local governments. 
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HISTORICAL TRENDS

Because the Historical Tables publica-
tion provides a large volume and wide array 
of data on Federal Government finances, it 
is sometimes difficult to perceive the long-
term patterns in various budget aggregates 
and components.  To assist the reader in 
understanding some of these long-term 
patterns, this section provides a short 
sum mary of the trends in Federal deficits 
and surpluses, debt, receipts, outlays and 
employ ment.  

Deficits and Debt.—As shown in Table 1.1, 
except for periods of war (when spending for 
defense increased sharply), depressions, or 
other economic downturns (when receipts 
fell precipitously), the Federal budget was 
generally in surplus throughout most of 
the Nation’s first 200 years.  For our first 60 
years as a Nation (through 1849), cumula-
tive budget surpluses and deficits yielded 
a net surplus of $70 million.  The Civil 
War, along with the Spanish-American War 
and the depression of the 1890s, resulted 
in a cumu lative deficit totaling just under 
$1 billion during the 1850–1900 period.  
Between 1901 and 1916, the budget hovered 
very close to balance every year.  World 
War I brought large deficits that totaled 
$23 billion over the 1917–1919 period.  The 
budget was then in surplus throughout the 
1920s.  However, the combination of the 
Great Depression followed by World War II 
resulted in a long, unbroken string of defi-
cits that were historically unprecedented in 
magnitude.  As a result, Federal debt held 
by the public mushroomed from less than 
$3 billion in 1917 to $16 billion in 1930 and 
then to $242 billion by 1946.  In relation 
to the size of the economy, debt held by the 
public grew from 16 percent of GDP in 1930 
to 109 percent in 1946.  

During much of the postwar period, 
this same pattern persisted—large defi-
cits were incurred only in time of war (e.g., 
Korea and Vietnam) or as a result of reces-
sions.  As shown in Table 1.2, prior to the 
1980s, postwar deficits as a percent of GDP 

reached their highest during the 1975–76 
recession at 4.2 percent in 1976.  Debt held 
by the public had grown to $477 billion by 
1976, but, because the economy had grown 
faster, debt as a percent of GDP had de-
clined throughout the postwar period to a 
low of 23.9 percent in 1974, climbing back 
to 27.5 percent in 1976.  Fol lowing five 
years of deficits averaging only 2.5 percent 
of GDP between 1977 and 1981, debt held 
by the public stood at 25.8 percent of GDP 
by 1981, less than two percentage points 
higher than its postwar low.  

The traditional pattern of running large 
deficits only in times of war or economic 
downturns was broken during much of the 
1980s.  In 1982, large permanent tax cuts 
were enacted.  Moreover, these were accom-
panied by substantial increases in defense 
spending.  Although reduc tions were made 
to nondefense spending, they were not of 
sufficient size to offset the impact on the 
deficit.  As a result, deficits averaging $206 
billion were incurred between 1983 and 
1992.  These unprecedented peacetime defi-
cits increased debt held by the public from 
$789 billion in 1981 to $3.0 trillion (48.1 
percent of GDP) in 1992.  

After peaking at $290 billion in 1992, 
deficits declined each year, dropping to a 
level of $22 billion in 1997.  In 1998, the 
Nation recorded its first budget surplus 
($69.3 billion) since 1969.  As a percent of 
GDP, the budget bottom line went from a 
deficit of 4.7 percent in 1992 to a surplus 
of 0.8 percent in 1998, increasing to a 2.4 
percent surplus in 2000.  An economic slow-
down began in 2001.  The deterioration in 
the performance of the economy together 
with large tax reductions, as well as addi-
tional spend ing in response to the Septem-
ber terrorist attacks, pro duced a drop in the 
surplus from $236 billion in 2000 to $128 
billion (1.3 percent of GDP) in 2001 and a 
return to deficit ($158 billion, 1.5 percent 
of GDP) in 2002.  These factors also con-
tributed to the increase in the deficit in the 
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following two years, reaching $413 billion (3.5 
percent of GDP) in 2004.  Economic growth in 
2005 and 2006 produced a sharp increase in 
revenues, helping to reduce the deficit to $248 
billion (1.9 percent of GDP) in 2006 and even 
further to $161 billion (1.2 percent of GDP) in 
2007.  

Debt held by the public, which had peaked 
at 49.3 percent of GDP in 1993, fell to 32.5 
percent by 2001 and increased thereafter, 
reaching 36.9 percent by 2005.  The declines in 
the deficit in 2006 and 2007 helped to reduce 
debt held by the public to 36.2 percent of GDP 
in 2007.  

In December 2007, the economy fell into 
recession. In response, tax reductions in the 
form of rebates were enacted in mid-February 
2008. In addition, several years of poor pri-
vate-sector mortgage lending practices and 
other risky financial market behaviors led to 
a financial market crisis in September 2008 
that significantly deepened the ongoing re-
cession.  Lower revenue (due to both the tax 
reductions and lower economic activity) and 
recession-induced spending for unemploy-
ment assistance and other automatic stabiliz-
ers combined with a large stimulus package of 
further tax reductions and program increases 
as well as increased defense spending (due 
partly to the surge of troops in Iraq and, subse-
quently, in Afghanistan) to produce deficits in 
2008 of $459 billion (3.2 percent of GDP) and 
in 2009 of $1,413 billion (9.9 percent of GDP) 
and an increase in debt held by the public to 
40.2 percent of GDP  in 2008 and 53.0 percent 
of GDP in 2009.  The Government used a 
portion of the increased debt to acquire finan-
cial assets from the private sector as a way of 
ameliorating the financial market crisis and 
assisting the economy.  These financial assets 
can be considered offsets to the increase in 
the debt; taking them into account, however, 
still shows that debt net of financial assets in-
creased to 46.7 percent of GDP by the end of 
2009.

Receipts.—From the beginning of the 
Repub lic until the start of the Civil War, our 
Nation relied on customs duties to finance the 
activities of the Federal Government.  During 

the 19th Century, sales of public lands supple-
mented customs duties.  While large amounts 
were occasionally obtained from the sale 
of lands, customs duties accounted for over 
90 percent of Federal receipts in most years 
prior to the Civil War.  Excise taxes became 
an important and growing source of Federal 
receipts starting in the 1860s.  Estate and gift 
taxes were levied and collected sporadically 
from the 1860s through World War I, although 
never amounting to a signifi cant source of re-
ceipts during that time.  Prior to 1913, income 
taxes did not exist or were inconsequential, 
other than for a brief time during the Civil 
War period, when special tax legislation raised 
the income tax share of Federal receipts to as 
much as 13 percent in 1866.  Subsequent to the 
enactment of income tax legislation in 1913, 
these taxes grew in importance as a source of 
Federal receipts during the following decade.  
By 1930, the Federal Government was relying 
on in come taxes for 60 percent of its receipts, 
while customs duties and excise taxes each ac-
counted for 15 percent of the receipts total.  

During the 1930s, total Federal receipts av-
eraged about 5 percent of GDP. World War II 
brought a dramatic increase in receipts, with 
the Federal receipts peaking at 20.9 percent 
of GDP in 1944. The percentage declined 
somewhat after the war and has remained 
between 16 percent–20 percent of GDP during 
most of this time. In recent years, receipts 
have increased as a percent of GDP—from 
17.5 percent in 1992 to 20.6 percent in 2000, 
dropping back to 16.1 percent in 2004 before 
increasing to 18.2 percent in 2006 and 18.5 
percent in 2007.  The effects of the recession 
on the rate of growth in GDP and on receipts 
collections in 2008 combined to reduce the 
GDP share of receipts back to the 1992 level 
of 17.5 percent.  The deepening recession and 
further tax reductions enacted in 2009 to help 
revive the economy further reduced receipts 
as a percent of GDP to 14.8, the lowest since 
1950. There have also been some significant 
shifts during the postwar period in the under-
lying sources or composition of receipts.

The increase in taxes needed to support the 
war effort in the 1940s saw total (corporate and 
individual) income taxes rise to promi nence as 
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a source of Federal receipts, reaching nearly 80 
percent of total receipts in 1944.  After the war, 
the total income tax share of receipts fell from a 
postwar high of 74 percent in 1952 to an average 
of 64 percent in the late 1960s.  The growth in 
social insurance taxes (such as Social Secu-
rity and Medicare) more than offset a postwar 
secular decline in excise and other non-income 
tax shares.  The combination of substantial re-
ductions in in come taxes enacted in the early 
1980s and the continued growth in social insur-
ance taxes resulted in a continued decline in 
the total income tax share of receipts.  By 1983 
the total income tax share had dropped to 54 
percent of receipts, and it remained in the 53 
to 56 percent range until the mid-1990s. Since 
1994, the total income tax share of receipts has 
increased, reaching 60 percent in 2000, before 
dropping back to 52 percent by 2003 and then 
increasing to 58 percent in 2006 and 60 percent 
in 2007.  As a result of the recession and tax re-
ductions enacted as part of the stimulus pack-
ages in February 2008 and again in the spring 
of 2009, the total income tax share dropped to 57 
percent in 2008 and dropped even further, to 50 
percent in 2009.

Corporation income taxes accounted for 
a large part of this postwar decline in total 
income tax share, falling from over 30 percent 
of total Federal receipts in the early 1950s to 
20 percent in 1969. During the same period, 
pretax corporate profits fell from about 12 
percent of GDP in the early 1950s to 10 
percent in 1968. By 1980 the corporation 
income tax share of total receipts had dropped 
to 12.5 percent.  Pretax corporate profits also 
declined as a percent of GDP during the 1980s 
and, thus, the corporation income tax share of 
total receipts dropped to a low of 6.2 percent 
in 1983. By 1996, the share had climbed back 
to 11.8 percent. But, by 2003, it had dropped 
back to 7.4 percent, well below the 1980 share, 
before climbing back to 10.1 percent in 2004 
and increasing further to 14.7 percent in 2006.  
The December 2007 recession reduced the cor-
poration income tax share of total receipts to 
12.1 percent in 2008 and substantially reduced 
their share to just 6.6 percent in 2009. 

This postwar drop in corporation income 
taxes as a share of total receipts has been 
more than offset by the growth in social in-
surance taxes and retirement receipts, as both 
tax rates and the percentage of the workforce 
covered by these payroll taxes increased.  
This category of receipts increased from only 
8 percent of total receipts during the mid-
1940s to 38 percent by 1992, but declined to 
32.2 percent by 2000 before rising to back a 
40.0 percent share in 2003, then falling off to 
34.8 percent in 2006 and 33.9 percent in 2007, 
before rising to 35.7 percent in 2008.  The drop 
in GDP in 2009 resulting from the deepening 
recession helped raise the 2009 share to 42.3 
percent of total receipts.

Excise taxes have also declined in relative 
importance during the postwar period, falling 
from a 19 percent share of total receipts in 1950 
to 10 percent by 1965 and 5 percent by 1985.  
Excise taxes accounted for only 3 percent of 
total receipts in 2006 and dropped further to 
2.5 percent in 2007, due, in part, to the end of 
the Federal telephone excise tax on long dis-
tance telephone calls.  In 2008, the excise tax 
share of total receipts increased slightly to 2.7 
percent and increased further to 3 percent in 
2009,  but this was due to the rapid decline in 
income tax receipts rather than any substan-
tial growth in excise tax receipts.

Outlays and Executive Branch Civilian Em-
ployment.—Through out most of the Nation’s 
history prior to the 1930s, the bulk of Federal 
spending went towards national defense, vet-
erans bene fits and interest on the public debt.  
In 1929, for example, 71 percent of Federal 
outlays were in these three categories.  The 
1930s began with Federal outlays equaling 
just 3.4 percent of GDP.  As shown in Table 1.2, 
the efforts to fight the Great Depression with 
public works and other nondefense Federal 
spending, when combined with the depressed 
GDP levels, caused outlays and their share of 
GDP to increase steadily during most of that 
decade, with outlays rising to 10.3 percent of 
GDP by 1939 and to 12.0 percent by 1941 on 
the eve of U.S.  involvement in World War II.  

Defense spending during World War II re-
sulted in outlays as a percent of GDP rising 
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sharply, to a peak of 43.6 percent in both 
1943 and 1944. The end of the war brought 
total spending down to 14.3 percent of GDP 
by 1949.  The Korean War increased spending 
to 20.4 percent of GDP by 1953, but outlays 
then dropped as a percent of GDP and stayed  
below 19 percent until U.S. involvement in the 
Vietnam War escalated sharply in the middle 
1960s and remained high into the early 1970s.

From 1967 through 1972, Federal outlays 
averaged 19.6 percent of GDP, with a peak oc-
curring in 1968 at 20.5 percent of GDP. The 
decline in defense spending as a percent of 
GDP that began in 1973, as the withdrawal of 
U.S. forces from Vietnam was nearing comple-
tion, was more than offset by increased spend-
ing on human resources programs during the 
1970s—due to the maturation of the Social 
Security program and increases in education 
and training, general and Federal employee 
retirement and other income support pro-
grams, such as food stamps and (due largely 
to recessions) unemployment assistance, as 
well as a takeoff in spending on the recent-
ly enacted Great Society programs (such as 
Medicare and Medicaid), so that total spend-
ing increased as a percent of GDP, averaging 
20.1 percent during the 1970s (also reflect-
ing, in part, the substantial increase in grants 
to State and local governments during the 
1970s). Since receipts were averaging only 
17.9 percent of GDP during that decade, the 
result was chronic deficits averaging over 2.2 
percent of GDP (contributing to this was the 
recession of 1975–76, which saw deficits in-
crease to 4.0 percent in 1976). 

The 1980s began with substantial momen-
tum in the growth of Federal nondefense 
spending in the areas of human resources, 
grants to State and local governments, and, 
as a result of the deficits incurred throughout 
the 1970s, interest on the public debt.  In the 
early 1980s, a combination of substantially in-
creased defense spending, continued growth in 
human resource spending, large tax cuts,  and 
a deep recession caused the deficits to soar, 
which, in turn, sharply increased spending for 
inter est on the public debt.  Federal spend-
ing climbed to an average of 22.8 percent of 
GDP during 1981–1985.  An end to the rapid 

defense buildup and a partial reversal of the 
tax cuts, along with a strong economy during 
the second half of the decade, brought Federal 
spending back down to 21.2 percent of GDP 
by 1989.  

In the early 1990s, another recession, in 
the face of continued rapid growth in Federal 
health care costs and additional spending 
resulting from the savings and loan crisis, 
caused the outlay share of GDP to average 
over 22.2 percent in 1991 and 1992. During 
the decade following 1992, this upward trend 
was reversed, with outlays as a percent of 
GDP declining gradually but steadily, falling 
to a low of 18.2 percent in both 2000 and 2001. 
Since then, the outlay share of GDP has risen, 
to 19.1 percent in 2002 and 19.5 percent in 
2003, due, in part, to the increase in defense 
and homeland security spending in response 
to the September 11, 2001, attacks, and in 
part to the weakness of GDP as a result of 
the 2001 recession.  The outlay share of GDP 
increased further, reaching 19.9 percent in 
2005 and 20.1 percent in 2006, due, in part, 
to increased spending on the wars in Iraq and 
Afghanistan, as well as further increases in 
response to the devastating hurricanes that 
struck States along the Gulf Coast in late 
summer 2005. However, by 2007, outlays had 
dropped back slightly to 19.7 percent of GDP, 
only to shoot back up significantly in 2008, to 
20.7 percent of GDP, as a result of both the 
recession that began in December 2007 and 
spending associated with the first stages of 
a Federal effort to restore financial markets 
to full functionality.  The deepening recession 
in the first part of 2009 and additional efforts 
to fight the recession with a large package of 
program increases and additional tax reduc-
tions combined with a drop in the level of GDP 
to increase outlays as a percent of GDP to 24.7 
percent, the highest share since World War II.

Despite the growth in total Federal spend-
ing as a percent of GDP in recent decades, 
Executive Branch (full-time equivalent) civil-
ian employment, as shown in Table 17.1, has 
remained roughly constant, ranging from 1.7 
to 2.2 million civilian employees (excluding 
the Postal Serv ice) since 1981.  However, the 
composition of employment has shifted signifi-
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cantly be tween defense and civilian agencies 
during the postwar period, especially since 
the mid-1980s.  In 1986, for example, the 2.1 
million total for civilian employees was split 
equally between defense and the civilian 
agencies, with each accounting for 1 million 
employees.  During the 1990s and up through 
the current decade there has been a shift away 
from defense to civilian agency employment.  
In recent years, civilian agency employment 
has been nearly twice that of the Depart-
ment of Defense, accounting for 1.2 million 
of the 1.9 million total.  Nevertheless, there 
has been a gradual decline in total Executive 
Branch civilian employment during the past 
two decades, falling from the 1992 level of 2.2 
million to 1.9 million by 2008 and increasing 
slightly to 2.0 million in 2009.

Although total spending has increased 
sub stantially as a percent of GDP since the 
1950s, the growth in the various components 
of spending has not been even and, thus, the 
composition of spending has changed signifi-
cantly during the same period.  

Outlays for discretionary programs (whose 
funding levels are determined by annual ap-
propriations bills) totaled 12.7 percent of GDP 
in 1962, with nearly three-fourths going to 
defense.  Discretionary spending for defense 
programs increased during the Vietnam War 
buildup in the late 1960s, causing total dis-
cretionary outlays to rise to 13.6 percent of 
GDP by 1968, after which a gradual decline 
began. By the middle 1970s, this category had 
dropped to 10 percent of GDP, where it hovered 
until the late 1980’s, when the defense buildup 
that started early in that decade came to an 
end. Discretionary spending, as a percent of 
GDP, fell even more substantially over the 
1990s, from 9.0 percent in 1991 to 6.2 percent 
in 1999. Since then, discretionary spending 
has increased. Much of this growth occurred 
in 2002 and 2003, in response to the 9/11 ter-
rorist attacks and the initiation of the wars 
in Afghanistan and Iraq. Additional outlays 
in response to the Gulf Coast hurricanes in 
September 2005 brought the discretionary 
outlay share of GDP to 7.8 percent in 2005.  
This percentage dropped over the next two 
years to 7.5 percent by 2007.  In 2008, outlays 

for discretionary programs increased as a per-
centage of GDP to 7.9 percent, largely due to 
a corresponding increase in defense spending.  
The recession that began in December 2007 
and caused GDP to drop in 2008 and 2009, in 
conjunction with additional program spend-
ing, increased discretionary spending to 8.7 
percent of GDP in 2009. While total discre-
tionary spending as a percent of GDP has gen-
erally followed a downward path over the past 
25 years, its major components—defense and 
nondefense—have contrasting histories. 

As shown in Table 8.4, discretionary defense 
spending was at 9.3 percent of GDP in 1962. 
By 1965, spending in this category had de-
clined to 7.4 percent of GDP.  It then increased 
as a result of the Vietnam War, peaking at 
9.5 percent of GDP in 1968, returning to the 
1965 level by 1971. This decline continued 
throughout the 1970s, hitting a low point in 
that decade of 4.7 percent of GDP in 1978 and 
1979.

The defense buildup starting in the early 
1980s boosted its percentage of GDP back to 
6.2 percent by 1986, after which it again began 
a gradual decline throughout the rest of that 
decade. By 2000, defense spending stood at 3.0 
percent of GDP, reflecting the end of the Cold 
War and the above-average economic growth 
during much of the 1990s. Spending on the 
Iraq and Afghanistan wars has reversed this 
decline, with defense spending growing from 
3.0 percent of GDP in 2001 to 4.0 percent in 
2005, 4.2 percent in 2008 and (due in part to 
the drop in GDP) to 4.6% in 2009. 

Nondefense discretionary spending as a 
percent of GDP has followed a much different 
path. In 1962, it stood at 3.4 percent of GDP. 
During the next few years it quickly increased, 
reaching 4.3 percent of GDP by 1967. It dropped 
slightly after that year, but still averaged about 
4.0 percent of GDP until 1975, when it surged 
to 4.5 percent of GDP due to the recession and 
partly due to growth in spending on energy, the 
environment, and housing and other income 
support programs. Much of this growth was in 
the form of Federal grants to State and local 
governments. Additional spending arose from 
the creation of various antirecession grants at 
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the end of the decade. Nondefense discretionary 
outlays peaked as a percent of GDP during the 
recession in 1980 at 5.2 percent. This category 
declined sharply as a percent of GDP starting 
in 1982, falling to 3.9 percent by 1985 and aver-
aging 3.5 percent during 1987–1991. Spending 
for these programs then increased slightly as a 
percent of GDP, climbing to 3.7 percent by 1993 
before receding in subsequent years, reaching 
a low of 3.2 percent in 1999. Growth in recent 
years has increased, with nondefense discre-
tionary spending reaching 3.8 percent of GDP 
during the 2003–2006 period, then dropping 
slightly to 3.5 percent in 2007, before edging 
up slightly to 3.6 percent in 2008. The effects of 
the deepening recession and the anti-recession 
stimulus spending enacted in the spring of 2009 
combined to increase the nondefense discretion-
ary spending to 4.1 percent in 2009.  

Programmatic mandatory spending (which 
excludes net interest and undistributed offset-
ting receipts) accounts for the largest part of the 
growth in total Federal spending as a percent of 
GDP since the 1950s.  Major programs in this 
category include Social Secu rity, Medicare, un-
employment insurance, deposit insurance, and 
means-tested entitlements (Medicaid, SNAP 
(formerly food stamps), Supplemental Security 
Income, the refundable portions of the Earned 
Income and Child Tax Credits, and other pro-
grams subject to an income or asset test).  Prior 
to the start of Medicare and Medicaid in 1966, 
this category averaged 5.7 percent of GDP 
between 1962 and 1965 (less than half the size 
of total discretionary spending), with Social 
Security accounting for nearly half.  Within a 
decade, this category was comparable in size to 
total discretionary spending, nearly doubling as 
a percent of GDP to 10.6 percent by 1976 (1.1 
percent of which was for unemployment com-
pensation that year).  

Although part of this growth represented 
the impact of the 1975–76 recession on GDP 
levels and outlays for unemployment compen-
sation and other programs sensitive to unem-
ployment, the largest part was due to growth 
in Social Security, Medicare, and Medicaid. 
These three programs totaled 3.4 percent of 
GDP in 1968 and grew rapidly to 5.5 percent 
of GDP by 1976. By 1985,  they reached 6.6 
percent of GDP. While Social Security stabi-

lized as a percent of GDP during 1985–1998, 
ranging from 4.3 percent to 4.6 percent, the 
growth in other programmatic mandatory 
spending has continued to outpace the growth 
in GDP since the mid-1970s (apart from reces-
sion recovery periods) due largely to Medicare 
and Medicaid. These two programs, which 
were 1.2 percent of GDP in 1975, have more 
than doubled as a percent of GDP since then, 
reaching 3.4 percent in 1997, dropping slightly 
to 3.2 percent in 1999 and 2000, before begin-
ning a steady climb during the current decade, 
growing to 3.8 percent in 2005 and 4.1 percent 
by 2008. Spending for means-tested entitle-
ments other than Medicaid was at 1.3 percent 
of GDP in 2006 and 2007, the same as it was 
over thirty years ago in 1976. The impact of 
the current recession increased this spending 
to 1.6 percent of GDP in 2008 and 1.7 percent 
in 2009. 

By way of contrast, programmatic man-
datory spending other than Social Security, 
Medicare, means-tested entitlements (which 
includes Medicaid), unemployment compensa-
tion, and deposit insurance  has shrunk nearly 
in half as a percent of GDP, falling from 3.2 
percent in 1975 to no more than 1.7 percent 
during past two decades. (Major programs in 
this grouping include Federal employee and 
railroad retirement, farm price supports and 
veterans’ compensation and readjustment 
benefits.) Nevertheless, total programmatic 
mandatory spending was 11.6 percent of GDP 
in 2008 compared to 7.9 percent for total dis-
cretionary spending. The effects of the deepen-
ing recession and the anti-recession stimulus 
spending enacted in the spring of 2009, along 
with spending from automatic stabilizers, 
such as unemployment assistance and other 
cyclically-sensitive mandatory programs,  
combined to increase outlays for the program-
matic mandatory category to 15.4 percent of 
GDP in 2009, while nondefense discretionary 
spending rose to 4.1 percent of GDP.  

Additional perspectives on spending trends 
available in this document include spending 
by agency, by function and subfunction and 
by composition of outlays categories, which 
include payments for individuals and grants 
to State and local governments.  
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HISTORICAL TRENDS

Because the Historical Tables publica-
tion provides a large volume and wide array 
of data on Federal Government finances, it 
is sometimes difficult to perceive the long-
term patterns in various budget aggregates 
and components.  To assist the reader in 
understanding some of these long-term 
patterns, this section provides a short 
sum mary of the trends in Federal deficits 
and surpluses, debt, receipts, outlays and 
employ ment.  

Deficits and Debt.—As shown in Table 1.1, 
except for periods of war (when spending for 
defense increased sharply), depressions, or 
other economic downturns (when receipts 
fell precipitously), the Federal budget was 
generally in surplus throughout most of 
the Nation’s first 200 years.  For our first 60 
years as a Nation (through 1849), cumula-
tive budget surpluses and deficits yielded 
a net surplus of $70 million.  The Civil 
War, along with the Spanish-American War 
and the depression of the 1890s, resulted 
in a cumu lative deficit totaling just under 
$1 billion during the 1850–1900 period.  
Between 1901 and 1916, the budget hovered 
very close to balance every year.  World 
War I brought large deficits that totaled 
$23 billion over the 1917–1919 period.  The 
budget was then in surplus throughout the 
1920s.  However, the combination of the 
Great Depression followed by World War II 
resulted in a long, unbroken string of defi-
cits that were historically unprecedented in 
magnitude.  As a result, Federal debt held 
by the public mushroomed from less than 
$3 billion in 1917 to $16 billion in 1930 and 
then to $242 billion by 1946.  In relation 
to the size of the economy, debt held by the 
public grew from 16 percent of GDP in 1930 
to 109 percent in 1946.  

During much of the postwar period, 
this same pattern persisted—large defi-
cits were incurred only in time of war (e.g., 
Korea and Vietnam) or as a result of reces-
sions.  As shown in Table 1.2, prior to the 
1980s, postwar deficits as a percent of GDP 

reached their highest during the 1975–76 
recession at 4.2 percent in 1976.  Debt held 
by the public had grown to $477 billion by 
1976, but, because the economy had grown 
faster, debt as a percent of GDP had de-
clined throughout the postwar period to a 
low of 23.9 percent in 1974, climbing back 
to 27.5 percent in 1976.  Fol lowing five 
years of deficits averaging only 2.5 percent 
of GDP between 1977 and 1981, debt held 
by the public stood at 25.8 percent of GDP 
by 1981, less than two percentage points 
higher than its postwar low.  

The traditional pattern of running large 
deficits only in times of war or economic 
downturns was broken during much of the 
1980s.  In 1982, large permanent tax cuts 
were enacted.  Moreover, these were accom-
panied by substantial increases in defense 
spending.  Although reduc tions were made 
to nondefense spending, they were not of 
sufficient size to offset the impact on the 
deficit.  As a result, deficits averaging $206 
billion were incurred between 1983 and 
1992.  These unprecedented peacetime defi-
cits increased debt held by the public from 
$789 billion in 1981 to $3.0 trillion (48.1 
percent of GDP) in 1992.  

After peaking at $290 billion in 1992, 
deficits declined each year, dropping to a 
level of $22 billion in 1997.  In 1998, the 
Nation recorded its first budget surplus 
($69.3 billion) since 1969.  As a percent of 
GDP, the budget bottom line went from a 
deficit of 4.7 percent in 1992 to a surplus 
of 0.8 percent in 1998, increasing to a 2.4 
percent surplus in 2000.  An economic slow-
down began in 2001.  The deterioration in 
the performance of the economy together 
with large tax reductions, as well as addi-
tional spend ing in response to the Septem-
ber terrorist attacks, pro duced a drop in the 
surplus from $236 billion in 2000 to $128 
billion (1.3 percent of GDP) in 2001 and a 
return to deficit ($158 billion, 1.5 percent 
of GDP) in 2002.  These factors also con-
tributed to the increase in the deficit in the 
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following two years, reaching $413 billion (3.5 
percent of GDP) in 2004.  Economic growth in 
2005 and 2006 produced a sharp increase in 
revenues, helping to reduce the deficit to $248 
billion (1.9 percent of GDP) in 2006 and even 
further to $161 billion (1.2 percent of GDP) in 
2007.  

Debt held by the public, which had peaked 
at 49.3 percent of GDP in 1993, fell to 32.5 
percent by 2001 and increased thereafter, 
reaching 36.9 percent by 2005.  The declines in 
the deficit in 2006 and 2007 helped to reduce 
debt held by the public to 36.2 percent of GDP 
in 2007.  

In December 2007, the economy fell into 
recession. In response, tax reductions in the 
form of rebates were enacted in mid-February 
2008. In addition, several years of poor pri-
vate-sector mortgage lending practices and 
other risky financial market behaviors led to 
a financial market crisis in September 2008 
that significantly deepened the ongoing re-
cession.   Lower revenue (due to both the tax 
reductions and lower economic activity) and 
recession-induced spending for unemploy-
ment assistance and other automatic stabiliz-
ers combined with a large stimulus package of 
further tax reductions and program increases 
as well as increased defense spending (due 
partly to the surge of troops in Iraq and, sub-
sequently, in Afghanistan) to produce deficits 
in 2008 of $459 billion (3.2 percent of GDP), 
$1,413 billion (10.0 percent of GDP) in 2009, 
and dropping to $1,294 billion (8.9 percent of 
GDP) in 2010. As a result there were corre-
sponding increases in debt held by the public 
to 40.3 percent of GDP in 2008, 53.5 percent 
of GDP in 2009 and 62.2 percent of GDP in 
2010.  The Government used a portion of the 
increased debt to acquire financial assets from 
the private sector as a way of ameliorating 
the financial market crisis and assisting the 
economy.  These financial assets can be consid-
ered offsets to the increase in the debt; taking 
them into account, however, still shows that 
debt net of financial assets increased to 47.1 
percent of GDP by the end of 2009 and 54.4 
percent of GDP by the end of 2010. 

Receipts.—From the beginning of the 
Repub lic until the start of the Civil War, our 
Nation relied on customs duties to finance the 
activities of the Federal Government.  During 
the 19th Century, sales of public lands supple-
mented customs duties.  While large amounts 
were occasionally obtained from the sale 
of lands, customs duties accounted for over 
90 percent of Federal receipts in most years 
prior to the Civil War.  Excise taxes became 
an important and growing source of Federal 
receipts starting in the 1860s.  Estate and gift 
taxes were levied and collected sporadically 
from the 1860s through World War I, although 
never amounting to a signifi cant source of re-
ceipts during that time.  Prior to 1913, income 
taxes did not exist or were inconsequential, 
other than for a brief time during the Civil 
War period, when special tax legislation raised 
the income tax share of Federal receipts to as 
much as 13 percent in 1866.  Subsequent to the 
enactment of income tax legislation in 1913, 
these taxes grew in importance as a source of 
Federal receipts during the following decade.  
By 1930, the Federal Government was relying 
on in come taxes for 60 percent of its receipts, 
while customs duties and excise taxes each ac-
counted for 15 percent of the receipts total.  

During the 1930s, total Federal receipts av-
eraged about 5 percent of GDP. World War II 
brought a dramatic increase in receipts, with 
the Federal receipts peaking at 20.9 percent 
of GDP in 1944. The percentage declined 
somewhat after the war and has remained 
between 16 percent–20 percent of GDP during 
most of this time. In recent years, receipts 
have increased as a percent of GDP—from 
17.5 percent in 1992 to 20.6 percent in 2000, 
dropping back to 16.1 percent in 2004 before 
increasing to 18.2 percent in 2006 and 18.5 
percent in 2007.  The effects of the recession on 
the rate of growth in GDP and on receipts col-
lections in 2008 combined to reduce the GDP 
share of receipts back to the 1992 level of 17.5 
percent.  The deepening recession and further 
tax reductions enacted in 2009 to help revive 
the economy further reduced receipts as a 
percent of GDP to 14.9, the lowest since 1950.  
Receipts were also at 14.9 percent of GDP in 
2010.  There have also been some significant 
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shifts during the postwar period in the under-
lying sources or composition of receipts.  

The increase in taxes needed to support the 
war effort in the 1940s saw total (corporate and 
individual) income taxes rise to promi nence as 
a source of Federal receipts, reaching nearly 80 
percent of total receipts in 1944.  After the war, 
the total income tax share of receipts fell from a 
postwar high of 74 percent in 1952 to an average 
of 64 percent in the late 1960s.  The growth in 
social insurance taxes (such as Social Secu-
rity and Medicare) more than offset a postwar 
secular decline in excise and other non-income 
tax shares.  The combination of substantial re-
ductions in in come taxes enacted in the early 
1980s and the continued growth in social insur-
ance taxes resulted in a continued decline in 
the total income tax share of receipts.  By 1983 
the total income tax share had dropped to 54 
percent of receipts, and it remained in the 53 
to 56 percent range until the mid-1990s. Since 
1994, the total income tax share of receipts has 
increased, reaching 60 percent in 2000, before 
dropping back to 52 percent by 2003 and then 
increasing to 58 percent in 2006 and 60 percent 
in 2007.  As a result of the recession and tax re-
ductions enacted as part of the stimulus pack-
ages in February 2008 and again in the spring 
of 2009, the total income tax share dropped to 57 
percent in 2008 and dropped even further, to 50 
percent in 2009.  In 2010 the income tax share of 
receipts rose slightly to 50.4 percent.

Corporation income taxes accounted for 
a large part of this postwar decline in total 
income tax share, falling from over 30 percent 
of total Federal receipts in the early 1950s to 
20 percent in 1969. During the same period, 
pretax corporate profits fell from about 12 
percent of GDP in the early 1950s to 10 
percent in 1968. By 1980 the corporation 
income tax share of total receipts had dropped 
to 12.5 percent.  Pretax corporate profits also 
declined as a percent of GDP during the 1980s 
and, thus, the corporation income tax share of 
total receipts dropped to a low of 6.2 percent 
in 1983. By 1996, the share had climbed back 
to 11.8 percent. But, by 2003, it had dropped 
back to 7.4 percent, well below the 1980 share, 
before climbing back to 10.1 percent in 2004 

and increasing further to 14.7 percent in 2006.  
The December 2007 recession reduced the cor-
poration income tax share of total receipts 
to 12.1 percent in 2008 and substantially 
reduced their share to just 6.6 percent in 2009.  
In 2010 the share rose to 8.9 percent.

This postwar drop in corporation income 
taxes as a share of total receipts has been 
more than offset by the growth in social in-
surance taxes and retirement receipts, as both 
tax rates and the percentage of the workforce 
covered by these payroll taxes increased.  
This category of receipts increased from only 
8 percent of total receipts during the mid-
1940s to 38 percent by 1992, but declined to 
32.2 percent by 2000 before rising to back a 
40.0 percent share in 2003, then falling off to 
34.8 percent in 2006 and 33.9 percent in 2007, 
before rising to 35.7 percent in 2008.  One 
effect of the deepening recession was to reduce 
the relative share of income taxes (both indi-
vidual and corporation) to 50.0 percent, which 
helped raise the 2009 social insurance taxes 
and retirement receipts share of total receipts 
to 42.3 percent.  In 2010 this share dropped to 
40.0 percent.

Excise taxes have also declined in relative 
importance during the postwar period, falling 
from a 19 percent share of total receipts in 1950 
to 10 percent by 1965 and 5 percent by 1985.  
Excise taxes accounted for only 3 percent of 
total receipts in 2006 and dropped further to 
2.5 percent in 2007, due, in part, to the end of 
the Federal telephone excise tax on long dis-
tance telephone calls.  In 2008, the excise tax 
share of total receipts increased slightly to 2.7 
percent and increased further to 3 percent in 
2009,  but this was due to the rapid decline in 
income tax receipts rather than any substan-
tial growth in excise tax receipts.  In 2010 this 
share rose slightly to 3.1 percent.

Outlays and Executive Branch Civilian Em-
ployment.—Through out most of the Nation’s 
history prior to the 1930s, the bulk of Federal 
spending went towards national defense, vet-
erans bene fits and interest on the public debt.  
In 1929, for example, 71 percent of Federal 
outlays were in these three categories.  The 
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1930s began with Federal outlays equaling 
just 3.4 percent of GDP.  As shown in Table 1.2, 
the efforts to fight the Great Depression with 
public works and other nondefense Federal 
spending, when combined with the depressed 
GDP levels, caused outlays and their share of 
GDP to increase steadily during most of that 
decade, with outlays rising to 10.3 percent of 
GDP by 1939 and to 12.0 percent by 1941 on 
the eve of U.S.  involvement in World War II.  

Defense spending during World War II re-
sulted in outlays as a percent of GDP rising 
sharply, to a peak of 43.6 percent in both 
1943 and 1944. The end of the war brought 
total spending down to 14.3 percent of GDP 
by 1949.  The Korean War increased spending 
to 20.4 percent of GDP by 1953, but outlays 
then dropped as a percent of GDP and stayed  
below 19 percent until U.S. involvement in the 
Vietnam War escalated sharply in the middle 
1960s and remained high into the early 1970s.

From 1967 through 1972, Federal outlays 
averaged 19.6 percent of GDP, with a peak oc-
curring in 1968 at 20.5 percent of GDP. The 
decline in defense spending as a percent of 
GDP that began in 1973, as the withdrawal of 
U.S. forces from Vietnam was nearing comple-
tion, was more than offset by increased spend-
ing on human resources programs during the 
1970s—due to the maturation of the Social 
Security program and increases in education 
and training, general and Federal employee 
retirement and other income support pro-
grams, such as food stamps and (due largely 
to recessions) unemployment assistance, as 
well as a takeoff in spending on the recent-
ly enacted Great Society programs (such as 
Medicare and Medicaid), so that total spend-
ing increased as a percent of GDP, averaging 
20.1 percent during the 1970s (also reflect-
ing, in part, the substantial increase in grants 
to State and local governments during the 
1970s). Since receipts were averaging only 
17.9 percent of GDP during that decade, the 
result was chronic deficits averaging over 2.2 
percent of GDP (contributing to this was the 
recession of 1975–76, which saw deficits in-
crease to 4.0 percent in 1976). 

The 1980s began with substantial momen-
tum in the growth of Federal nondefense 
spending in the areas of human resources, 
grants to State and local governments, and, 
as a result of the deficits incurred throughout 
the 1970s, interest on the public debt.  In the 
early 1980s, a combination of substantially in-
creased defense spending, continued growth in 
human resource spending, large tax cuts,  and 
a deep recession caused the deficits to soar, 
which, in turn, sharply increased spending for 
inter est on the public debt.  Federal spend-
ing climbed to an average of 22.8 percent of 
GDP during 1981–1985.  An end to the rapid 
defense buildup and a partial reversal of the 
tax cuts, along with a strong economy during 
the second half of the decade, brought Federal 
spending back down to 21.2 percent of GDP 
by 1989.  

In the early 1990s, another recession, in 
the face of continued rapid growth in Federal 
health care costs and additional spending 
resulting from the savings and loan crisis, 
caused the outlay share of GDP to average 
over 22.2 percent in 1991 and 1992. During 
the decade following 1992, this upward trend 
was reversed, with outlays as a percent of 
GDP declining gradually but steadily, falling 
to a low of 18.2 percent in both 2000 and 2001. 
Since then, the outlay share of GDP has risen, 
to 19.1 percent in 2002 and 19.5 percent in 
2003, due, in part, to the increase in defense 
and homeland security spending in response 
to the September 11, 2001, attacks, and in 
part to the weakness of GDP as a result of 
the 2001 recession.  The outlay share of GDP 
increased further, reaching 19.9 percent in 
2005 and 20.1 percent in 2006, due, in part, 
to increased spending on the wars in Iraq and 
Afghanistan, as well as further increases in 
response to the devastating hurricanes that 
struck States along the Gulf Coast in late 
summer 2005. However, by 2007, outlays had 
dropped back slightly to 19.6 percent of GDP, 
only to shoot back up significantly in 2008, to 
20.7 percent of GDP, as a result of both the 
recession that began in December 2007 and 
spending associated with the first stages of 
a Federal effort to restore financial markets 
to full functionality.  The deepening recession 
in the first part of 2009 and additional efforts 
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to fight the recession with a large package of 
program increases and additional tax reduc-
tions combined with a drop in the level of GDP 
to increase outlays as a percent of GDP to 25.0 
percent, the highest share since World War 
II.  In 2010 the continuing economic recovery 
along with repayment of part of the funds ad-
vanced to the financial and other sectors of the 
economy helped reduce outlays as a percent of 
GDP to 23.8 percent.

Despite the growth in total Federal spend-
ing as a percent of GDP in recent decades, 
Executive Branch (full-time equivalent) civil-
ian employment, as shown in Table 17.1, has 
remained roughly constant, ranging from 1.7 
to 2.2 million civilian employees (excluding 
the Postal Serv ice) since 1981.  However, the 
composition of employment has shifted signifi-
cantly be tween defense and civilian agencies 
during the postwar period, especially since 
the mid-1980s.  In 1986, for example, the 2.1 
million total for civilian employees was split 
equally between defense and the civilian 
agencies, with each accounting for 1 million 
employees.  During the 1990s and up through 
the current decade there has been a shift away 
from defense to civilian agency employment.  
In recent years, civilian agency employment 
has been nearly twice that of the Depart-
ment of Defense, accounting for 1.2 million 
of the 1.9 million total.  Nevertheless, there 
has been a gradual decline in total Executive 
Branch civilian employment during the past 
two decades, falling from the 1992 level of 2.2 
million to 1.9 million by 2008 and increasing 
slightly to 2.0 million in 2009 and 2.1 million 
in 2010.

Although total spending has increased 
sub stantially as a percent of GDP since the 
1950s, the growth in the various components 
of spending has not been even and, thus, the 
composition of spending has changed signifi-
cantly during the same period.  

Outlays for discretionary programs (whose 
funding levels are determined by annual ap-
propriations bills) totaled 12.7 percent of GDP 
in 1962, with nearly three-fourths going to 
defense.  Discretionary spending for defense 
programs increased during the Vietnam War 

buildup in the late 1960s, causing total dis-
cretionary outlays to rise to 13.6 percent of 
GDP by 1968, after which a gradual decline 
began. By the middle 1970s, this category had 
dropped to 10 percent of GDP, where it hovered 
until the late 1980’s, when the defense buildup 
that started early in that decade came to an 
end. Discretionary spending, as a percent of 
GDP, fell even more substantially over the 
1990s, from 9.0 percent in 1991 to 6.2 percent 
in 1999. Since then, discretionary spending 
has increased. Much of this growth occurred 
in 2002 and 2003, in response to the 9/11 ter-
rorist attacks and the initiation of the wars 
in Afghanistan and Iraq. Additional outlays in 
response to the Gulf Coast hurricanes in Sep-
tember 2005 brought the discretionary outlay 
share of GDP to 7.8 percent in 2005.  This per-
centage dropped over the next two years to 7.5 
percent by 2007.  In 2008, outlays for discre-
tionary programs increased as a percentage 
of GDP to 7.9 percent, largely due to a cor-
responding increase in defense spending.  The 
recession that began in December 2007 and 
caused GDP to drop in 2008 and 2009, in con-
junction with additional program spending, in-
creased discretionary spending to 8.7 percent 
of GDP in 2009.  In 2010 discretionary outlays 
rose to 9.3 percent of GDP.  While total dis-
cretionary spending as a percent of GDP has 
generally followed a downward path over the 
past 25 years, its major components—defense 
and nondefense—have contrasting histories. 

As shown in Table 8.4, discretionary defense 
spending was at 9.3 percent of GDP in 1962. 
By 1965, spending in this category had de-
clined to 7.4 percent of GDP.  It then increased 
as a result of the Vietnam War, peaking at 
9.5 percent of GDP in 1968, returning to the 
1965 level by 1971. This decline continued 
throughout the 1970s, hitting a low point in 
that decade of 4.7 percent of GDP in 1978 and 
1979.

The defense buildup starting in the early 
1980s boosted its percentage of GDP back 
to 6.2 percent by 1986, after which it again 
began a gradual decline throughout the rest 
of that decade. By 1999, defense discretionary 
spending had fallen to 3.0 percent of GDP, re-
flecting the end of the Cold War and the above-
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average economic growth during much of the 
1990s. Spending in response to the September 
11, 2001 attacks, followed by the wars in Iraq 
and Afghanistan, reversed this decline, with 
defense spending growing from 3.0 percent 
of GDP in 2001 to 4.0 percent in 2005, 4.3 
percent in 2008 and (due in part to the drop 
in GDP) to 4.7 percent in 2009 and the same 
in 2010. 

Nondefense discretionary spending as a 
percent of GDP has followed a much differ-
ent path. In 1962, it stood at 3.4 percent of 
GDP. During the next few years it quickly in-
creased, reaching 4.3 percent of GDP by 1967. 
It dropped slightly after that year, but still 
averaged about 4.0 percent of GDP until 1975, 
when it surged to 4.5 percent of GDP due to the 
recession and partly due to growth in spend-
ing on energy, the environment, and housing 
and other income support programs. Much of 
this growth was in the form of Federal grants 
to State and local governments. Additional 
spending arose from the creation of various 
anti-recession grants at the end of the decade. 
Nondefense discretionary outlays peaked as a 
percent of GDP during the recession in 1980 
at 5.2 percent. This category declined sharply 
as a percent of GDP starting in 1982, falling to 
3.9 percent by 1985 and averaging 3.5 percent 
during 1987–1991. Spending for these pro-
grams then increased slightly as a percent of 
GDP, climbing to 3.8 percent by 1993 before 
receding in subsequent years, reaching a low 
of 3.2 percent in 1999. Growth in recent years 
has increased, with nondefense discretionary 
spending reaching 3.8 percent of GDP during 
the 2003-2006 period, then dropping slightly 
to 3.6 percent in 2007 and 2008. The effects 
of the deepening recession and the anti-reces-
sion stimulus spending enacted in the spring 
of 2009 combined to increase the nondefense 
discretionary spending to 4.1 percent in 2009 
and 4.5 percent in 2010.

Programmatic mandatory spending (which 
excludes net interest and undistributed offset-
ting receipts) accounts for the largest part of the 
growth in total Federal spending as a percent of 
GDP since the 1950s.  Major programs in this 
category include Social Secu rity, Medicare, un-
employment insurance, deposit insurance, and 
means-tested entitlements (Medicaid, SNAP 

(formerly food stamps), Supplemental Security 
Income, the refundable portions of the Earned 
Income and Child Tax Credits, and other pro-
grams subject to an income or asset test).  Prior 
to the start of Medicare and Medicaid in 1966, 
this category averaged 5.7 percent of GDP 
between 1962 and 1965 (less than half the size 
of total discretionary spending), with Social 
Security accounting for nearly half.  Within a 
decade, this category was comparable in size to 
total discretionary spending, nearly doubling as 
a percent of GDP to 10.6 percent by 1976 (1.1 
percent of which was for unemployment com-
pensation that year).  

Although part of this growth represented 
the impact of the 1975–76 recession on GDP 
levels and outlays for unemployment compen-
sation and other programs sensitive to unem-
ployment, the largest part was due to growth 
in Social Security, Medicare, and Medicaid. 
These three programs totaled 3.4 percent of 
GDP in 1968 and grew rapidly to 5.5 percent 
of GDP by 1976. By 1985, they reached 6.6 
percent of GDP. While Social Security stabi-
lized as a percent of GDP during 1985–1998, 
ranging from 4.3 percent to 4.6 percent, the 
growth in other programmatic mandatory 
spending has continued to outpace the growth 
in GDP since the mid-1970s (apart from reces-
sion recovery periods) due largely to Medicare 
and Medicaid. These two programs, which 
were 1.2 percent of GDP in 1975, have more 
than doubled as a percent of GDP since then, 
reaching 3.4 percent in the mid-90s and drop-
ping slightly to 3.2 percent in 1999 and 2000 
before beginning a steady climb during the 
past decade, growing to 3.8 percent in 2004 
and 4.1 percent by 2008. The effects of the 
ongoing recession helped to increase the GDP 
share to 4.8 percent in 2009 and 5.0 percent 
in 2010.  Spending for means-tested entitle-
ments other than Medicaid was at 1.3 percent 
of GDP in 2006 and 2007, the same as it was 
over thirty years ago in 1976. The impact of 
the current recession increased this spending 
to 1.6 percent of GDP in 2008, 1.7 percent in 
2009, and 2.0 percent in 2010. 

By way of contrast, programmatic man-
datory spending other than Social Security, 
Medicare, means-tested entitlements (which 
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includes Medicaid), unemployment compen-
sation, and deposit insurance has shrunk 
nearly in half as a percent of GDP, falling 
from 3.2 percent in 1975 to no more than 1.7 
during the 1990–2008 period. (Major pro-
grams in this grouping include Federal em-
ployee and railroad retirement, farm price 
supports and veterans’ compensation and 
readjustment benefits.)  However, the large 
assistance provided to the financial sector in 
response to the financial crisis in the fall of 
2008, along with the drop in GDP associated 
with the ongoing recession, caused this per-
centage to more than double in 2009, reach-
ing 3.2 percent of GDP.  Nevertheless, total 
programmatic mandatory spending was 11.7 
percent of GDP in 2008 compared with 7.9 
percent for total discretionary spending. The 
effects of the deepening recession and the 

anti-recession stimulus spending enacted 
in the spring of 2009, along with spending 
from automatic stabilizers, such as unem-
ployment assistance and other cyclically 
sensitive mandatory programs, combined to 
increase outlays for the programmatic man-
datory category to 15.5 percent of GDP in 
2009, while total discretionary spending rose 
to 8.8 percent of GDP.  In 2010, these two cat-
egories of outlays were 13.8 percent and 9.3 
percent of GDP, respectively.

Additional perspectives on spending 
trends available in this document include 
spending by agency, by function and subfunc-
tion and by composition of outlays categories, 
which include payments for individuals and 
grants to State and local governments.  
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HISTORICAl TRENDS

Because the Historical Tables publica-
tion provides a large volume and wide array 
of data on Federal Government finances, it 
is sometimes difficult to perceive the long-
term patterns in various budget aggregates 
and components.  To assist the reader in 
understanding some of these long-term 
patterns, this section provides a short 
sum mary of the trends in Federal deficits 
and surpluses, debt, receipts, outlays and 
employ ment.  

Deficits and Debt.—As shown in Table 1.1, 
except for periods of war (when spending for 
defense increased sharply), depressions, or 
other economic downturns (when receipts 
fell precipitously), the Federal budget was 
generally in surplus throughout most of 
the Nation’s first 200 years.  For our first 60 
years as a Nation (through 1849), cumula-
tive budget surpluses and deficits yielded 
a net surplus of $70 million.  The Civil 
War, along with the Spanish-American War 
and the depression of the 1890s, resulted 
in a cumu lative deficit totaling just under 
$1 billion during the 1850–1900 period.   
Between 1901 and 1916, the budget hovered 
very close to balance every year.  World 
War I brought large deficits that totaled 
$23 billion over the 1917–1919 period.  The 
budget was then in surplus throughout the 
1920s.  However, the combination of the 
Great Depression followed by World War II 
resulted in a long, unbroken string of defi-
cits that were historically unprecedented in 
magnitude.  As a result, Federal debt held 
by the public mushroomed from less than 
$3 billion in 1917 to $16 billion in 1930 and 
then to $242 billion by 1946.  In relation 
to the size of the economy, debt held by the 
public grew from 16 percent of GDP in 1930 
to 109 percent in 1946.  

During much of the postwar period, 
this same pattern persisted—large defi-
cits were incurred only in time of war (e.g., 
Korea and Vietnam) or as a result of reces-
sions.  As shown in Table 1.2, prior to the 
1980s, postwar deficits as a percent of GDP 

reached their highest during the 1975–76 
recession at 4.2 percent in 1976.  Debt held 
by the public had grown to $477 billion by 
1976, but, because the economy had grown 
faster, debt as a percent of GDP had de-
clined throughout the postwar period to a 
low of 23.9 percent in 1974, climbing back 
to 27.5 percent in 1976.  Fol lowing five 
years of deficits averaging only 2.5 percent 
of GDP between 1977 and 1981, debt held 
by the public stood at 25.8 percent of GDP 
by 1981—less than two percentage points 
higher than its postwar low.  

The traditional pattern of running large 
deficits only in times of war or economic 
downturns was broken during much of the 
1980s.  In 1982, large permanent tax cuts 
were enacted.  Moreover, these were accom-
panied by substantial increases in defense 
spending.  Although reduc tions were made 
to nondefense spending, they were not of 
sufficient size to offset the impact on the 
deficit.  As a result, deficits averaging $206 
billion were incurred between 1983 and 
1992.  These unprecedented peacetime defi-
cits increased debt held by the public from 
$789 billion in 1981 to $3.0 trillion (48.1 
percent of GDP) in 1992.  

After peaking at $290 billion in 1992, 
deficits declined each year, dropping to a 
level of $22 billion in 1997.  In 1998, the 
Nation recorded its first budget surplus 
($69.3 billion) since 1969.  As a percent of 
GDP, the budget bottom line went from a 
deficit of 4.7 percent in 1992 to a surplus 
of 0.8 percent in 1998, increasing to a 2.4 
percent surplus in 2000.  An economic slow-
down began in 2001.  The deterioration in 
the performance of the economy together 
with large tax reductions, as well as addi-
tional spend ing in response to the Septem-
ber terrorist attacks, pro duced a drop in the 
surplus from $236 billion in 2000 to $128 
billion (1.3 percent of GDP) in 2001 and a 
return to deficit ($158 billion, 1.5 percent 
of GDP) in 2002.  These factors also con-
tributed to the increase in the deficit in the 
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following two years, reaching $413 billion (3.5 
percent of GDP) in 2004.  Economic growth in 
2005 and 2006 produced a sharp increase in 
revenues, helping to reduce the deficit to $248 
billion (1.9 percent of GDP) in 2006 and even 
further to $161 billion (1.2 percent of GDP) in 
2007.  

Debt held by the public, which had peaked 
at 49.3 percent of GDP in 1993, fell to 32.5 
percent by 2001 and increased thereafter, 
reaching 36.9 percent by 2005.  The declines in 
the deficit in 2006 and 2007 helped to reduce 
debt held by the public to 36.3 percent of GDP 
in 2007.  

In December 2007, the economy fell into 
recession.  In response, tax reductions in the 
form of rebates were enacted in mid-February 
2008.  In addition, several years of poor pri-
vate-sector mortgage lending practices and 
other risky financial market behaviors led to 
a financial market crisis in September 2008 
that significantly deepened the ongoing re-
cession.   Lower revenue (due to both the tax 
reductions and lower economic activity) and 
recession-induced spending for unemploy-
ment assistance and other automatic stabiliz-
ers combined with a large stimulus package of 
further tax reductions and program increases 
as well as increased defense spending (due 
partly to the surge of troops in Iraq and, sub-
sequently, in Afghanistan) to produce deficits 
in 2008 of $459 billion (3.2 percent of GDP), 
$1,413 billion (10.1 percent of GDP) in 2009, 
$1,293 billion (9.0 percent of GDP) in 2010, 
and $1,299 billion (8.7 percent of GDP) in 
2011.  As a result there were corresponding 
increases in debt held by the public to 40.5 
percent of GDP in 2008, 54.1 percent of GDP 
in 2009, 62.8 percent of GDP in 2010, and 67.7 
percent of GDP in 2011.  The Government used 
a portion of the increased debt to acquire fi-
nancial assets from the private sector as a way 
of ameliorating the financial market crisis and 
assisting the economy.  These financial assets 
can be considered offsets to the increase in 
the debt; taking them into account, however, 
still shows that debt net of financial assets in-
creased to 61.3 percent of GDP by the end of 
2011. 

Receipts.—From the beginning of the 
Repub lic until the start of the Civil War, our 
Nation relied on customs duties to finance the 
activities of the Federal Government.  During 
the 19th Century, sales of public lands supple-
mented customs duties.  While large amounts 
were occasionally obtained from the sale 
of lands, customs duties accounted for over 
90 percent of Federal receipts in most years 
prior to the Civil War.  Excise taxes became 
an important and growing source of Federal 
receipts starting in the 1860s.  Estate and gift 
taxes were levied and collected sporadically 
from the 1860s through World War I, although 
never amounting to a signifi cant source of re-
ceipts during that time.  Prior to 1913, income 
taxes did not exist or were inconsequential, 
other than for a brief time during the Civil 
War period, when special tax legislation raised 
the income tax share of Federal receipts to as 
much as 13 percent in 1866.  Subsequent to the 
enactment of income tax legislation in 1913, 
these taxes grew in importance as a source of 
Federal receipts during the following decade.   
By 1930, the Federal Government was relying 
on in come taxes for 60 percent of its receipts, 
while customs duties and excise taxes each ac-
counted for 15 percent of the receipts total.  

During the 1930s, total Federal receipts av-
eraged about 5 percent of GDP.  World War II 
brought a dramatic increase in receipts, with 
the Federal receipts peaking at 20.9 percent of 
GDP in 1944.  The percentage declined some-
what after the war and has remained between 
16 percent–20 percent of GDP during most of 
this time.  In recent years, the deepening re-
cession and further tax reductions enacted in 
2009 to help revive the economy reduced re-
ceipts as a percent of GDP to 15.1 in both 2009 
and 2010, the lowest since 1950.  Receipts 
increased slightly to 15.4 percent of GDP in 
2011. 

There have also been some significant shifts 
during the postwar period in the underlying 
sources or composition of receipts.

The increase in taxes needed to support the 
war effort in the 1940s saw total (corporate and 
individual) income taxes rise to prominence as 
a source of Federal receipts, reaching nearly 
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80 percent of total receipts in 1944.  After the 
war, the total income tax share of receipts fell 
from a postwar high of 74 percent in 1952 to 
an average of 64 percent in the late 1960s.   
The growth in social insurance taxes (such 
as Social Security and Medicare) more than 
offset a postwar secular decline in excise and 
other non-income tax shares.  The combina-
tion of substantial reductions in income taxes 
enacted in the early 1980s and the continued 
growth in social insurance taxes resulted in a 
continued decline in the total income tax share 
of receipts.  By 1983 the total income tax share 
had dropped to 54 percent of receipts, and it 
remained in the 53 to 56 percent range until 
the mid-1990s.  It began increasing in 1996, 
reaching 60 percent in 2000, before dropping 
back to 52 percent by 2003 and then again in-
creasing to 60 percent by 2007.  As a result 
of the recession and tax reductions enacted 
as part of the stimulus packages in February 
2008 and again in the spring of 2009, the total 
income tax share dropped to 50 percent in 
2009 and 2010.  In 2011, the income tax share 
of receipts rose to 55 percent.

Corporation income taxes accounted for 
a large part of this postwar decline in total 
income tax share, falling from over 30 percent 
of total Federal receipts in the early 1950s to 
19 percent in 1968.  During the same period, 
pretax corporate profits fell from about 12 
percent of GDP in the early 1950s to 10 
percent in 1968.  By 1980 the corporation 
income tax share of total receipts had dropped 
to 12.5 percent.  Pretax corporate profits also 
declined as a percent of GDP during the 1980s 
and, thus, the corporation income tax share of 
total receipts dropped to a low of 6.2 percent 
in 1983.  By 1996, the share had climbed back 
to 11.8 percent.  

But, between 2001 and 2003, it averaged 7.7 
percent, well below the 1980 share, before in-
creasing to 14.7 percent by 2006. The Decem-
ber 2007 recession reduced the corporation 
income tax share of total receipts to just 6.6 
percent in 2009.  In 2010 the share rose to 8.9 
percent before falling to 7.9 percent in 2011.

This postwar drop in corporation income 
taxes as a share of total receipts has been 
more than offset by the growth in social in-
surance taxes and retirement receipts, as both 
tax rates and the percentage of the workforce 
covered by these payroll taxes increased.  This 
category of receipts increased from only 8 
percent of total receipts during the mid-1940s 
to 37.9 percent by 1992, but declined to 32.2 
percent by 2000 before rising to back a 40.0 
percent share in 2003, then falling off to 33.9 
percent in 2007.  One effect of the deepening 
recession was to reduce the relative share of 
income taxes (both individual and corpora-
tion) to 50.0 percent, which helped raise the 
social insurance taxes and retirement receipts 
share of total receipts to 42.3 percent in 2009.   
By 2011 this share dropped to 35.5 percent, 
mostly due to a decline in the portion of 
covered wages that are subject to payroll taxes 
and partially due to the temporary reduction 
in the Social Security payroll tax rate enacted 
in December 2010.

Excise taxes have also declined in relative 
importance during the postwar period, falling 
from a 19 percent share of total receipts in 1950 
to 10 percent by 1965 and 5 percent by 1985.   
Excise taxes accounted for only 3.1 percent of 
total receipts in 2006 and dropped further to 
2.5 percent in 2007, due, in part, to the end of 
the Federal telephone excise tax on long dis-
tance telephone calls.  In 2008, the excise tax 
share of total receipts increased slightly to 2.7 
percent and increased further to 3.0 percent in 
2009,  but this was due to the rapid decline in 
income tax receipts rather than any substan-
tial growth in excise tax receipts.  In 2011 this 
share rose slightly to 3.1 percent.

Outlays and Executive Branch Civilian Em-
ployment.—Through out most of the Nation’s 
history prior to the 1930s, the bulk of Federal 
spending went towards national defense, vet-
erans’ bene fits, and interest on the public 
debt.   In 1929, for example, 71 percent of 
Federal outlays were in these three catego-
ries.  The 1930s began with Federal outlays 
equaling just 3.4 percent of GDP.   As shown 
in Table 1.2, the efforts to fight the Great De-
pression with public works and other nonde-
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fense Federal spending, when combined with 
the depressed GDP levels, caused outlays and 
their share of GDP to increase steadily during 
most of that decade, with outlays rising to 10.3 
percent of GDP by 1939 and to 12.0 percent by 
1941 on the eve of U.S.  involvement in World 
War II.  

Defense spending during World War II re-
sulted in outlays as a percent of GDP rising 
sharply, to a peak of 43.6 percent in both 
1943 and 1944.  The end of the war brought 
total spending down to 14.3 percent of GDP 
by 1949.  The Korean War increased spending 
to 20.4 percent of GDP by 1953, but outlays 
then dropped as a percent of GDP and stayed  
below 19 percent until U.S. involvement in the 
Vietnam War escalated sharply in the middle 
1960s and remained high into the early 1970s.

From 1967 through 1972, Federal outlays 
averaged 19.6 percent of GDP, with a peak oc-
curring in 1968 at 20.5 percent of GDP.  The 
decline in defense spending as a percent of 
GDP that began in 1973, as the withdrawal of 
U.S. forces from Vietnam was nearing comple-
tion, was more than offset by increased spend-
ing on human resources pro-grams during the 
1970s.  The increase in human resources pro-
grams was due to the maturation of the Social 
Security program; increases in education and 
training, general and Federal employee retire-
ment, and other income support programs, 
such as food stamps and unemployment assis-
tance; as well as a takeoff in spending on the 
recently enacted Great Society programs, such 
as Medicare and Medicaid.  As a result,  total 
spending increased as a percent of GDP, av-
eraging 20.1 percent during the 1970s.  Since 
receipts were averaging only 17.9 percent 
of GDP during that decade, the result was 
chronic deficits averaging over 2.2 percent of 
GDP (contributing to this was the recession 
of 1975–76, which saw deficits increase to 4.0 
percent in 1976). 

The 1980s began with substantial momen-
tum in the growth of Federal nondefense 
spending in the areas of human resources, 
including grants to State and local govern-
ments for human resources programs, and, 
as a result of the deficits incurred throughout 

the 1970s, interest on the public debt.  In the 
early 1980s, a combination of substantially in-
creased defense spending, continued growth in 
human resource spending, large tax cuts, and 
a deep recession caused the deficits to soar, 
which, in turn, sharply increased spending for 
interest on the public debt.  Federal spend-
ing climbed to an average of 22.8 percent of 
GDP during 1981–1985.  An end to the rapid 
defense buildup and a partial reversal of the 
tax cuts, along with a strong economy during 
the second half of the decade, brought Federal 
spending back down to 21.2 percent of GDP 
by 1989. 

In the early 1990s, another recession, in 
the face of continued rapid growth in Federal 
health care costs and additional spending 
resulting from the savings and loan crisis, 
caused the outlay share of GDP to average 
over 22.2 percent in 1991 and 1992.  During 
the decade following 1992, this upward trend 
was reversed, with outlays as a percent of 
GDP declining gradually but steadily, falling 
to a low of 18.2 percent in both 2000 and 2001.   
Since then, the outlay share of GDP has risen, 
to 19.1 percent in 2002 and 19.5 percent in 
2003, due, in part, to the increase in defense 
and homeland security spending in response 
to the September 11, 2001, attacks, and in part 
to the weakness of GDP as a result of the 2001 
recession.  The outlay share of GDP increased 
further, reaching 20.1 percent in 2006, due, in 
part, to increased spending on the wars in Iraq 
and Afghanistan, as well as further increases 
in response to the devastating hurricanes that 
struck States along the Gulf Coast in late 
summer 2005.  However, by 2007, outlays had 
dropped back slightly to 19.7 percent of GDP, 
only to shoot back up significantly in 2008, to 
20.8 percent of GDP, as a result of both the 
recession that began in December 2007 and 
spending associated with the first stages of 
a Federal effort to restore financial markets 
to full functionality.  The recession deepened 
in the first part of 2009 and additional efforts 
to fight the recession with a large package of 
program increases and additional tax reduc-
tions combined with a drop in the level of GDP 
to increase outlays as a percent of GDP to 25.2 
percent in 2009, the highest share since World 
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War II.  Outlays as a percent of GDP were 24.1 
percent in both 2010 and 2011.

Despite the growth in total Federal spend-
ing as a percent of GDP in recent decades, 
Executive Branch (full-time equivalent) civil-
ian employment, as shown in Table 17.1, has 
remained roughly constant, ranging from 1.7 
to 2.2 million civilian employees (excluding 
the Postal Service) since 1981.  However, the 
composition of employment has shifted signifi-
cantly between defense and civilian agencies 
during the postwar period, especially since 
the mid-1980s.  In 1986, for example, the 2.1 
million total for civilian employees was split 
equally between defense and the civilian 
agencies, with each accounting for 1 million 
employees.  During the 1990s and up through 
the current decade there has been a shift away 
from defense to civilian agency employment.   
In recent years, civilian agency employment 
has been nearly twice that of the Department 
of Defense, accounting for 1.4 million of the 
2.1 million total.  

Although total spending has increased 
sub stantially as a percent of GDP since the 
1950s, the growth in the various components 
of spending has not been even and, thus, the 
composition of spending has changed signifi-
cantly during the same period.  

Outlays for discretionary programs (whose 
funding levels are determined by annual ap-
propriations bills) totaled 12.7 percent of GDP 
in 1962, with nearly three-fourths going to 
defense.  Discretionary spending for defense 
programs increased during the Vietnam War 
buildup in the late 1960s, causing total dis-
cretionary outlays to rise to 13.6 percent of 
GDP by 1968, after which a gradual decline 
began.  By the middle 1970s, this category had 
dropped to 10 percent of GDP, where it hovered 
until the late 1980’s, when the defense buildup 
that started early in that decade came to an 
end.  Discretionary spending, as a percent of 
GDP, fell even more substantially over the 
1990s, from 9.0 percent in 1991 to 6.2 percent 
in 1999.  Since then, discretionary spending 
has increased.  Much of this growth occurred 
in 2002 and 2003, in response to the 9/11 ter-
rorist attacks and the initiation of the wars 

in Afghanistan and Iraq.  Additional outlays 
in response to the Gulf Coast hurricanes in 
September 2005 brought the discretionary 
outlay share of GDP to 7.8 percent in 2005.  
This percentage dropped over the next two 
years to 7.5 percent by 2007.  In 2008, outlays 
for discretionary programs increased to 7.9 
percent of GDP, largely due to a corresponding 
increase in defense spending.   The recession 
that began in December 2007 caused GDP to 
drop from 2008 to 2009 and, in conjunction 
with additional program spending, increased 
discretionary spending to 8.9 percent of GDP 
in 2009, 9.4 percent of GDP in 2010, and 9.0 
percent of GDP in 2011. 

While total discretionary spending as a 
percent of GDP has generally followed a down-
ward path over most of the past 25 years, its 
major components—defense and nondefense—
have contrasting histories.

As shown in Table 8.4, discretionary defense 
spending was at 9.3 percent of GDP in 1962.   
By 1965, spending in this category had de-
clined to 7.4 percent of GDP.  It then increased 
as a result of the Vietnam War, peaking at 
9.5 percent of GDP in 1968, returning to the 
1965 level by 1971.  This decline continued 
throughout the 1970s, hitting a low point in 
that decade of 4.7 percent of GDP in 1978 and 
1979.

The defense buildup starting in the early 
1980s boosted its percentage of GDP back to 
6.2 percent by 1986, after which it again began 
a gradual decline throughout the rest of that 
decade and the next.  By 1999, defense discre-
tionary spending had fallen to 3.0 percent of 
GDP, reflecting the end of the Cold War and 
the above-average economic growth during 
much of the 1990s.  Spending in response to 
the September 11, 2001 attacks, followed by 
the wars in Iraq and Afghanistan, reversed 
this decline, with defense spending growing 
from 3.0 percent of GDP in 2001 to 4.0 percent 
in 2005, 4.3 percent in 2008 and (due in part 
to the drop in GDP) to 4.7 percent in 2009, 4.8 
percent in 2010, and 4.7 percent in 2011.

Nondefense discretionary spending as a 
percent of GDP has followed a much different 
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path.  In 1962, it stood at 3.4 percent of GDP.  
During the next few years it quickly in-
creased, reaching 4.3 percent of GDP by 1967.  
It dropped slightly after that year, but still av-
eraged about 4.0 percent of GDP until 1975, 
when it surged to 4.5 percent of GDP due to the 
recession and partly due to growth in spend-
ing on energy, the environment, and housing 
and other income support programs.  Much of 
this growth was in the form of Federal grants 
to State and local governments.  Additional 
spending arose from the creation of various 
anti-recession grants at the end of the decade.   
Nondefense discretionary outlays peaked as a 
percent of GDP during the recession in 1980 
at 5.2 percent.  This category declined sharply 
as a percent of GDP starting in 1982, falling to 
3.9 percent by 1985 and averaging 3.5 percent 
during 1987–1991.  Spending for these pro-
grams then increased slightly as a percent of 
GDP, climbing to 3.8 percent by 1993 before 
receding in subsequent years, reaching a low 
of 3.2 percent in 1999.  Growth in recent years 
has increased, with nondefense discretionary 
spending reaching 3.8 percent of GDP during 
the 2003-2006 period, then dropping slightly 
to 3.6 percent in 2007 and 2008.  The effects 
of the deepening recession and the anti-reces-
sion stimulus spending enacted in the spring 
of 2009 combined to increase the nondefense 
discretionary spending to 4.2 percent in 2009, 
4.6 percent in 2010, before dropping to 4.3 
percent in 2011. 

Programmatic mandatory spending (which 
excludes net interest and undistributed off-
setting receipts) accounts for the largest part 
of the growth in total Federal spending as a 
percent of GDP since the 1950s.  Major pro-
grams in this category include Social Secu-rity, 
Medicare, unemployment insurance, deposit 
insurance, and means-tested entitlements 
(Medicaid, SNAP (formerly food stamps), Sup-
plemental Security Income, the refundable 
portions of a variety of Tax Credits, includ-
ing the Earned Income and Child Tax Credits, 
and other programs subject to an income or 
asset test).  Prior to the start of Medicare 
and Medicaid in 1966, this category averaged 
5.7 percent of GDP between 1962 and 1965 
(less than half the size of total discretionary 
spending), with Social Security accounting for 
nearly half.  Within a decade, this category 

was comparable in size to total discretionary 
spending, nearly doubling as a percent of GDP 
to 10.6 percent by 1976 (1.1 percentage points 
of this increase was for unemployment com-
pensation that year).  

Although part of this growth represented 
the impact of the 1975–76 recession on GDP 
levels and outlays for unemployment compen-
sation and other programs sensitive to unem-
ployment, the largest part was due to growth 
in Social Security, Medicare, and Medicaid.   
These three programs totaled 3.4 percent of 
GDP in 1968 and grew rapidly to 5.5 percent 
of GDP by 1976. By 1985, they reached 6.6 
percent of GDP.  While Social Security stabi-
lized as a percent of GDP during 1984–1998, 
ranging from 4.3 percent to 4.6 percent, the 
growth in other programmatic mandatory 
spending continued to outpace the growth in 
GDP since the mid-1970s (apart from reces-
sion recovery periods) due largely to Medicare 
and Medicaid.  These two programs, which 
were 1.2 percent of GDP in 1975, have more 
than doubled as a percent of GDP since then, 
reaching 3.4 percent in the mid-1990s, and 
dropping slightly to 3.2 percent in 1999 and 
2000 before beginning a steady climb during 
the past decade, growing to 3.8 percent in 2004 
and 4.1 percent by 2008.  The effects of the 
ongoing recession helped to increase the GDP 
share to 4.9 percent in 2009 and 5.0 percent 
in 2010 and 2011.  Spending for means-tested 
entitlements other than Medicaid was at 1.3 
percent of GDP in 2006 and 2007, the same as 
it had been thirty years before then, in 1976.   
The impact of the current recession increased 
this spending beginning in  2008, growing to 
1.6 percent, and then to 2.0 percent in 2010 
and 2011. 

By way of contrast, programmatic man-
datory spending other than Social Security, 
Medicare, means-tested entitlements (which 
includes Medicaid), unemployment compensa-
tion, and deposit insurance has shrunk nearly 
in half as a percent of GDP, falling from 3.2 
percent in 1975 to no more than 1.7 during 
the 1990-2008 period. (Major programs in 
this grouping include Federal employee and 
railroad retirement, farm price supports and 
veterans’ compensation and readjustment 
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benefits.)  However, the large assistance pro-
vided to the financial sector in response to 
the financial crisis in the fall of 2008, along 
with the drop in GDP associated with the 
severe recession, caused this percentage 
to more than double in 2009, reaching 3.3 
percent of GDP, before dropping back to 1.1 
percent of GDP in 2010 and increasing to 1.5 
percent in 2011.  This, along with the effects 
of the deepening recession, the anti-recession 
stimulus spending enacted in the spring of 
2009, and the spending from automatic sta-
bilizers, such as unemployment assistance 
and other cyclically sensitive mandatory pro-

grams, combined to increase outlays for the 
programmatic mandatory category to 15.7 
percent of GDP in 2009, before it dropped 
back to 13.9 percent in 2010 and increased 
slightly to 14.1 percent of GDP in 2011.  By 
way of comparison, total discretionary spend-
ing in 2011 was 9.0 percent of GDP.

Additional perspectives on spending 
trends available in this document include 
spending by agency, by function and subfunc-
tion and by composition of outlays categories, 
which include payments for individuals and 
grants to State and local governments.  
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HISTORICAL TRENDS

Because the Historical Tables publication 
provides a large volume and wide array of 
data on Federal Government finances, it is 
sometimes difficult to perceive the long-term 
patterns in various budget aggregates and 
components.  To assist the reader in under-
standing some of these long-term patterns, 
this section provides a short sum mary of the 
trends in Federal deficits and surpluses, debt, 
receipts, outlays and employ ment.  

Deficits and Debt.—As shown in Table 1.1, 
except for periods of war (when spending for 
defense increased sharply), depressions, or 
other economic downturns (when receipts fell 
precipitously), the Federal budget was gener-
ally in surplus throughout most of the Na-
tion’s first 200 years.  For our first 60 years as 
a Nation (through 1849), cumulative budget 
surpluses and deficits yielded a net surplus 
of $70 million.  The Civil War, along with the 
Spanish-American War and the depression of 
the 1890s, resulted in a cumu lative deficit to-
taling just under $1 billion during the 1850–
1900 period.   Between 1901 and 1916, the 
budget hovered very close to balance every 
year.  World War I brought large deficits that 
totaled $23 billion over the 1917–1919 period.  
The budget was then in surplus throughout 
the 1920s.  However, the combination of the 
Great Depression followed by World War II 
resulted in a long, unbroken string of defi-
cits that were historically unprecedented in 
magnitude.  As a result, Federal debt held 
by the public mushroomed from less than $3 
billion in 1917 to $16 billion in 1930 and then 
to $242 billion by 1946.  In relation to the 
size of the economy, debt held by the public 
grew from 16 percent of GDP in 1930 to 109 
percent in 1946.  

During much of the postwar period, this 
same pattern persisted—large deficits were 
incurred only in time of war (e.g., Korea 
and Vietnam) or as a result of recessions.  
As shown in Table 1.2, prior to the 1980s, 
postwar deficits as a percent of GDP reached 
their highest during the 1975–76 recession 
at 4.2 percent in 1976.  Debt held by the 

public had grown to $477 billion by 1976, but, 
because the economy had grown faster, debt 
as a percent of GDP had declined throughout 
the postwar period to a low of 23.9 percent in 
1974, climbing back to 27.5 percent in 1976.  
Fol lowing five years of deficits averaging only 
2.5 percent of GDP between 1977 and 1981, 
debt held by the public stood at 25.8 percent 
of GDP by 1981—less than two percentage 
points higher than its postwar low.  

The traditional pattern of running large 
deficits only in times of war or economic 
downturns was broken during much of the 
1980s.  In 1982, large permanent tax cuts 
were enacted.  Moreover, these were accom-
panied by substantial increases in defense 
spending.  Although reduc tions were made to 
nondefense spending, they were not of suffi-
cient size to offset the impact on the deficit.  
As a result, deficits averaging $206 billion 
were incurred between 1983 and 1992.  These 
unprecedented peacetime deficits increased 
debt held by the public from $789 billion in 
1981 to $3.0 trillion (48.1 percent of GDP) in 
1992.  

After peaking at $290 billion in 1992, defi-
cits declined each year, dropping to a level of 
$22 billion in 1997.  In 1998, the Nation re-
corded its first budget surplus ($69.3 billion) 
since 1969.  As a percent of GDP, the budget 
bottom line went from a deficit of 4.7 percent 
in 1992 to a surplus of 0.8 percent in 1998, in-
creasing to a 2.4 percent surplus in 2000.  An 
economic slowdown began in 2001.  The dete-
rioration in the performance of the economy 
together with large tax reductions, as well as 
additional spend ing in response to the Sep-
tember terrorist attacks, pro duced a drop in 
the surplus from $236 billion in 2000 to $128 
billion (1.3 percent of GDP) in 2001 and a 
return to deficit ($158 billion, 1.5 percent of 
GDP) in 2002.  These factors also contributed 
to the increase in the deficit in the following 
two years, reaching $413 billion (3.5 percent 
of GDP) in 2004.  Economic growth in 2005 
and 2006 produced a sharp increase in rev-
enues, helping to reduce the deficit to $248 
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billion (1.9 percent of GDP) in 2006 and even 
further to $161 billion (1.2 percent of GDP) in 
2007.  

Debt held by the public, which had peaked 
at 49.3 percent of GDP in 1993, fell to 32.5 
percent by 2001 and increased thereafter, 
reaching 36.9 percent by 2005.  The declines in 
the deficit in 2006 and 2007 helped to reduce 
debt held by the public to 36.3 percent of GDP 
in 2007.  

In December 2007, the economy fell into 
recession. In response, tax reductions in the 
form of rebates were enacted in mid-Febru-
ary 2008. In addition, several years of poor 
private-sector mortgage lending practices and 
other risky financial market behaviors led to 
a financial market crisis in September 2008 
that significantly deepened the ongoing re-
cession.   Lower revenue (due to both the tax 
reductions and lower economic activity) and 
recession-induced spending for unemploy-
ment assistance and other automatic stabiliz-
ers combined with a large stimulus package of 
further tax reductions and program increases 
as well as increased defense spending (due 
partly to the surge of troops in Iraq and, sub-
sequently, in Afghanistan) to produce deficits 
in 2008 of $459 billion (3.2 percent of GDP), 
$1,413 billion (10.1 percent of GDP) in 2009, 
$1,293 billion (9.0 percent of GDP) in 2010, 
$1,300 billion (8.7 percent of GDP) in 2011, and 
$1,087 billion (7.0 percent of GDP) in 2012. As 
a result there were corresponding increases 
in debt held by the public to 40.5 percent of 
GDP in 2008, 54.0 percent of GDP in 2009, 62.9 
percent of GDP in 2010, 67.8 percent of GDP in 
2011, and 72.6 percent in 2012.  The Govern-
ment used a portion of the increased debt to 
acquire financial assets from the private sector 
as a way of ameliorating the financial market 
crisis and assisting the economy.  These finan-
cial assets can be considered offsets to the in-
crease in the debt; taking them into account, 
however, still shows that debt net of financial 
assets increased to 66.1 percent of GDP by the 
end of 2012. 

Receipts.—From the beginning of the 
Repub lic until the start of the Civil War, our 
Nation relied on customs duties to finance the 

activities of the Federal Government.  During 
the 19th Century, sales of public lands supple-
mented customs duties.  While large amounts 
were occasionally obtained from the sale of 
lands, customs duties accounted for over 90 
percent of Federal receipts in most years prior 
to the Civil War.  Excise taxes became an im-
portant and growing source of Federal re-
ceipts starting in the 1860s.  Estate and gift 
taxes were levied and collected sporadically 
from the 1860s through World War I, although 
never amounting to a signifi cant source of re-
ceipts during that time.  Prior to 1913, income 
taxes did not exist or were inconsequential, 
other than for a brief time during the Civil 
War period, when special tax legislation raised 
the income tax share of Federal receipts to as 
much as 13 percent in 1866.  Subsequent to the 
enactment of income tax legislation in 1913, 
these taxes grew in importance as a source of 
Federal receipts during the following decade.   
By 1930, the Federal Government was relying 
on in come taxes for 60 percent of its receipts, 
while customs duties and excise taxes each ac-
counted for 15 percent of the receipts total.  

During the 1930s, total Federal receipts av-
eraged about 5 percent of GDP. World War II 
brought a dramatic increase in receipts, with 
the Federal receipts peaking at 20.9 percent of 
GDP in 1944. The percentage declined some-
what after the war and has remained between 
16 percent–20 percent of GDP during most of 
this time.  In recent years, the deepening re-
cession and further tax reductions enacted in 
2009 to help revive the economy reduced re-
ceipts as a percent of GDP to 15.1 in both 2009 
and 2010, the lowest since 1950.  Receipts have 
since increased slightly to 15.4 percent of GDP 
in 2011 and 15.8 percent of GDP in 2012. 

There have also been some significant shifts 
during the postwar period in the underly-
ing sources or composition of receipts. The 
increase in taxes needed to support the war 
effort in the 1940s saw total (corporate and in-
dividual) income taxes rise to prominence as a 
source of Federal receipts, reaching 79 percent 
of total receipts in 1944. After the war, the total 
income tax share of receipts fell from a postwar 
high of 74 percent in 1952 to an average of 64 
percent in the late 1960s. The growth in social 
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insurance taxes (such as Social Security and 
Medicare) more than offset a postwar secular 
decline in excise and other non-income tax 
shares. The combination of substantial re-
ductions in income taxes enacted in the early 
1980s and the continued growth in social in-
surance taxes resulted in a continued decline 
in the total income tax share of receipts. By 
1983 the total income tax share had dropped to 
54 percent of receipts, and it remained in the 
53 to 56 percent range until the mid-1990s. It 
began increasing in 1996, reaching 60 percent 
in 2000, before dropping back to 52 percent by 
2003 and then again increasing to 60 percent 
by 2007.  As a result of the recession and tax re-
ductions enacted as part of the stimulus pack-
ages in February 2008 and again in the spring 
of 2009, the total income tax share dropped to 
50 percent in 2009 and 2010. By 2012, the total 
income tax share of receipts had risen to 56 
percent.

Corporation income taxes accounted for 
a large part of this postwar decline in total 
income tax share, falling from over 30 percent 
of total Federal receipts in the early 1950s to 
19 percent in 1968. During the same period, 
pretax corporate profits fell from about 12 
percent of GDP in the early 1950s to 10 percent 
in 1968. By 1980 the corporation income tax 
share of total receipts had dropped to 12.5 
percent. Pretax corporate profits also de-
clined as a percent of GDP during the 1980s 
and, thus, the corporation income tax share of 
total receipts dropped to a low of 6.2 percent in 
1983. By 1996, the share had climbed back to 
11.8 percent. 

But, between 2001 and 2003, it averaged 
7.7 percent, well below the 1980 share, before 
increasing to 14.7 percent by 2006. The De-
cember 2007 recession reduced the corporation 
income tax share of total receipts to just 6.6 
percent in 2009.  In 2010 the share rose to 8.9 
percent before falling to 7.9 percent in 2011 
and then rising to 9.9 percent in 2012.

This postwar drop in corporation income 
taxes as a share of total receipts has been more 
than offset by the growth in social insurance 
taxes and retirement receipts, as both tax rates 
and the percentage of the workforce covered by 

these payroll taxes increased. This category of 
receipts increased from only 8 percent of total 
receipts during the mid-1940s to 38 percent by 
1992, but declined to 32 percent by 2000 before 
rising to back a 40 percent share in 2003, and 
then falling off to 34 percent in 2007. One 
effect of the deepening recession was to reduce 
the relative share of income taxes (both indi-
vidual and corporation) to 50 percent in 2009, 
which helped raise the social insurance taxes 
and retirement receipts share of total receipts 
in that year to 42 percent.  By 2012 this share 
had dropped to less than 35 percent, due to 
a reduction in the Social Security payroll tax 
rate (first enacted in December 2010 and, sub-
sequently, extended through most of 2011 and 
2012) and also due to a decline in the taxable 
portion of covered wages and self-employment 
income subject to payroll taxes, and a substan-
tially higher average annual growth rate of 
6.9 percent for income taxes (raising the total 
income taxes share to 56 percent).

Excise taxes have also declined in relative 
importance during the postwar period, falling 
from a 19 percent share of total receipts in 1950 
to 10 percent by 1966 and 5 percent by 1985. 
Excise taxes accounted for only 3.1 percent of 
total receipts in 2006 and dropped further to 
2.5 percent in 2007, due, in part, to the end of 
the Federal telephone excise tax on long dis-
tance telephone calls.  In 2008, the excise tax 
share of total receipts increased slightly to 2.7 
percent and increased further to 3.0 percent in 
2009, but this was due to the rapid decline in 
income tax receipts rather than any substan-
tial growth in excise tax receipts.  In 2012, this 
share rose slightly to 3.2 percent. 

Outlays and Executive Branch Civilian Em-
ployment.—Through out most of the Nation’s 
history prior to the 1930s, the bulk of Federal 
spending went towards national defense, vet-
erans’ bene fits, and interest on the public debt.   
In 1929, for example, 71 percent of Federal 
outlays were in these three categories.  The 
1930s began with Federal outlays equaling 
just 3.4 percent of GDP.   As shown in Table 1.2, 
the efforts to fight the Great Depression with 
public works and other nondefense Federal 
spending, when combined with the depressed 
GDP levels, caused outlays and their share of 
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GDP to increase steadily during most of that 
decade, with outlays rising to 10.3 percent of 
GDP by 1939 and to 12.0 percent by 1941 on 
the eve of U.S.  involvement in World War II.  

Defense spending during World War II re-
sulted in outlays as a percent of GDP rising 
sharply, to a peak of 43.6 percent in both 1943 
and 1944.  The end of the war brought total 
spending down to 14.3 percent of GDP by 
1949.  The Korean War increased spending 
to 20.4 percent of GDP by 1953, but outlays 
then dropped as a percent of GDP and stayed  
below 19 percent until U.S. involvement in the 
Vietnam War escalated sharply in the middle 
1960s and remained high into the early 1970s.

From 1967 through 1972, Federal outlays 
averaged 19.6 percent of GDP, with a peak oc-
curring in 1968 at 20.5 percent of GDP.  The 
decline in defense spending as a percent of GDP 
that began in 1973, as the withdrawal of U.S. 
forces from Vietnam was nearing completion, 
was more than offset by increased spending on 
human resources pro-grams during the 1970s.  
The increase in human resources programs 
was due to the maturation of the Social Secu-
rity program; increases in education and train-
ing, general and Federal employee retirement, 
and other income support programs, such as 
food stamps and unemployment assistance; as 
well as a takeoff in spending on the recently 
enacted Great Society programs, such as Medi-
care and Medicaid.  As a result,  total spending 
increased as a percent of GDP, averaging 20.1 
percent during the 1970s.  Since receipts were 
averaging only 17.9 percent of GDP during 
that decade, the result was chronic deficits av-
eraging over 2.2 percent of GDP (contributing 
to this was the recession of 1975–76, which saw 
deficits increase to 4.0 percent in 1976). 

The 1980s began with substantial mo-
mentum in the growth of Federal nondefense 
spending in the areas of human resources, 
including grants to State and local govern-
ments for human resources programs, and, 
as a result of the deficits incurred throughout 
the 1970s, interest on the public debt.  In the 
early 1980s, a combination of substantially in-
creased defense spending, continued growth in 
human resource spending, large tax cuts, and 

a deep recession caused the deficits to soar, 
which, in turn, sharply increased spending for 
interest on the public debt.  Federal spending 
climbed to an average of 22.8 percent of GDP 
during 1981–1985.  An end to the rapid defense 
buildup and a partial reversal of the tax cuts, 
along with a strong economy during the second 
half of the decade, brought Federal spending 
back down to 21.2 percent of GDP by 1989. 

In the early 1990s, another recession, in 
the face of continued rapid growth in Federal 
health care costs and additional spending re-
sulting from the savings and loan crisis, caused 
the outlay share of GDP to average over 22.2 
percent in 1991 and 1992. During the decade 
following 1992, this upward trend was re-
versed, with outlays as a percent of GDP de-
clining gradually but steadily, falling to a low 
of 18.2 percent in both 2000 and 2001. The 
outlay share of GDP rose to 19.1 percent in 
2002 and 19.5 percent in 2003, due, in part, 
to the increase in defense and homeland se-
curity spending in response to the September 
11, 2001, attacks, and in part to the weakness 
of GDP as a result of the 2001 recession.  The 
outlay share of GDP increased further, reaching 
20.1 percent in 2006, due, in part, to increased 
spending on the wars in Iraq and Afghanistan, 
as well as further increases in response to the 
devastating hurricanes that struck States 
along the Gulf Coast in late summer 2005. 
However, by 2007, outlays had dropped back 
slightly to 19.7 percent of GDP, only to shoot 
back up significantly in 2008, to 20.8 percent 
of GDP, as a result of both the recession that 
began in December 2007 and spending asso-
ciated with the first stages of a Federal effort 
to restore financial markets to full functional-
ity.  The recession deepened in the first part of 
2009 and additional efforts to fight the reces-
sion with a large package of program increases 
and additional tax reductions combined with 
a drop in the level of GDP to increase outlays 
as a percent of GDP to 25.2 percent in 2009, 
the highest share since World War II.  Outlays 
as a percent of GDP were 24.1 percent in both 
2010 and 2011, but fell to  22.8 percent of GDP 
in 2012. 

Despite the growth in total Federal spend-
ing as a percent of GDP in recent decades, 
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Executive Branch (full-time equivalent) civil-
ian employment, as shown in Table 17.1, has 
remained roughly constant, ranging from 1.7 
to 2.2 million civilian employees (excluding 
the Postal Service) since 1981. However, the 
composition of employment has shifted sig-
nificantly between defense and civilian agen-
cies during the postwar period, especially since 
the mid-1980s.  In 1986, for example, the 2.1 
million total for civilian employees was split 
equally between defense and the civilian agen-
cies, with each accounting for 1 million em-
ployees.  During the 1990s and up through the 
current decade there has been a shift away 
from defense to civilian agency employment.  
In recent years, civilian agency employment 
has been nearly twice that of the Department 
of Defense, accounting for over 1.3 million of 
the 2.1 million total in 2012.  

Although total spending has increased sub-
stantially as a percent of GDP since the 1950s, 
the growth in the various components of 
spending has not been even and, thus, the com-
position of spending has changed significantly 
during the same period.  

Outlays for discretionary programs (whose 
funding levels are determined by annual ap-
propriations bills) totaled 12.7 percent of GDP 
in 1962, with nearly three-fourths going to 
defense. Discretionary spending for defense 
programs increased during the Vietnam War 
buildup in the late 1960s, causing total dis-
cretionary outlays to rise to 13.6 percent of 
GDP by 1968, after which a gradual decline 
began. By the middle 1970s, this category had 
dropped to 10 percent of GDP, where it hovered 
until the late 1980’s, when the defense buildup 
that started early in that decade came to an 
end. Discretionary spending, as a percent of 
GDP, fell even more substantially over the 
1990s, from 9.0 percent in 1991 to 6.2 percent 
in 1999. Since then, discretionary spending 
has increased. Much of this growth occurred in 
2002 and 2003, in response to the September 
11, 2001 terrorist attacks and the initiation of 
the wars in Afghanistan and Iraq. Additional 
outlays in response to the Gulf Coast hurri-
canes in September 2005 brought the discre-
tionary outlay share of GDP to 7.8 percent in 
2005.  This percentage dropped over the next 
two years to 7.5 percent by 2007.  In 2008, 

outlays for discretionary programs increased 
to 7.9 percent of GDP, largely due to a corre-
sponding increase in defense spending.  The 
recession that began in December 2007 caused 
GDP to drop from 2008 to 2009 and, in con-
junction with additional program spending, in-
creased discretionary spending to 8.9 percent 
of GDP in 2009, 9.4 percent of GDP in 2010, 
before falling back to 9.0 percent of GDP in 
2011 and 8.3 percent of GDP in 2012.

While total discretionary spending as a 
percent of GDP has generally followed a down-
ward path over most of the past 25 years, its 
major components—defense and nondefense—
have contrasting histories.

As shown in Table 8.4, discretionary defense 
spending was at 9.3 percent of GDP in 1962.   
By 1965, spending in this category had de-
clined to 7.4 percent of GDP.  It then increased 
as a result of the Vietnam War, peaking at 9.5 
percent of GDP in 1968, returning to the 1965 
level by 1971.  This decline continued through-
out the 1970s, hitting a low point in that decade 
of 4.7 percent of GDP in 1978 and 1979.

The defense buildup starting in the early 
1980s boosted its percentage of GDP back to 
6.2 percent by 1986, after which it again began 
a gradual decline throughout the rest of that 
decade and the next. By 1999, defense discre-
tionary spending had fallen to 3.0 percent of 
GDP, reflecting the end of the Cold War and 
the above-average economic growth during 
much of the 1990s. Spending in response to 
the September 11, 2001 attacks, followed by 
the wars in Iraq and Afghanistan, reversed 
this decline, with defense spending growing 
from 3.0 percent of GDP in 2001 to 4.0 percent 
in 2005, 4.3 percent in 2008, and (due in part 
to the drop in GDP) peaking at 4.8 percent in 
2010, before gradually declining to 4.3 percent 
in 2012.

Nondefense discretionary spending as a 
percent of GDP has followed a much differ-
ent path.  In 1962, it stood at 3.4 percent of 
GDP.  During the next few years it quickly in-
creased, reaching 4.3 percent of GDP by 1967.  
It dropped slightly after that year, but still av-
eraged about 4.0 percent of GDP until 1975, 
when it surged to 4.5 percent of GDP due to the 
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recession and partly due to growth in spend-
ing on energy, the environment, and housing 
and other income support programs.  Much of 
this growth was in the form of Federal grants 
to State and local governments.  Additional 
spending arose from the creation of various 
anti-recession grants at the end of the decade.   
Nondefense discretionary outlays peaked as a 
percent of GDP during the recession in 1980 
at 5.2 percent.  This category declined sharply 
as a percent of GDP starting in 1982, falling to 
3.9 percent by 1985 and averaging 3.5 percent 
during 1987–1991.  Spending for these pro-
grams then increased slightly as a percent of 
GDP, climbing to 3.8 percent by 1993 before 
receding in subsequent years, reaching a low 
of 3.2 percent in 1999.  Growth in recent years 
has increased, with nondefense discretionary 
spending reaching 3.8 percent of GDP during 
the 2003-2006 period, then dropping slightly to 
3.6 percent in 2007 and 2008.  The effects of 
the deepening recession and the anti-recession 
stimulus spending enacted in the spring of 
2009 combined to increase the nondefense dis-
cretionary spending to 4.2 percent in 2009, 4.6 
percent in 2010, before dropping to 4.3 percent 
in 2011 and 4.0 percent in 2012. 

Programmatic mandatory spending (which 
excludes net interest and undistributed offset-
ting receipts) accounts for the largest part of the 
growth in total Federal spending as a percent 
of GDP since the 1950s.  Major programs in this 
category include Social Security, Medicare, un-
employment insurance, deposit insurance, and 
means-tested entitlements (Medicaid, SNAP 
(formerly food stamps), Supplemental Security 
Income, the refundable portions of a variety of 
tax credits, including the Earned Income and 
Child Tax Credits, and other programs subject 
to an income or asset test).  Prior to the start of 
Medicare and Medicaid in 1966, this category 
averaged 5.7 percent of GDP between 1962 and 
1965 (less than half the size of total discretion-
ary spending), with Social Security accounting 
for nearly half.  Within a decade, this category 
was comparable in size to total discretionary 
spending, nearly doubling as a percent of GDP 
to 10.6 percent by 1976 (1.1 percentage points 
of this increase was for unemployment com-
pensation that year).  

Although part of this growth represented 
the impact of the 1975–76 recession on GDP 
levels and outlays for unemployment compen-
sation and other programs sensitive to unem-
ployment, the largest part was due to growth 
in Social Security, Medicare, and Medicaid. 
These three programs totaled 3.4 percent of 
GDP in 1968 and grew rapidly to 5.5 percent 
of GDP by 1976. By 1985, they reached 6.6 
percent of GDP. While Social Security stabi-
lized as a percent of GDP during 1984–1998, 
ranging from 4.3 percent to 4.6 percent, the 
growth in other programmatic mandatory 
spending continued to outpace the growth in 
GDP since the mid-1970s (apart from recession 
recovery periods) due largely to Medicare and 
Medicaid. These two programs, which were 
1.2 percent of GDP in 1975, have more than 
doubled as a percent of GDP since then, reach-
ing 3.4 percent in the mid-1990s, and dropping 
slightly to 3.2 percent in 1999 and 2000 before 
beginning a steady climb during the past 
decade, growing to 3.8 percent in 2004 and 4.1 
percent by 2008. The effects of the ongoing re-
cession helped to increase the GDP share to 4.9 
percent in 2009 and 5.0 percent in 2010 and 
2011, before dropping to 4.6 percent in 2012.  
Spending for means-tested entitlements other 
than Medicaid was at 1.3 percent of GDP in 
2006 and 2007, the same as it had been thirty 
years before then, in 1976. The impact of the 
current recession increased this spending be-
ginning in 2008, growing to 1.6 percent, and 
then to 2 percent in 2010 and 2011, and before 
dropping to 1.8 percent in 2012.

By way of contrast, programmatic man-
datory spending other than Social Security, 
Medicare, means-tested entitlements (which 
includes Medicaid), unemployment compensa-
tion, and deposit insurance has shrunk nearly 
in half as a percent of GDP, falling from 3.2 
percent in 1975 to no more than 1.7 during 
the 1990-2008 period. (Major programs in 
this grouping include Federal employee and 
railroad retirement, farm price supports and 
veterans’ compensation and readjustment 
benefits.)  However, the large assistance pro-
vided to the financial sector in response to the 
financial crisis in the fall of 2008, along with 
the drop in GDP associated with the severe re-
cession, caused this percentage to more than 
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double in 2009, reaching 3.3 percent of GDP, 
before dropping back to 1.1 percent of GDP 
in 2010 and increasing to 1.5 percent in 2011 
and 1.7 percent in 2012.   This, along with the 
effects of the deepening recession, the anti-re-
cession spending enacted in the spring of 2009, 
and the spending from automatic stabilizers, 
such as unemployment assistance and other 
cyclically sensitive mandatory programs, com-
bined to increase outlays for the programmatic 
mandatory category to 15.7 percent of GDP in 
2009, before they dropped back to 13.9 percent 

in 2010, increased slightly to 14.1 percent of 
GDP in 2011, and again fell slightly to 13.7 
percent of GDP in 2012.  By way of compari-
son, total discretionary spending in 2012 was 
8.3 percent of GDP.

Additional perspectives on spending trends 
available in this document include spending 
by agency, by function and subfunction and 
by composition of outlays categories, which 
include payments for individuals and grants to 
State and local governments.  
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