
SUMMARY TABLES 2 8 7

Table 1. BUDGET SUMMARY

Description

Budget authority (largely appropriations):
Available through current action by Congress:

Enacted and pending
Proposed in this budget

Available without current action by Congress
Deductions for offsetting receipts*

Total budget authority.

Receipts and outlays:
Receipts:

Federal funds _
Trust funds _ _ _ _ _
Interfund transactions _ _

Total budget receipts __ ___
Outlays:

Federal funds
Trust funds
Interfund transactions

Total budget outlays
Surplus or deficit (—):

Federal funds
Trust funds

Total budget

(in millions of dollars)

1973

181,417

128.137
____ -33.138

276,417

161,357
92,193

___. -21.325

232.225

186,403
81,447

.___ -21.325

246,526

-25.046
10,746

-14,301

1974

188,257
14.318

145.536
-37.258

310,853

185.581
105,548

-21,129

270.000

203,715
92,075

-21,129

274,660

-18,133
13,473

-4,660

1975

197,741
163,943

-39,543

322,141

202,757
115,818

-23,575

295,000

220,636
107,385

-23,575

304.445

-17,878
8,433

-9,445

1972
actual

Outstanding debt, end of year:
Gross Federal debt 437,329 468,426 486.350 507.973
Held by:

Government agencies 113.559 125.381 139,806 148,929
The public 323,770 343,045 346,545 359,045

Federal Reserve System 71,426 75,182
Others 252,344 267,863

MEMORANDUM

Outstanding loans, end of year:
Direct loans 50,103 43,891 45,874 48,215
Guaranteed and insured loans2 133.711 147,684 159,725 170,724
Government-sponsored agencies loans3 48,924 67,230 83,317 86,801

1 These consist of intragovernmental transactions and proprietary receipts from the public.
3 Excludes loans held by Government accounts and special credit agencies.
* Excludes Federal Reserve banks, but includes off-budget Federal agencies.
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180 THE BUDGET FOR FISCAL YEAR 1976

The following tables appear in this section :
A—Budget summary.
B—Budget receipts, outlays, and budget authority.
C—Budget authority and outlays by agency.
D—Budget authority, and outlays therefrom, available through

current action by Congress.
E—Budget financing and outstanding debt.
F—Budget receipts by source.
G—Budget authority and outlays by function.
H—Federal aid to State and local governments.

Table A. BUDGET SUMMARY For July 1-September 30, 1976.

(in millions of dollars)

Description Estimate

Budget authority (largely appropriations):
Available through current action by Congress:

Proposed in this budget 51,120
Available without current action by Congress 45, 958
Deductions for offsetting receipts 1 —8,878

Total budget authority 88,200

Receipts and outlays:
Receipts:

Federal funds 57,059
Trust funds 31,363
Interfund transactions —4,011

Total budget receipts 84,411

Outlays:
Federal funds 65,373
Trust funds 32,898
Interfund transactions —4,011

Total budget outlays 94,261

Surplus or deficit (—):
Federal funds -8,314
Trust funds -1,535

Total budget - 9 , 8 5 0

Outstanding debt, end of period:
Gross Federal debt 616,773
Held by:

Government agencies 151,318
The public 465,455

1 These consist of intragovernmental transactions and proprietary receipts from the public.
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SUMMARY TABLED 321

Table 1. BUDGET SUMMARY (in millions of dollars)

Description 1974
actual

1975 1976
estimate estimate

Budget authority (largely appropriations):
Available through current action by Congress:

Enacted and pending 201,994 250,762
Proposed in this budget 13,533 253,297

Available without current action by Congress 150,185 174,511 181,936
Deductions for offsetting receipts * -38,317 -43,724 -49,385

Total budget authority 313,861 395,082 385,848

Receipts and outlays:
Receipts:

Federal funds 181,219 185,966 199,278
Trust funds 104,846 118,681 126,510
Interfund transactions -21,133 -25,897 -28,268

Total budget receipts 264,932 278,750 297,520
Outlays:

Federal funds 198,692 229,005 254,215
Trust funds 90,833 110,338 123,425
Interfund transactions -21,133 -25,897 -28,268

Total budget outlays 268,392 313,446 349,372
Surplus or deficit (—):

Federal funds -17,473 -43,039 -54,937
Trust funds 14,013 8,343 3,085

Total budget -3,460 -34,696 -51,852

1973
actual

Outstanding debt, end of year:
Gross Federal debt 468,426
Held by:

Government agencies 125,381
The public 343,045

Federal Reserve System 75,182
Others 267,863

486,247 538,541 605,925

140,194
346,053

148,988
389,553

80,649
265,404

152,872
453,053

MEMORANDUM

Outstanding loans, end of year:
Direct loans—on-budget accounts 44,203 46,132 46,227 49,599
Direct loans—off-budget accounts 13,198 15,353 30,827 39,750
Guaranteed and insured loans 2 146,935 153,182 154,008 161,704
Government-sponsored agencies loans 3 54,801 71,060 85,998 94,694

1 These consist of intragovernmental transactions and proprietary receipts from the public.
2 Excludes loans held by Government accounts and sponsored credit agencies.
3 Excludes Federal Reserve banks.
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SUMMARY TABLEiS 311

Table 1. BUDGET SUMMARY (in millions of dollars)

Description 1975 1976 TQ 1977
estimate

Budget authority (largely appropriations):
Available through current action by Congress:

Enacted and pending
Proposed in this budget
To be requested separately

Available without current action by Congress. _
Deductions for offsetting receipts 1

271,123

181,134
- 4 0 , 1 5 8

246,123
9,906
2,313

204,290
-54,266

49,516
2,532

178
46,570

-10,731

261,422
6,928

227,427
-62,368

Total budget authority 412,099 408,365 88,066 433,409

Receipts and outlays:
Receipts:

Federal funds 187,505
Trust funds 118,590
Interfund transactions -25,098

Total budget receipts 280,997
Outlays:

Federal funds 238,527
Trustfunds 111,171
Interfund transactions -25,098

Total budget outlays 324,601
Surplus or deficit (—):

Federal funds -51,023
Trustfunds 7,419

Total budget -43,604

198,373
134,754

-35,593

54,758
33,783

-6,647

276,923
132,205

-35,593

69,764
34,855

-6 ,647

-78,550
2,549

-15,006
-1,072

230,755
157,684

-37,177

297,534 81,894 351,262

286,243
145,171

- 3 7 , Ml

373,535 97,971 394,237

-55,488
12,513

-76,001 -16,077 -42,975

Outstanding debt, end of year:
Gross Federal debt. _ _
Held by:

Government agencies.
The public _ _

Federal Reserve System __
Others

MEMORANDUM

Outstanding loans, end of year:
Direct loans—on-budget accounts..
Direct loans—off-budget accounts.
Guaranteed and insured loans2

Government-sponsored agencies
loans3 . _ _ _ _

1974
actual

486,247

140,194
346,053

80,649
265,404

46,045
15,352

152,998

71,060

544,131

147,225
396,906

84.993
311,913

49,777
24,364

158,663

79,566

633,931

149,525
484,406

54,079
32,272

171,809

88, 600

652,799

148,393
504,406

55,207
35,640

172,250

92,897

719,511

161,265
558,246

68,798
34,367

174,647

109.571

1 These consist of intragovernmental transactions and proprietary receipts from the public.
2 Excludes loans held by Government accounts and sponsored credit agencies.
3 Net of interagency lending; excludes Federal Reserve banks.

210-000 O - 76 - 21
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BUDGET SUMMARY

This part of the Budget discusses the budget totals, major proposals
contained in the budget, and fiscal activities that are not included
within the budget totals.

THE BUDGET TOTALS

The President's budget recommendations call for outlays of $440
billion in 1978, an increase of 7.0% from this year, and $466 billion
in 1979, an increase of 5.9% from 1978. In the 10 years through
1977, increases in budget outlays average 10%. As noted in the
next section, a number of program restraints and reforms, resulting
in $12.4 billion in savings in 1978 and $22.4 billion in 1979, will be
necessary to hold the increase in Federal spending to the amounts
in this budget. These spending restraints and reforms make it possible
to provide added funds for high priority programs, to reduce income
taxes in 1977 and again in future years and, at the same time, to
reduce the deficit to near balance in 1979. Most of the savings from
spending restraints and program reforms will require congressional
agreement.

The President proposes a reduction in income taxes, retroactive to
January 1, 1977, that will provide $7.2 billion of tax relief in 1977
and $14.7 billion in 1978 relative to extension of current tax law. He
also proposes further income tax cuts of $7.3 billion in 1980, $19.6
billion in 1981, and $30.6 billion in 1982 to offset the rise in effective
tax rates that would otherwise occur as inflation and real growth move
taxpayers into higher tax brackets.

Major changes are also proposed in the structure of the income
tax system, such as integration of individual and corporation income
taxes to eliminate double taxation of corporate dividends. An increase
in social security tax rates is necessary to maintain the financial
integiity of the system.

Taking these tax proposals into account, total anticipated receipts
are $393.0 billion for 1978, an increase of 11.0% from this year, and
$454.4 billion for 1979, an increase of 15.6% from 1978.

2
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BUDGET SUMMARY

THE BUDGET TOTALS

[In billions of dollars]

Item 1976 TQ 1977 1978 1979
actual actual estimate estimate estimate

Budget receipts 300.0 81.8 354.0 393.0 454.4
Budget outlays 366.5 94.8 411.2 440.0 466.0

Budget deficit ( - ) -66 .5 -13 .0 -57 .2 -47 .0 -11 .6
Deficit of off-budget Federal entities -7.2 -1.8 -10.8 -9.2 -10.9

Total deficit ( - ) -73.7 -14.7 -68.0 -56.1 -22.5

Off-budget outlays.—Not all budget authority and outlays of
Federal agencies are included within the budget totals; some fiscal
entities (most of which carry out loan programs) are required under
provisions of law to be excluded from the budget. Such "off-budget"
spending does not differ in nature, in effect, or in concept from spend-
ing under similar programs included in the budget; financing of this
spending adds to Federal borrowing requirements and to the Federal
debt. The President recommends legislation to restore transactions of
off-budget Federal entities to the budget beginning with next year's
budget. Off-budget Federal entities and other fiscal activities not
explicitly covered by the budget (such as loan guarantee programs and
tax expenditures) are discussed in the last section of this Part.

Additional focus on outyears.—In an effort to focus more attention
on the crucial "outyear" effects of current proposals, last year's
budget discussion of the Federal program by function noted the next
year's effects of major proposals. This budget goes further. In most
tables in this document, 1979 numbers are displa}^ed with the numbers
for the budget year, 1978. These 1979 figures reflect, insofar as prac-
ticable, not only the 1979 effects of the 1978 budget, but anticipated
1979 initiatives as well.

The need to look ahead is well demonstrated by the next two tables.
The first, The Budget Margin, 1977-82, shows the longer term impli-
cations of this budget. The second, The Margin, 1977-82, Without
the President's Proposals, is intended to indicate what such margins
in the out}^ears might look like if the President's proposed spending
restraints and reforms and proposed tax changes were not adopted.
The adjustments from the budget totals to arrive at the numbers in
this second table are explained in more detail in subsequent sections
of this Part 2.

The first table illustrates that the President's program yields a
margin of $14.3 billion in 1982 after taking into account the off-budget
outlays. However, the only reason there is a margin is the automatic
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THE BUDGET FOR FISCAL YEAR 1978

THE BUDGET MARGIN, 1977-82

[In billions of dollars]

1977 1978 1979 1980 1981 1982

Receipts under current law and tax proposals
and adjustments 354.0 393.0 454.4 510.0 553.1 587.3

Outlays under current and proposed programs. 411.2 440.0 466.0 496.6 527.0 558.7

Margin under current law and pro-
posed changes —57.2 —47.0 —11.6 13.4 26.1 28.6

Deficit of off-budget Federal entities —10.8 —9.2 —10.9 —12.1 —13.1 —14.3

Margin including off-budget Federal
entities1 -68.0 -56.1 -22.5 1.4 13.0 14.3

1 For possible kinds of competing uses of the margins, see text following next table.

increase in the ratio of tax liabilities to personal income that occurs
between 1977 and 1979 as inflation and real growth push taxpayers
into higher tax brackets after 1977. (The President's proposed tax
cuts for 1980-82 mentioned earlier would prevent such increases after
1979.) Additional personal income tax cuts of $16.7 billion in 1980,
$26.9 billion in 1981, and $29.0 billion in 1982 would be required to
reduce the tax burden to the proposed 1977 level.

The next table shows the budget margin using current tax law ex-
tended to determine receipts and using a current services concept to
determine outlays. Under that concept, the outlay estimates reflect
the anticipated cost of continuing Federal programs without the policy
changes proposed by the President. Even though outlays on a current
services basis are considerably higher than under the President's pro-
gram, the margin is larger because the tax burden is very much higher
without the President's tax recommendations. His recommended
personal income tax reductions and social security tax increases pro-
vide a net reduction in the tax burden of $47.5 billion by 1982.
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BUDGET SUMMARY

THE MARGIN, 1977-82, WITHOUT THE PRESIDENT'S PROPOSALS

[In billions of dollars]

1977 1978 1979 1980 1981 1982

Receipts under current tax law, extended 360.9 407.6 465.0 526.4 584.6 634.8
Outlays without proposed increases or re-

straints 411.2 445.4 472.7 502.1 531.5 564.8

Margin, without the President's proposals. -50 .3 -37.8 -7.7 24.3 53.0 70.0
Deficit of off-budget Federal entities -10.8 -9.2 -10.9 -12.1 -13.1 -14.3

Margin, including off-budget Federal entities. -61.1 -46.9 -18.6 12.2 40.0 55.7

MEMORANDUM

Examples of possible use of the margin:1

The President's tax program (net), exclusive
of next line item - 6 . 9 - 1 4 . 9 - 1 0 . 6 - 9 . 1 - 1 1 . 9 - 1 6 . 9

The President's proposal to reduce the aver-
age individual income tax rate to 1979
level - 7 . 3 - 1 9 . 6 - 3 0 . 6

Further reduction of the average individual
income tax rate to 1977 level - 1 6 . 7 - 2 6 . 9 - 2 9 . 0

Inflation adjustments2 - 2 . 1 - 4 . 7 -7A - 9 . 4 - 1 1 . 5

Costs of renewal of antirecession financial
assistance and other temporary programs. —2.0 —2.8 —2.0 —.7 —.5

Debt reduction (up to H % of GNP) - 1 2 . 6 - 1 3 . 7 - 1 4 . 6
New programs and program growth (3) (3) (3)

Other tax relief for individuals and tax
incentives for business (3) (3) (3)

1 It is obvious that some of these alternatives are mutually exclusive if the budget is to remain in
balance in 1980-82.2 This outlay adjustment is for inflation only in programs that were not so adjusted in arriving
at the outlays shown in the table. See text.3 Amounts are dependent on costs of the particular initiatives undertaken.

Even though the margins shown above are larger than the margins
implied by the President's program, it can easily be shown that in
either case there are competing uses of resources in the 1980's, which

240-000 O - 77 - 2
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THE BUDGET FOR FISCAL YEAR 1978

could far exceed the margin. The memorandum section of the table
clearly illustrates this point. First, the only reason that there is any
margin at all is that automatic increases occur in the average personal
income tax rate as inflation and real growth push taxpayers into
higher tax brackets after 1977. The first two line items in the memo-
randum section illustrate the net effect on such margin of the Presi-
dent's tax proposals. Since the outlays in the table do not reflect the
President's outlay constraints, the President's tax proposals would
more than absorb the margin in 1980, but do leave some margin in
1981 and 1982. The third line item shows the additional tax cut that
would be necessary to reduce the ratio of individual income tax
liabilities to personal income in the outyears back down to the 1977
ratio that results from the President's proposals. This would more than
absoib the remaining 1981 and 1982 margins.

Current services outlay estimates only adjust indexed programs and
major capital purchases for inflation, and, therefore, imply that the
level of other programs in constant dollars erodes through time. The
fourth line item shows the inflation adjustment necessary to prevent
such erosion in program levels. The fifth line item shows the impact of
limited renewal of antirecession programs enacted as temporary pro-
grams. It should be noted that the economy is assumed to be operating
at full capacity in the early 1980's, and in these circumstances most
economists would advocate that the Federal Government run a
surplus—and thus retire debt—in order to provide savings for capital
formation. The sixth line item shows the amount that would be
required to reduce the national debt by one-half of 1 percent of GNP.
Obviously, to attain this level of debt reduction in 1980 there would
have to be some cut in outlays from current services levels. New
programs, program growth, or other tax cuts are also possible uses of
the margin, the cost of which would be dependent on the particular
initiatives.

It is recommended, as a useful next step in the improvement of the
Government's budget process, that next year's budget also give such
additional attention to the second year beyond the budget year
rather than just the first. It would also be useful for congressional
budget data consistently to reflect the longer range impact of budget
year data at each step in the congressional budget process.

Changes in the budget over time.—Notwithstanding every effort to
refine and apply the best estimating techniques available, the esti-
mates set forth in the budget will turn out to be different from the
actual figures recorded at the end of 1978—a year and 8 months from
the time they are submitted to the Congress. There will be many
reasons for the differences. Economic assumptions, covered in Part
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BUDGET SUMMARY

BUDGET AUTHORITY

[In billions of dollars]

Description 1976 TQ 1977 1978
actual actual estimate estimate

Available through current action by Congress:
Enacted and pending:

Appropriations 266.9 55.3 264.5
Rescissions pending —1.1

Proposed in this budget:
Appropriation requests 5.6 303.2
Supplemental requests 18.4

To be requested separately:
Under existing legislation 0.1 0.7
Upon enactment of proposed legislation 0.2 3.6
Allowances:

Civilian agencies! 2.9
Department of Defense—Military2 2.4

Subtotal, available through current action of the
Congress 266.9 55.3 287.7 312.9

Available without current action by the Congress (perma-
nent authorizations):3

Trust funds (existing law) 145.9
Interest on the public debt 37. 1
Other 18.8

Deductions for offsetting receipts -53 .3

35.
8.
3.

- 1 0 .

2
1
4
5

153.6
42.0
12.0

-59 .5

171.
44.
12.

- 6 1 .

5
6
5
1

Total, budget authority 415.3 91.4 435.9 480.4

MEMORANDUM

Budget authority for off-budget Federal entities:
Available through current action by the Congress 0.6 * 0.9 83.8
Available without current action by the Congress 9.0 3.5 12.3 10.1

Total off-budget Federal entities 9.6 3.5 13.2 93.8

Total budget authority including off-budget Federal
entities 424.9 94.9 449.1 574.3

*Less than $50 million.
1 Includes allowances for civilian agency pay raises and contingencies.
2 Includes allowances for civilian and military pay raises for Department of Defense.
3 Allowances for relatively uncontrollable programs with permanent authorizations are estimated

at zero.
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8 THE BUDGET FOR FISCAL YEAR 1978

3, are never completely accurate. Differences between actual economic
conditions and those assumed can materially affect both outlays and
receipts. For example, if the annual rate of economic expansion in
calendar years 1977 and 1978 were to be 1 percentage point higher than
has been assumed, the 1978 deficit would be reduced by about $7.5
billion. Furthermore, in many programs benefits are paid automat-
ically to those who meet specified criteria. Thus, the rate at which
individuals or States and localities apply for benefits can have a major
effect on the level of Federal spending. Particularly in the case of new
programs, or programs that have recently undergone substantial
change, the number of eligible applicants is difficult to predict accu-
rately. Finally, congressional rejection of Presidential decisions, and
other factors can also cause substantial changes to the budget
estimates.

These points are well illustrated by what happened to the President's
budget for 1976 and the transition quarter, now completed, and what
has happened thus far to his 1977 budget. Part 6 of the budget con-
tains a reconciliation for 1976 and the transition quarter of actual
outlays for relatively uncontrollable programs with the original
budget estimates for those programs, and a similar reconciliation for
receipts.

Budget authority.—In order for Federal agencies to spend money,
Congress must first provide budget authority in one way or another.
For 1978, $480.4 billion in budget authority is requested for those
Federal operations included within the budget totals. Another $93.8
billion in budget authority is requested for Federal entities excluded
by statute from the budget totals.

Of the budget authority included within the budget totals, only
about 65% will require current action by the Congress to become
available; the rest is already available under prior legislation. Also,
only about 65% of the budget authority provided for on-budget
activities for 1978 will be spent in that year; the rest will carry over
for spending in 1979 and subsequent years.

Budget authority is discussed more fully in Parts 6 and 7.

BUDGET PROPOSALS

In his budget message last year, the President stated that an
important dimension of the budget is the way it sorts out priorities
and that in formulating the 1977 budget he tried to achieve fairness
and balance:

—between the taxpayer and those who will benefit by Federal
spending;

—between national security and other pressing needs;
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BUDGET SUMMARY 9

—between our own generation and the world we want to leave
to our children;

—between those in some need and those most in need;
—between the programs we already have and those we would like

to have;
—between aid to individuals and aid to State and local governments;
—between immediate implementation of a good idea and the need

to allow time for transition;
—between the desire to solve our problems quickly and the realiza-

tion that for some problems, good solutions will take more time;
and

—between Federal control and direction to assure achievement of
common goals and the recognition that State and local govern-
ments and individuals may do as well or better without restraints.

The President's 1978 budget decisions were made on the same basis.
This budget proposes increases for those areas that must have high
priority, such as basic programs that meet essential human needs,
defense, and energy. At the same time, to permit these high-priority
increases and yet slow the rate of growth of total federal spending to a
rate that is compatible with tax relief and sustainable over time,
spending for many programs has been restrained—in some cases
slightly, and in others substantially.

The following table relates these increases and decreases to the
budget totals.

EFFECTS OF BUDGET PROPOSALS l

[In billions of dollars]

1977 1978 1979 1980 1981 1982

Receipts:

Under current tax law, extended.__. 360.9 407.6 465.0 526.4 584.6 634.8
Proposed tax reductions - 7 . 2 -16 .3 -17 .6 -28 .3 -45 .4 -62 .3
Proposed tax increases .3 1.7 7.0 11.9 13.9 14.8

Budget receipts 354.0 393.0 454.0 510.0 553.1 587.3

Outlays:
Current programs, unchanged 411.2 445.4 472.7 502.1 531.5 564.8
Proposed increases 1.2 7.0 15.7 21.1 26.7 30.1
Proposed reductions .__ - 1 . 2 -12.4 -22 .4 -26 .6 -31 .3 -36.2

Budget outlays 411.2 440.0 466.0 496.6 527.0 558.7

Deficit (—) or margin:
Under current programs unchanged. -50 .3 -37 .8 - 7 . 7 24.3 53.0 70.0

Budget deficit(-) -57 .2 -47 .0 -11 .6 13.4 26.1 28.6

1 Totals do not reflect the recommendation to restore off-budget Federal entities to the budget.
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1 0 THE BUDGET FOR FISCAL YEAR 1978

Initiatives and program increases.—Among the major pro-
gram expansions and new programs proposed in the 1978 budget are
defense modernization, increases in education and health programs,
several important energy initiatives, increases in research and develop-
ment programs, and the Bicentennial land heritage program. The
following listing shows these proposed 1978 budget increases from an
estimated "current services" budget base.

OUTLAY INCREASES DUE TO PROPOSED NEW PROGRAMS AND PROGRAM
INCREASES, 1977-79
[In millions of dollars]

Outlay increases
Function and program

1977 1978 1979

PROPOSED ACTIONS REQUIRING SUBSTANTIVE LEGISLATION

National defense:
Modify personnel and retirement systems to meet long-term objectives 92 181

International affairs:
Fund U.S. participation in Sahel development program 5 19
Fund U.S. participation in balance of payments assistance loan for

Portugal 300 130 120
Natural resources, environment, and energy:

Establish an Energy Independence Authority to assist private industry
in developing U.S. energy resources 42 55

Create Bicentennial land heritage program to rehabilitate and expand
parks and wildlife refuges 145 189 134

Increase price of migratory bird hunting and conservation stamps to
permit increased acquisition of migratory bird refuges on a self-
financing basis 10 10

Reform EPA sewage plant construction grant programs to focus fund-
ing on high-priority improvements and to reduce the long-term
Federal commitment 50 - 5 0 780

Community and regional development:
Renew and revise expiring program authorized by the Indian Financing

Actof 1974 12
Authorization for administrative expenses for 1977 grants under the

local public works program 3 2
Education, training, employment, and social services:

Consolidate 23 existing categorical grant programs into a single
elementary and secondary education block grant to States * 72

Health:
Expand medicare services covered by hospital insurance to include

unlimited stays in nonpsychiatric hospitals and skilled nursing facil-
ities, and limit beneficiary liability to $500 a year, effective June 1,
1978 250 1,750

Limit medicare beneficiary liability for services covered by supple-
mentary medical insurance to $250 a year, effective January 1, 1978 _ _ 344 679

Upgrade facilities of St. Elizabeths Hospital for transfer to the District
of Columbia Government 1 5
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OUTLAY INCREASES DUE TO PROPOSED NEW PROGRAMS AND PROGRAM
INCREASES, 1977-79—Continued

[In millions of dollars]

Outlay increases
Function and program

1977 1978 1979

PROPOSED ACTIONS REQUIRING SUBSTANTIVE
LEGISLATION—Continued

Veterans benefits and services:
Provide grants to States for construction and maintenance of veterans

cemeteries 4 5
General government:

Fund rehabilitation of Enewetak Atoll, ex gratia payments to residents
of Rongelap and Utirik Atolls, and typhoon-proofing of public facili-
ties on Guam 11 9 5

Extend the Council on Wage and Price Stability 2 2

Revenue sharing and general purpose fiscal assistance:
Provide financial incentive for State and local governments to issue

taxable securities 44 114

Total, proposed actions requiring substantive legislation 506 1, 075 3,945

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION

National defense:
Increase Defense Department purchases in real terms for supplies, fuel,

training, recruiting, and other operations and maintenance activities. 620 1,118

Increase Defense Department procurement in real terms for essential
weapons systems acquisition 606 2,840

Increase Defense Department research, development, test and evalua-
tion for new weapons systems development in real terms to provide

for necessary future defense modernization 600 1,222
Increase military construction to permit accelerated modernization of

domestic installations 87
Increase funding for military housing to remove deficiencies, such as

temporary World War II facilities 57 183
Increase funding for military assistance education and training 8 8
Increase nuclear weapons research and development, nuclear waste

management projects, and related activities 88 216
Acquire potential shortage materials for strategic stockpile 183 265

International affairs:
Help less-developed countries establish their own volunteer programs

(Peace Corps) 1 1
Provide capital replenishment for international financial institutions. _ 3 204 360
Increase U.S. contributions to U.N. programs and International Atomic

Energy Agency 18 26 40
Increase funding for economic development assistance to less-developed

countries 100 113
Provide relief and reconstruction assistance for Lebanon 10 10
Increase AID operations to support economic development assistance 24 27

Increase international educational and cultural exchange activities 3 6
Replenish emergency refugee assistance fund 15 15

Make up arrears and shortfalls in U.S. contributions to U.N., UNESCO,

andOAS 56 26 37
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1 2 THE BUDGET FOR FISCAL YEAR 1 9 7 8

OUTLAY INCREASES DUE TO PROPOSED NEW PROGRAMS AND PROGRAM
INCREASES, 1977-79-Continued

[In millions of dollars]

Outlay increases
Function and program

1977 1978 1979

14

7

3

60

88

38

16

13

2

280

503

98

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—Con.

International affairs—Continued

Increased funding for migration and refugee assistance activities 8
Resume construction on the Tijuana flood control project and begin

the Amistad powerplant
Provide further funds to support the Eighth Pan American Games in

Puerto Rico 1
Increased funding for Export-Import Bank to meet growth in export

demand
General science, space, and technology:

Fund two additional space shuttle orbiters and new space projects,
including the space telescope project

Increase National Science Foundation funding for basic research and
earthquake engineering

Increase research and development on nuclear power sources for NASA
and defense space missions and upgrade Energy Research and Devel-
opment Administration (ERDA) basic research facilities 7 37

Natural resources, environment, and energy:
Increase funding for Corps of Engineers to meet dredging and other

maintenance workload
Initiate construction of Harry S. Truman transmission line in Missouri.
Increase funding for Tennessee Valley Authority water resources

projects
Increase Forest Service land management activities and forest reseach

efforts for recreation, wildlife, watershed, and other purposes
Increase funding for coastal zone management program 9
Increase Bureau of Land Management activities, particularly efforts to

aid energy supply development 2
Increase funding for Indian reservation mineral surveys and other

natural resources programs
Fully fund Land and Water Conservation Fund in 1978 and 1979 in

order to accelerate recreational land acquisition and facility develop-
ment

Increase funding for operation and maintenance of National Parks
Increase historic preservation grants and related activities
Increase funding for Fish and Wildlife Service programs 1
Increase EPA enforcement activities in solid waste, toxic substances,

pesticides, and air quality areas
Increase funding for Nuclear Regulatory Commission reactor research

and safety programs and regulatory activities
Increase funding for energy conservation programs, including home

insulation assistance for low-income families and State conservation
grants 40 118 67

84
4

9

23
21

22

6

60
13
4
15

16

35

4

15

24
36

21

8

226
28
9
24

75
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BUDGET SUMMARY 1 3

OUTLAY INCREASES DUE TO PROPOSED NEW PROGRAMS AND PROGRAM
INCREASES, 1977-79—Continued

[In millions of dollars]

Outlay increases
Function and program

1977 1978 1979

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—Con.

Natural resourses, environment, and energy—Continued
Increase funding for U.S. Geological Survey, principally for a major

initiative to reduce earthquake hazards, plus mapping, and energy-
related and water data activities 36 52

Increase research, development and demonstration on both nuclear
and nonnuclear energy technologies, including nuclear nonprolifera-
tion initiatives, synthetic fuels commercial demonstration, and sup-
porting research activities 42 262 711

Provide for increased production of enriched uranium for fuel and
ERDA program administrative support 317 623

Increase funds for National Oceanic and Atmospheric Administration
mapping, marine and weather services * 14 20

Agriculture:
Initiate a grant program to aid basic research in crop productivity 6 10
Redirect animal and plant health programs to emphasize brucellosis and

screwworm eradication 1 7 30
Commerce and transportation:

Increase funds for the urban homesteading demonstration program so
that more cities can participate 15 15 15

Expand Census Bureau programs for State and local government
financial data and other areas, and National Bureau of Standards
research

Increase efforts to promote U.S. productivity growth
Increase the number of mass transit grants pursuant to the Interstate

transfer provisions of 1973 highway legislation, and expand formula
grant aid

Provide analytical support to enable the automotive fuel economy
program to meet statutory deadlines 2

Increase program levels for selected highway safety programs
Fund Amtrak purchase of the Northeast Corridor from ConRail 47
Increase funding for Northeast Corridor railway 5-year improvement

program
Initiate railroad rehabilitation and improvement program, and ad-

ministration policy of encouraging rail mergers and consolidations
Increase funding for air traffic control technology development
Increase staff, upgrade equipment of the Federal Aviation Administra-

tion (FAA) national air traffic control system, and replace aging
FAA aircraft.

Fund the airports grant program at full authorized level
Increase funding for advanced aeronautical research and technology

to save fuel, increase performance and reduce engine noise 2 13
Increase Coast Guard activities to improve navigation, marine safety,

and marine environmental protection 105 26
Increase funding for Maritime Administration operations and training,- 2 2
Increase Materials Transportation Bureau pipeline safety and hazard-

ous materials program 1

5
3

200

6

100

40
14

71
240 .

5
3

14

355

25

72
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1 4 THE BUDGET FOR FISCAL YEAR 1 9 7 8

OUTLAY INCREASES DUE TO PROPOSED NEW PROGRAMS AND PROGRAM
INCREASES, 1977-79—Continued

[I n millions of doll;»rs]

Outlay increases

1977 1978 1979

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—Con.

Community and regional development:
Provide interim support for the National Institute of Building Sciences

and increase research into housing and urban development programs _ 2 4
Begin redevelopment of Pennsylvania Avenue in the Nation's Capital. 22 25 32
Increase community development block grant funding, particularly that

going to older cities 15 122
Provide additional grants that can be used for urban parks, as part of

the proposed Bicentennial Land Heritage Program 12 90 76
Provide additional funding for Regional Action Planning Commissions. 1 1
Fund the recently enacted coastal energy impact program 51 80 120
Accelerate surveys of flood-prone communities so that more of them can

enter the regular Federal flood insurance program 11 32
Increase funding for Indian community development activities in

response to priorities set by Indian communities 5 25
Redirect Appalachian development programs to emphasize highway

construction 5 15
Education, training, employment, and social services:

Provide increased funding for Indian reservation education programs
in response to priorities set by Indian communities 3 15

Provide full funding for the basic educational opportunity grant pro-
gram in view of increased participation rates 228 346 510

Expand operation of National Institute for the Deaf to full capacity. _ 2 2
Add new facilities at Gallaudet College for the Deaf 1 12 12
Improve facilities at Howard University 5 9 9
Increase funding level for vocational and adult education program to

provide advance funding and funding for programs now under con-
tinuing resolution 71

Increase Office of Education staff, HEW, to stem fraud and abuse in
education programs 4 10 10

Increase National Institute of Education funding for educational re-
search to strengthen priority research and dissemination activities. _ 12 22 36

Increase funding for the National Foundation on the Arts and the
Humanities in order to piovide greater support for cultural activities. 44 87 45

Increase funding for national employment and training programs to aid
migrants, seasonal farmworkers and Indians, and increase Employ-
ment and Training Administration fundings primarily for technical
assistance to CETA sponsors 23 23

Increase CETA funding to provide part-time jobs for older workers
through States and localities rather than national organizations— 91

Increase funding for Bureau of Labor Statistics price, pioductivity, and
industrial relations programs 8 11

Increase other Department of Labor staff for legal work, enforcement
of Fair Labor Standards Act, Federal labor-management relations
work, and enforcement of the Employee Retirement Security Act 4 12 13
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BUDGET SUMMARY 1 5

OUTLAY INCREASES DUE TO PROPOSED NEW PROGRAMS AND PROGRAM
INCREASES, 1977-79

[In millions of dollars]

Outlay increases
Function and program

1977 1978 1979

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—Con.

Education, training, employment, and social services—Continued
Redirect Runaway Youth Act funds to human development grants to

State and local governments in order to emphasize programs for the
aging and vocational rehabilitation 3 3

Increase counseling to homebuyers to help avoid mortgage defaults 1 2
Health:

Increase National Institutes of Health funds for basic biomedical
research grants 8 30

Strengthen National Health Services Corps and the medical care
standards program of the Health Services Administration 20 28

Expand the medical device regulatory program of the Food and Drug
Administration 4 5

Improve and renovate site of Occupational Safety and Health Adminis-
tration (OSHA) training institute; increase OSHA policy evaluation
and research 2 2

Income security:
Strengthen review of eligibility of unemployment claimants; increase

fraud control; provide contract auditors; and gather data on wages
and unemployment benefits 13 13

Increase management efforts to prevent and detect fraud and abuse in
HEW programs, to handle increased litigation (primarily in social
security), and to fund policy research 2 14 17

Increase the number of new households assisted under the lower income
housing assistance program from 235,000 in 1977 to 394,000 in 1978
and 1979 66 147

Increase staffing to handle additional workload in HUD, primarily in
the area of subsidized housing 31 31

Veterans benefits and services:
Activate VA hospitals, nursing homes and other medical facilities and

programs and step up research and training to improve provision of
medical services to veterans 100 147

Increase grants for construction of State extended-care facilities that
are more cost effective in meeting veterans needs 3 3

Law enforcement and justice:
Intensify efforts to curtail illegal traffic in firearms in the United States. _ 12 12
Increase Customs Service personnel to handle growing workload and

crackdown on narcotics smuggling 8 10
Increase funding for civil rights activities to eliminate backlog of dis-

crimination complaints * 3 3
Construct new Federal prisons and renovate old ones to relieve over-

crowding and accommodate growing inmate population 2 10 15
Increase funds for State fair employment practices commissions to help

reduce the backlog of equal opportunity complaints 4 5
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1 6 THE BUDGET FOR FISCAL YEAR 1 9 7 8

OUTLAY INCREASES DUE TO PROPOSED NEW PROGRAMS AND PROGRAM
INCREASES, 1977-79

[In millions of dollars]

Outlay increases
Function and program

1977 1978 1979

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—Con.

General government:
Provide additional funding for the Commission on Federal Paperwork

to maintain levels of studies and operations 4 1
Expand investigations into taxes paid by high-level drug traffickers,

improve the match of income information documents with tax returns,
and begin development of a redesigned IRS computer system in
1979 14 19 35

Increase level of repairs and alterations, and operations, for Federal
buildings 11 11

Increase civil service equal employment opportunity activities, per-
sonnel support for Rockefeller Panel pay recommendations, and
other central personnel support operations 1 3 3

Provide increased resources for Federal Election Commission to deal
with workload increases in legal and compliance activities * 1

Increase grant funds and administration of territories and the Trust
Territory 15

Construct a memorial to Franklin Delano Roosevelt 10
Increase capitalization level of the Federal telecommunications fund to

provide adequate working cash and to make funds available for equip-
ment acquisition 13

Revenue sharing and general purpose fiscal assistance:
Increase the Federal payment to the District of Columbia and make

the Federal Government current in its water and sewer payments 20 51 30

Total, items not requiring substantive legislation 699 5,890 11,777

Total, all increases 1,205 6,965 15,722

•Less than $500,000.
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BUDGET SUMMARY 17

Five-year projections of major legislative proposals that would
create new programs or expand existing activities are shown in
summary table 17 in Part 9 of the budget.

Program restraints and terminations.—A responsive govern-
ment adjusts its activities to changing national needs. Some programs
prove to be ineffective, become obsolete or outmoded, achieve their
purposes, or decline in relative priority. Further, there is a need for
continuing evaluation of the proper Federal role in all program areas.

Unless vigorous and determined efforts are made, programs that
should be restructured, reduced, or terminated, continue—and their
costs grow. In so doing, they can prevent otherwise efficient govern-
ments from operating within the limits of sound fiscal policy.

The 1978 budget incorporates the results of an intensive effort to
identify programs that should be reduced, terminated, or reformed.

There is no responsible alternative to reductions and terminations.
Spending for many major programs has long been increasing at an
unsustainable rate—much faster than the gross national product. At
the same time, periodic income tax reductions are necessary to pre-
vent taxes from continually rising as a percentage of total personal
income. Otherwise, such tax increases tend to occur—without any
explicit changes in tax laws—because wage and salary increases that
simply adjust for inflation push people into higher and higher tax-
brackets (even though their real income remains the same). The tax
reductions contemplated in this budget will give relief from this prob-
lem and leave more of the decisionmaking on how income is to be
spent to those who earn it rather than to the Government. Such
reductions, plus the proposed tax reductions for business, will also
foster the private sector investment essential to vigorous, sustainable
economic growth, more and better jobs, and higher real incomes.
Restraint on outlay growth must begin now if taxes and spending are
to be brought into alinement as the economy continues to recover.
Moreover, pruning back and eliminating lower priority programs will
free resources for better, more urgent, programs.

The program reductions and termination proposed, together with
the estimated outlay savings for each fiscal year, relative to a "current
services" base, are shown in the following listing.
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1 8 THE BUDGET FOR FISCAL YEAR 1978

OUTLAY REDUCTIONS FROM PROGRAM RESTRAINTS AND TERMINATIONS, 1977-79

[In millions of dollars]

Outlays reductions
Function and program

1977 1978 1979

PROPOSED ACTIONS REQUIRING SUBSTANTIVE
LEGISLATION

National Defense:
Terminate dual compensation of Federal employees on active military

duty status and revise Cadet, Midshipman, and ROTC pay —34 —37
Reform pay system for blue-collar civilian workers —160 —397
Dispose of excess stockpile materials —229 —268

Natural resources, environment, and energy:
Abolish the Water Resources Council and the grants to States program,

transfer the river basin commissions and regional planning functions
to the Departm ent of the Interior, and carry out certain other func-
tions through Cabinet-level and ad hoc technical interagency com-
mittees —4 —6

Reform the agricultural conservation program to emphasize long-term
conservation practices and limit assistance to financially needy
farmers 22 —50

Agriculture:
Eliminate agriculture disaster payments in favor of expanded crop

insurance, and reduce peanut acreage allotment to bring production
into balance with demand at the minimum support price —644

Commerce and transportation:
Conduct the Census Bureau survey of voting and registration every 4

years rather than every 2 years —3 —3

Limit use of mass transit grants for operating subsidies in order to con-

centrate resources on capital investment —100 50

Eliminate second career training for air traffic controllers eligible for

immediate retirement ~ 3 —5

Education, training, employment, and social services:
Limit child care and supportive services under the Work Incentive

(WIN) program to 30 days after placement in a job —21 —21
Health:

Limit annual rise in medicare hospital reimbursements per day to 7%
in 1978 and 1979, and place depreciation payments to hospitals in
escrow pending State approval of capital expenditures, effective
April 1, 1977 and charge beneficiaries 10% coinsurance for hospital
costs, effective June 1,1978 -145 -1,965 -5,305

Freeze prevailing physician charges under medicare at 1977 level and
limit increases in reasonable charges below that level to 7% annually
in 1978 and 1979, effective July 1, 1977; and charge beneficiaries 10%
coinsurance for covered services of hospital-based physicians and
raise supplementary medical insurance deductible amount to $80 in
1978, effective January 1, 1978 - 7 3 -413 -817

Consolidate 20 health programs, including medicaid, into a single
health care block grant to States —115 -881
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B U D G E T S U M M A R Y 1 9

OUTLAY REDUCTIONS FROM PROGRAM RESTRAINTS AND TERMINATIONS.

1977-79—Continued

[In millions of dollars]

Outlay reductions
Function and program

1977 1978 1979

PROPOSED ACTIONS REQUIRING SUBSTANTIVE
LEGISLATION—Continued

Income security:
Eliminate certain retroactive social security payments, change the re-

tirement test to an annual basis, and phase out student benefits —43 —998 —I, 699
Change the AFDC public assistance program to rationalize the work-

related expense disregard and reduce the Federal matching rate for

administrative costs of the State and local child support enforcement

program —63 —93

Replace 15 present complex and overlapping child nutrition programs

with a single block grant to States —1,182 —1,401

Simplify and improve food stamp program administration and change

eligibility standards to assure that benefits go only to those in need_ _ —862 —882 —909

Eliminate payments where credit exceeds personal income tax liability

in 1978 - 8 3 5 - 8 1 5
Veterans benefits and services:

Eliminate duplicate burial benefits for veterans —80 —82

Limit GI bill eligibility to 8 years; end coverage of flight training and

correspondence courses; and end separate education loan programs. —484 —532

Require private health insurance reimbursement for VA hospital treat-

ment of non-service-connected disabilities and limit travel reimburse-

ment for such patients —19 —158 —231

Terminate housing entitlement for new entrants into the armed services

- to reflect the voluntary nature of the services and their competitive

pay scales —2

General government:
Sell rare silver dollars —26

Total, proposed actions requiring substantive legislation —1,168 —7,707 —14,148

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION

National defense:
Rescind long-lead funding for shipbuilding of cruiser and attack carrier _. —51

Impose a partial moratorium on new defense construction pending a

study to modernize domestic installations —50

Reduce percentage of officers, permanent change of station costs, and

other military personnel costs —99 —226

Begin reform of military housing allowances to achieve greater equity- —73 —143

Change military assistance program 15 —5 —28

Place greater reliance on loan guarantees for foreign military credit sales. — 15 — 18 —50
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20 THE BUDGET FOR FISCAL YEiAR 1 9 7 8

OUTLAY REDUCTIONS FROM PROGRAM RESTRAINTS AND TERMINATIONS,
1977-79—Continued

Function

[In millions

and program

of dollars]

Outlay

1977

reduct

1978

ions

1979

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—Con.

International affairs:
Decrease security supporting assistance, especially to Middle East

countries (partly offset by increase for southern Africa).._ 18 — 155 - 184
Decrease aid to American schools and hospitals abroad —5 —9
Decrease U.S. contribution for U.N. peacekeeping activities in the

Middle East - 2 0 - 1 3 - 1 1
Decrease number of Peace Corps volunteers as requests from aided

countries decline —16 —19
General science, space, and technology:

Reduce NASA supporting research and development activities and
construction —49 —5.

Natural resources, environment, and energy:
Rescind authority for Corps of Engineers construction of hopper dredges

in favor of construction by industry —3 —24
Undertake no new projects in order to focus Soil Conservation Service

water resources efforts on backlog of existing projects —23 —6(
Suspend funding for the Tennessee Valley Authority's program to

demonstrate reclamation of "orphan" strip mine sites pending devel-
opment of a data base sufficient to allow a full assessment of the
effectiveness of the demonstration —6 —(

Reduce funding of Youth Conservation Corps program, which cannot
be targeted to the most needy high-unemployment, low-income
groups —12 — 1'

Reduce funding for grant portion of cooperative forest fire control
program, which has met its objective of encouraging States to devel-
op forest fire control organizations —6 —(

Reduce funding for Forest Service construction of roads and trails to
level consistent with planned timber sales —21 — 1*

Substitute reformed agricultural conservation program for Great Plains
conservation program ~~6 —<

Eliminate the ineffective forestry incentives program —2 — 1 (
Eliminate the water bank program, because objective can better be met

through direct Federal acquisition of water fowl refuges —1 —
Shift EPA research efforts to increase emphasis on water supply and

solid waste ~""26
Phase out petroleum product controls and allow State energy conser-

vation grant program to expire in 1979 "I " 1
Defer Energy Research and Development Administration funds for

1977, including subsidies for assistance to communities and lower
priority fusion research activities —18 —5 —:

Reduce funding for National Oceanic and Atmospheric Administration
programs by terminating an unnecessary satellite launch and dis-
continuing low priority marine and weather research activities,
deferring new ship construction, and beginning phaseout in 1979 of
grants to States for administration of Coastal zone management
programs ^ 1 J '
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BUDGET SUMMARY 2 1

OUTLAY REDUCTIONS FROM PROGRAM RESTRAINTS AND TERMINATIONS,
1977-79—Continued

[In millions of dollars]

Outlay reductions
Function and program

1977 1978 1979

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—Con.

Agriculture:
Reduce amount available for short-term export credit, in line with ex-

perience of recent years —250 —250
Commerce and transportation:

Terminate the mutual- and self-help housing grants program and the

rural housing for domestic farm labor grants, which are less cost-

effective than other existing Federal aid programs that they dup-

plicate - 2 - 1 0

Constrain Small Business Administration loan programs in view of ex-

pected economic recovery and recent expansion of the private credit

market - 4 2 - 6 5 - 7 5

Reduce personnel in the ICC motor carrier entry program through

management improvements _____ —2

Reduce selected NASA aeronautical research and technology programs _ —6 —26

Reduce outlays under Federal Housing Administration mortgage

insurance programs by revising premiums, preventing claims through

the use of Section 8 subsidies, and other reforms —91 —254

Reduce low-priority National Bureau of Standards research programs. —3 —3

Eliminate the Office of Business Research and Analysis, and reduce

funding for other programs of the Domestic and International

Business Administration —7 —7

Reduce highway programs where statutory requirements have not been

met, where programs are excessively narrow, or where alternative

Federal funding is already available —26 —78

Set highway trust fund grants for Federal-aid highways at $6.5 billion,

$458 million above the 1976-77 average, but a reduction from the

exceptionally high 1977 level - 1 9 2 - 7 4 2

Constrain Amtrak's planned capital program and route expansion —17 —6

Reduce subsidy for local service air carriers due to economic upturn

and the Civil Aeronautics Board's new class rate system of subsidy

estimation —7

Reduce obligations for low-priority discretionary grants program

funded by the airports and airways trust fund —33

Reduce low-priority air traffic control facilities and equipment procure-

ment activities —12

Constrain funding of the maritime ship construction and operating

subsidy programs pending completion of an analysis of the basis of

Federal support to the maritime industry —3 — 184

240-000 O - 77 - 3
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2 2 THE BUDGET FOR FISCAL YE(AR 1978

OUTLAY REDUCTIONS FROM PROGRAM RESTRAINTS AND TERMINATIONS,
1977-79—Continued

[In millions of dollars]

Outlay reductions
Function and program

1977 1978 1979

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—Con.

Community and regional development:
Reduce funding for Community Services Administration categorical

programs that duplicate other Federal programs for energy conserva-
tion, services for the elderly, and nutrition assistance —80 —114

Reduce funding for Economic Development Administration public
works, because of the availability of $2 billion under the Local Public
Works program, and reduce other low-priority EDA activities —23 —82

Eliminate Regional Action Planning Commissions supplemental grants, —2 —8
Reduce Appalachian area development programs to permit increased

highway program —5 —15
Allow authority for the rehabilitation loan program to expire in favor

of community development block grants —86 —91
Reduce categorical support for comprehensive planning and manage-

ment activities which can be supported under the community devel-
opment block grant program —8 —34

Reduce rural water and waste disposal grants in view of availability of
similar HUD and EPA grant programs —15 —68

Terminate rural community fire protection grants because other Federal
assistance is available for this purpose —3 —4

Terminate rural development grants because other Federal assistance is
available for this purpose —1 ~4

Phase out Federal support for Volunteers in Service to America (VISTA)
and University Year for ACTION programs because there is suffi-
cient experience to enable communities to decide whether to support
volunteers locally —17 —26

Education, training, employment, and social services:
Terminate or reduce higher education student and institutional assist-

ance programs in order to concentrate resources on direct student
assistance _ - 2 2 -595 -1,007

Restrain funding levels for various elementary and secondary education
programs to contain these activities at the developmental demonstra-
tion level - 1 2 -172

Terminate the college undergraduate instructional equipment and li-
brary demonstration and training programs because these programs
provide for institutional aid rather than supporting a policy of direct
student support ~~1' """'^

Constrain funding for metric education, and packaging and field testing
of education programs to demonstration levels —I "~2

Limit school assistance in federally affected areas to students whose
parents both live and work on Federal property —317 —447

Reduce discretionary employment and training assistance funds which
are in excess of need and original statutory intent —125 —125
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BUDGET SUMMARY 23

OUTLAY REDUCTIONS FROM PROGRAM RESTRAINTS AND TERMINATIONS,

1977-79—Continued

[In millions of dollars]

Outlay reductions
Function and program

1977 1978 1979

ITEMS NOT REQUIR1NG SUBSTANTIVE LEGISLATION—Con.

Education, training, employment, and social services—Continued

Reduce preliminary estimates for summer youth program level in line
with expected improvements in the eccnomy —70 —145

Eliminate categorical funding through national organizations of older
worker employment and training program —91

Phase out the temporary employment assistance program in 1978 as
unemployment declines —1,100 —2,100

Limit social services funds for State and local training projects and do
not extend special day care add-on of $200 million —223 —233

Rely on more cost-effective programs to assist needy students, and ter-
minate the college housing program —77 —79

Health:
Reduce health resources programs for special medical facilities con-

struction, nursing, and student loan assistance and concentrate
funds on health statistics and certain health professions education
programs 117 —154 —246

Reduce research and phase out training activities of the Alcohol,
Drug Abuse, and Mental Health Administration because similar
behavioral research is being carried on by other Federal agencies,
and training support subsidized by ADAMHA grants is available
through needs-tested programs —4 —5

Phase out grant assistance for health maintenance organizations after
a 5-year demonstration of the concept and eliminate the separate
Division of Federal Employee Health —1 —23

Limit Indian health facilities ccnstructicn to projects now underway. _ —7 — 14
Reduce funding for Center for Disease Control occupational health

training grants and health education activities —2 —7
Income security:

Tighten management of supplementary security income program to
minimize erroneous benefit payments —50 —50

Reduce public assistance overpayments by disallowing Federal
financial participation in incorrect payments —83 — 108

Phase out special Cuban refugee assistance program in favor of regular
public assistance programs 5 4 —12

Terminate Farmers Home Administration program for very low
income housing repair grants, since other Federal assistance is
available for this purpose —5 —5

Reduce administrative costs for unemployment insurance through
automation and improved management in high-cost States —20 —20

Encourage public housing authorities to adopt rent scales comparable
to those established by law for other subsidized rental housing
tenants - 5 8 -135

Seek no additional authority to continue the public housing program,
and keep modernization authority at an annual average of $420
million during the 1977-79 period _ __ —3 —33
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2 4 THE BUDGET FOR FISCAL YEAR 1978

OUTLAY REDUCTIONS FROM PROGRAM RESTRAINTS AND TERMINATIONS,

1977-79—Continued

[In millions of dollars]

Outlay reductions
Function and program

1977 1978 1979

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—Con.

Veterans benefits and services:
Reduce overpayments under the GI bill by reinstituting attendance

certification —149 —54

Law enforcement and justice:
Reduce funds for Legal Services Corporation because it has not assessed

either alternative funding sources or the proper service level of legal
assistance to the poor —35 —35

Reduce criminal justice assistance in the areas of juvenile delinquency,
law enforcement education, and adjust 1977 outlays for the impact of
the public safety officers benefits program —7 —28

Reduce FBI's domestic intelligence program pursuant to new De-
partment of Justice guidelines, and automate fingerprint processing. _ — 16 — 13 — 13

General government:

Terminate intergovernmental personnel assistance grant program
because State and local governments have demonstrated a willing-
ness to undertake personnel management projects —9 —15

Reduce funds for administration of territories and the Trust Terri-
tory - 3 - 1 8 - 2 0

Change procedures for collecting taxes owed to the Federal Govern-
ment ~ 3 —3

Total, items not requiring substantive legislation —39 —4,700 —8,263

Total, all reductions -1,207-12,407-22,411

INTEGRATION OF BUDGET AND MANAGEMENT REVIEWS

Building on the President's previous management initiatives, the
Office of Management and Budget has issued instructions to all
executive branch agencies (Circular A-113) that require annual
preparation and submission of management plans. This requirement
accommodates integration of Presidential reviews of the budget and of
agency management plans.

Such management plans must include, among other things, plans for
evaluation of agency programs in a systematic way. The improved and
more frequent evaluations that are expected from this initiative can
provide the basis in future years for greatly improved decisionmaking
as to the merits of particular programs, the need for programmatic
change, and the most efficient allocation of limited budgetary resources.
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FISCAL ACTIVITIES OUTSIDE THE FEDERAL BUDGET

The budget does not include a number of fiscal activities of the
Federal Government that result in spending similar to budget outlays.
One major exclusion—the outlays of off-budget Federal entities *—has
been discussed briefly in an earlier section of this Part 2. These outlays
should be included in the budget totals according to the unified budget
concept. The Administration is proposing legislation that would ac-
complish this for the 1979 and subsequent budgets.

The table on the next page compares the excluded outlays of the off-
budget Federal entities with the unified budget outlays.2 The outlays
of the off-budget entities (excluding the Export-Import Bank and Ex-
change Stabilization fund) began at a negligible amount in 1973 but
have grown rapidly since then, as the Federal Financing Bank and
other off-budget entities have been created. The outlays of the off-
budget Federal entities equaled 2.0% of budget outlays in 1976 and
are estimated to equal 2.6% in 1977, 2.1% in 1978, and 2.3% in 1979.

The off-budget Federal entities are discussed in some detail below.3

This is followed by a discussion of the Government-sponsored enter-
prises, which are outside the scope of the budget because of their pri-
vate ownership.4 Guaranteed loans and tax expenditures, which also
have significant effects on the economy, are discussed subsequently.
The regulation of economic activity may have similar effects by re-
quiring the private sector to make expenditures for specified pur-
poses, such as safety and pollution control. Because its effects cannot
be quantified satisfactorily, such regulatory activity is not discussed
in this section. The economics of regulation is discussed in chapter 4
of the Economic Report of the President for 1977.

The off-budget Federal entities and the privately owned, Govern-
ment-sponsored enterprises primarily carry out loan programs. Guar-
anteed loans are likewise a part of federally assisted lending. The
table on page 27 summarizes Federal credit actitivies by showing the
outstanding amounts of Federal and federally assisted loans: direct
loans by Federal agencies included in the budget, direct loans by
off-budget Federal entities, guaranteed loans, and loans by Govern-
ment-sponsored enterprises. The total amount of these loans is large,
and the direct loans by agencies within the budget make up only a
small proportion of the total.

1 Financial statements for these entities are contained in the Appendix. Budget of the United States
Government, Fiscal Year 1978. See Part IV. "Detailed Estimates of Off-Budget Federal Entities."

2 The historical data for unified budget outlays include off-budget Federal entities for any period
when they were in the budget, include the Export-Import Bank for all years, and include Government-
sponsored enterprises for periods when they had any Government ownership.

8 The Board of Governors of the Federal Reserve System (but not the Federal Reserve banks,
which are privately owned) is a Federal organization. It is excluded from the budget and this
discussion.

* For financial statements, see the Appendix. Part VI. "Government-Sponsored Enterprises."
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2 6 THE BUDGET FOR FISCAL YEAR 1978

This table also shows the outstanding debt of the Federal Govern-
ment. The debt held by the public excludes that part of the gross
Federal debt held within the Government itself by trust funds and
other Government accounts. The $135.5 billion increase in debt held
by the public from the end of 1976 to the end of 1978 is primarily
due to the large deficits in the budget, but the outlays of the off-budget

COMPARISON OF OUTLAYS FOR THE UNIFIED BUDGET, OFF-BUDGET FEDERAL
ENTITIES, AND GOVERNMENT-SPONSORED ENTERPRISES

(In billions of dollars]

Outlays

Federal Government l 2

Year Govern-
Off-budget ment-

Unified budget Federal Total sponsored
entities enterprises 3

1954 70.9 70.9 -0.3
1955 68.5 68.5 .2
1956._ 70.5 70.5 .4
1957 76.7 76.7 .1
1958 82.6 82.6 -.5
1959 92.1 __.. 92.1 1.1
1960 92.2 _.._ 92.2 .4

1961 97.8 97.8 -.3
1962 106.8 106.8 1.1
1963 111.3 111.3 .5
1964 118.6 118.6 1.8
1965 118.4 118.4 1.2

1966 134.7 134.7 1.9
1967 158.3 158.3 -2.9
1968 178.8 178.8 1.7
1969 184.5 184.5 4.3
1970 196.6. 196.6 9.6

1971 211.4 211.4 *
1972 232.0 232.0 4.4

1973 247.1 0.1 247.1 11.4
1974 269.6 1.4 271.1 14.5
1975 _ 326.1 8.0 334.1 7.0

1976 366.5 7.2 373.7 4.6

TQ 94.7 1.8 96.5 2.3
1977 estimate 411.2 10.8 422.0 11.0

1978 estimate 440.0 9.2 449.1 13.2
1979 estimate 466.0 10.9 476.9 <«)

« Not available.
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DEBT AND LOANS

[In billions of dollars]

1976 T(3 1977

27

1978

646.4
498.3

65.3
24.3

169.8
87.8

716.7
560.3

67.3
34.3

181.0
100.1

785.0
615.8

70.1
41.5

202.3
113.5

Outstanding debt, end of fiscal period:
Gross Federal debt 631.9

Debt held by the public 480.3

Outstanding Federal and federally assisted loans, end of
fiscal period: l

Direct loans—on budget 64.2

Direct loans— off-budget 21.6

Guaranteed and insured loans 2 169.8

Government-sponsored enterprise loans 2 84.9

1 See table E- l l in Special Analysis E, "Federal Credit Programs," published in a separate volume.
2 Excludes loans held by Government accounts and Government-sponsored enterprises.

Federal entities contribute significantly. Federal debt and its rela-
tionship to the Government deficit are discussed more extensively in
Part 6 of this volume.

Outlays of off-budget Federal entities.—Off-budget Federal en-
tities are federally owned and controlled, but their transactions have
been excluded from the budget totals under provisions of law. There-
fore, their fiscal activities are not reflected in either budget outlays or
the budget surplus or deficit, appropriation requests for their activities
are not included in the totals of budget authority, and their outlays
are not subject to the ceilings set by the congressional budget resolu-
tions. As shown in the table on page 206, the outlays of the off-budget
Federal entities are added to the unified budget deficit to comprise the
total Government deficit that has to be financed by borrowing from
the public or by other means. When off-budget outlays are financed
by Treasury borrowing, the additional debt is subject to the statutory
debt limit; when financed by the entities' own borrowing, it is not.
The additional debt is part of the gross Federal debt whether it is
issued by the Treasury or by the off-budget Federal entities.

The first Federal entity excluded from the unified budget was the
Export-Import Bank (excluded by statute as of August 17, 1971). This
removal was the first departure from the concept of the unified budget,
which had been adopted beginning with the 1969 budget and which
combined the administrative budget with the substantial trust fund
activity of the Federal Government. Since 1972 further departures
from a unified budget have occurred. The Postal Service fund,
the Rural Telephone Bank, the lending activities that became
the Rural electrification and telephone revolving fund, and the
Housing for the elderly or handicapped fund were removed from

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1978



2 8 THE BUDGET FOR FISCAL YEAR 1978

the budget. The Environmental financing authority fund,5 the Federal
Financing Bank, the United States Railway Association, and the
Pension Benefit Guaranty Corporation were established off-budget.
Under proposed legislation the Energy Independence Authority
would be established off-budget, but if the existing off-budget entities
are included in the budget the Energy Independence Authority should
be included also. The Exchange Stabilization fund has always been
excluded from the unified budget and until this year was classified
instead as a deposit fund.6

The budget totals do, however, include the subsidies paid to the
Postal Service fund. They also include the administrative expenses
of the Rural Electrification Administration lending programs and the
United States Railway Association, and they record the estimated net
gains or losses of the proposed Energy Independence Authority.

The range of activities carried out by off-budget Federal entities
was reduced during the past year. The Export-Import Bank was
returned to the budget by statute on October 1, 1976, the beginning
of fiscal year 1977. The budget outlays and deficits for previous years
have been revised to include the Export-Import Bank. These revi-
sions are reflected in the tables published in this budget. Further-
more, the budget treatment of the United States Railway Association
was changed. Recently enacted legislation requires that the purchase of
ConRail securities, which will comprise almost all of the Association's
activity after 1977, be included in the budget from the start of this
assistance program in 1976.

While the budget authority and outlays of off-budget Federal en-
tities are excluded from the budget totals, some of their activities are
subject to normal Presidential and congressional review. For example,
limits on the amount of new lending by the Rural electrification and
telephone revolving fund are set annually by law, and the outstanding
debt and annual borrowing of the Postal Service are limited by statute.

There is little or no justification for having Federal entities outside
the budget. The President's Commission on Budget Concepts, whose
report led to the establishment of the unified budget, recommended
that "the budget should include all programs of the Federal Govern-
ment and its agencies" and that "the budget should, as a general rule,
be comprehensive of the full range of Federal activities".7 Compre-
hensive coverage is necessary to inform the public fully what the Gov-
ernment is spending. It contributes to the rational establishment of
priorities for allocating economic resources among alternative gov-
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BUDGET SUMMARY 29

ernmental programs, because it subjects each program to the discipline
of a budget process in which the benefits from additional (or lesser)
spending on one program are compared with the benefits of additional
(or lesser) spending on all the others. Likewise, comprehensive
coverage contributes to establishing priorities in the distribution of
total available resources between public and private activities, and it
assists in understanding the Government's impact on the economy.
For these reasons the Administration is proposing that legislation be
enacted to include all of the off-budget Federal entities within the
budget. The historical data for budget outlays and the budget deficits
w7ould be revised to include the transactions of these entities in order
to make the figures for different years comparable and to inform the
public about the size of total outlays.

Congress has also expressed concern about the off-budget outlays.
The Congressional Budget Act of 1974 calls for the Committees
on the Budget of the House of Representatives and the Senate
to study on a continuing basis those provisions of law that exclude
any outlays of Federal entities from the budget and to report to
their respective Houses their recommendations for terminating or
modifying such provisions. In September 1976 the House Budget
Committee adopted a report recommending that the budget include
the administrative expenses of the Exchange stabilization fund and
the outlays of all other off-budget Federal entities except the Federal
Financing Bank. The Committee deferred judgment about the
Federal Financing Bank until after the completion of certain special
studies that it had commissioned.8

Except for the Postal Service, the Pension Benefit Guaranty
Corporation, and the Exchange stabilization fund, the excluded
outlays of the off-budget Federal entities are incurred for carrying
out loan programs. These programs are similar to the direct loan
programs in the unified budget. The outlays of the off-budget loan
programs are roughly equal to the difference between new loans dis-
bursed and repayments of principal. For example, during 1978 new
loans disbursed by the excluded programs are estimated to be $10.3
billion and repayments $2.6 billion, for an increase in loans outstand-
ing of $7.7 billion. This is about the same as the estimated outlays of
the programs, which are $7.4 billion. The difference is due to such
factors as administrative expenses and interest paid and received.

Like direct loans in the budget, the loans of the excluded programs
are designed to allocate economic resources toward particular uses.
The off-budget Federal entities support a variety of program functions
both through their direct operations and, in the case of the Federal
Financing Bank, through the purchase of debt securities issued by

8 House of Representatives, Committee on the Budget, Off-Budget Aclitities of the Federal Govern-
ment. Report No. 94-1740 (1976).
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3 0 THE BUDGET FOR FISCAL YEAR 19 78

several agencies and the purchase of obligations guaranteed under a
number of Government programs. The size of these activities is
generally indicated by the outlays of each off-budget entity in the
following table. Par t 5 of the budget, ' T h e Federal Program by
Funct ion/ ' shows the outlays of the off-budget Federal entities by
function and discusses some of their more significant activities.

As the table shows, the Federal Financing Bank (FFB) accounts for
a large share of off-budget outlays, about three-fifths of the total in
1978 and 1979 and still higher proportions in some earlier years. The
outlays of the F F B reflect only its purchase of Government-guaranteed
obligations, not its purchases of Federal agency debt. This prevents
counting the same amount twice, both in the FFB's own outlays and
in the outlays of the agency that borrowed from the F F B and spent
the proceeds.

The FBB's share of off-budget outlays is less in 1978-79 than in
the preceding years. Partly this is due to an absolute decrease in its
own lending from the 1977 level, which is caused by purchasing
smaller amounts of certificates of beneficial ownership from the
Farmers Home Administration and smaller amounts of New York
City seasonal financing loans from the Treasury Department; partly
this is due to the expanded lending by the Housing for the elderly or
handicapped fund, the proposed establishment of the Energy Inde-
pendence Authority, and the rising deficit of the Postal Service fund.
The outlays of the Rural electrification and telephone revolving fund
are zero in 1978 and 1979, despite large continued net lending, because
of its plans to sell certificates of beneficial ownership to the F F B .
According to law, these sales are treated as the sale of assets and there-
fore are an offset to the fund's outlays. The FFB's purchase of these
certificates is counted in the FFB outlays.

OUTLAYS OF OFF-BUDGET FEDERAL ENTITIES
[In billions of dollars]

i~976 TQ F977 r978 1979
Off-budget Federal entity actual actual estimate estimate estimate

Federal Financing Bank 5.9 2.6 8.7 5.9 6.2
Rural electrification and telephone revolving fund_. .2 —.1 .5
Rural Telephone Bank .1 * .1 .1 .1
Housing for the elderly or handicapped fund —* —* .3 .7 .8
Pension Benefit Guaranty Corporation —* —* —* —* —*
Exchange stabilization fund —.1 —* —.1 —.1 —.1
Postal Service fund 1.1 - . 7 1.0 1.8 2.5
U.S. Railway Association .1 * .3 —.1
Energy Independence Authority _. _ _ .6 1.4

Total 7.2 1.8 10.8 9.2 10.9

*Less than $50 million.
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Outlays of Government-sponsored enterprises.—Several Gov-
ernment-sponsored enterprises have been established and chartered by
the Federal Government to perform specialized credit functions. The
earlier enterprises were all created with partial or full Government
ownership and direct Government control, but, in time, they were
converted to private ownership and some new enterprises were created
as privately owned institutions. The rule governing the budget treat-
ment of these enterprises was established in 1967 in accordance with a
recommendation by the President's Commission on Budget Concepts.
The Commission recommended that the budget exclude those Gov-
ernment-sponsored enterprises that are entirely privately owned.
Since the enterprises carry out federally designed programs and
receive benefits from their close association with the Government,
the Commission recommended that financial statements of their
operations be included in the budget documents.

The Federal land banks and Federal home loan banks had both
become entirely privately owned a number of years before the unified
budget was adopted and therefore have always been excluded. The
Federal National Mortgage Association, the Banks for cooperatives,
and the Federal intermediate credit banks became wholly privately
owned by repaying their Federal equity capital during 1969 and were
accordingly removed from the budget. The Federal Home Loan
Mortgage Corporation and the Student Loan Marketing Association
were subsequently established with full private ownership.

These Government-sponsored enterprises were all created to carry
out loan programs, either lending their funds directly for specifically
authorized purposes or buying loans originated by the private group
that they were established to assist. Their loans primarily support
housing but also support agriculture and higher education. As shown
in the table on page 26, the outlays of the privately owned Govern-
ment-sponsored enterprises have grown considerably—from relatively
small amounts in the early 1960's to an average of $8.4 billion (equal
to 2.9% of budget outlays) during 1972-76, when more Government-
sponsored enterprises had been established outside the budget. In
1978 these enterprises are expected to spend $13.2 billion, equal to
3.0% of budget outlays in that year.

Guaranteed loans.—Federal and federally assisted credit has a
significant influence on resource allocation. Direct loans by budget
agencies are part of total budget outlays. Direct loans by off-budget
Federal entities and Government-sponsored enterprises, as discussed
above, are not included in the budget totals. Government-guaranteed
loans—that is, loans for which the Government guarantees the pay-
ment of the principal or interest in whole or in part—are also not
included in budget outlays. Guaranteed loans constitute contingent
liabilities, which do not result in outlays except in the event of default.
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Guaranteed Loans Outstanding
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Guaranteed (or insured) loans have diverse characteristics. The
loan may be made to individuals, businesses, State and local gov-
ernments, or foreign governments. The guaranteed obligation may be
a loan made by a bank or other institutional lender, it may be a
security sold in the capital market, or it may be a security sold to
the Federal Financing Bank. The guarantee may be full or partial,
and in some programs it may be supplemented by other explicit
subsidies or other forms of assistance. Guaranteed loans include
most loan assets sold by Federal agencies. Loan asset sales occur when
an agency makes a direct loan and then sells it off. A guarantee is usually
attached. In some cases the agency sells the direct loans themselves,
and in other cases the agency sells securities (sometimes called cer-
tificates of beneficial ownership) that are backed by loans that the
agency continues to hold and service. Loan asset sales are offsets to the
outlays of the agency that sells them, so they reduce the amount by
which the direct loans of Federal agencies add to budget outlays.

Loan guarantees are designed to allocate economic resources toward
particular uses by providing credit at more favorable terms than would
otherwise be available in the private market. The major use of guaran-
teed loans is to support housing, but in recent years guarantees have
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increasingly been used for other purposes. The effect of guaranteed
loans on the economy is difficult to assess. Some portion of the private
loans that are guaranteed would have been made without the guaran-
tees, and those private loans that would not otherwise have been made
tend to divert credit away from other economic activities.

The following table shows the outstanding amount of guaranteed
loans held by the public at the end of the years 1976-78, the net
loans guaranteed during each year (that is, the change in outstanding
loans), and the gross amount of new loans guaranteed. The figures
include the full amount of all loans guaranteed in whole or in part,
in billions of dollars:

1976 TQ 1977 1978
actual actual estimate estimate

Outstanding guaranteed loans 169.8 169.8 181.0 202.3
Net loans guaranteed 10.3 - . 1 11.3 21.2
Gross loans guaranteed 28.5 8.4 39.3 53.9

This table suggests the importance of guaranteed loans. The out-
standing amount held by the public is large and growing each year.
Gross loans, which measure the total new activity that occurs each
year, are very much larger than the change in outstanding loans.
The difference is almost entirely due to the repayment of old loans.
In addition to the $42.8 billion increase during 1976-78 in guaran-
teed loans held by the general public, the total held by the Federal
Financing Bank and Federal agencies is estimated to increase by
$21.8 billion; and the total held by Government-sponsored enter-
prises is estimated to increase by $3.1 billion. These amounts are
reflected in the outlays of the Federal Financing Bank, Federal agen-
cies, and Government-sponsored enterprises that buy the loans.
When the Federal Financing Bank buys newly issued guaranteed
loans (except loan asset sales), the guaranteed loans are in effect
converted into direct Federal loans outside the budget.

Since guaranteed loans are outside the budget, they are not subject
to the same kind of review and control as budget outlays. Partly as a
result, the current control over guaranteed loans is not stringent. The
authorizing statutes for half or more of the guarantee programs
impose a ceiling on the amount of guaranteed loans outstanding, but
the limits imposed at one time are usually designed to meet several
years of requirements at once. Plans for guarantees are generally
reviewed annually in the course of reviewing the budget and personnel
requests of the administering agencies, but annual limits usually are
not set. Except when explicit subsidies or capital for reserve funds
must be appropriated, limits on guarantees are not imposed, directly
or indirectly, by the Appropriations Committees in the Congress.
Similarly, the Senate and House Budget Committees do not scrutinize
the total amount of guaranteed loans, as they do the total amount of
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3 4 THE BUDGET FOR FISCAL YEAR 1978

budget outlays, and the congressional budget resolutions do not
include a target or ceiling for guaranteed loans.

The issue of control over guaranteed lending is being studied seri-
ously by both the Congress and the executive branch and is proving
difficult to resolve. Nonetheless, the large size and continuing growth
in outstanding guaranteed loans make it imperative that the Congress
and the Executive reach early agreement on an effective control
mechanism. In order for the Congress and the President to influence
efficiently the allocation of economic resources and the behavior of
financial markets and the economy as a whole, control over guaranteed
loans is as justifiable in concept as control over outlays.

The major loan guarantee programs are discussed by function in
Part 5 of the Budget. Guaranteed loans are analyzed further together
with other types of credit assistance in Special Analysis E, "Federal
Credit Programs." 9

Taxation and tax expenditures.—Taxation affects the economy
not only by providing the Government with receipts but also by
changing the allocation of resources among private uses and the
distribution of income and wealth among individuals. The economy
is significantly affected by the structural characteristics of each of
the different taxes that are levied, such as the rate schedules, exemp-
tions, deductions, and exclusions of the individual income tax; and
it is also significantly affected by the relative size of the different
taxes. These effects are not measured in budget receipts or outlays

Some aspects of taxation, called "tax expenditures/' receive special
attention in the budget. Tax expenditures are defined as revenue losses
under the individual and corporation income taxes that are attributable
to a special exclusion, exemption, or deduction from gross income or
to a special credit, preferential tax rate, or deferral of tax liability.

Tax expenditures are one means by which the Federal Government
carries out its policies and in most cases can be viewed as alternatives
to outlays, guaranteed loans, regulations, or other provisions of the
tax law. The objectives of tax expenditures are varied. Nearly all are
intended either to encourage particular economic activities or to
reduce the tax liabilities for taxpayers in special circumstances. Among
the economic activities encouraged are investment, homeownership,
State and local government spending, and support of charities; among
the persons with reduced tax liabilities are the aged, the unemployed,
and those with high medical expenses.

Tax expenditures ordinarily result from permanent legislation and
therefore in past years did not receive any systematic annual review.
Such intermittent review as took place generally did not compare
tax expenditures with alternative programs using budget outlays and

• See Special Analyses, Budget of the United States Government, Fiscal Year 1978.
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other means for the Government to pursue its objectives. Under the
Congressional Budget Act of 1974, however, the estimated levels of
tax expenditures are to be presented each year in the budget that the
President submits to the Congress and in the reports of the Senate and
House Budget Committees to their respective Houses on the proposed
congressional budget resolutions. This is intended to encourage more
systematic examination of tax expenditures by the Congress, the rest of
the Government, and the public. The reports of the Senate and House
Budget Committees on the concurrent budget resolutions for 1977
explicitly related the estimated receipts and deficit to proposed changes
in the dollar amount of tax expenditures. The structural characteristics
of the income taxes other than the tax expenditure provisions--
although likewise affecting the allocation of resources and the distri-
bution of income—do not receive either a systematic review or this
kind of presentation, nor do other taxes besides the individual and
corporation income taxes.

The classification of certain provisions of law as resulting in tax
expenditures requires some standard against which the law can be
compared. Deviations of the law from this standard are deemed to
cause tax expenditures. The standard used for the individual income
tax includes those provisions that exist under current law for graduated
rate schedules, personal exemptions, low-income allowances, and other
means of establishing threshold income levels for tax liability. Thus,
by definition, these characteristics of the tax structure do not lead to
tax expenditures.

However, selecting a standard of comparison depends on nor-
mative judgments about what is appropriate. A different standard
might exclude personal exemptions and the low-income allowances
and thereby classify these provisions as resulting in tax expenditures;
or it might integrate the individual and corporation income taxes, in
which case the lack of integration under current law could be thought
to produce a gain in receipts and thereby a negative tax expenditure.
Since provisions of the tax law other than the tax expenditure items
have the same kinds of economic effects as do tax expenditures, and
since different normative judgments about the standard might cause
these provisions to be classified as producing tax expenditures or nega-
tive tax expenditures, the provisions of tax law that are not defined
as resulting in tax expenditures deserve as much scrutiny as the
provisions that do.

Tax expenditures are presented at two places in the budget. Part 5 of
the budget, "The Federal Program by Function," discusses the most
important tax expenditures in each functional category, together with
the outlays and guaranteed loans, in order to describe more fully the
effects of governmental policy in each function. Special Analysis F,
"Tax Expenditures/' discusses the concept of tax expenditures,
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presents a complete list of tax expenditure estimates for 1976-78, and
analyzes the effect of the tax proposals in the present budget on tax
expenditures.10

The figures shown for tax expenditures are necessarily estimates for
past years as well as future ones, since they compare actual tax re-
ceipts with the tax receipts that would have existed if the tax law had
been different. The method of estimation is to assume that only the
tax provision in question is deleted, while all other characteristics of
the tax system remain the same. If deleting a particular provision
increases taxable income, as would occur in most cases, the tax expendi-
ture is then estimated as the increase in taxable income multiplied by
the existing tax rates.

The estimates are based on two principal economic assumptions.
The first is that the gross national product and other general economic
conditions will follow the economic assumptions outlined in Part 3 of
the budget and hence will not be affected by removing a particular tax
expenditure provision. Thus, the tax expenditure is only the gain in
receipts directly caused by removing the provision in question and
does not reflect any loss in receipts due to the decline in income that
might be induced by the higher taxation. This implies that some off-
setting fiscal or other governmental action would be taken to keep
general economic conditions unchanged. The second principal eco-
nomic assumption is that removing the tax expenditure does not affect
taxpayer behavior. In many cases this assumption is unrealistic. To
the extent that tax expenditures intended to encourage certain eco-
nomic activity have been successful, their removal would presumably
discourage such activity. This would alter the composition of economic
activity and might thereby change total receipts.

The size of a particular tax expenditure depends not only on the tax
provision in question but also on the interaction of this provision with
the rest of the tax structure. A decrease in the tax rate schedule, for
example, would reduce the amount of receipts gained by deleting
deductions and exclusions. An increase in personal exemptions or the
low-income allowance would decrease the number of taxpayers item-
izing deductions and would thereby decrease tax expenditures for
deductions, particularly those deductions taken disproportionately
by low-income taxpayers. The tax changes proposed in this budget,
which would lower income tax rates and raise personal exemptions
and the low-income allowance, would thus automatically decrease
tax expenditures.

The interaction among tax provisions means that special calcu-
lations are generally needed to add tax expenditures together. For
example, if more than one exclusion from individual income were

i°See Special Analyses, Budget of the United States Government, Fiscal Year 1978.
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ended, the gain in receipts would generally be greater than the sum
of the separate tax expenditures, because more taxpayers would move
into higher tax rate brackets. If more than one personal deduction
were ended the gain in receipts would generally be smaller than the
sum of the separate tax expenditures, because more taxpayers would
switch to the standard deduction. According to a special calculation,
if all itemized deductions resulting in tax expenditures were repealed,
the gain in receipts in 1978 would be $21.2 billion. In comparison, the
sum of the tax expenditures for each separate item is $31.3 billion.
Consequently, except for a few special calculations, separate tax ex-
penditures are not added together in this budget, because to do so
would be misleading. Where tax expenditures for both individuals
and corporations result from the same provision, however, such as
the investment tax credit, the two estimates may meaningfully be
added.

Interaction among separate tax expenditure provisions is one
reason why the tax expenditures cannot all be added together to form
a meaningful total amount. In addition, there are two conceptual
reasons why even a total amount that took these interactions into
account would be of little use. First, as explained above, the list of
tax expenditure items would be different if a different standard for
comparison were used. Any total amount would depend on the nor-
mative judgments that defined the standard, and a total based on the
present standard could readily be raised or lowered.

Second, the effect of tax expenditures on receipts depends on the
extent to which eliminating tax expenditures would be offset by reduc-
ing tax rates in order to compensate for the higher receipts that would
otherwise be taken by the Federal Government. In the development
of the U.S. tax system, tax expenditures have frequently not been
changed alone. The use of different taxes, the tax rates for each one,
the tax expenditure provisions, and other tax provisions have often been
changed together in light of the whole tax structure. One particular
provision has sometimes been used to modify or compensate for an-
other provision, and this relationship has involved both tax expendi-
ture provisions and other provisions of the tax law simultaneously.
Therefore, if one part of the tax structure were substantially changed,
other parts might be substantially changed also. In particular, if all
tax expenditures were removed, the tax rate schedule would almost
certainly be reduced and the net effect on total receipts might be
negligible. Likewise, the effect of the removal of tax expenditures on
the resource allocation and income distribution in the economy would
depend on which method of changing tax rates and outlays—out of a
limitless number of alternatives—was used to compensate for the
repeal of the tax expenditure provisions.

240-000 O - 77 - 4
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3 8 THE BUDGET FOR FISCAL YEAR 1978

Most tax expenditures in Part 5 of the Budget and in Special
Analysis F are classified according to the same major functions used to
classify outlays. Some tax expenditures do not easily fit into these
categories, however, and have been classified in three special functions:
business investment, personal investment, and other tax expenditures.

By far, the largest tax expenditure for business investment is the
investment tax credit for equipment. The reduction in receipts is
expected to be $11.9 billion in 1978, with $9.7 billion for corporations
and $2.2 billion for individuals.

The tax expenditures for personal investment include taxing most
realized capital gains at lower rates than are applied to ordinary in-
come. This tax expenditure is estimated to be $7.4 billion in 1978
(in addition to the tax expenditure for capital gains in agriculture).
The tax expenditures for the deductibility of mortgage interest and
property taxes on owner-occupied homes are estimated as $6.0 billion
and $5.0 billion, respectively, or $10.2 billion in total according to a
special calculation that takes account of their interaction. For the
reasons discussed above, this total is less than the sum of the two
separate items.

The main component of other tax expenditures is the deductibility
of charitable contributions (other than for education, which are
classified functionally as education). This tax expenditure is estimated
to be $5.9 billion in 1978, mostly for individuals.
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SUMMARY TABLES 371

Table 1. BUDGET SUMMARY (in millions of dollars)

Description 1976
actual

TQ
actual

1977 1978
estimate estimate

Budget authority (largely appropriations):
Available through current action by Congress:

Enacted and pending 266,933 55,276 264,493
Proposed in this budget 22,892 303,216
To be requested separately 363 9,657

Available without current action by Congress.. 201, 724 46,677 207,635 228,659
Deductions for offsetting receipts1 -53 ,321 - 1 0 , 5 4 3 - 5 9 , 4 5 8 - 6 1 , 0 9 2

Total budget authority 415,336 91,409 435,925 480,440
Budget authority, off-budget Federal entities.- (9,561) (3,488) (13,186) (93, 838)
Budget authority including off-budget Federal

entities (424,896) (94,897) (449,111) (574,278)

Receipts, outlays, and surplus or deficit:
Receipts:

Total budget receipts 300,005 81,773 354,045 393,017
Outlays:

Total budget outlays 366,466 94,746 411,243 439,967
Outlays, off-budget Federal entities (7,196) (/, 767) (10,785) (9,156)
Outlays, including off-budget entities „_ _ (373,662) (96,513) (422,028) (449,124)

Surplus or deficit ( — ) :
Total budget deficit ( - ) - 6 6 , 4 6 1 - 1 2 , 9 7 3 - 5 7 , 1 9 8 - 4 6 , 9 5 0
Deficit, off-budget Federal entities (-7,196) (-/, 767) (-10,785) (-9,156)
Total deficit ( - ) (-73,657) (-14,740) (-67,983) (-56,107)

Outstanding debt, end of period:
Gross Federal debt 631,866 646,379 716,725 784,973
Held by:

Government agencies 151,566 148,052 156,398 169,146
The public 480,300 498,327 560,327 615,827

MEMORANDUM

Outstanding loans, end of year:
Direct loans—on-budget accounts 64,233 65, 314 67, 317 70,081
Direct loans—off-budget accounts 21, 646 24, 258 34, 321 41,518
Guaranteed and insured loans2 169,828 169, 757 181,030 202,264
Government-sponsored enterprise loans 3 84, 930 87,822 100, 136 113, 542

1 These consist of intragovernmental transactions and proprietary receipts from the public-
2 Excludes loans held by Government accounts and sponsored credit enterprises.
8 Net of lending among Government-sponsored enterprises or between such enterprises and

Federal agencies; excludes Federal Reserve banks.
Note.— The transactions of the Export-Import Bank were excluded from the budget by law as of

Aug. 17, 1971. This provision was repealed effective Oct. 1, 1976. Accordingly, all budget totals for
past years have been adjusted retroactively to include the transactions of the Export-Import Bank.
This adjustment increases budget outlays and the budget deficits by:

In millions
1972 $145
1973 548
1974 1,228
1975 1,504
1976 856
TQ 273
1977 899
1978 964
1979 1,091
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BUDGET SUMMARY

This part of the budget summarizes the President's major budget
proposals, and discusses management reform in the Government.

OVERVIEW OF THE PRESIDENTS BUDGET

This budget is the product of nearly a year of wide-ranging policy
review, and of systematic zero-based budget review of ongoing pro-
grams and new proposals. It contains significant changes in the alloca-
tion of the Federal Government's budget resources, particularly over
the longer run. Tax reform proposals will affect both the amount and
the source of funds available, while major proposals in high-priority
areas such as energy, welfare, and defense account for large proposed
changes in budget outlays. In addition, there are many significant
smaller program reforms and changes in emphasis or direction. While
these may not have the dramatic impact of major budget proposals,
they are important.

To help identify the President's initiatives, this budget contains a
comparison of the President's budget recommendations with the
budget as it would be in the absence of those recommendations, i.e., on
a current services basis. Current services estimates, which are required
by the Congressional Budget Act, are projections of the costs of ex-
isting programs and receipts under existing law—unchanged by either
congressional or Presidential actions. They include outlay increases that
result from, for example, increased numbers of beneficiaries entitled
to receive payments or, where required by law, increased benefits
due to higher costs of living. They do not take into account any future
policy changes either proposed by the President or contemplated
by the Congress.

Current services estimates, therefore, provide a basis of comparison
that highlights policy changes and recommendations in the President's
budget for discretionary increases or decreases in program levels.
Special Analysis A, which is published in a separate volume, includes a
detailed comparsion of the President's budget for 1979 with current
services estimates. It also explains more fully the basis on which the
estimates are made.

The President's budget recommendations for 1979 are $500.2 bil-
lion—an increase of $7.8 billion over the current services level. On
a current services basis, total outlays are projected to increase from
$492.4 billion in 1979 to $612.9 billion in 1983. By 1983 the program
changes recommended for 1979 in this budget would result in pro-
jected total outlays of $650.0 billion, $37.1 billion higher than the
projected current services level for 1983.

10
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BUDGET SUMMARY 1 1

EFFECTS OF BUDGET PROPOSALS

(In billions of dollars]

1977 Estimate Projection

1978 1979 1980 1981 1982 1983

Receipts:
Current services 356.9 400.7 463.8 528.7 607.7 685.5 758.7
Income tax reductions and reforms —.2 —23.5 —24.7 —27.0 —29.6 —33.8
Energy proposals ____ — - . 1 1.1 2.9 4.3 5.5 7.9
Other proposals . . . . - 1 . 9 - 1 . 5 - 1 . 0 - 3 . 8 - 6 . 6

Budget receipts 356.9 400.4 439.6 505.4 583.9 657.6 726.1

Outlays:
Current services.... 401.9 460.4 492.4 528.9 552.1 581.7 612.9
Proposed legislation and discre-

tionary charges... 1.8 7.8 14.0 23.3 30.7 37.1

Budget outlays 401.9 462.2 500.2 542.9 575.4 612.4 650.0

Surplus or deficit:
Current services -45 .0 -59 .7 -28.5 - . 2 55.6 103.8 145.8

Surplus or deficit ( - ) -45 .0 -61 .8 -60 .6 -37 .5 8.6 45.2 76.2

Keceipts under the President's tax proposals are expected to be
$439.6 billion in 1979, a decrease of $24.3 billion from the current
services level. This reflects the tax reduction and reform proposals in
the budget. Without changes in the tax law beyond those proposed in
this budget, receipts of $726.1 billion are projected for 1983, $32.6
billion below the current services level of $758.7 billion. However,
since tax receipts tend to grow more rapidly than the economy as a
whole, the President will carefully consider proposing further re-
ductions between now and 1983 in keeping with his stated policy of
holding the Federal budget to not more than 21% of the gross national
product, and letting our citizens share the benefits of expenditure
restraint in the form of reduced tax burdens.

The tax proposals in this budget are intended to increase the fairness
of the tax system and to support the continued recovery of the econo-
my. In the absence of these reductions, unemployment might not
continue to decline in 1979. The spending proposals are intended to
direct our resources toward critical national needs and to place us on a
path permitting a stable budget balance. To avoid misinterpretation,
it must be emphasized that the budget surpluses projected beyond
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1 2 THE BUDGET FOR FISCAL YEAR 1979

1979 on both a Presidential and current services basis are not meant
to indicate that such budget surpluses will in fact occur. The desirabil-
ity of achieving these surpluses depends both on economic conditions
too far in the future to forecast, and on the need for new or expanded
programs or for further tax cuts.

FISCAL POLICY

The administration's fiscal policy proposals that were announced
shortly after taking office in January have played an important role in
continued economic recovery. Tax reductions in 1977, together with
increased spending for public works, countercyclical revenue sharing,
and public service jobs and other employment-related programs
were instrumental in maintaining a strong economy in 1977. The
effects of these programs increased during the year and helped to
offset weakness in some sectors of private spending during the second
half of the year, when the growth of real output slowed. For the year
as a whole, real output increased by 4.9%. By the fourth quarter,
real GNP was 5.7% above a year earlier.

The increase in employment in the last year was considerable,
rising from 88.4 million in December 1976 to 92.6 million a year
later. The unemployment rate dropped significantly over this period,
from 7.8% in December 1976 to 6.4% a year later. This drop in un-
employment would have been larger but for an unusually large number
of new entrants—mostly women and teenagers—to the labor force.

The economic policies that have been put into effect in the last year,
together with the policy recommendations proposed in this budget,
will help sustain economic expansion in the years ahead. For 1978 and
1979, the tax reductions proposed in this budget, together with pru-
dent increases in Federal spending, will help maintain the momentum
of the current expansion.

Policies that support economic recovery will continue to receive
high priority in the years ahead. The achievement of a high employ-
ment economy with a vigorously expanding private sector can do far
more than any single Government program to solve the human and
social problems that have been so evident in past years. Since un-
employment remains unacceptably high, the budget will continue
rather than phase down the public service employment program.
Further, it will initiate a significant effort to increase private sector
jobs for the disadvantaged, and substantially increase youth employ-
ment programs, especially for minority youth. But, this effort cannot
be successful in the absence of a healthy economy, which can offer
the hope of new careers and opportunities to the unemployed.
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BUDGET SUMMARY 1 3

BUDGET AUTHORITY

All budget outlays depend on the legal authority provided by the
Congress to spend money. This budget authority in some cases re-
sults in outlays during the fiscal year for which it is granted, and in
other cases results in outlays during subsequent years. For 1979, the
President is requesting new budget authority of $568.2 billion, an
increase over the current services level of $30 billion.

BUDGET AUTHORITY
[In billions of dollars)

1977 1978 1979
actual estimate estimate

Available through current action by the Congress __. 317.5 327.4 366.9
Available without current action by the Congress 206.9 235.3 264.8
Deductions for offsetting receipts. - 5 9 . 2 - 5 9 . 8 —63.6

Total, budget authority _ 465.2 502.9 568.2

MEMORANDUM

B u d g e t a u t h o r i t y , c u r r e n t s e r v i c e s b a s i s _ _ _ 465.2 499.5 538.3

FEDERAL DEBT AND LENDING

During 1979 the Federal debt held by the public is expected to
increase from $617.8 billion to $690.8 billion. This increase is due
largely to the anticipated budget deficit. In addition, off-budget
Federal entities (discussed in Part 6 of this document) add signifi-
cantly to the Government's borrowing requirements. Other factors,
such as changes in cash balances held by the Treasury, also affect
the debt.

During 1979 the direct loans of Federal agencies included in the
budget are expected to total $4.3 billion net of repayments. Total
new lending, however, will be $26.6 billion. In addition, off-budget
Federal entities are expected to make loans totaling $17.6 billion.
The Federal Government is also expected to guarantee or insure net
loans totaling $23.2 billion. Unlike direct loans, guaranteed and
insured loans generally do not result in budget outlays except in the
case of default. They do, however, affect credit markets, and, thus,
the economy as a whole.

260-000 O - 78 - 2
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1 4 THE BUDGET FOR FISCAL YEAR 1979

DEBT AND LOANS
[In billions of dollar*]

1977 1978 1979
actual estimate estimate

Outstanding debt, end of fiscal year:
Gross Federal debt 709.1 785.6 873.7
Debt held by the public 551.8 617.8 690.8

Outstanding Federal and federally assisted loans, end of fiscal
year:l

Direct loans—on-budget - 68.2 76.! 80.4
Direct loans-off-budget _.._ 32.7 43.9 56.8
Guaranteed and insured loans2 183.9 200.4 223.6
Government-sponsored enterprise loans 3 98.9 115.2 130.1

1 See Table F-7 in Special Analysis F, "Federal Credit Programs." published in a separate
volume of this budget.

2 Excludes loans held by Government accounts and Government-sponsored enterprises.
3 Net of loans between Government-sponsored enterprises, and between such enterprises and

Federal agencies.

FEDERAL CIVILIAN EMPLOYMENT

In keeping with the President's objective of holding Federal civilian
employment to the minimum necessary for the efficient and effective
operation of the Federal Government, full-time permanent employ-
ment in the executive branch (excluding the Postal Service) is esti-
mated at 1,930,100 for the end of 1978 and 1,931,600 for the end of
1979. The 1978 estimate is about 15,000 below the level estimated for
1978 in the last budget of the previous administration.

MAJOR BUDGET PROPOSALS

Tax reductions and reforms.—The President's tax proposals
will help maintain the momentum of the current economic recovery,
encourage capital formation and improve productivity. They also
take significant steps toward developing a simpler and more equitable
tax system. In addition, reductions are proposed in excise taxes and
unemployment insurance taxes that will help to mitigate rising prices.

These reduction and reform proposals will reduce individual taxes
by about $17 billion in calendar year 1979, business taxes by about
$6 billion, and excise and payroll taxes by about $2 billion. The
individual income tax reductions are proposed to take effect on
October 1, 1978. The main elements of the tax reduction proposals
include:

—replacing the existing $750 deduction for personal exemptions
and the general tax credit with a $240 credit;

—replacing the present 14% to 70% rate structure with rates
ranging from 12% to 68%;

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1979



BUDGET SUMMARY 1 5

—reducing the maximum corporate income tax rate by 3 percentage
points, effective in October 1978, and by an additional 1 per-
centage point beginning in January, 1980;

—extending the investment tax credit of 10% to industrial and
utility structures (it currently applies only to equipment); and

—permitting the investment tax credit to offset up to 90% of tax
liabilities otherwise owed.

The income tax reduction proposals will reduce tax liabilities in
calendar year 1979 by $32 billion. These reductions are partially offset,
however, by a number of tax reform and simplification proposals,
which would increase tax liabilities in 1979 by about $9 billion. They
include:

—repeal of itemized deductions for gasoline taxes, sales taxes, and
certain miscellaneous taxes;

—replacing itemized deductions for medical expenses and cas-
ualty losses with a new "extraordinary expense" deduction;

—reduction or elimination of business deductions for entertainment
expenses;

—phase out over a 3-year period of preferential tax treatment for
Domestic International Sales Corporations; and

—elimination of certain tax shelters.
Together, these proposals will reduce taxes for nearly all taxpayers,

particularly for low and moderate income families. For example, as
shown in the table below, a family of four with an adjusted gross
income of $15,000 would have its tax liability reduced by $258,
or 19%.

I t is also proposed that the Federal excise tax on telephone services
be repealed. Futher, the tax rate paid by employers under the Federal
unemployment insurance system would be reduced from 0.7% to
0.5%. These tax reductions of $2 billion in 1979 will also have a
modest anti-inflationary impact.

CHANGE IN TAX LIABILITY FOR A FAMILY OF FOUR

Present tax Proposed Tax Percent
Adjusted gross income rates and structure2 saving saving

structure *

$10.000 - 446
$15,000 1.330
$20.000 . — 2,180
$25.000 3.150
$30.000 4,232
$40,000 6,848

134
1,072
1,910
2,830
3,910
6,630

312
258
270
320
322
218

70
19
12
10
8
3
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1 6 THE BUDGET FOR FISCAL YEAR 1979

Energy.—This administration proposed last April a national
energy program. The plan outlined taxes, programs, and regulations
for achieving the Nation's energy objectives.1 To help carry out this
program, the Department of Energy was established on October 1,
1977, and the program and budget of the Department appear for the
first time in this budget.

The energy strategy of the administration contains four central
elements.

—an effective conservation program for all sectors of energy use;
—oil and gas pricing policies to provide certainty for investments

and incentives for more production while protecting the consumer;
—conversion of industry and utilities to coal and other more

abundant fuels; and
—a vigorous program to develop renewable and nearly inexhaustible

resources for future energy needs.
This budget includes the following proposals in support of the

national energy program:
—greater emphasis on nonnuclear' energy research and develop-

ment;
—full funding of the first 500 million barrels of petroleum for the

strategic petroleum reserve and initial funding for construction
of additional storage facilities;

—increased grants and technical assistance to States and localities
for energy conservation, which will be coupled with legislation
to improve the State grants program to be proposed in the
spring, after completion of a study of the role of State govern-
ments in the energy area.

Closely related to the administration's energy strategy is its policy
to assure the continued essential contribution of nuclear power to
meeting the Nation's energy requirements and to prevent international
proliferation of nuclear weapons material and technology.

Nuclear policy.—In April, the President announced his policy of
deferring indefinitely the commercial reprocessing and recycling of
nuclear fuel as well as the commercialization of the liquid metal
cooled fast breeder reactor (LMFBR).

As part of this policy, cancellation of the LMFBR demonstration
project at Clinch River, Tenn., an unnecessarily expensive and
outdated project, was proposed. This policy also recognized the need
to continue research and development in the search for advanced
alternative reactors and approaches to recycling fuels that present
less risk of international proliferation of nuclear weapons than the

1 A detailed discussion of the taxes and programs is contained in Parts 4. Budget Receipts, and
5, Meeting National Needs—the Federal Program by Function, respectively.
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BUDGET SUMMARY 17

use of separated plutonium. The policy also reaffirmed the commit-
ment to demonstrate safe disposal of nuclear wastes to insure the
continued use of the current generation of nuclear powerplants.

The budget for the Department of Energy strengthens and continues
the administration's nuclear policies and programs with the following
proposals:

—a high-priority commitment to the completion of a thorough
analysis of the various possible advanced nuclear fuel cycle and
breeder reactor systems;

—provision of the resources necessary to develop and demonstrate
by, the earliest possible date, 1985, an effective way for per-
manently disposing nuclear waste;

—increased efforts to assess the total United States and world
uranium resource base; and

—a new research effort in the Department of Energy to examine
ways to increase current generation reactor safety margins.

Better jobs and income proposal.—The better jobs and income
proposal to reform the welfare system marks the first stage in ful-
fillment of the President's campaign pledge to abolish the existing
fragmented welfare system and replace it with a single, coordinated,
job-oriented program for those who can work, and an equitable
income assistance program for those in need who are unable to work.
Thus, the proposed program will provide:

—increased emphasis on finding jobs in both the public and private
sectors;

—a work benefit for those who work but whose incomes are in-
adequate to support their families;

—simplification and improved administration of the present cum-
bersome and duplicative welfare system;

—income support for those unable to work because of age, disability,
or family circumstances; and

—fiscal relief for States and localities from much of the welfare
costs they now bear.

Welfare reform is designed to ensure that work will always be more
profitable than welfare. It will reduce reliance on welfare payments by
doubling the number of single-parent family heads who support their
families primarily through earnings from work. The program will
combine effective work requirements and strong work incentives
together with improved efforts to place the disadvantaged in private
sector jobs and up to 1.4 million public sector jobs at the minimum
wage for family breadwinners if there are not enough unsubsidized
jobs. Several existing and inconsistent income support programs will
be replaced by a single cash assistance program providing a uniform
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1 8 THE BUDGET FOR FISCAL YEAR 1979

minimum level of income support for the poor. This simplification
will be accomplished by consolidating the programs of aid to families
with dependent children, supplemental security income, and the food
stamp program, all of which have differing eligibility requirements.
There will be stronger incentives to keep families together, a reduction
in fraud and error, and a significant reduction in pressure on State
and local budgets.

The budget assumes that the President's welfare reform proposal
will be fully operational by July 1, 1981, with the earned income tax
credit expansion effective January 1, 1982. Estimated budget outlays
in 1979 are relatively small—$160 million. However, in 1980, the
program would add $1.4 billion to the total costs of the existing
programs that will be replaced, $4.7 billion in 1981, and $8.8 billion
in 1982. Total costs of the program are shown below.

ESTIMATED COSTS OF PROGRAM FOR BETTER JOBS AND INCOME

Cost of existing programs and other offsets-
Additional costs

Total cost of program

1979

.2

.2

1980

1.
1.

2.

0
4

4

1981

9.6
4.7

14.4

1982

30.0
8.8

38.8

1983

30.8
12.9

43.7

Retirement Commission.—Outlays for retirement programs
account for more than 25% of the Federal budget today and an in-
creasingly large share of the GNP. Payroll taxes and contributions to
pension systems are an increasing burden on the income of our work
force. The Employee Retirement Income Security Act has had a
profound influence on private pension plans. Social security benefits
and coverage have changed dramatically in recent years. State and
local governments have, in many instances, increased benefit levels
dramatically without necessarily developing the means by which they
will be financed. Over the long run the ratio of retired people to work-
ing people in America is almost certain to change dramatically. These
and other changes require that the structure of, and interrelationship
among, retirement programs in the United States—Federal, State and
local, or private—be carefully evaluated. The budget reflects proposed
legislation to establish a Presidential Retirement Policy Commission.
The Commission will evaluate the present and future problems of
existing retirement, disability, and survivor plans in the public and
private sector.

The Commission will be asked to make specific recommendations
for reforms in the systems to insure that workers have adequate
coverage and benefits. The Commission will also recommend how
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BUDGET SUMMARY 19

future retirement plans should be financed. It is expected to complete
a series of reports to the President over a 2-year period.

Health.—Federal health care outlays will increase $5.4 billion,
from an estimated $44.3 billion in 1978 to an estimated $49.7 billion
in 1979. The largest share of this increase, almost $5 billion, will be
spent on medicare and medicaid which provide health care and
financial protection against illness for our aged, disabled, and poor
citizens. The 1979 budget assumes enactment of legislation setting
up the child health assessment program in medicaid which will make
1.7 million additional low-income children eligible for medicaid and
will improve the medical and social services available to those children
under medicaid. Another legislative proposal—for which $118 million
in Federal outlays is estimated—will make medicaid family planning
and prenatal services available to all low-income women.

The Department of Health, Education, and Welfare estimates that
at least 2 million teenagers do not have access to organized family
planning services. In addition to the $35 million provided for similar
services last year, the budget proposes another $100 million in budget
authority in 1979 for the prevention of unwanted adolescent preg-
nancies. This includes a separate appropriation of $60 million for new
joint Federal and State efforts to establish networks of community
based services.

The 1979 budget assumes enactment of legislation proposed by the
administration last year that would limit the growth rate of hospital
costs. The resulting savings in 1979 would be $2 billion in total:
$730 million to medicare and medicaid; and $1.3 billion to private
payers of hospital bills.

The administration expects to submit legislation this coming year
on national health insurance. It will not, however, affect Federal
outlays in 1979 or 1980, and therefore, funding is not included in the
budget.

Urban revitalization.—Federal programs should not be viewed
as a panacea for the ills of the cities, nor can every city be considered
in financial difficulty. There must, however, be readily available
assistance for those cities that, having exhausted existing resources
and efforts, remain hard pressed.

The impact of Federal policies on the cities has been fragmented,
difficult to assess, and in many instances contributed directly to the
current problems. Programs often worked at cross purposes. An
effective urban program should stimulate and encourage the urban
development process by encouraging business development in the
cities, thereby providing the jobs and tax revenues necessary for a
healthy, broadly based, and growing urban economy. The Federal
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Government is currently providing extensive resources to urban
areas, through grants to State and local governments and direct pay-
ments to individuals who live in the Nation's cities. In this budget,
attempts have been made to improve delivery and target existing
programs better. The budget includes increases of approximately
$11 billion to these programs since 1977. During the coming months,
the administration will develop proposals that deal with the need for
new programs and resources and that assure more effective delivery of
existing programs. Specific proposals will be submitted to the Congress
in the early spring.

Transportation.—The need to reauthorize the Federal highway
and transit programs in 1979 has provided an opportunity to narrow
sharply the differences between these two programs. The administra-
tion is proposing new legislation that will provide more than $45
billion for a 4-year program for highways and transit. Numerous
steps have been taken to reduce the number of rigid highway and
transit program categories that limit the flexibility of States and
localities to make transportation decisions. The bill will require States
to decide by 1982 whether they will complete their portions of the
interstate highway system, or use the funds for alternative transit or
highway projects.

Basic research.—Basic research creates the fundamental scientific
knowledge that underlies long-term advances in many areas of
national concern such as defense, health, and energy. It contributes
to long-term advances in technology and the continuing growth of our
economy. The Federal Government now supports about two-thirds
of all basic research undertaken in the United States.

The administration recognizes the special role that the Federal Gov-
ernment must play in assuring an adequate level of overall national
support for basic research. The budget proposed for 1979 provides
over $3.6 billion for the conduct of basic research. This represents
real growth of 10.9% over 1978, about 5% above expected increases
in the cost conducting basic research. The private sector is unlikely
to invest heavily in such research because of the long-term nature
and uncertainty of payoffs. Nonetheless, the administration believes
that industry should seek to strengthen its support of basic research.

Foreign aid.—The 1979 budget provides for a 23% increase in
budget authority for development assistance, with much of the in-
crease to meet payments due on prior U.S. subscriptions to the inter-
national development lending institutions. The President is committed
to further substantial increases in development assistance in the future
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provided that current efforts to increase its effectiveness are successful.
Security supporting assistance and military assistance will decrease
slightly in 1979, except for the countries of the Middle East where
continuation of current programs is a central element of U.S. support
for a peaceful settlement.

Defense.—The budget provides for prudent growth in our defense
capabilities. This growth is undertaken in concert with that of our
NATO allies in order to maintain the continued strength and security
of the alliance. NATO-related portions of the defense budget receive
special attention and increased funding in 1979. The remainder of the
defense budget is level in real terms, with increases in some areas offset
by savings in areas such as headquarters, support, and training.

The proposed defense increases are concentrated in the area of
general purposes forces and relate primarily to modernizing equipment
and combat readiness. Overall defense employment levels will be re-
duced slightly. Total 1979 outlays for the national defense function
are estimated at $117.8 billion, 0.7% above the estimated current
services level of $117.0 billion.

Education.—The major responsibility for education rests with the
States; the Federal role is a limited but important one. It is to help
assure that every American has access to a good education regardless of
family economic condition, State of residence, skin color, sex, or
physical handicap.

In recent years, American schools have come under criticism. Sur-
veys indicate that many students are leaving school without adequate
mastery of basic reading and mathematic skills, and college entrance
scores are falling. Further, college tuition has increased so rapidly
that even middle-income families, to say nothing of low-income
families, have difficulty sending their children - to college. This is
particularly true at small- and medium-sized private institutions.
Middle-income American families often find it very difficult or im-
possible to provide higher education for their children. The costs are
more than they can afford, yet their incomes are often too high to
qualify for either Federal assistance or private scholarships.

The 1979 budget responds to these problems in several ways. The
Head Start program is being expanded so that by the time disadvan-
taged children are old enough to go to school, they will be ready for
school. Aid to State and local education agencies is increased sub-
stantially. The impact aid program will be revised to direct funds
only to those school districts truly burdened by the Federal presence.
Educational research will be directed toward the educational problems
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of the disadvantaged groups—minorities, the poor, and the handi-
capped. Both low- and middle-income college students will be aided
through an increased maximum level for basic educational opportunity
grants.

Tax credits to offset part of the cost of higher education are often
suggested as a remedy for the problems of middle income families, and
this year received very serious consideration by the Congress. The
administration, while recognizing the seriousness of the problem,
believes that this approach to its solution has serious drawbacks. First,
the amount of assistance that was under consideration by the Congress
and that would be tolerable in terms of maintaining budget discipline
would provide only marginal help to individual families, and would go
to the very wealthy as well as the hard-pressed middle class. Second,
the tax credit approach ignores the long-run benefits that individuals
receive from their investment or the investment of their parents in
education. Third, it would apply to public as well as private institu-
tions, in effect adding additional Federal funds in an area that should
continue to be largely the responsibility of State and local governments.

The administration plans to recommend a more effective alternative
during the coming months which will address the needs of middle
income families. The educational objectives that supporters of tui-
tion-tax credit programs seek can be better achieved through alterna-
tive means.

Employment and training*—During the recent recession, the
Federal Government has heavily supported temporary employment
in State and local governments. Because unemployment remains un-
acceptably high, the 725,000 public service jobs provided in 1978 will
continue through 1979. With an improved and expanding economy,
the main focus of employment and training programs in 1979 will
return to the primary goal of improving the long-run earnings and
employment for individuals with special needs—youth, minorities,
and others with especially high rates of unemployment. Programs
designed specifically for youth will be increased. Legislation will be
proposed to insure that resources are more closely targeted on meeting
the needs of such individuals. A special effort, involving $400 million
of Federal funds, will be started to bring private business into closer
cooperation with State and local governments to increase access to
good jobs for the disadvantaged and unemployed. Local business
councils for this purpose will be supported and private sector job
training increased. Special attention will be given to the employment
needs of disadvantaged youth who are experiencing high rates of
unemployment.
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BETTER MANAGEMENT OF THE FEDERAL GOVERNMENT

The effectiveness of the Federal Government in meeting the needs
of the American people depends not only on what services the Govern-
ment provides, but also on how it provides them. Therefore, the
President is instituting or proposing major changes in the way the
Government is managed. These include zero-base budgeting (ZBB),
reorganization of the executive branch, multiyear budget planning,
full funding for major construction and procurement programs, and
stricter controls over Federal credit programs.

Zero-base budgeting.—The 1979 budget is the first prepared
using zero-base budgeting. This process facilitated decisionmaking
at policy levels, and greatly aided the President in his review of the
budget. The President directed the use of this management process to:

—focus the budget process on a comprehensive analysis of objec-
tives, needs, and activities, in order to make more effective use of
the taxpayer's dollar;

—provide better coordination of planning, budgeting, and
evaluation;

—cause managers to evaluate in detail the cost-effectiveness of
their operations;

—expand management participation in planning and budgeting at
all levels of the Federal Government.

The results of the first year effort have been encouraging. Program
managers were more directly involved in preparing initial budget
requests, and now have a better understanding of the relationship
between policy initiatives, program planning, and resource allocation.

ZBB requires managers to articulate objectives. In many instances
it helped to clarify the managers' functions and roles and increased
their opportunities to eliminate unnecessary activities. A better under-
standing and clearer articulation of objectives is intended to make
successful program completion more likely.

ZBB also required managers to identify and examine alternative
methods of accomplishing major objectives. This forced a rethinking
of whether the established ways of doing things is the most appropriate
way. As a result, a number of agencies have recommended changes in
the way they carry out programs. Another facet of ZBB required
managers to analyze systematically the effects of various levels of
performance and funding to carry out their mission. This generally
began by identifying the minimum level of performance, below which
the program could not be operated effectively.
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One or more levels above the minimum were then analyzed, thus
providing policy officials a range of choices for each program. A ranking
of priorities was then established among these various program levels.
This stimulated trade-offs within and between programs when it
became apparent, for example, that to gain a new initiative, an
existing program would need to be curtailed or eliminated.

Some of the benefits of ZBB resulted in dollar savings, while others
did not. Increased efficiency and effectiveness mean more than saving
money. It means providing better and sometimes increased services
for the citizen at the same cost.

Results of the first year's efforts are being assessed so that next
year's process may build on this year's experience. Many agencies will
increase the involvement of field offices in the zero-base budget
process. There will be more extensive use of indepth zero-base budget
reviews. Agencies will become more sophisticated in their preparation
and review of ZBB materials, thus reducing the paperwork burden and
making the decision process easier. The result should be greater
benefits next year as the Federal Government realizes the full potential
of zero-base budgeting.

Reorganization of the executive branch.—The President
pledged to reorganize the Federal Government to make it more
efficient and responsive. To help the President keep this pledge, the
Congress passed the necessary authorizing legislation—the Reorgani-
zation Act of 1977 (Public Law 95-17). While the reorganization
effort has been centered in the Office of Management and Budget, the
Congress, interest groups, individual citizens, and other parts of the
executive branch have been asked to help identify problems and
propose solutions.

Reorganization proposals will take many forms. Some will seek to
end unnecessary and burdensome intrusion by Government in the
private sector—as in reducing Government regulation in some areas,
and streamlining the regulatory process in others. Some will seek to
improve Federal management practices—as in the reform of Federal
personnel policies. Some will propose structural changes, in which re-
lated programs previously scattered across the Government and work-
ing at cross-purposes can be effectively combined. Three reorganiza-
tion proposals have already been approved: The establishment of the
Department of Energy, the reorganization of the Executive Office of
the President, including a substantial reduction in staff, and the
consolidation of the U.S. Information Agency and the State Depart-
ment's Bureau of Educational and Cultural Affairs into the newly

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1979



BUDGET SUMMARY 25

created International Communication Agency. In addition, numerous
advisory committees in the executive branch, which have outlived
their usefulness, are being eliminated.

In 1978, the President will announce reorganization proposals to
consolidate Federal equal employment compliance activities and to
reform the Federal personnel system. Later reorganization proposals
will involve reform of:

—community and local economic development;
—education and human service programs;
—natural resources and environmental programs;
—border management;
—justice and law enforcement;
—disaster assistance;
—Federal cash management;
—regulatory practices;
—intergovernmental coordination mechanisms, and
—administrative services.

Multiyear budget planning.—Since 1970 the Federal budget has
shown the longer range implications of administration policies by pre-
senting long range projections of Federal outlays and receipts. These
projections, however, have largely been limited to showing the longer
run implications of budget year decisions. In most cases, explicit
decisions regarding the years beyond the budget year were not made.
As a result, the budget was difficult to control and changes in the
allocation of resources difficult to make.

In order to remedy this problem, the President has asked each
agency to prepare future budget requests within the context of a
planning period that extends for 3 years beyond the budget year.
This will have several important effects:

—it will expand the Government's planning horizon to 3 years
beyond the budget year and fully integrate long-range planning
into the executive budget cycle;

—it will ensure that the long-term consequences of programmatic
changes and proposals are identified and highlighted throughout
the decisionmaking process;

—it will provide a more useful structure for review and analysis of
spending and tax policy choices.

All significant program and tax policy proposals prepared for the
President or the Office of Management and Budget in the coming year
will include an analysis that identifies the long-term effects of the
proposals. The budget year amounts included in the 1979 Budget and
the detailed long-range estimates prepared in connection with the
budget will be the starting point for the multiyear planning system.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1979



2 6 THE BUDGET FOR FISCAL YEAR 1979

These estimates will provide a basis for evaluating the budgetary effect
of major programs or tax policy initiatives subsequently proposed to
the President.

The result will be more effective use of the taxpayers' dollars and
better control of the Federal budget. Further, the private sector,
which makes wide use of multiyear budget planning, and the State
and local sector will have a clearer view of Federal Government pro-
grams and intentions. Finally, the Congress will have a broader
context within which to develop and project its concurrent resolutions
on the budget and develop authorization and appropriation measures.

Full funding.—Under longstanding budget policy, budget author-
ity for direct Federal major construction and major procurement
projects covers the entire cost anticipated at the time the projects are
initiated even though costs will be incurred and outlays made over a
period extending beyond that fiscal year. This policy applies to all
types of projects that are separate and distinct units. Activities such
as operation and maintenance, and continuing research are fully
funded on an annual basis under this policy. In the past certain con-
struction programs were exempted from the full-funding policy, in-
cluding the water resource projects of the Bureau of Reclamation
(Department of the Interior) and construction projects of the Corps
of Engineers. The administration proposes to remove these exceptions
for all new projects. The policy of full funding will not be applied
retroactively to programs already initiated. Annual fund increments
will continue to be requested for existing programs until they are
completed.

Control of Federal credit activities.—Federal lending and loan
guarantees are a large and growing means of meeting objectives of
Federal programs. Gross loans and loan guarantees by the Federal
Government are expected to be $99.7 billion in 1979, and total Federal
loans and loan guarantees outstanding are estimated to be $360.8
billion at the end of 1979. While plans for direct and guaranteed lend-
ing activity under individual Federal credit programs are reviewed
during the annual budget process, there is no systematic mechanism
in the Government for regularly reviewing total Federal credit ac-
tivity. Consequently, there is no systematic way to consider the re-
source allocation implied by those plans or whether the share of credit
transactions being made or guaranteed by the Federal Government
is reasonable. In order for the Government to influence efficiently the
allocation of economic resources and the behavior of financial markets
and the economy as a whole, it must exercise control over guaranteed
loans as well as over direct loans and other outlays and the ways in
which these programs are financed.
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In testimony last year before congressional committees, the ad-
ministration agreed to consider ways to achieve better control over
credit programs. Consistent with that commitment, the Administra-
tion will propose to the Congress shortly a set of control procedures.
The basic elements of the administration's proposal are likely to be
the following:

—that, as part of the executive branch budget process, the Presi-
dent establish, (a) overall ceilings on the authority to make direct
loans and on the authority to guarantee loans, and (b) overall
annual ceilings for gross new direct loans and loan guarantees.
(The annual ceilings would be based on a consideration of the
impact of Federal lending activity on the allocation of available
resources, the general economy, and financial market conditions.);

—that the President propose and request congressional approval
of limitations in annual appropriation acts on the amounts of
new direct loans and loan guarantees for each program;

—that the Congress establish similar controls in its budget process,
including ceilings on aggregate lending activity in the budget
resolutions.

The administration will work closely with the appropriate com-
mittees of the Congress to reach agreement on a mutually acceptable
system of credit control.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1979



SUMMARY TABLES 427

Table 1. BUDGET SUMMARY (in millions of dollars)

Description 1977
actual

1978 1979
estimate estimate

Budget authority (largely appropriations):
Available through current action by Congress:

Enacted and pending . 317,620 319,333
Proposed in this budget 6,815 343,552
To be requested separately -120 1,229 23,377

Available without current action by Congress 206,925 235,337 264,822
Deductions for offsetting receipts * -59,194 -59,807 -63,579

Total budget authority 465,231 502,907 568,172
Budget authority, off-budget Federal entities (9,951) (14,064) (16,087)
Budget authority including off-budget Federal entities (475,182) (516,971) (584,258)

Receipts, outlays, and surplus or deficit:
Receipts:

Total budget receipts2 356,861 400,387 439,588
Outlays:

Total budget outlays2 3 401,902 462,234 500,174
Outlays, off-budget Federal entities (8,693) (11,5/4) (12,538)
Outlays, including off-budget entities (410,594) (473,748) (512,712)

Surplus or deficit (—):
Total budget deficit ( - ) -45,040
Deficit, off-budget Federal entities (-8,693)
Total deficit (-) (-53,733)

-61,847 -60,586
(-11,514) (-12,538)
(-73,361) (-73,124)

TQ
actual

Outstanding debt, end of period:
Gross Federal debt 646,379
Held by:

Government agencies 148,052
The public 498,327

Federal Reserve System 96,702
Others 401,625

709,138 785,583 873,668

157,295
551,843

105,004
446,839

167,740
617,843

182,826
690,843

MEMORANDUM

Outstanding loans, end of year:
Direct loans—on-budget accounts 65,610 68,160 76,091 80,420
Direct loans—off-budget accounts 23, 750 32, 733 43,882 56, 839
Guaranteed and insured loans 4 169,873 183,924 200,385 223,573
Government-sponsored enterprise loans 5 87,895 98,928 115,237 130,082

1 These consist of intragovernmental transactions and proprietary receipts from the public.
2 The amounts of earned income credit in excess of tax liabilities are now shown as negative budget

receipts rather than as budget outlays. Accordingly, the 1977 budget totals have been adjusted
retroactively. These adjustments decrease budget receipts and outlays by $901 million in 1977;
$947 million in 1978; and $900 million in 1979.

3 The transactions of the housing for the elderly or handicapped fund, formerly excluded from the
budget by law as of Sept. 1, 1974, are included in the budget totals in accordance with Public Law
95—119. Accordingly, the budget totals for 1975—77 have been adjusted retroactively. These adjust-
ments change budget outlays by —$13 million in 1975; —$15 million in 1976; —$3 million in the TQ;
$5 million in 1977; $335 million in 1978; and $713 million in 1979.

4 Excludes loans held by Government accounts and sponsored credit enterprises.
5 Net of lending between Government-sponsored enterprises or between such enterprises and Federal

agencies; excludes Federal Reserve banks.
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