
Introduction 
A salient characteristic of all the industrial democracies in the past quarter century has been a 
veritable explosion in Government spending for social welfare programs and for other domestic 
areas such as agriculture and public infrastructure. In the 10 countries of the European Economic 
Community, for example, total Government spending has risen from 32% of GNP in 1960 to 50% at 
present, and their defense spending burden is less than that of the United States. While Govern-
ment spending in the U.S. remains a smaller share of the economy than in Europe (about 34% of 
GNP in 1983, of which 25% was Federal), the growth of domestic spending has been nearly as rapid 
here as elsewhere. In real terms—i.e., after adjusting for inflation—Federal domestic spending 
doubled from 1954 to 1961, doubled again from 1961 to 1971, and nearly doubled again from 1971 to 
1981. Because this spending grew much faster than the economy, Federal domestic spending as a 
share of GNP rose from 7.3% in 1961 to 10.5% in 1971 and to 15.0% in 1981. 

The Dramatic Halt in Domestic Spending Growth 
Such upward spending momentum was not sustainable, if only because American taxpayers would 
not support it. One of the major accomplishments of the Reagan Administration, with the support of 
Congress, has been to bring this fast-moving train to a halt. Domestic spending (defined as all 
spending except defense, "national interest" programs such as space and foreign assistance, and net 
interest) in constant 1985 dollars rose from $57.5 billion in 1954 to $126.5 billion in 1961, to $269.9 
billion in 1971 and to $526.6 billion in 1981, the last pre-Reagan year. It is estimated to be slightly 
lower in 1984, at $522.8 billion, and continue essentially unchanged at $523.1 billion in 1985 under 
the proposals in the 1985 budget. 

After three budget rounds, the explosive domestic budget growth has clearly been contained. With 
Congressional action on the 1984 budget virtually complete, real domestic spending now stands 
below 1981. And if the policies proposed in the President's 1985 budget are adhered to, there will be 
essentially no growth in real terms for the rest of this decade, despite the fact that an aging 
population will require continued growth in real outlays for social security, medicare, and medicaid. 
Thus, after an era in which the real cost of Government doubled three times in less than three 
decades, the shift in national policy inaugurated by the Reagan Administration will result in a 
decade-long domestic real spending freeze. 

With the economy now growing again, domestic spending in relation to GNP has already begun to 
tilt downward, dropping to 14% in 1984 and falling further to about 12% in 1989 under current 
services projections. 

Moreover, the abrupt halt to the runaway growth momentum of domestic Government is now built 
into the structure of the budget—even if the modest additional savings proposed for 1985 and out-
years are not fully implemented by Congress. The current services budget for domestic programs 
will rise only 6% in constant dollars between 1981 and 1989. 

Programmatic highlights of this domestic spending freeze are as follows: 
• Non-entitlement domestic outlays have been cut 24% in real terms from their 1978 peak and 

under the President's 1985 budget would be 40% lower by 1989. 
• The massive growth of welfare costs has been halted. Constant dollar costs of low-income 

benefit programs will be nearly stable for the remainder of the 1980's, compared to the 11-fold 
increase in constant dollar terms between 1954 and 1981. 

• The growth of social insurance has been slowed due to bipartisan reform. The annual constant 
dollar growth rate for the remainder of the 1980's is expected to be only 2.3% compared with 
an annual real growth rate of 8.8% between 1954 and 1983. 

Another way to measure the accomplishment is to calculate the inherited "baseline" of domestic 
spending and compare it against the actual spending level of fiscal years 1982 and 1983, the 
estimated level for 1984 and current services estimates for 1985 and 1986, all in current dollars. For 
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entitlements and other mandatory spending, the baseline represents existing law as of January 
1981, adjusted for actual economic conditions (inflation, unemployment, etc.) through 1983 and 
forecast economic conditions through 1986. For discretionary spending, the baseline equals recom-
mended amounts for 1982-86 in the outgoing Carter Administration 1982 budget, published in 
January 1981. The figures include off-budget outlays. The table shows that $318 billion has been 
saved, or an average of more than 11% per year of domestic spending. 

Domestic Program Savings Enacted Thus Far, 1982-1986 
(Outlays in billions) 

Year Pre-1981 
baseline Savings enacted Percent reduction Savings as 

percent of GNP 

1982 $489 - $ 3 6 7.4% 1.2% 
1983 547 - 6 0 11.0% 1.9% 
1984 565 - 6 6 11.7% 1.9% 
1985 602 - 7 0 11.6% 1.8% 
1986 641 - 8 6 13.4% 2.0% 

Total 2,844 - 3 1 8 11.2% 1.7% 

Structure of the Document 
These achievements were the consequence of countless individual program proposals, decisions, and 
legislative enactments over the calendar years 1981-83. Given the hundreds of Government pro-
grams affected, scholars—let alone ordinary citizens—might have difficulty keeping track of what 
has happened and making sense of the cumulative impact in any given policy area. To contribute to 
an understanding of the spending reductions achieved to date and those proposed in the 1985 
budget, this budget volume divides domestic spending into eight analytical categories that group 
like-programs together: 

• Community Development and Economic Subsidies 
• Social Insurance and Retirement 
• Low-Income Benefit Programs 
• Human Development and Social Services 
• Agriculture and Rural Programs 
• Public Infrastructure 
• Veterans Programs 
• General Government 

A chapter of this budget volume has been devoted to each of the eight categories. An overview essay 
for each chapter describes the category, provides an historical perspective on the growth of Govern-
ment spending in the major program areas, and summarizes the accomplishments to date in 
curtailing excessive growth. The essay is followed by a series of "factsheets" on individual programs 
or groups of closely related programs, detailing the current status and the budget policy for 1985 
with its implications for later years. 
In addition, the volume contains separate chapters on defense and "national interest" program 
development, and a chapter detailing the Administration's extensive efforts to achieve savings 
through better management of the Government. 
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