
BUDGET AUTHORITY

The Congress must provide budget authority, generally in the form
of appropriations, before Federal agencies can commit the Government
to spend or lend funds. A total of $249 billion of budget authority is
requested:

—new obligation authority of $247 billion for spending; and
—lending authority of $2 billion.
Of the total budget authority proposed for 1972, the Congress will

have to act on $170 billion. The remaining $79 billion will become
available under existing law without additional action by the Congress.
Such authority consists mainly of trust fund programs (for which the
receipts that finance the programs are generally appropriated auto-
matically under existing law) and interest on the public debt (for
which budget authority is automatically provided under a permanent
appropriation).

BUDGET AUTHORITY
[Fiscal years. In billions]

Description 1970 1971 1972
actual estimate estimate

Available through current action by the Congress:
Previously enacted $141.6 $156.4
Proposed in this budget $153.0
To be requested separately:

For supplemental requirements under present law * 7.9 3.0
Upon enactment of proposed legislation 0.7 7.7
Allowances:

Added amounts for revenue sharing 4.1
Pay increases (excluding Department of Defense) 0.5 1.0
Contingencies 0.5 1.2

Subtotal, available through current action by the Con-
gress 141.6 166.0 170.2

Available without current action by the Congress (permanent

authorizations):
Trustfunds (existing law) 61.5 65.4 73.6
Interest on the public debt 19.3 20.8 21.2
Other 4.6 2.3 3.1

Deductions for offsetting receipts —14.0 —18.2 —19.0

Total budget authority 213.0 236.3 249.0

1 Includes pay increase for the Department of Defense.

Not all of the budget authority provided for 1972 will be fully obli-
gated or spent in that year.

• Budget authority for some major procurement and construction
programs covers the estimated full cost of various projects at the
44
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time they are started, even though the outlays take place over a
number of years as the programs move toward completion.

• Budget authority for many loan and guarantee or insurance pro-
grams also provides financing for a period of years or represents
a contingency backup in the event of defaults or other claims.

• Budget authority for trust funds represents mainly receipts
collected under special taxes or payments from Federal funds,
which are used as needed over a period of years for benefit pay-
ments and other outlays specified in the law.

As a result, there is always a substantial carryover of unspent budget
authority from previous years, most of which is earmarked for specified
purposes, and is not available for new program operations (see Special
Analysis G, "Balances of Budget Authority").

1972 Budget - Relation of Budget Authority to Outlays
Figures in brackets represent Federal funds only

Outlays
in 1972
229.2
[176.9]

New Authority
Recommended

* For 1972

To be spent in 1972

141.9

§

I
I

Unspent Authority
Enacted in Prior Years

259.5
[143.1]

To be held for Outlays
in Later Years

169. f
[98.8]

Unspent Authority
for Outlays in
Future Years

276.2
[148.1]

I

mw
f

f N O T E ; The dtfference between the total budget figures and Federal funds shown in brackets consists of trust funds and intragovernmenta!

As shown in the chart above, $87 billion of outlays in 1972, almost
two-fifths of the total, will be made under budget authority enacted
for earlier years. Conversely, about two-fifths of 1972 budget au-
thority will not result in outlays until future years.
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BUDGET FUNDS AND THE FEDERAL DEBT

The budget covers financial transactions of two principal kinds of
funds: Federal funds and trust funds.

Federal funds are derived mainly from taxes and borrowing. Most
of these are not dedicated to any specific Government purpose. Trust
funds, on the other hand, are collected and used for specified purposes,
such as the payment of social security and unemployment insurance
benefits.

The budget combines the receipts and outlays for both types of
funds, after deducting the transactions that flow between them. For
this reason, it has been called the "unified budget". By and large, the
budget measures the transactions of the Government with the public.
As shown in the following table, the budget surplus or deficit is the
principal determinant of the change in Federal debt held by the public.

BUDGET FINANCING AND CHANGE IN DEBT OUTSTANDING, 1970-72
[Fiscal years. In billions]

Description 1970 1971 1972
actual estimate estimate

Budget surplus ( - ) or deficit $2.8 $18.6 $11.6
Means of financing other than debt:

Increase or decrease (—) in cash and monetary assets __
Increase (—) or decrease in checks outstanding, etc
Increase (—) or decrease in deposit fund balances
Seigniorage on coins (—)
Other

Total, means of financing other than debt
Reclassification of debt and investments in enterprises

Change in Federal debt held by public.

1.6
0.2

-0 .2
-0.3
-0.4

1.0
1.6 .

5.4

-0.1
-0 .4
-0.4
-0.1 .

-1 .0

17.6

*
-0 .4
-0 .6

-1 .0

10.6

Increase or decrease (—) in Federal agency investments in
Federal debt:

Federal funds investments 0.1 0.6 0.2
Trust funds investments 10.0 6.2 11.6

Change in gross Federal debt 15.5 24.4 22.4

*Less than $50 million.

The expected deficit in 1972 will cause Federal debt held by the
public to grow from $302.5 billion at the end of 1971 to $313.1 billion
at the end of 1972. As the following charts show, however, the long-
term trend of the ratio of debt held by the public to gross national
product is down and the ratio of interest paid on debt held by the
public to gross national product will remain relatively stable.
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Federal Debt and Interest as a Percent of GNP
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Gross Federal debt is the sum of debt held by the public and debt
held within the Government, such as the investments in Treasury debt
issues by the social security trust funds.

Some Government agencies are authorized to issue their own debt
instruments to the public or to other Government agencies and funds.
Such borrowing is part of the Federal debt. At the end of 1970, the
outstanding debt of such agencies that was held by the public was
$10 billion. This amount is expected to decline to $8.1 billion by the
end of 1972.

Gross Federal debt will rise from $382.6 billion on June 30, 1970,
to an estimated $429.4 billion on June 30, 1972. About $18.6 billion,
or approximately 40%, of this increase is in debt held by Federal
agencies and trust funds, mainly reflecting the investment of trust
fund surplus receipts in Treasury debt.

A general statutory debt limit covers almost all of the gross public
debt issues, but most borrowing by Federal agencies other than the
Treasury is excluded from the limit.
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4 8 THE BUDGET FOR FISCAL YEAR 19 72

The concept Federal debt subject to limitation is roughly consistent
with the administrative budget concept that was used until the
1969 budget. The administrative budget and the Federal funds part
of the unified budget are also generally similar in concept. This is
why changes in the Federal debt subject to limit are more closely
related to the Federal funds surplus or deficit than to the unified
budget surplus or deficit. This relationship is shown in the following
table:

FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO LIMIT,
1970-72

[Fiscal years. In billions]

Description 1970 1971 1972
actual estimate estimate

Federal funds surplus ( - ) or deficit $13.1 $25.5 $23.1
Means of Federal funds financing other than debt:

Increase (—) or decrease in deposit fund balances —0.2 —0.4 —0.4
Seigniorage on coins (—) —0.3 —0.4 —0.6
Increase or decrease (—) in cash balances and other means of

financing (net) 1.1 - 0 . 9 0.1

Total, means of financing other than debt 0.7 —1.7 —1.0
Increase or decrease (—) in Federal funds investment in Federal

debt 0.1 0.6 0.2
Reclassification of investment in enterprises 1.6
Decrease or increase (—) in other Federal debt not subject to

limit (net) 1.0 0.5 1.2

Change in debt subject to limit 16.5 24.9 23.6

The Federal funds deficit in 1972 is estimated to be $23.1 million,
and the debt subject to limit is estimated to change by $23.6 billion.
The difference between the Federal funds deficit and the change in the
debt subject to limit is reconciled in the table above.

A substantial part of Federal fund deficits—and, therefore, a sub-
stantial part of the growth in debt subject to limit—is associated
with transactions between Federal funds and trust funds. These
transactions are largely Federal fund payments to social insurance
trust funds (such as the Federal Government's matching contribution
for supplementary medical insurance, and interest paid on debt
securities held by the trust funds). From 1960 through 1970, there was
a cumulative Federal fund deficit of $96 billion, more than $50 billion
of which was attributable to transactions with trust funds. Indeed, a
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FEDERAL FUNDS RECEIPTS AND OUTLAYS

[Fiscal years. In billions]

1970 1971 1972
actual estimate estimate

Outlays (by agency):
Department of Defense (military functions) and military

assistance (including pay raise) $77. 7 $74.5 $76.0
Department of the Treasury:

Interest on the debt 19.3 20.8 21.2
Other 0.3 0.2 0.1

Department of Health, Education, and Welfare 17.4 21.3 23.9
Veterans Administration 8.4 9.6 10.3
Department of Agriculture 8.3 8.7 9.5
Allowance for civilian agency pay raise 0.5 1.0
Added amounts for revenue sharing 4.0
All other 24.9 29.1 30.9

Total 156.3 164.7 176.9
Receipts 143.2 139.1 153.7
Deficit 13.1 25.5 23.1

Increase in debt subject to limit 16.5 24.9 23.6

significant Federal fund deficit can occur, as one did in 1969, when
there are surpluses in the unified budget and in the transactions of
Federal funds with the public. The relevant figures for 1970 through
1972 are shown in the following table:

BUDGET SURPLUS OR DEFICIT (-) BY FUND GROUP
[Fiscal years. In billions]

Description 1970 1971 1972
actual estimate estimate

Federal funds:
Transactions with the public —$4.5 —$14.6 —$11.7
Transactions with trust funds - 8 . 6 -10.9 -11.4

Total -13.1 -25 .5 -23.1
Trust funds:

Transactions with the public \.7 —4.0 0.1
Transactions with Federal funds 8.6 10.9 11.4

Total 10.3 7.0 11.5
Budget total:

Federalfunds -13.1 -25 .5 -23.1
Trust funds 10.3 7.0 11.5

Total - 2 . 8 -18 .6 -11 .6

430-000 O~71-
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5 0 THE BUDGET FOR FISCAL YEAR 1972

SELECTED ECONOMIES AND REFORMS IN THE 1972
BUDGET

The changing pattern of national needs sometimes renders Govern-
ment programs obsolete. Some Federal programs should never have
been started in the first place. All too often, however, all Federal
activities continue unless vigorous efforts are made to curtail them.

There are other programs which, while not obsolete, have declined
in importance relative to the conditions and priorities of today's
world. These must be carefully scrutinized and adjusted each year to
obtain the most efficient and effective use of Federal resources. Pro-
grams designed to attack the problems of the 1950's or 1960's can be
expected to lose relevance as we move into the 1970's.

The 1972 budget incorporates the results of a diligent search to
uncover inefficient, obsolete, or lower priority programs. Termination,
reduction, or reform of such programs are being proposed, with esti-
mated savings in outlays in 1972 of $2.9 billion. On a full-year basis,
and taking into account savings of a nonreoccurring nature, these
proposals would yield $3.7 billion—i.e., funds that can finance newer
programs, or reduce the need for additional borrowing, or additional
taxes.

A listing of the various proposals to secure economies are presented
on subsequent pages. One major group of proposals requires the enact-
ment or amendment of substantive legislation. If the necessary legis-
lation is enacted, the total 1972 outlay savings would be $1.9 billion.
The largest item in this group is the sale of additional stockpile
materials no longer required. Reforms in the Medicare and Medicaid
programs would also result in significant net savings, as would the
conversion of farm operating loans to an insured loan program.

Another group of proposals does not require substantive legislation,
but could be accomplished through a combination of administrative
and appropriation action. Implementation of these proposals would
result in 1972 outlay savings of $1.0 billion. Included are the termina-
tion and reduction of certain projects in both the Atomic Energy
Commission and the National Aeronautics and Space Administration;
and elimination of the special milk program of the Department of
Agriculture, which is not focused on the needy.

The savings from a number of the proposals in the following listing
have not been reflected in the 1972 budget totals. Nonetheless, the
administration urges their approval with the same vigor as its other
recommendations. Examples include the payment of duplicate burial
benefits for deceased veterans and the sale of the Alaska railroad.
Some of these actions have been repeatedly recommended to the
Congress in earlier years, but without success. An additional $0.4
billion saving in 1972 outlays could be realized from enactment of
these proposals.
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Other programs, not shown on the following table but discussed in
Part 2, Revenue Sharing, will be folded into the new revenue sharing
proposals.

SELECTED ECONOMIES AND REFORMS IN THE 1972 BUDGET
[Fiscal years. In millions]

1972 savings Annual or one-time
savings

Function, agency, and program
Budget Budget Budget Budget

authority outlays authority outlays

PROPOSALS REQUIRING SUBSTANTIVE

LEGISLATION

National defense:

General Services Administration: Sell stockpile com-

modities 635.0 635.0 635.0 635.0

Agriculture and rural development:

Department of Agriculture:
Shift farm operating loan program from direct to

insured basis _ __ _ _

Increase Federal Crop Insurance premiums. _

Subtotal, Department of Agriculture

Commerce and transportation:
Department of Transportation:

Sell National Capital Airports
Sell Alaska Railroad

Phase out the Coast Guard Selected Reserve

Subtotal, Department of Transportation _ _

*

*

*

18.0

18.0

275.0
*

275.0

*

*

18.0

18.0

12.0

12.0

105.0
100.0
28.0

233.0

275.0
12.0

287.0

105.0
100.0
28.0

233.0

Health:
Department of Health, Education, and Welfare:

Medicaid: Reform program to achieve more efficient

use of medical resources 444.0 444.0 444.0 444.0
Medicare: Control program costs and encourage use

of most efficient providers of service 400.0 450.0

Subtotal, Department of Health, Education, and

Welfare 444.0 844.0 444.0 894.0

Income security:

Department of Health, Education, and Welfare:

Redirect State action grants for delinquency preven-

tion 5.0 3.8 5.0 3.8

Public assistance grants: Reform service functions

and programs, terminating open-ended appropria-

tion1 111.0 111.0 111.0 111.0

Subtotal, Department of Health, Education, and
Welfare 116 .0 114 .8 116 .0 114 .8

See footnotes at end of table.
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5 2 THE BUDGET FOR FISCAL YEAR 1972

SELECTED ECONOMIES AND REFORMS IN THE 1972 BUDGET-Continued

[Fiscal years. In millions]

1972 savings Annual or one-time
savings

Function, agency, and program
Budget Budget Budget Budget

authority outlays authority outlays

PROPOSALS REQUIRING SUBSTANTIVE
LEG I SLAT ION—Continued

Veterans benefits and services:

Veterans Administration:
Avoid duplicate burial benefits for individuals also

assisted by social security and other Federal

programs * * 54.0 54.0
Provide special compensation only for active cases of

tuberculosis * * 46.0 46.0

Require private insurers to reimburse Government for
policy holders treated in VA hospitals * * 80.0 80.0

Subtotal, Veterans Administration __ 180.0 180.0

General government:
General Services Administration:

Sell Government-owned designs and sites for con-
struction of buildings 41.2 41.2 41.2 41.2

District of Columbia:
Federal funds—Finance public works program by

local bonds instead of direct Treasury loans 65.0 14.0 128.0 128.0

Total, proposals requiring substantive legislation. 1,319.2 1,942.0 1, 789.2 2,513.0

PROPOSALS NOT REQUIRING SUBSTANTIVE
LEGISLATION

National defense:

Atomic Energy Commission:
Increase nuclear powerplant license fees 9.5 9.5 9.5 9.5
Reduce NERVA nuclear rocket program 53.0 41.0 53.0 41.0
Terminate the nuclear desalting program 1.3 1.0 1.3 1.0
Reduce plutonium production 60.0 45.0 73.3 55.0

Reduce reactor program for space applications 6.2 4.7 6.2 4.7

Subtotal, Atomic Energy Commission 130.0 101.2 143.3 111.2

Office of Emergency Preparedness: Sell stockpile com-

modities under the Defense Production Act 25.0 25.0

General Services Administration: Sell stockpile com-

modities 260.0 260.0 260.0 260.0

See footnotes at end of table.
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SELECTED ECONOMIES AND REFORMS IN THE 1972 BUDGET—Continued
[Fiscal years. In millions]

1972 savings Annual or one-time
savings

Function, agency, and program
Budget Budget Budget Budget

authority outlays authority outlays

PROPOSALS NOT REQUIRING SUBSTANTIVE
LEGISLATIO N—Continued

Space research and technology:
National Aeronautics and Space Administration:

Reduce NERVA nuclear rocket program 43.0 30.0 43.0 30.0
Reduce support levels for the tracking and data ac-

quisition network 21.0 15.0 21.0 15.0

Subtotal, National Aeronautics and Space Ad-
ministration 64.0 45.0 64.0 45.0

Agriculture and rural development
Department of Agriculture:

Shift water and waste disposal loans from direct to
insured basis 22.0 74.0

Terminate low priority plant protection programs 1.3 1.3 1.3 1.3
Terminate the special milk program, as it is not

directed toward the needy 104.0 84.0 104.0 104.0
Remove wool price supports from the parity index

(National Wool Act) 4.0 4.0

Subtotal, Department of Agriculture 105.3 111.3 105.3 183.3

Natural resources:
Department of the Interior:

Increase grazing fees 1.0 1.0 1.0 1.0
Increase royalties from Federal regulation of oil and

gas production from outer continental shelf leases off
Texas and Louisiana coasts 22.0 22.0 22.0 22.0

Terminate plans for a national fisheries center and
aquarium 0.5 2.0 15.0 24.0

Terminate helium purchase contracts 45.0 45.0 45.0 45.0

Subtotal, Department of the Interior 68.5 70.0 83.0 92. Q

Commerce and transportation:
Commerce Department:

Increase user charges on current commodity surveys. ** ** ** **
Close the Milan Trade Center 0.3 0.3 0.3 0.3
Terminate unrewarding developmental project on pop-

ulation estimates and projections 0.3 0.3 0.3 0.3
Reduce retail sales surveys 0.2 0.2 0.2 0.2

Subtotal, Commerce Department 0.8 0.8 0.8 0.8

Small Business Administration: Close less efficient field
offices Kj> M K5 K5

See footnotes at end of table.
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SELECTED ECONOMIES AND REFORMS IN THE 1972 BUDGET—Continued

[Fiscal years. In millions]

1972 savings Annual or one-time
savings

Function, agency, and program
Budget Budget Budget Budget

authority outlays authority outlays

PROPOSALS NOT REQUIRING SUBSTANTIVE
LEGISLATION—Continued

Community development and housing:
Office of Economic Opportunity: Terminate rural loan

program, which has not raised the income level of the
poor 5.0 13.0 5.0 10.0

Education and manpower:
Department of Health, Education, and Welfare: Reform

aid to higher education by expanding student sup-
port and aid for institutional improvement and by
restricting narrow purpose aid for:

(1) land grant institutions 10.0 10.0 10.0 10.0
(2) college construction grants. 43.0 42.0 43.0 43.0
(3) undergraduate instructional equipment 7.0 2.0 7.0 7.0

Subtotal, Department of Health, Education,
andWelfare_ 60.0 54.0 60.0 60.0

National Science Foundation:
Reduce excessive scope of the National Register of

Scientific and Technical Personnel 0.6 0.3 0.6 0.6
Redirect science development grant funds to the sup-

port of research 43.0 10.0 43.0 43.0
Redirect science education and terminate programs

which have achieved principal objectives 20.0 5.0 22.0 22.0
Reduce excessive support level for science information

system development 1.7 0.5 1.7 1.7

Subtotal, National Science Foundation. 65.3 15.8 67.3 67. 3

Health:

Department of Health, Education, and Welfare:

Reduce categorical program support for psychiatric

residency stipends. 9.0 7.0 34.0 34.0

Replace formula grants to allied health professions

training centers with expanded special project

grants _ 9.8 2.8 9.8 9.8

Phase out health science advancement awards pro-

gram because goals have been achieved 2.0 4.0 4.0

Provide more efficient and complete services to public

health hospital patients through contractual

arrangements 18.0 18.0 23.0 23.0

Reform Medicare by eliminating improper payments

to extended care facilities and modifying the hos-

pital reimbursement formula 150.0 150.0

See footnotes at end of table
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SELECTED ECONOMIES AND REFORMS IN THE 1972 BUDGET-Continued

[Fiscal years. In millions]

1972 savings Annual or one-time
savings

Function, agency, and program
Budget Budget Budget Budget

authority outlays authority outlays

PROPOSALS NOT REQUIRING SUBSTANTIVE
LEGISLATION—Continued

Health:

Reform Medicare by placing a limitation on physi-
cian's charges under supplementary medical
insurance 60.0 60.0

Subtotal, Department of Health, Education, and
Welfare 38.8 237.8 70.8 280.8

Income security:
Department of Health, Education, and Welfare:

Limit research and training to high-priority projects. _ 19. 0 11.0 19. 0 11.0
Reduce number of hours of work permissible to qualify

for welfare benefits under "unemployed fathers"
program 15.0 15.0 15.0 15.0

Subtotal Department of Health, Education, and
Welfare 34.0 26.0 34.0 26.0

Total, proposals not requiring substantive legisla-
tion 833.2 961.2 895.0 1,162.9

Total, all proposals_____ 2,152.4 2,903.2 2,684.2 3,675.9

*Savings would be possible in 1972 if legislation were enacted in time, but no savings have been
reflected in the 1972 budget figures.

**Less than $100 thousand.
1 Includes impact of both substantive changes in law and proposed 10% growth limit in appropria-

tion bill.

CEILINGS ON FEDERAL OUTLAYS

In recent years, the Congress has imposed a limit on overall outlays
for each fiscal year. For 1970 and 1971 essentially similar outlay
limitations were established:

• A limitation base was fixed in an amount equal to the total out-
lays estimated in the last previous budget;

• This initial limitation is subsequently increased or decreased in
the amount of congressionally approved changes to the outlays
shown in the budget; and

• Further revisions in the limitation are made for increases in
designated uncontrollable payments up to a specified amount.
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Outlay ceiling for 1970.—The outlay ceiling for the 1970 budget
was adjusted in the Second Supplemental Appropriation, 1970 (Public
Law 91-305). The revised limitation base was established at the
February 1970 outlay estimate, $197.9 billion. The Congress approved
changes from the February budget estimates which added nearly $1.7
billion to the limitation base, including $1.1 billion for civilian and
military pay raises. Changes in uncontrollable outlays added a further
$230 million, bringing the total outlay ceiling to $199.8 billion. Actual
outlays totaled $196.6 billion or $3.2 billion below the adjusted legal
ceiling.

Outlay ceiling for 1971.—Congress also enacted the 1971 outlay
ceiling in the Second Supplemental Appropriation, 1970 (Public Law
91-305). The outlay ceiling for the year as a whole is now estimated
at $214.5 billion. This is $1.7 billion above the present estimate of
actual outlays, $212.8 billion. The relationship between the legislated
outlay ceiling and actual outlays is summarized in the following table.

RELATION OF 1971 OUTLAY CEILING TO CURRENT ESTIMATES
[In billions]

Initial congressional ceiling (February 1970 estimate) $200.8
Net changes in estimates of uncontrollable items for which limitation is adjusted (increase

of up to $4.5 billion is allowed by law) 4.0

Effect of congressional action relative to the February estimates:
Action in 91st Congress, 2d session:

Appropriation bills 1.7
Laws requiring supplemental appropriations in this session 2.2
Other actions and inaction 1.4

Anticipated additional action in 92d Congress, 1 st session 4.4

Current estimate of 1971 outlay ceiling 214.5

Current estimate of actual outlays 212.8

Current estimate of ceiling in excess of outlays 1.7

Adjustments to the initial outlay limitation for 1971 are expected
to total $13.7 billion. Over one-half of these adjustments result from:
(1) increases of $4.0 billion in payments of social insurance trust funds,
interest on the debt and other designated uncontrollable items, and
(2) pay increases of $3.2 billion over February 1970 estimates. Be-
cause the Congress did not enact postal rate increases proposed in the
February 1970 budget, $1.2 billion was added to outlays and to the
outlay ceiling. Other significant increases are anticipated during the
current congressional session for social security benefits, $1.1 billion,
and for public assistance grants, $1.0 billion.
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CHANGES IN ESTIMATED OUTLAYS, 1971
[In billions]

February January Effect on
1970 1971 Change outlay

estimate estimate ceiling

51.6
0.7

17.8
3.7

-1 .0
-3 .9

53.6
0.7

19.3
3.2

-1.1
-2 .9

2.0
*

1.5
-0.5
-0.1

1.0

2.

1.
- 0 .
- 0 .

1.

0
*
5
5
1
0

Designated items for which limitation is adjusted
(changes under laws existing Feb. 2,1970) :

Social security, Medicare, and other social insurance
trust funds

National service life insurance trust fund
Interest (net)
Farm price supports (Commodity Credit Corp.)
Leases of lands on Outer Continental Shelf
Sale of financial assets l _

Total items for which limitation is adjusted 68.8 72. 8 4.0 4.0

Congressional action in relation to February 1970
estimates:

Action in 91st Congress, 2d session:
Appropriation bills:

Defense and military construction 47.9 47.1 —0.8 —0.8
Other 44.1 46.6 2.5 2.5

Laws requiring supplemental appropriations in
this session:

Payincreases 1.4 3.0 1.6 1.6
Veterans benefits and public assistance grants. _ 0.6 0.6 0.6

Other legislation (including inaction):
Postal rate increase —1.2 1.2 1.2
Revenue sharing and welfare reform 0.8 —0.8 —0.8
Legislation for sales of stockpile commodities,

Alaska Railroad and veterans housing loans._ —0.5 —0.1 0.4 0. 4
Medicaid, veterans, and other reform proposals. —0.4 0.4 0.4
Other 0.3 0.4 0.2 0.2

Subtotal, action in 91st Congress, 2d session. 92.3 97.6 5.3 5. 3

Anticipated proposals for action in this session:
Further pay increase 1.7
Social security benefits 1.1
Public assistance grants (and Medicaid) 0.8
Veterans benefits 0.3
Highways—appropriation to liquidate prior con-

tract authority 0.3
Retired pay. Defense 0.2
Food stamp program 0.1
Other 1.0 0.9

1.7
1.1
0.8
0.3

0.3
0.2
0.1

- 0 . 1

1.7
].}

0.8
0.3

0.3
0.2
0.1

- 0 . 1

Subtotal, anticipated action this session 1.0 5.4 4.4 4.4
Remainder 38.6 36.9 - 1 . 7

Total 200.8 212.8 12.0 13.7

*Less than $50 million.
xBy Department of Housing and Urban Development, Farmers Home Administration, Veterans

Administration, and Export-Import Bank.
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THE LONG-RANGE OUTLOOK

The Federal Government has a far-reaching impact on the overall
allocation of economic resources. Furthermore, the effects of each
year's decisions concerning the budget are felt for an extended period
of time. Therefore, it is imperative that the budget be viewed in the
context of the whole economy, and that budgetary policy be placed
in long-range perspective.

Last year's budget document and Economic Report of the President
emphasized the long-range implications of current decisions. The pri-
mary conclusion of that investigation was that—over the 1971-75
period—the margin between projected revenues and built-in outlays
would not be sufficient to cover the cost of all the initiatives likely to
be proposed.

This section develops a more extensive framework for examining our
national priorities and the long-range implications of the budget.

Specifically, this section of the budget undertakes to:
• Present projections of Federal revenues and expenditures—under

existing and proposed programs—and the estimated budget mar-
gin remaining for 1976;

• Review the role of the Federal budget in affecting resource allo-
cation patterns;

• Present projections of total resources and their allocation, and
the resource margin remaining for calendar 1975; and

• Outline the implications of alternative uses of the budget margin.

The fiscal outlook.—The budget margin is the potential Federal
surplus, assuming current and proposed tax legislation and no new
Federal initiatives beyond those contained in this budget.

Last year the margin remaining in 1975 was projected at $22 billion-
During the ensuing year, many things have taken place to alter that
projection. Additional inflation increased both projected revenues and
outlays. Congress has passed some legislation that the President did
not request and has not acted on some that he did propose. Additional
initiatives are proposed in this budget. All the changes, taken together,
reduce the $22 billion margin to $12 billion. The margin projected
for 1976 is $30 billion, the difference between projected revenues of
$315 billion and projected outlays of $285 billion for existing and
proposed programs.

Between 1972 and 1976, gross national product is expected to rise
by some $400 billion, to more than $1.5 trillion. Potential output, in
real terms, is projected to grow by 4.3% annually. This rate of growth
will be exceeded during the early years as the current gap between real
and potential GNP is closed. Finally, inflation, even though expected
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[F

THE

iscal years

Item

BUDGET MARGIN

Projected increase
between—

1972 and
1975

1975 and
1976

28
(15)
(13)
17

9
(5)
(4)
2

Full-employment gross national product 290 110

Federal full-employment revenues 57 29

Less:
Cost of current programs

Pay and price increases
Population growth and other built-in increases

Administration program initiatives and reduction

Equals: margin1 12 18

1 Because the margin is zero in 1972, the projected cumulative margin is $12 billion in 1975 and
$30 billion in 1976.

to diminish during the coming year, will also add to the growth rate
of nominal (i.e., current dollar) GNP.

The growth of nominal GNP will be associated with substantial
increases in wages, other personal income, and corporate profits over
the next 5 years. As a result, Federal receipts are estimated to increase
by $86 billion between 1972 and 1976 on a full-employment basis.

Budget outlays are expected to increase because of factors beyond
governmental control. These factors include population growth and
increases in costs, such as pay increases for Government workers.
Outlays for programs such as social security, and veterans compensa-
tion and pensions are expected to rise because of growing numbers of
eligible beneficiaries and changes in the cost of living. Under the
assumptions used here, such built-in uncontrollable increases in exist-
ing programs will average about $9 billion a year between 1972 and
1976, raising 1976 outlays for these programs by $37 billion over their
1972 level. Termination, modification, and reform of existing programs,
as proposed in this budget, will reduce outlays by almost $4 billion
a year when fully effective. The outlay projections reflect these
reductions.

The $30 billion projected to be available in 1976 must cover the
1976 costs of all initiatives begun in each of the 4 years from 1973
through 1976. Certainly it will be insufficient to cover all demands
for further Government programs even without consideration of de-
mands for further tax reduction or reduction of the public debt. This
insufficiency becomes clearly evident when the rates of increase in
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outlays for new programs are examined. If new programs with a
first-year cost of $3 billion were to be started in each of the years 1973
through 1976, then the 1976 margin would disappear. Moreover,
relatively slight changes in economic assumptions could substantially
affect the size of the potential 1976 surplus. The potential surplus is a
slender reserve, and claims upon it will have to be carefully weighed
in terms of our national priorities.

In deciding what shall be done with the $30 billion budget margin
that now seems possible for 1976, consideration must be given to the
allocation of limited resources.

The role of the budget in resource allocation.—Together, the
revenue and outlay sides of the budget reflect national priorities for
stabilization, allocation, distribution, and efficiency.

« Stabilization policy seeks to create a balance between demand and
available productive resources; achievement is measured by full
employment and price stability.

• Allocation refers to the broad uses to which the resources are put
and can be measured by the shares of GNP devoted to various
functions, such as health, education, and business investment, or
by the shares devoted to public versus private use.

• Distribution policy is concerned with the distribution of benefits
from the use of resources and is measured by the distribution
of income or resource use among the various groups within society
(such as income or age groups).

• Efficiency refers to the specific manner in which resources are
employed and can only be measured by the individual and social
benefits or output produced per unit of resources employed (e.g.,
health output per health resource used or product per worker).

Each year, budget decisions influence the ways in which national
resources will be used. The influence may be direct and identifiable.
The Federal Government will purchase $74 billion of goods and
services for defense in 1972. Since the Government is the only pur-
chaser for most defense goods, it determines the amount spent for this
purpose.

Federal purchases for other uses, $28 billion in 1972, also directly
command resources. The net effect of these purchases is less certain,
however, since Federal purchases may only substitute for private or
State and local spending that might otherwise have taken place.

Categorical grants affect the allocation of resources among var-
ious functions by influencing the allocative processes of State and local
governments. In 1970, State and local purchases of goods and services
accounted for 12.4% of GNP; Federal grants constituted 18.4% of
State and local government income, and matching requirements
absorbed approximately an eighth of the remainder.
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State and local governments can, however, use Federal funds as a
substitute for their own revenues to provide basic services. That is, if
a State or local government's expenditures and revenues are both
growing, the grant may fund the expenditure growth for the designated
function and the revenue growth may be used for other purposes. For
example, State and local governments allocated 18.1% of their own
revenues to streets and highways in 1955. By 1959, 3 years after the
Federal Highway Act of 1956, they allocated only 13.5% of their own
revenues to streets and highways. Thus, the increased Federal spending
may have freed some State and local revenues for other purposes.

Federal transfer payments increase the purchasing power of the
recipients. Programs such as social security, unemployment insurance,
and veterans compensation give the individual recipient complete
discretion to use the funds as he sees fit. Even so, resource allocation
is affected to the extent that the expenditure patterns of recipients
differ from the pattern of the average taxpayer. Federal categorical
transfers—such as Medicare—influence private allocation decisions
because they effectively lower the out-of-pocket costs to recipients
for these services. As in the case of grants, however, it would be
incorrect to assume that Federal outlays are identical to net additional
purchases of these services. They may only substitute for private
purchases that would otherwise have been made. For example, be-
tween 1960 and 1965—prior to the enactment of the Medicare and
Medicaid programs—individuals steadily increased the percentage
of their consumption expenditures allocated to medical care, from
5.9% to 6.5%. By 1969, this percentage (net of Medicare payments)
had dropped to 6.2%.

The administration's proposals for revenue sharing and for welfare
reform are major steps toward greater decentralization, moving deci-
sionmaking from the Federal Government to State and local units of
government and to individuals. Rather than restricting aid to State
and local governments to federally specified purposes, or even specific
projects, revenue sharing will provide funds to State and local govern-
ments that local officials can allocate according to the particular needs
of their community. Instead of providing federally determined serv-
ices to lower income groups, as present programs generally do, welfare
reform will increase cash payments to the poor, giving them the
freedom to spend the funds in accordance with their individual needs.
Further, the elimination of matching-fund requirements in the
President's revenue-sharing plan will enable State and local govern-
ments to provide necessary public services with less revenues. Thus,
revenue sharing, while increasing Federal outlays, need not increase
the share of GNP devoted to the public sector.
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6 2 THE BUDGET FOR FISCAL YEAR 1972

This analysis ignores the allocation effects of three important—but
extremely complex—aspects of budget policy; namely, Federal credit
programs, the tax structure, and programs (such as agricultural
subsidies) whose effect is predominately on prices.

Projected resource allocation.—The section that follows con-
tains projections of resource allocation patterns for calendar year 1975,
in order to illustrate the ways in which budget decisions could affect
these patterns. The projections are extrapolations of past trends and
commitments and should not be taken as accurate forecasts of the
future. They show, in some sense, the claims on resources tha t are
likely to exist in 1975 with the current and proposed tax system and
Federal programs. The projected resource margin is somewhat anala-
gous to the projected budget margin presented earlier in this section.
The resource margin should not be taken as an indication of resources
tha t will be left unutilized if the budget margin is unspent. Rather ,
it is a rough approximation of the resources whose use will be influ-
enced by the disposition of the budget margin.

For these purposes, G N P has been divided into eight functions:
health, general government (which includes environmental protection,
law enforcement, and government administration), housing invest-
ment, business investment (and net exports), education (and man-

ALLOCATJON OF RESOURCES BY FUNCTION AND SECTOR
[Calendar years—current prices)

Expenditures as a percent of sector

Total economy l Private sector 2 Public sector 3

1955 1969 1975* 1955 1969 1975* 1955 1969 1975*

Health 4.1 6.4 7.4 4.0 5.9 7.1 4.0 8.2 10.0

General government 2.0 3.1 3.7 8.4 10.0 12.5

Housing investment 5.9 3.7 4.6 7.2 4.5 5.5 .7 .9

Business investment 11.6 11.8 12.1 14.0 15.3 15.4

Education 3.7 6.3 6.5 .7 1.3 1.4 13.3 17.7 18.5

Basic necessities 45.7 41.6 40.7 55.3 52.6 50.6 18.5 21.2 26.5

Transportation 10.6 10.0 9.5 10.9 10.4 9.6 7.0 6.5 6.3

All other 16.4 17.1 13.9 8.0 10.1 10.4 43.4 30.8 20.2

Unallocated margin

GNP (resource margin)__ 1.2

General revenue sharing. _ .4 1.5

Government subsidies and

interest payments 5.5 4.9 3.6

Total4 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 1C0-0

*Projected.
1 Final expenditures for each function as percent of total GNP.
2 Final expenditures less Government purchases for each function as percent of total GNP less total

Government purchases.
3 Federal, State, and local purchases and transfers for each function as percent of total Government

expenditures.
4 Detail will not necessarily add to totals because of rounding.
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power), basic necessities (which includes food, clothing, actual and
imputed rent and household operations), transportation, and an "all
other" category (which includes Government spending for defense,
space, and international purposes and personal consumption expendi-
tures for recreation, personal care and personal business). The ap-
pendix to chapter 3 of the 1971 Economic Report of the President
contains a description of the functional classification. The two differ-
ences between the functions described there and in this section of the
budget is that net exports and inventory investment are included in
"business investment" and defense is included in "all other" in this
document.

The allocation of GNP among these functions—in calendar years
1955 and 1969, and projected for 1975—is shown in the table above.
The calendar years 1955 and 1969 are chosen because they were years
of relatively full employment. The allocation of all private expenditures
and of the total (consolidated) government budget for each function
is also shown. The unallocated portion of GNP projected for calendar
year 1975 is not allocated to either the private or public sectors of the
economy. That division will ultimately depend, to a great extent, on
the disposition of the projected budget margin.

The private, public, and Federal share of the total funds expended
for each of the eight functions are shown in the table below. The
computed public share of each function includes Government transfers
as well as purchases. It should be noted, however, that these pay-
ments only absorb resources when the recipient uses them to purchase
goods and services. Similarly, the Federal share includes Federal

PRIVATE, PUBLIC, AND FEDERAL EXPENDITURES AS A SHARE OF TOTAL

EXPENDITURES BY FUNCTION

[Calendar years]

Percent private 1 Percent public 2 Percent Federal3

1955 1969 1975* 1955 1969 1975* 1955 1969 1975*

Health ^ 76.6 60.1 59.9 23.4 39.9 40.1 6.4 23.4 23.8

General government __ _____ 100.0 100.0 100.0 25.5 21.2 23.0

Housing investment 99.9 93.7 93.9 .1 6.3 6.1 - . 7 6.1 6.1

Business investment 100.0 100.0 100.0

Education 10.7 13.0 15.0 89.3 87.0 85.0 9.8 11.2 11.3

Basic necessities6 90.1 84.2 80.6 9.9 15.8 19.4 7.9 13.2 16.4

Transportation 83.7 79.8 80.1 16.3 20.2 19.9 2.7 6.5 6.4

Allother 35.2 43.8 56.5 64.8 56.2 43.5 64.6 55.7 42.1

Total 76.8 70.4 71.3 23.2 29.6 28.7 15.5 18.6 17.2

*Projected.
1 Total expenditures, less Government purchases and transfers received by individuals, as a percent

of GNP for that function.
2 Federal, State, and local purchases and transfers for each function as percent of GNP for that

function.
3 Federal purchases, grants and transfers for each function as percent of GNP for that function.
* Includes Medicare transfer payments
3 Includes Veterans and Labor transfers for education and manpower.
6 Includes all other Government domestic transfer payments.
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6 4 THE BUDGET FOR FISCAL YEAR 19 72

grants to State and local governments. (These are netted out in
computing the total public shares to eliminate double counting.)
In computing the public and Federal shares, all transfer payments,
except Medicare and certain education transfers, were allocated to
basic necessities and all grants, except general revenue sharing; were
allocated to the designated function. The general revenue-sharing
funds—unlike the special revenue-sharing funds—have not been
allocated among the eight functions in the table although they were
included in computing the total public and Federal shares of GNP.
The Federal expenditures used for the 1975 projections shown in all
the tables are projections of current programs and the initiatives
proposed in this budget.

Increasing Federal or public support for any function does not
necessarily imply increasing Federal or public control. For example,
the increased public share of basic necessities is a result of increases in
transfer payments from such programs as social security and welfare
reform. Similarly, revenue-sharing expenditures are used to compute
the Federal share of GNP even though the allocation decisions will be
made at the State and local government level. The allocation of
resources between the public and private sectors is shown below.
(Note that the indirect public support, i.e., Government transfers,
have been included in the public and Federal shares of each function
in the table above.)

ALLOCATION OF GNP BETWEEN PUBLIC AND PRIVATE SECTORS

[Calendar years]

1955 1969

n t of GNP

1975*

Private 81.3 77.2 78.6
Personal consumption expenditures (63.9) (62.0) (62.1)
Investment and net exports (17.4) (15.2) (16.5)

Direct public 18.7 22.8 20.2
Federal purchases (11.1) (10.9) (7.4)
State and local purchases (7.6) (11.9) (12.8)

Resource margin 1.2

Total 100.0 100.0 100.0

Indirect public 4.5 6.8 8.5
Federal1 (4.4) (7.8) (9.8)
State and local2 (0.9) (1.2) (1.5)

Less Federal grants to State and local governments (~~0.8) (—2.2) (—2.8)

Total direct and indirect public 3 23.2 29.6 28.7
Addendum: Government interest and subsidies 1.3 1.5 1.1

* Projected.
1 Federal transfers and grants.
2 State and local transfers
3 Total public purchases and transfers.
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The direct Federal role in allocation decisions is expected to diminish
sharply. On the other hand, although the ratio of total Federal expend-
itures to GNP will be reduced slightly, the percent of GNP repre-
sented by total public expenditures is likely to be maintained at
approximately the 1969 level. Unless Government programs that
are no longer required, or which are not worth the resources invested
in them, are terminated, the share of total productive activity devoted
to Government purposes at all levels will inevitably increase.

The share of GNP allocated to each function is measured in current
(i.e., nominal) dollars. The alternative is to use constant dollars—that
is, to deflate the current dollar figures by the increase in the implicit
functional price deflators from some arbitrarily chosen base year. The
use of current dollars means that each year's relative price is used to
evaluate the resources used in that year. This is especially important
in measuring the public versus private share. Because public goods and
services are not evaluated in the market, prices for Government ex-
penditures cannot be determined on the same basis as prices in
the private sector. By an accounting convention, all Government pay
increases are treated as price increases, implying no productivity
growth in the public sector. Therefore, constant dollar figures tend to
understate the relative resources used by the public sector.

The share of GNP allocated to health, general government, and
investment in housing are expected to increase over the next 5 years.

The dramatic changes in the share of GNP, in relative prices, and in
public support for health purposes make this function a good example
of the concepts discussed in this section. Between 1955 and 1969,
health's share of GNP increased by more than half, health-care prices
rose more rapidly than overall prices, and the share of health services
purchased with Government funds increased by more than two-thirds.

Because health resources (i.e., supply) cannot be quickly created,
the rapid increase in demand tended to be translated into increases
in prices and not solely into improving health care. Because third
parties—Government and private insurers—have paid a large pro-
portion of medical bills, the price increase did not work as it might
have to slow the increase in the quantity demanded.

Studies by the National Center for Health Statistics indicate, how-
ever, that as the share of health services purchased with Government
funds has increased, so has the amount of health services used by the
poor. Thus, at this point in time, the primary effect of rapidly rising
health expenditures may have been on the distribution of health
services among income groups. The trends in relative shares and
public support are projected to continue through calendar year 1975.

General government has been one of the growth industries of recent

430-000 O—71-
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years. The growth will continue in the future as emphasis on law en-
forcement, environmental quality, and State and local government
operation leads to increased use of resources and upward adjustments
of salary scales in these areas.

The housing investment function includes private investment for resi-
dential construction and public housing and community development
efforts. These are expected to grow rapidly as the full-employment
budget is kept in balance and monetary conditions continue to ease.
Historically, housing has frequently been the residual sector which
has expanded or diminished to accommodate the net change in all
the sectors combined.

The share of GNP allocated to business investment is assumed to
change little over the next 5 years unless this function receives a
disproportionate share of the resource margin. This assumption is
consistent with the assumed rate of economic growth that underlies
all the projections in this long-range section.

The projections of expenditures for the education function (which
includes manpower training) clearly indicate the influence of the
Nation's changing demography. During the next decade, the relatively
large number of children born in the early 1950's will be leaving school
and entering the labor force. Between calendar years 1955 and 1969,
while the proportion of the population in school rose from 22.9% to
29.1%, education's share of GNP increased by more than two-thirds
to 6.3%. This was the most rapid increase of any of the eight
functions.

Between calendar years 1969 and 1975, however, the changing age
distribution of the total population will reverse the previous trend in
the proportion going to school. The projection assumes that slacken-
ing demand will be felt in both resource use and the percentage increase
in teachers' salaries vis-a-vis other State and local government em-
ployees. These factors, in conjunction with the new revenue-sharing
proposals, should tend to reduce the local funds required for education.

The s hare of GNP allocated to basic necessities, transportation, and
all other uses is also expected to decline over the 1969-75 period
(unless the margin remaining is devoted primarily to these purposes).

The historical decline in the share of resources used to provide basic
necessities is expected to continue despite some influences in the other
direction. The primary cause for the relative decline is that families
tend to spend a declining portion of increases in income on basic neces-
sities and average per capita income is expected to increase. On the
other hand, the increase in the public share of these expenditures,
especially through welfare reform and food stamp programs, will
tend to moderate the decline. This is another example of Government
programs changing the distribution of resource use among income
groups.
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While transportation expenditures will increase in absolute terms,
the share of GNP spent for transportation is expected to diminish.
There are trends in both directions. The trend to two- and three-car
families is not expected to continue at its recent pace. Also, the
slower rate of price increase, relative to most other products, that has
usually been characteristic of the automobile industry tends to reduce
the relative amount of money needed to acquire a given level of trans-
portation services. On the other hand, the number of young adults in
the population will grow rapidly over the next 5 years, increasing the
potential market. Another factor tending to moderate transportation's
relative decline is the anticipated increase in public expenditures
for this function.

The private portion of all other expenditures includes recreation,
personal business, and foreign travel; spending for all of these is likely
to increase more rapidly than GNP. On the other hand, public spend-
ing for defense, space, and international programs will decline as a
share of GNP if little or none of the budget margin is used for these
purposes.

Budget alternatives.—The projections for calendar year 1975 show
1.2% of GNP—about $18 billion in nominal dollars—not allocated to
any function or sector. This figure is about 85% of the potential
Federal budget margin projected for that calendar year (the average
of the fiscal 1975 and 1976 budget margins). Federal policies in the
next 5 years will be influential in determining how the remaining
1.2% of GNP will actually be allocated in calendar year 1975—and
who wall be deciding upon its allocation among the various functions.

A number of extreme examples can be used to illustrate the likely
effects of alternative ways of using the potential budget margin. It
might be allocated to Federal purchases of independent goods, such
as defense, which will have little impact on private expenditures. It
might be allocated to certain types of complementary goods, such as
airport construction, which could tend to encourage increased private
expenditures for the same function (i.e., transportation), or to sub-
stitute goods, such as mass transit, which would tend to displace
private spending for transportation. Thus, the effects of choosing
one of these three alternatives w ôuld be reflected in the allocation of
GNP among the eight functions previously defined.

The current revenue-sharing proposals already provide 0.4% of
GNP to State and local governments. If the budget margin is used
to expand general revenue sharing, then decisions made at the State
and local government level would determine the allocation of 1.6%
of GNP among the eight functions. If they were to allocate their
increased resources to airport construction or mass transit, the effects
might be similar to those of Federal programs in these areas.
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States might use these Federal funds to reduce their taxes from
what they would otherwise be. Another alternative would be to re-
duce Federal taxes by the amount of the budget margin. As a final
example, if the margin were realized as such, and used to reduce
the public debt, credit available to the private sector would increase,
encouraging private spending. Each of the last three possibilities would
return resources to the private sector and thereby let individuals
make more of their own decisions and diminish the role of government.

These examples illustrate the point that future claims upon budget-
ary resources should be carefully weighed in terms of national priorities
and the probable impact of proposed new programs on the allocation
of the Nation's resources.

IMPROVED MANAGEMENT OF THE FEDERAL
GOVERNMENT

The ultimate test of government is its service to the public. There
is substantial evidence that the effectiveness of our programs has been
impaired by obsolete organizational structures and cumbersome
management systems. A comprehensive effort has been initiated to
correct these deficiencies and to make Federal programs more
responsive to the needs of the people they serve.

Structural reform.—The keystone of this program is structural re-
form. The Federal Government is not organized properly to deal with
the Nation's most significant problems in the domestic area. Programs
that should be joined together to achieve common goals are frag-
mented among different departments and agencies, impairing the capa-
city of government to respond effectively to urgent national needs.
Modernization of that structure will restore vigor to our Federal sys-
tem, permitting a constructive partnership among Federal, State, and
local governments.

The first steps to improve the organization of the Federal Govern-
ment and make it more relevant to the problems of the times have
been taken.

• The Executive Office of the President has been reorganized,
establishing
—the Domestic Council, for review and planning of domestic

policy;
—the Office of Management and Budget, to improve program

coordination, evaluation, management, personnel, and infor-
mation systems throughout the Federal Government;

—the Council on Environmental Quality to advise on measures
required to preserve and enhance our environment;
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—the Office of Telecommunication Policy, to coordinate our
efforts in this vital area;

—the Property Review Board, to insure that the public receives
the full measure of value from all federally held lands; and

—the Council on International Economic Policy, to coordinate
and advise on matters of international economic policy.

• Responsibility for Federal pollution abatement programs and
for pollution standards has been consolidated in a new Environ-
mental Protection Agency;

• Marine and atmospheric programs have been brought together
in a new National Oceanic and Atmospheric Administration;

• The Postal Service was established, taking the Post Office De-
partment out of politics and permitting the greater flexibility
necessary for improved management.

The next step in this program will be initiated with the introduction
of sweeping legislation calling for the merger of seven existing depart-
ments and several independent agencies into four departments:

• a Department of Natural Resources to achieve a balanced and
constructive use of the land and other natural resources of this
Nation;

• a Department of Human Resources to achieve the development
and well-being of individuals and families;

• a Department of Community Development to achieve a higher
quality of life in urban and rural communities; and

• a Department of Economic Development to maintain and
strengthen the American economy.

In order to achieve other improvements in Federal organization,
extension of the President's reorganization authority will also be
proposed.

Management systems.—Organization effectiveness does not flow auto-
matically from structural reform. The ability of an organization to
fulfill its basic mission depends upon the strength of its management.
To meet the Federal Government's high level career personnel needs,
a more effective manpower planning and utilization system is needed.
Legislation will be proposed to establish a Federal Executive Service
which will permit more effective career executive search, flexibility
in the allocation and assignment of available talent, and strengthened
executive development programs and policies.

Accurate, relevant, and timely information is also required for
effective policymaking, program evaluation, and program manage-
ment. Steps have been taken to improve information systems within
the executive branch. For selected programs, periodic reports will
be generated that mark program accomplishments and costs against
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planned objectives. The reporting system on the distribution of
Federal grants to other governmental units will be strengthened. An
information system is being developed to assist in the evaluation of
potential revenue and expenditure impacts of executive policy and
legislative proposals.

Delivery systems.—The final and perhaps most important element
in the President's efforts to correct deficiencies and make the Federal
Government more responsive is the delivery system, getting the in-
formation and dollars to the recipient. Continued emphasis will be
placed on reducing barriers to effective interaction between the
the Federal Government and the public. The basis for better coor-
dination of Federal domestic programs has been established with the
creation of uniform boundaries and office locations for each of the
10 Federal regions. Regional councils, composed of regional directors
of the major grantmaking agencies, now have the primary responsi-
bility for coordinating the various programs. Measures to reduce the
paperwork burdens placed on the public will be continued. The
existing effort to provide State and local governments and the public
with information on Federal assistance will be strengthened.
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PERSPECTIVES ON THE BUDGET

This section of the budget discusses several topics relating to budget
totals and explains in greater detail a number of subjects mentioned in
the budget message. The topics covered are: budget authority; budget
funds and the Federal debt; the long-range outlook; strengthening
the Nation's research and development effort; and improved manage-
ment of the Federal Government.

BUDGET AUTHORITY

The Congress must provide budget authority, generally in the
form of approprations, before Federal agencies can commit the
Government to make expenditures or loans. For 1973, a total of $270.9
billion of budget authority is recommended:

—$269.4 billion of new obligational authority for expenditures; and
—$1.5 billion of loan authority.

The Congress will have to act on $185.3 billion of the total budget
authority proposed for 1973 in order for it to become available. The
remaining $85.6 billion will be available under existing laws without
additional action by the Congress. Such authority consists mainly of
trust fund programs, for which existing law generally appropriates
the receipts of the fund automatically; and of interest on the public
debt, budget authority for which is automatically provided under a
permanent appropriation enacted in 1847.

40
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BUDGET AUTHORITY

[Fiscal years. In billions]

Description 1971
actual

1972

41

1973

Available through current action by the Congress:

Previously enacted $169.4 $159.0 $
Proposed in this budget 4.5 170.8
To be requested separately:

For supplemental requirements under present law J__ 1.2 3.0
Upon enactment of proposed legislation _ 4.0 10.0
Allowances:

Pay increases (excluding Department of Defense) .3 .8
Contingencies _ .5 .7

Subtotal^available through current action by the Congress. 169.4 169.4 185.3

75.4
21.4
4.0

-20 .4

83.0
22.7
3.8

-23 .9

Available without current action by the Congress (permanent
authorizations) :

Trust funds (existing law) _ 61.9
Interest on the public debt. 21.0
Other 2.4

Deductions for offsetting receipts —18.3

Total budget authority___ _ _. ._ 236.4 249.8 270.9

1 Includes pay increases for the Department of Defense.

Not all of the budget authority provided for 1973 will be fully
obligated or spent in that year,

• Budget authority for most trust funds authorizes expenditure of
the funds' receipts from special taxes and from Federal fund pay-
ments to the trust funds, to be used as needed over a period of
years for benefit payments and other purposes as specified by law.

• Budget authority for most construction and procurement pro-
grams covers the estimated full cost of projects at the time they
are started, although the outlays will occur over a number of years
as work on the project progresses.

• Budget authority for many insurance and direct or guaranteed
loan programs provides financing for a period of years, and may
include contingency amounts to be used only in the event of
defaults or other claims on the programs.

As a result of these factors, there is a substantial carryover of unspent
budget authority from previous years, most of which is earmarked for
specific uses and not available for new program proposals. For a more
complete discussion of this point, see Special Analysis G, Balances of
Budget Authority.

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

1973



42 THE BUDGET FOR FISCAL YEAR 1973

Relation of Budget Authority to Outlays—1973 Budget
Figures in brackets represent Federal funds only

$ Billion,

New Authority
Recommended

(or 1973
270.9
[200.7]

To be spent in (973

148.0
[143.5]

Outlays
in 1973
246.3
[186.8]

Enacted in
Prior Years

266.7
[123.9]

To be spent

n Future Years

166.9
[79.1]

Unspent Authority
(or Outlays in
Future Years

289.8
[136.3]

As shown in the above chart, $98.3 billion of outlays in 1973, almost
two-fifths of the total, will be made under budget authority enacted
for previous years. Conversely, nearly half of 1973 budget authority
will not result in outlays until future years.

BUDGET FUNDS AND THE FEDERAL DEBT

The budget covers the financial transactions of two principal types
of funds: Federal funds and trust funds.

Federal funds are derived mainly from taxes and borrowing. Most of
these funds are not restricted by law to any specific government pur-
pose. Trust funds, on the other hand, are collected and used for specific
purposes, such as the payment of social security and unemployment
insurance benefits.
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The budget combines the receipts and outlays for both types of
funds, and deducts the intragovernmental transactions that occur
between them. Hence the term "unified budget." By and large, the
budget displays the net financial transactions between the Federal
Government and the public. As shown in the following table, the
unified budget surplus or deficit is the principal determinant of the
change in Federal debt held by the public.

BUDGET FINANCING AND CHANGE IN DEBT OUTSTANDING, 1971-73

(Fiscal years. In billions]

Description 1971 1972 1973
actual estimate estimate

Budget surplus ( - ) or deficit _. $23.0 $38.8 $25.5
Means of financing other than debt:

Increase (—) or decrease in checks outstanding, etc —2.2 —. 1 *
Increase (—) or decrease in deposit fund balances _ —.9 .1 1.5
Seigniorage on coins (—) —.4 —.5 —.5
Other - . 1 1.2 1.1

Total, means of financing other than debt __ —3.6 .7 2.0

Change in Federal debt held by public 19.4 39.5 27.5

Increase or decrease (—) in Federal agency investments in
Federal debt:

Federal funds investments 2.0 1.4 —.1
Trust funds investments 5.4 5.4 10.0

Change in gross Federal debt 26.9 46.3 37.4

"Less than $50 million.

The deficit expected for 1973 will increase the Federal debt held by
the public from $343.8 billion at the end of 1972 to $371:3 billion at the
end of 1973. This includes debt held by the Federal Reserve System.
As shown in the chart below, the growth of debt held by the public
has for many years been considerably slower than the growth of the
economy.

Gross Federal debt is the sum of the debt held by the public and
the debt held within the Government, such as the investments in
Treasury debt issues by the social security trust funds.

Some Government agencies are authorized to issue their own debt
instruments to the public or to other Government agencies and funds.
Such borrowing is part of the gross Federal debt. At the end of 1971,
the outstanding debt of such agencies that was held by the public
was $9.9 billion. This amount is expected to rise to $11.4 billion
by the end of 1973.
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Federal Debt as a Percent of GNP

Gross Federal debt is expected to rise from $455.8 billion on June 30,
1972, to $493.2 billion on June 30, 1973. About $9.9 billion, or
approximately 26%, of this increase is in debt held by Federal agencies
and trust funds, reflecting mainly the investment of trust fund surplus
receipts in Treasury debt.

A statutory debt limit covers almost all of the gross public debt
issues, but most borrowing by Federal agencies other than the Treasury
is excluded from this limit.

The concept of Federal debt subject to limitation is roughly consistent
with the administrative budget concept of debt that was used until
the 1969 budget. The administrative budget was similar in concept to
the Federal funds part of the unified budget. As a result, changes in
the Federal debt subject to limit are more closely related to the Fed-
eral funds surplus or deficit than to the unified budget surplus or
deficit. The relationship of the Federal funds surplus or deficit to the
change in debt subject to limit is shown in the following table:
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FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO LIMIT,
1971-73

[Fiscal years. In billions]

Description 1971 1972 1973
actual estimate estimate

Federal funds surplus ( - ) or deficit..... $29.9 $44.7 $36.2
Means of Federal funds financing other than debt:

Increase (—) or decrease in deposit fund balances —.9 .1 1.5
Seigniorage on coins (—) __ —.4 —.5 —.5
Increase or decrease (—) in cash balances and other means of

financing (net) —3.6 .6 .4

Total, means of financing other than debt —5.0 .2 1.4
Increase or decrease (—) in Federal funds investment in Federal

debt 2.0 1.4 - . 2
Decrease or increase (—) in other Federal debt not subject to

limit (net)—. _-_ _ __ - . 8 .2 - 1 . 5

Change in debt subject to limit „ . 26.1 46.5 35.9

The Federal funds deficit in 1973 is estimated to be $36.2 billion
and the debt subject to limit is estimated to change by $35.9 billion.
The above table indicates the sources of the difference between the
two figures.

FEDERAL FUNDS RECEIPTS AND OUTLAYS

[Fiscal years. In billions]

1971 1972 1973
actual estimate estimate

Outlays (by agency):
Department of Defense military functions and military assist-

ance $75.5 $75.8 $76.5
Department of the Treasury:

Interest on the debt 21.0 21.4 22.7
Revenue sharing 2.2 5.0
Other .1 .6 .1

Department of Health, Education, and Welfare 21.3 26.1 26. 4
Veterans Administration 9.5 (0.7 11.6
Department of Agriculture 8.6 11.6 11.0
Allowance for civilian agency pay raise .3 .8
All other 27.7 33.8 32.7

Total _ 163.7 182.5 186.8

Receipts ___. 133.8 137.8 150.6

Deficit _ 29.9 44.7 36.2

Increase in debt subject to limit _ 26.1 46.5 35.9
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A substantial part of Federal fund deficits—and, therefore, a sub-
stantial part of the growth in debt subject to limit—is associated with
transactions between Federal funds and trust funds. These transactions
consist primarily of Federal funds payments to social insurance trust
funds such as the Federal Government's matching contribution for
supplementary medical insurance, and interest paid on debt securities
held by trust funds. From 1961 through 1971, there was a cumulative
Federal funds deficit of $127 billion, more than $55 billion of which
was attributable to transactions with trust funds. Indeed, a significant
Federal fund deficit can occur, as one did in 1969, when there are
surpluses in the unified budget and in the transactions of Federal
funds with the public. The relevant figures for 1971 through 1973 are
shown in the following table:

BUDGET SURPLUS OR DEFICIT (-) BY FUND GROUP

(Fiscal years. In billions]

Description 1971 1972 1973
actual estimate estimate

Federal funds:
Transactions with the public -$18.5 —$31.8 —$23.3
Transactions with trust funds —11.4 —12.9 —12.8

Total - 2 9 . 9 - 4 4 . 7 - 3 6 . 2
Trust funds:

Transactions with the public —4.6 —7.0 —2.2
Transactions with Federal funds 11.4 12.9 12.8

Total 6.8 5.9 10.7
Budget total:

Federal funds - 2 9 . 9 - 4 4 . 7 - 3 6 . 2
Trust funds 6.8 5.9 10.7

Total -23 .0 - 3 8 . 8 - 2 5 . 5
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THE LONG-RANGE OUTLOOK

The effects of each year's budget decisions are felt for years there-
after. This Administration's budgets have emphasized the long-range
implications of current decisions and discussed the relationship of the
budget to the long-range allocation of the Nation's economic resources.
This section reexamines the long-range outlook presented in last year's
budget in light of the economic and budgetary developments of the
past year.

Specifically, this section of the budget:

—presents projections of Federal revenues and expenditures and the
estimated budget margin in 1976 and 1977, under both existing
legislation and new laws proposed this year;

—reviews the effect of the Federal budget on resource allocation; and
—projects total national resources 5 years from now, their allocation

to functional areas of the economy, and the resource margin
remaining.

The fiscal outlook.—The budget margin projected for future
years is the potential Federal budget surplus, assuming full employ-
ment, current and proposed tax legislation, and continuation of all
current and proposed expenditure programs. The projection reflects
no new Federal initiatives beyond those proposed in this budget.
Indeed, the projected budget margin for 1976 is an estimate of the
fiscal resources that would be available within the tax legislation
presented in this budget to cover all new activities and program
expansions over and above those proposed this year—including possible
additional tax reductions, reductions in the public debt, and program
initiatives that might be proposed between February 1972 and June
1976.

The margin is a very tenuous and precarious one. For example, in
last year's budget, the margin remaining in 1976 was projected at $30
billion, but now it is projected at $5 billion. In 1 year $25 billion of
the 1976 margin was consumed.

The Social Security Act amendments of 1972 now pending before
Congress schedule an increase in the payroll tax base and rates,
starting in January 1976. But for the additional revenues generated
by these changes, even the slim budget margin now projected for 1976
would be virtually nonexistent.

By 1977, the additional revenues resulting from these changes and
from growth in the economy will increase the projected budget margin
substantially, to $23 billion, in spite of continuing growth in outlays.
The 1977 margin is the difference between projected revenues of $346
billion and projected outlays of $323 billion for existing and proposed
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4 8 THE BUDGET FOR FISCAL YEAR 1973

programs. Though substantial, this margin is $7 billion less than the
margin projected last year for 1976.

The shrinkage of the budget margin results from a number of factors.
The Revenue Act of 1971 reduces projected 1976 receipts by over
$7 billion, which will be available for the public to spend as it chooses.
In particular, the elderly and poor will have more resources with which
to purchase basic necessities, and their spending will serve to strengthen
future consumer demand. In addition, the investment tax credit will
stimulate investment, leading to greater productivity and a higher
standard of living for all Americans.

Higher outlays than were projected last year will be necessary in
1976 to maintain a strong peacetime defense posture with an all-
volunteer armed force. Interest on the debt will be greater because the
budget deficits in 1972 and 1973 are larger than visualized last year.
Other outlay increases allow for expansion of domestic programs.

There is, of course, nothing inevitable about the current estimate
of the budget margin remaining for 1976. Some ongoing programs can
be reduced or eliminated in future years, thus adding somewhat to
the $5 billion margin shown. Nonetheless, $5 billion is a small figure
for 4 years in the future, if the immediate past is any guide. Thus,
actions which add to Government spending must be constrained to
a small fraction of former levels. The only alternatives are higher
taxes or higher prices.

Henceforth, the Government must face more squarely the long-
range implications of decisions. We can no longer afford to accept
proposals because "they do not cost much in the first year." As is the
case with uncontrollable expenditure items, the problem of a slender
margin for future initiatives will be with us until we are willing to
say "no" to proposals now because, once started, they will cost more
than we will be willing to pay in future years. In an age of complex
problems requiring long-range solutions, the Nation can no longer
afford to focus exclusively on one year at a time in its budgeting.

In light of the current budgetary outlook, it is essential that the
Congress discipline itself to weigh program costs against available
fiscal resources. New spending proposals must be viewed skeptically
and evaluated against the most stringent of standards: are they
sufficiently meritorious to warrant increases in taxes or elimination
of existing programs?

Economic assumptions.—The fiscal outlook is based on specific
assumptions about the growth of the economy, and about trends in
Federal expenditure programs. Between 1973 and 1977, gross national
product (GNP) is expected to rise by some $470 billion, to about
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1.67 trillion. Potential output, in real terms, is projected to grow-
by 4 .3% annually. This rate of growth will probably be exceeded
during the early years as the existing gap between actual and potential
G N P is closed. Moreover, price increases, even though expected to
diminish as a result of the new economic policy, will also add to the
growth rate of nominal (i.e., current dollar) GNP.

The growth of nominal GNP will produce substantial increases in
wages, in other personal income, and in corporate profits over the next
5 years. The increase in these tax bases, combined with the scheduled
increases in payroll taxes mentioned above, will raise Federal receipts
by an estimated $69 billion between 1973 and 1976, and by a further
$32 in 1977, on a full-employment basis.

BUDGET MARGIN

[Biiiioi

Item

Projected
bet wee

1973 and
1976

increase
n—

1973 and
1977

Full-employment revenues ___ 69 101
Less:

Costs of existing programs 45 57
Costs of new programs proposed in the 1973 budget ___ 19 21

Margin.-- _ 5 23

Budget outlays for existing programs are expected to increase
because of a number of fairly predictable factors, including population
growth and increases in price and wage levels. Outlays for programs
such as social security and veterans compensation and pensions will
increase with growing numbers of eligible beneficiaries and with in-
creases in the cost of living. Under the assumptions used here, built-in
uncontrollable increases in existing programs will average about
$14 billion a year between 1973 and 1977, raising 1977 outlays for
these programs by $57 billion over their 1973 level. In addition, the
costs of new programs proposed in the budget are expected to increase
by $21 billion by 1977. The table above summarizes these projections
for 1976 and 1977 in terms of changes from the 1973 budget totals.

The role of the budget in resource allocation.—Both the
revenue and outlay sides of the budget influence the way in which
national resources are allocated. Taxes affect resource allocation
primarily because they divert to public use a portion of the income of

480-000
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taxpayers, which would otherwise be used for private purposes. In
addition, the tax structure influences private allocation patterns by
encouraging or discouraging business investment, housing construc-
tion, and consumption of various goods and services.

The effect of budget outlay decisions on resource allocation varies
with the type of expenditure.

• The influence may be fairly direct and identifiable, as in the
case of Federal purchases of goods and services. Direct purchases
of goods and services for a given function generally serve to
increase the total of resources allocated to that function by the
amount of the purchases. In a few areas, however, Federal pur-
chases may only substitute for private or State and local spending
that would otherwise be made—for instance, at least some of
the medical care for veterans.

• Federal grants to State and local governments affect the alloca-
tion of resources among various functions by influencing the
budget decisions of these governments. In 1971, State and local
purchases of goods and services accounted for 13% of GNP;
Federal grants constituted 24% of State and local government
income, and matching requirements accounted for approximately
an eighth of the remainder. In some cases, Federal grants may
stimulate State and local governments to spend more of their
own revenues for the designated purpose; in other cases, however,
these governments may use Federal funds as a substitute for their
own revenues to fund services they would have provided in any
case.

• Federal transfer payments increase the purchasing power of the
recipients. Programs such as social security, unemployment
insurance, and veterans compensation give the individual recip-
ient complete freedom to use the funds as he sees fit. Even so,
resource allocation is affected to the extent that the expenditure
patterns of recipients differ from the pattern of the average tax-
payer. Federal categorical transfers—such as Medicare—influence
private allocation decisions because they effectively lower the
out-of-pocket costs to recipients for these services. As in the case
of grants, however, Federal outlays are not necessarily identical
to net additional purchases of these services. They may only
substitute for private purchases that would otherwise have been
made.

The Administration's proposals for revenue sharing and for Wel-
fare Reform are major steps toward greater decentralization of eco-
nomic power, moving decisionmaking power from the Federal Gov-
ernment to State and local units of government and to individuals.
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Rather than restricting aid to State and local governments to fed-
erally specified purposes, or to specific projects, revenue sharing will
provide funds to State and local governments that local officials can
allocate according to the highest priority needs of their communities.
Instead of providing federally determined services to lower income
groups, as present programs generally do, Welfare Reform will increase
cash payments to the poor, giving them the freedom to spend the
funds in accordance with their individual needs. Moreover, the
elimination of matching-fund requirements in the Administration's
revenue-sharing plan will free State and local governments to allocate
their revenues according to local priorities.

This analysis does not take completely into account the allocation
effects of three important—but extremely complex—aspects of Fed-
eral policy; namely, Federal credit programs, the tax structure, and
programs (such as direct subsidies and regulatory activities) whose
effect is predominately on prices.

Projected resource allocation.—The chart and table below
present projections of resource allocation patterns for calendar year
1976. The projections are extrapolations of past trends and commit-
ments and should not be viewed as an attempt to forecast the future
with precision. They show the claims on resources that are likely to exist
in calendar 1976, given past trends and the current and proposed tax
rates and Federal program outlays. The chart shows a portion of
GNP in 1976—1.5%—as "unallocated" to any function. This un-
allocated resource margin is intended to represent, roughly, the budget
margin and general revenue sharing. It is a crude approximation of the
resources whose use will be influenced by how State and local govern-
ments decide to utilize general revenue sharing grants, and by the
ultimate disposition of the budget margin.

For the purposes of this analysis, GNP has been divided into eight
functions, as indicated in the chart and table below. Definitions of
functions, in terms of the national income accounts, are given in the
appendix to Chapter 3 of the 1971 Economic Report of the President,
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Allocation of GNP in 1969 and Projected for 1976

Transportation
New Housing
ConttaicHon.

1969
*m mm

1976
$1,613 Billion

The above chart shows the resource allocation picture now projected
for calendar year 1976—the Bicentennial of the United States—com-
pared with the corresponding pattern for calendar 1969. The 75%
increase in current dollar GNP expected between these years—from
$0.9 trillion to $1.6 trillion—will be accompanied by large increases in
expenditures for all eight functions. Some functions, however, are
expected to grow more rapidly than GNP as a whole, thus increasing
as a share of GNP; others are expected to grow less rapidly, and their
share of GNP will decrease. While the percentage allocation of re-
sources is quite similar for calendar years 1969 and 1976, a difference of
1% of GNP allocated to a function amounts to a difference of $16
billion in the latter year. The differences between the two years reflect
shifting national priorities and changing demographic patterns.

• Business investment and net exports, for instance, are expected
to increase relative to GNP in response to the enactment of the
job development tax credit, the need for higher levels of invest-
ment for pollution control, and the increased exports caused by
the recently negotiated agreement to reform the international
monetary system.

• Education is expected to increase slightly relative to GNP, even
with the recent leveling off in the school age population, as the
quality of instruction is improved nationwide and a larger per-
centage of high school graduates seek higher education.
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• General government expenditure is expected to rise rapidly
because of large increases in expenditures for law enforcement
and environmental programs.

• Largely as a result of increased Federal assistance for health care
costs, total health expenditure is projected to increase sharply,
even though the escalation of medical care costs of recent years is
expected to slow down considerably.

• Expenditures for the "all other" function are estimated to decline
in relative terms, as defense, space, and atomic energy programs
grow less rapidly than GNP.

• Total national expenditures for basic necessities are projected to
decline as a percentage of G N P as income levels rise, and because
of relatively low rates of increase in prices in this area.

• National transportation expenditures are expected to decline, in
relative terms, due largely to a continuing decline in transporta-
tion costs.

As the table below indicates, the federally financed shares of the
total national expenditures for all functions except business investment
(which is exclusively private), transportation, and the "all other"
function are projected to increase. Even so, total Federal expenditure
projected for calendar 1976—under the assumption of no new pro-
grams except those proposed in this budget—is a smaller percentage
of total allocated resources than in 1969. This is because Federal
purchases of goods and services for defense and space exploration are
expected to be a smaller percentage of GNP in calendar 1976 than
they were 1969.

FEDERAL, STATE AND LOCAL, AND PRIVATE SHARES OF TOTAL
EXPENDITURES, BY FUNCTION

Calendar 1969 Calendar 1976
Function

Federal1 State and Private3 Federal1 State and Private3

local2 local2

Health 23.0% 16.7% 60.3% 28.8% 15.6% 55.6%

General government 19.6 80.4 23.5 76.5

Housing investment 5.5 - 0 . 1 94.6 9.4 0.1 90.5

Business investment __ 100.0 _ 100.0

Education 8.6 75.2 16.2 13.8 74.4 11.8

Basic necessities 13.8 2.9 83.3 16.9 2.5 80.6

Transportation 6.3 12.9 80.8 6.3 14.9 78.8

Allother 54.2 0.9 44.9 42.4 1.3 56.3

Total allocated re-
sources 4 20.4 10.6 69.0 20.1 12.4 67.5

1 Includes grants and transfer payments. All transfer payments other than for medical, educa-
tional and foreign aid programs are included in basic necessities.

2 Excludes grants.
3 Excludes transfer payments.
4 Federal and State and local figures include interest payments and subsidies not allocated above.
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STRENGTHENING THE NATION'S RESEARCH AND
DEVELOPMENT EFFORT i

The need for a more strategic approach.—It is clear that Federal
investments in research and development have a far-reaching impact
on economic and social progress. The implications go well beyond the
contribution of research and development to specific programs such
as defense, space, energy, health, environment, and transportation.

The scope and significance of research and development tends to be
overlooked in the Federal budgetary process since it is scattered
throughout the budget and since science and technology are often
viewed as optional long-run approaches to the solution of specific
problems which demand immediate attention. This view of research
and development hinders the development of an overall—more stra-
tegic—approach to the resource allocation process.

A discussion about R. & D. must be a discussion about the future.
Many of our goals can be attained by improved day-to-day manage-
ment of existing programs or by more investment in using what we
already know how to do. But nothing forces a government or a business
to look to the future more than does the question: What should we do
in R. & D.?

A major objective of this Administration has been and will continue
to be, a more strategic approach to our total national research and
development investment. To further this strategic approach, we
must spend more of our talent and resources in more clearly under-
standing the research and development process, particularly in how
it works in the context of a representative form of government and a
free market economy. This budget proposes just that. In addition,
the 1973 budget will move us ahead in several critical areas where
our knowledge is sufficient to make wise investments in R. & D.

This budget accelerates our efforts to turn science and technology
to the service of man through emphasis on solving important civilian
problems, increases significantly our efforts in defense R. & D. to
protect our national security, and strengthens the support of basic
research to increase our stock of knowledge to draw on for the future.

Beyond these overall R. & D. thrusts in the budget, provision is
made for a beginning in several important areas. This budget:

—initiates a series of experiments to find better ways to encourage
private investment in research and development and to improve

1 The term "research and development" covers the discovery and application of new scientific
knowledge—including the design, testing, and evaluation of new materials, processes, products and
systems. It includes, for example, basic research into the origin of the universe or on the workings
of the human body as well as the design and development of a new military aircraft or the New
York-to-Washington Metroliner demonstration project. It would not include, for example, the
purchase of military aircraft for operational use, payments to Amtrak for operating or capital costs,
or funds directly for the schooling of new scientists and engineers.
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the application of R. & D. results. These experiments will be
undertaken through joint university-industry cooperative efforts
and through industrial and research associations—with special
attention to small technological firms.

—draws more directly on the capabilities of those agencies that
harnessed the atom and conquered space, AEC and NASA.

—strengthens the partnership between government and industry in
R. & D. to create innovative technologies and new markets, thus
providing new job opportunities, increasing the Nation's produc-
tivity and strengthening the U.S. position in international trade.
For example, the Edison Electric Institute is developing a program
of contributions for R. & D. from its member electric utilities.
The Federal Government will encourage such activities through
coordinated planning and cooperative R. & D. efforts with such
groups. A similar arrangement is underway with the American
Gas Association on coal gasification projects.

—provides an improved national capability to assess the importance
of research and development to economic growth.

Through these and other efforts the Administration continues to
improve the management of the Government to insure that our overall
R. & D. effort is adequate, that our R. & D. programs are focused on
top priority needs, that our considerable R. & D. capabilities are
effectively utilized, and that the American people get a proper return
on the dollars they invest in Federal research and development.

Fiscal year 1973 funding for Federal R. & D— The Federal
effort for the conduct of R. & D. will reach $17.8 billion in the 1973
budget, an increase of $1.4 billion, or more than 8%, over 1972.

Included within this total are significant increases in research and
development to strengthen our national defense; to increase the
emphasis of the space program on useful applications; to accelerate
research and development to deal with key problems in health,
transportation, energy, environment, and natural disasters; and to
strengthen basic science.

The expansion of ongoing programs, together with new efforts that
move us to a longer range R. & D. strategy, results in a total increase
of more than $700 million for the civilian research and development
effort—exclusive of defense and space—in 1973 or 15% over 1972.
This makes for a 65% growth in civilian R. & D. since 1969, from $3.3
billion to $5.4 billion.
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THE OVERALL FEDERAL R. & D. OUTLOOK

[Obligations for conduct of R. & D. in billions of dollars]

1969 1972 1973

Defense, including AEC military-related programs.

Space

Civilian programs __

Total.

8.4
3.8
3.3

15.5

8.6
3.1
4.7

16.4

9.4
3.0
5.4

17.8

Trends in Federal R. & D. are also depicted in the following
chart.

Conduct of Research and Development — Obligations

1964

Special efforts to strengthen civilian R. & D.—This budget
includes special efforts to strengthen civilian It. & D. as illustrated
in the following table:
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RESEARCH AND DEVELOPMENT
(Obligations in millions]

Program objective 1972 1973 Percent
increase

Abundant electrical power without pollution _ $392 $480 2 2 %

Fast, safe, pollution-free transportation 456 666 46

Reduction in the loss of human life and property from natural
disasters . 93 136 46

Effective methods of curbing drug trafficking and of rehabilitating
drugusers___ __ _ 50 60 20

Local demonstrations of effective emergency health care systems. 8 15 88
Experimental incentives program 0 40

Total of these categories . . _ _ 999 1,397
Total 1973 increase . . . . 398 40

This increase of about $400 million is the first stage in $2 billion
of R. & D. over the next 5 years in these areas alone. These increases
illustrate the efforts of the Administration to focus R. & D. on both
short-run and longer range goals in areas of national concern.

Abundant electrical power without pollution.—A sufficient supply of
clean electrical power is essential to economic growth and the quality
of national life. A broad research and development program is crucial
to the attainment of these goals—both in the short- and long-run—
and particularly to balance environmental and energy needs.

In the 1973 budget, further effort will be devoted to the development
of pollution control technologies in order to provide additional options
for meeting air quality standards at lower costs. In 1973 there will
also be further expansion of research and development programs
identified in the Energy Message of June 1971. These programs include
the fast breeder reactor for nuclear power, coal gasification, magneto-
hydrodynamics, controlled thermonuclear fusion power, solar energy
and mapping and basic assessment of the resources of the Outer
Continental Shelf.

To reach further ahead in time—to provide more options for the
future and to begin to draw more on the capabilities of the high
technology agencies—the 1973 budget provides for research on
advanced dry cooling towers and large scale energy storage batteries
in the AEC, cryogenic power generation and transmission in the AEC
and National Bureau of Standards, greater use of laser technology
in fusion power research under AEC, and research by the Department
of the Interior on the uses of low-B.t.u. gas produced—with less
pollution—from coal.

Fastj safe, pollution-free transportation.—New and expanded re-
search and development programs are needed to provide fast, safe,
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pollution-free transportation. Technically advanced systems must be
explored which are not only safer and more efficient but which reduce
adverse environmental impacts.

Under the 1973 budget nearer term R. & D. programs will be initi-
ated or expanded to attack the problem of truck and aircraft noise,
develop more attractive and economical mass transit vehicles, and
provide for safer automobiles.

In order to maintain our options for new transportation systems
further in the future, work will be accelerated on personal rapid transit,
which provides individualized, nonstop service for commuters;
and new work undertaken on dual-mode systems for metropolitan
areas which might combine the convenience of the automobile
with the efficiency of a rapid transit system and on new tunneling
technologies to reduce the cost of underground excavation for mass
transit. Work on advanced air traffic control concepts, a short takeoff
and landing (STOL) aircraft, and quiet aircraft engines will con-
tinue at higher levels to provide more efficient, safer air transportation
with reduced environmental impact. In these more advanced fields
of both ground and air transportation, the capabilities of NASA
will assist in meeting R. & D. program objectives. Similarly the tech-
nical talent of AEC will be utilized in advanced work on tunneling.

Reduction in the loss of human lives and property from natural dis-
asters.—Natural disasters take an unwarranted toll on human life and
property. In 1969, 12,000 people died from fires and $2.4 billion of
property was destroyed. While increased warning time has signifi-
cantly reduced deaths from hurricanes, property damage has in-
creased dramatically, to some $2.4 billion during 1965 through 1969.

The 1973 budget proposes acceleration of research efforts to diminish
losses of lives and property from these and other hazards and natural
disasters. Particular attention will be focused on research in hurricane
modification to reduce damage from surface winds; on earthquake
prediction—and ultimately control—and on engineering to design
safer structures; and on fire research—including forest fires.

Effective methods of curbing drug trafficking and oj rehabilitating
drug users.—The June 1971 message to the Congress on Drug Abuse
Prevention and Control recognized the need for a major effort to
curb a problem that is assuming the dimensions of a national emer-
gency. This message called for the creation of a Special Action Office
for drug abuse prevention.

In keeping with this Administration action, research and develop-
ment on new ways to curb drug trafficking and to rehabilitate drug
users has been stepped up in both 1972 and 1973. For the coming
fiscal year, the budget provides for an overall fourfold increase in
research budgets of a number of agencies over the 2-year period since
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1971. This includes funds for the Departments of Justice; Health,
Education, and Welfare; Defense; Agriculture; and the Office of
Economic Opportunity—for a multipronged attack on all phases of
the drug problem.

Local demonstrations of emergency health care systems.—Vast sums of
money are spent in this country on research in many aspects of
health. One need that has yet to be properly addressed is the provision
of adequate emergency medical service. Technologies are available.
The problem is to pull together these technologies into a system which
effectively links communication, transportation of victims, ambulance
equipment and services, trained manpower, and emergency room
hospital service.

Full-scale demonstration of such integrated emergency treatment
systems—as planned in the 1973 budget—can be undertaken with
relatively small amounts of added Federal funds to act as a catalyst.

Incentives to encourage economic growth through R. & D.—
As part of the $400 million increase in special efforts to strengthen
civilian R. & D., $40 million is provided for two new experimental
programs to encourage economic growth through R. & D. The ob-
jective of these programs will be to broaden the application of research
and development results, to improve productivity, and to stimulate
private sector R. & D. efforts.

Over $14 million is included in the budget for the National Bureau
of Standards for this purpose and $26 million for the National Science
Foundation. The funds for the NSF will also provide for a national
research and development assessment capability to improve under-
standing of the process of innovation and research application in
American society.

Both agencies will experiment with a variety of approaches includ-
ing joint research in university, industry and Government laboratories,
shared cost research through industrial and research associations,
demonstration of new technology applications in various sectors of the
economy, and encouragement of small, innovative firms.

The division of responsibility between the National Bureau of
Standards and the National Science Foundation will in part be
determined by the different foci of current activities in the two
agencies. The Foundation can be expected to emphasize university-
industry relationships, research associations, special incentives—and
longer range exploratory research. The National Bureau of Standards
may emphasize shorter range research objectives—technological de-
velopment and demonstrations with relatively immediate industrial
application and efforts to broaden the application of useful techno-
logical advances. The Bureau will also emphasize its contacts with
individual industrial firms and associations.
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IMPROVED MANAGEMENT OF THE FEDERAL
GOVERNMENT

Making government more responsive to the needs of people and
delivering services more efficiently and effectively through improved
management are major Administration concerns. These goals are being
pursued on several fronts:

—reorganization of the executive branch to conform to the central
purposes of government today;

—streamlining of management systems and procedures to enhance
the delivery of government services;

—monitoring of agency performance in implementing new policies;
—promotion of intergovernmental cooperation and strengthening

of the federal system; and
—Federal executive development and improved labor-management

relations.

Restructuring the executive branch.—The 1971 State of the Union
Message proposed a major reform of the executive branch through a
regrouping of programs and units now scattered among seven cabinet
departments and several independent agencies into four new depart-
ments organized around the major domestic purposes of government:
Community Development, Natural Resources, Human Resources,
and Economic Affairs.

Draft legislation and detailed plans for the reorganization have been
transmitted to the Congress. Enactment of this legislation will improve
program delivery, simplify interdepartmental coordination, and narrow
the gap between what is expected of government and what it can
accomplish.

Several significant reorganizations have already been put into
effect to strengthen the executive branch:

—creation by Executive order of the Special Action Office on Drug
Abuse Prevention, the Office of Consumer Affairs, and the Council
on International Economic Policy;

—creation by Reorganization Plan No. 1 of 1971 of a new agency,
Action, to bring together the Peace Corps, VISTA, and other
volunteer programs;

—replacement of the Post Office Department by the U.S. Postal
Service;

—reform of the organization and management of intelligence
programs; and

—reorganization of the major Federal statistical activities.
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Improving management systems and procedures.—Efficient imple-
mentation of government policies and programs requires the develop-
ment of sound management methods and procedures. During the past
year:

—The major agencies have reviewed their reporting requirements
to eliminate unnecessary paperwork, resulting in a 10 million
man-hour reduction in annual reporting burdens on the public
and a $270 million saving to taxpayers.

—An integrated grant administration program has been developed
which will permit State and local governments to apply for several
Federal assistance grants with a single application. Four pilot
projects in this area will be expanded to 24 during 1973.

—The number of Federal advisory committees and interagency
committees has been reduced by 20% since 1970.

-—An improved system was established for surveys of Federal real
property holdings, and substantial progress was made in returning
unused or unneeded property to the public.

—Compilation and release of economic statistics has been speeded
up, so that one-third of the principal economic indicators are
now issued more promptly than they were 3 years ago.

—Performance measurement systems have been successfully initi-
ated in the Bureau of Narcotics and Dangerous Drugs and the
Bureau of Customs, and are being developed in other agencies.

Policy implementation.—In order to strengthen the Government's
capability to implement new policies rapidly and effectively, a central
monitoring system has been established in the Executive Office of the
President. Agency performance in selected policy areas is being
assessed against policy objectives and implementation schedules.
Reviews were conducted for the occupational safety and health,
emergency employment, jobs for veterans, sky marshals, and civil
rights programs.

Strengthening the federal system.—Federal departments and agencies
are working to simplify the machinery through which programs of
Federal assistance to State and local governments are administered.
Under the Federal assistance review program initiated in 1969,
seven Federal agencies adopted a new uniform system of 10 regions
for operations outside Washington and other agencies are moving
toward this system, which enables the public and State and local
governments to deal more readily and conveniently with Federal
offices.

Within each of the 10 standard regions, Federal regional councils
are improving intergovernmental relations and marshaling Federal
resources across agency lines. These councils have proved effective in:
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—implementing pilot projects for improved grant administration;
—working with Governors and mayors to identify and solve prob-

lems associated with Federal assistance;
—developing common approaches among grant programs; and
—dealing with situations that involves the responsibilities of several

different agencies.

Substantial progress was made during the past year in decentral-
izing authority to take action on program matters to field officials,
assuring faster service to the public and greater responsiveness to
local needs.

A project notification and review system has been instituted which
utilizes State and regional clearinghouses to facilitate State and local
review and to help coordinate Federal assistance projects.

Management technical assistance has been expanded to help State
and local governments improve their organizational structures and
management processes. The program involves participation by the
major Federal agencies, the Federal regional councils, and public
interest groups.

Federal employee development.—The effectiveness of government is
enhanced by the development of good executives. Therefore, agencies
are now installing executive development systems, with particular
attention to the career development of minority group and women
employees. In addition, personnel data systems are being developed
that will provide quick, reliable data about important features of the
Federal work force and facilitate agency and interagency mobility of
middle-level employees.

The extent to which Federal employees may bargain collectively
with Federal managers over personnel policies and procedures affecting
their working conditions has been expanded by Executive order.
Increased emphasis is also being given to training Federal supervisors
in labor-management relations.
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PERSPECTIVES ON THE BUDGET

This part of the budget explains in greater detail a number of
subjects mentioned in the budget message and discusses several topics
relating to budget totals. First, the restructuring of the Executive
Office of the President is set forth detailing the major changes that
are being made. Then, discussions of budget authority and budget
funds and the Federal debt are provided. These discussions are
followed by a section which presents, for the first time, a detailed
preview of next year's budget—the budget for 1975—together with
a discussion of the longer range outlook. Finally, this part provides a
review of the program reductions and terminations identified in this
budget.

RESTRUCTURING THE EXECUTIVE OFFICE OF
THE PRESIDENT

Two major changes are being made in the Executive Office of the
President to enable the President to discharge his constitutional duties
more effectively.

• The organizational units in the Executive Office are being re-
duced in size and number.

• The personal staff of the President is being reduced and restruc-
tured to insure more effective communication with departments
and agencies and to insure greater reliance on them to carry out
their program responsibilities.

Executive Office structure.—Since its creation in 1939 with four
organizations and 570 employees, the Executive Office has grown to
20 units employing over 4,000 people. This accretion of agencies and
staff support has occurred over the past three decades in an effort to
meet the increasing number and complexity of problems with which the
President has had to deal.

The restructuring of his personal staff will enable the President to
place more reliance on departments and agencies to carry out pro-
grams effectively without the proliferation of staff and operating units
now in the Executive Office. In some cases, changed conditions have
made the need less acute for particular offices. The following actions
are now being taken:

• The Office of Science and Technology will be abolished and its
functions transferred to the Director of the National Science
Foundation.

28
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• The National Aeronautics and Space Council will be terminated.
• The Office of Emergency Preparedness will be abolished and its

functions transferred to the President. These functions will then
be delegated to the appropriate agencies of the Government.

• The Office of Intergovernmental Relations has been abolished
and its functions transferred to the Domestic Council.

• The Office of Consumer Affairs has been transferred to the De-
partment of Health, Education, and Welfare. The Director will
continue to serve as adviser to the President on consumer matters.

• Certain functions of the Office of Economic Opportunity will be
transferred to other agencies of Government which have primary
responsibility for similar social and economic activities.

Steps have already been taken to reduce personnel levels below
those authorized in the 1973 budget. Additional reductions are now
proposed for 1974. As experience is gained with revised staffing
arrangements, further reductions or abolitions may be possible.
Based on these actions and the first reorganization plan proposed to
the current session of Congress, there will be a 60% reduction in
Executive Office personnel in 1974.

Full-time permanent
positions

The White House
Executive Residence
Special Assistance to the President
Council of Economic Advisers
Council on Environmental Quality and Office of Environmental Quality.
Council on International Economic Policy
Domestic Council
National Aeronautics and Space Councill

National Security Council
Office of Consumer Affairs 2

Office of Emergency Preparedness 3

Office of Intergovernmental Relationsi

Office of Management and Budget
Office of Science and Technology3

Office of Telecommunications Policy
Special Action Office for Drug Abuse Prevention
Special Representative for Trade Negotiations
Office of Economic Opportunity3

Total full-time permanent personnel 4,250 1,686

1 Abolition proposed by reorganization plan.
2 Transferred to HEW in 1973.
8 Functions to be transferred and office abolished or discontinued.
4 Combined with Domestic Council in 1973.

510-000 O - 73 - 3

1973 in
1973

budget

510
75
39
57
65
29
66
16
79
52

323
9

660
50
65

174
46

1.935

1974

480
75
30
46
50
29
30
0

79
0
0
0

660
0

52
110
45
0
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Presidential staff realignment.—Based on experience during the
first term, the President has taken further steps to streamline the
Executive Office to ensure more effective coordination of programs,
better identification and solution of policy problems; and improved
communication between the President and his line managers—the
department and agency heads.

From a managerial standpoint, the nucleus of the revised staff will
be five Assistants to the President. They will work at the direction of
the President to integrate and unify policies and operations through-
out the executive branch of the Government and to oversee all of the
activities for which the President is responsible. Their areas of respon-
sibility and authority are the administration of the White House Office,
domestic affairs, foreign affairs, executive management, and economic
affairs.

In order to achieve some of the same benefits of goal-oriented policy
formation and advice to the President which would result from crea-
tion by the Congress of unified Departments of Natural Resources,
Human Resources, and Community Development, three departmental
secretaries will serve simultaneously as counsellors to the President
with coordinating responsibilities in these three broad areas of concern.

Because these counsellors will provide much of the policy guidance
for which Presidents in the past have had to turn to domestic policy
establishments within the White House, the Domestic Council can
be cut back from 66 to 30 people.

The staff realignment is expected to:

• eliminate the need for numerous White House staff organizations
and personnel by combining in the same individual the overview
of related programs and the provision of policy advice;

• facilitate communication by reducing the White House staff
layer between the President and his line managers;

• permit a more comprehensive analysis of issues for the President
since program interrelationships are viewed more broadly on a
functional basis;

• provide for a more responsive congressional channel to the
President, since counsellors will testify both in their capacity as
department head and that of counsellor.
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In summary, the restructuring of the Presidential staff and the
Executive Office of the President is believed to be a further step in
making the Federal Government more effective and more responsive
to the people.

BUDGET AUTHORITY

The Congress must provide budget authority, generally in the form
of appropriations, before Federal agencies can commit the Govern-
ment to make expenditures or loans. For 1974, a total of $288.0 billion
of budget authority is recommended.

The Congress will have to act on $172.8 billion of the total budget
authority proposed for 1974 in order for it to become available. The
remaining $115.2 billion will be available under existing laws without
additional action by the Congress. Such authority consists mainly of
trust fund programs for which existing law generally appropriates the
receipts of the fund automatically; and of interest on the public debt,
budget authority for which is automatically provided under a per-
manent appropriation enacted in 1847.

BUDGET AUTHORITY
[Fiscal years. In billions]

Description 1972 1973 1974
actual estimate estimate

Available through current action by the Congress:
Enacted and pending 164.8 179.6
Proposed in this budget 1.6 164.3
To be requested separately:

For supplemental requirements under present law 1 __ _ .9 3.0
Upon enactment of proposed legislation * 3.6
Allowancefor contingencies and civilian agency pay raises___ .8 2.0

Subtotal available through current action by the Congress. 164.8 182.8 172.8

Available without current action by the Congress (permanent
authorizations):

Trust funds (existing law) 76.4 94.5 108.5
Interest on the public debt 21.8 24.2 26.1
Other 4.6 13.0 11.8

Deductions for offsetting receipts.-. - 19 .5 -34.1 -31 .3

Total budget authority- 248.1 280.4 288.0

1 Includes allowances for All-Volunteer Force, retirement systems reform, and civilian and mili-
tary pay raises for the Department of Defense.

'"Less than $50 million.

Not all of the budget authority provided for 1974 will be fully
obligated or spent in that year.
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• Budget authority for most trust funds authorizes expenditure of
the funds' receipts from special taxes and from Federal fund pay-
ments to the trust funds, to be used as needed over a period of
years for benefit payments and other purposes as specified by law.

• Budget authority for many construction and procurement pro-
grams covers the estimated full cost of projects at the time they
are started, although the outlays will occur over a number of years
as work on the project progresses.

• Budget authority for many insurance and direct or guaranteed
loan programs provides financing for a period of years, and may
include contingency amounts to be used only in the event of
defaults or other claims on the programs.

As a result of these factors, there is a substantial carryover of un-
spent budget authority from previous years, most of which is ear-
marked for specific uses and not available for new program proposals

Relation of Budget Authority to Outlays—1974 Budget
Figures in brackets represent Federal funds only

New Authority
Recommended

for 1974 .
288.0 1

To be spent in 1974

173.9
[156.7]

I Outlays
in 1974
268.7
[199.1]

, i i —

Unspent Authority
Enacted in
Prior Years

298.5
[163.6]

To be spent

in Future Years

191.6
[109.0]

Unspent Authority fe
for Outlays in ^
Future Years

305.7
[155.3]

As shown in the above chart, $94.8 billion of outlays in 1974,
over 35% of the total, will be made under budget authority enacted
for previous years. Conversely, nearly 40% of 1974 budget authority
will not result in outlays until future years.
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BUDGET FUNDS AND THE FEDERAL DEBT

The budget covers the financial transactions of two principal types
of funds: Federal funds and trust funds.

Federal funds are derived mainly from taxes and borrowing. Most of
these funds are not restricted by law to any specific government pur-
pose. Trust funds, on the other hand, are collected and used for specific
purposes, such as the payment of social security and unemployment
insurance benefits.

The budget combines the receipts and outlays for both types of
funds and deducts the intragovernmental transactions that occur
between them. Hence, the term "unified budget." By and large, the
budget displays the net financial transactions between the Federal
Government and the public. As shown in the following table, the
unified budget surplus or deficit is the principal determinant of the
change in Federal debt held by the public.

BUDGET FINANCING AND CHANGE IN DEBT OUTSTANDING, 1972-74
[Fiscal years. In billions]

Description 1972 1973 1974
actual estimate estimate

Budget surplus (—) or deficit $23.2

Means of financing other than debt:

Increase or decrease (—) in available cash and monetary assets. 2.5
Decrease or increase (—) in liabilities for:

Checks outstanding, etc —3.6
Deposit fund balances —-1.4

Transactions other than debt not applied to current year surplus
or deficit:

Seigniorage on coins (—) —.6
Other - . 7

$24.8

-3 .0

_*
2.1

- .5
1.6

$12.7

.1
1.2

- .5
2.9

Total, means of financing other than debt —3.8 .2 3.8

Change in Federal debt held by public 19.4 25.0 16.5

Increase or decrease (—) in Federal agency investments in
Federal debt:

Federal funds investments 2.7 .2 .7
Trust fund investments 5.7 * 10.8 14.9

Change in gross Federal debt 27.9 *3&0 32.1

1 Reflects nonrecurring increase of $4.5 billion resulting from a procedural change in the timinS
of certain trust fund transactions.

"Less than $50 million.

The deficit expected for 1974 will increase the Federal debt held by
the public from $348.8 billion at the end of 1973 to $365.3 billion at the
end of 1974. This includes debt held by the Federal Reserve System.
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As shown in the chart below, the growth of debt held by the public
has for most years been considerably slower than the growth of the
economy.

Gross Federal debt is the sum of the debt held by the public and
the debt held within the Government, such as the investments in
Treasury debt issues by the social security trust funds. The Federal
funds deficit is the principal determinant of changes in gross Federal
debt.

Some Government agencies are authorized to issue their own debt
instruments to the public or to other Government agencies and funds.
Such borrowing is part of the gross Federal debt. At the end of 1972
the outstanding debt of such agencies that was held by the public was
$8.8 billion. This amount is expected to rise to $12.8 billion by the
end of 1974.

Federal Debt as a Percent of GNP

Gross Federal debt is expected to rise from $473.3 billion on June 30
1973 to $505.5 billion on June 30, 1974. About $15.6 billion, or approxi-
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mately 50%, of this increase is in debt held by Federal agencies and
trust funds, reflecting mainly the investment of trust fund surplus
receipts in Treasury debt.

A statutory debt limit covers almost all of the gross public debt
issues, but most borrowing by Federal agencies other than the Treasury
is excluded from this limit.

The concept of Federal debt subject to limitation is roughly consistent
with the administrative budget concept of debt that Was used until
the 1969 budget. The administrative budget was similar in concept to
the Federal funds part of the unified budget. As a result, changes in
the Federal debt subject to limit are more closely related to the Fed-
eral funds surplus or deficit than to the unified budget surplus or
deficit. The relationship of the Federal funds surplus or deficit to the
change in debt subject to limit is shown in the following table:

FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO LIMIT,
1972-74

[Fiscal years. In billions]

Description 1972 1973 1974
actual estimate estimate

Federal funds surplus ( - ) or deficit $29.1 $34.1 $27.8
Means of Federal funds financing other than debt:

Increase or decrease (—) in deposit fund balances
Seigniorage on coins (—)
Increase or decrease (—) in cash balances and other means of

financing (net)

Total, means of financing other than debt
Increase or decrease (—) in Federal funds investment in Federal

debt
Decrease or increase (—) in other Federal debt not subject to

limit (net)

Change in debt subject to limit 29.1 l34.2 29.7

1 Reflects nonrecurring increase of $4.5 billion resulting from a procedural change in the timing
of certain trust fund transactions.

The Federal funds deficit in 1974 is estimated to be $27.8 billion
and the debt subject to limit is estimated to increase by $29.7 billion.
The above table indicates the sources of the difference between the
two figures.
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3 6 THE BUDGET FOR FISCAL YEAR ,1974

FEDERAL FUNDS RECEIPTS AND OUTLAYS

[Fiscal years. In billions]

Description 1972 1973 1974
actual estimate estimate

Outlays (by agency):
Department of Defense military functions and military

assistance $75.9 $75.0 $79.0
Department of the Treasury:

Interest on the debt
General revenue sharing (payment to trust fund)
Other

Department of Health, Education, and Welfare
Veterans Administration
Department of Agriculture
Allowance for contingencies and civilian agency pay raises. _
Allother

Total

Receipts __

Deficit

Increase in debt subject to limit 29.1 34.2 29.7

A substantial part of Federal fund deficits—and, therefore, a
substantial part of the growth in debt subject to limit—is associated
with transactions between Federal funds and trust funds. These
transactions consist primarily of Federal funds payments to social
insurance trust funds (such as the Federal Government's matching
contribution for supplementary medical insurance and payment to
finance the unfunded liability of the civil service retirement fund)
and interest paid on debt securities held by trust funds.

From 1962 through 1972, there was a cumulative Federal funds
deficit of $152 billion, more than $65 billion of which was attributable
to transactions with trust funds. Indeed, a significant Federal fund
deficit can occur, as one did in 1969, when there are surpluses in the
unified budget and in the transactions of Federal funds with the public.
The relevant figures for 1972 through 1974 are shown in the following
table:

21.8

.4
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10.4
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32.5

178.0
148.8

29.1

24.2
8.3
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27.8
11.7
10.1
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34.1
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30.6
11.5
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BUDGET SURPLUS OR DEFICIT ( - ) BY FUND GROUP

[Fiscal years. In billions]

Description 1972 1973 1974
actual estimate estimate

Federal funds:
Transactions with the public -$16.2 -$13.1 -$7 .2
Transactions with trust funds -12 .9 -21 .0 -20 .6

Total -29.1 -34.1 -27 .8
Trust funds:

Transactions with the public —7.1 —11.7 —5.4
Transactions with Federal funds 12.9 21.0 20.6

Total 5.9 9.3 15.1
Budget total:

Federal funds -29.1 -34.1 -27 .8
Trust funds 5.9 9.3 15.1

Total -23 .2 -24 .8 -12 .7
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3 8 THE BUDGET FOR FISCAL YEAR 1974

THE BUDGET OUTLOOK FOR 1975 AND BEYOND

The effects of budget decisions are not limited to a single year. They
establish program trends that help shape the level and composition
of budgets for years into the future. Just as the composition and level
of the 1974 budget has been largely determined by past decisions, so
the decisions it embodies, in turn, will strongly affect subsequent
budgets, mandating many expenditures, precluding others, and gen-
erally limiting our future options.

This Administration has emphasized these longer range implica-
tions of current decisions. The last three budgets have each pre-
sented a 5-year projection of the outlook for Federal outlays and
receipts. In the 1973 budget, detailed 5-year projections of the costs
of legislative proposals for major new and expanded programs were
added. This budget presents, for the first time, a detailed preview of
next year's budget, and by so doing shows the permissible limits of
total spending if we are to avoid higher taxes or more inflation. If
we stay within the 1975 total proposed we will maintain full-employ-
ment balance.

Careful consideration of the longer range implications of budget
decisions is essential if we are to insure a reasonable degree of con-
tinuity of policy from one year to the next, avoid becoming prisoners
of the unintended consequences of past decisions, and maintain
consistency between fiscal and other policies in the longer rim. We
must plan ahead if we are to keep the budget under control. We
must have the capability to anticipate and prepare for foreseeable
difficulties if we are to avoid painting ourselves into a corner.

The exercise of such foresight provides a welcome corrective to the
temptations of expediency which could lead to cumulative program
increases that the Nation can ill afford. A sober examination of the
budgetary realities we will face in 1975 will serve as advance notice to
all concerned as to the general direction programs must take—the
constraints within which they must operate—if inflation, higher
interest rates, and tax increases are to be avoided. Unrealistic expec-
tations and aspirations of advocates of special interests must be set
aside if the overriding public interest in a noninflationary prosperity
and stable tax rates is to prevail.

Budget policy.—The momentum of program and expenditure
growth in the Federal Government is extremely powerful. Unchecked,
it would quickly lead to renewed inflation, tax increases, or both,
and a boom-and-bust cycle in the economy.

This Administration is committed to orderly economic expansion
without the stimulus of war and to price stability without the burden

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

1974



PERSPECTIVES 39

of tax increases. If these objectives are to be met, the upward momen-
tum of Federal spending must be reduced and the Federal house kept
in order through effective budget discipline. The 1974 budget imposes
a firm fiscal discipline on 1973 and 1974 outlays.

Heading off renewed inflation and tax increases are problems not
just for 1973 and 1974, however, but for the longer run future as well.
As the budgets of the past 3 years have pointed out, the built-in growth
of programs which are virtually uncontrollable under existing law
is expected to almost match the rate of growth of full employment
revenues under the present tax system. Fiscal restraint will be neces-
sary during the next few years if we are to keep the economy from
overheating, without resorting to tax increases.

The budget in 1975.—Continued strong expansion is moving the
Nation's economy to full employment. If the Administration's goal
of maintaining the delicate balance of prosperity with price stability
is to be sustained, the 1975 budget must adhere to the full employ-
ment budget principle. Accordingly, this year's budget has been
carefully designed so that it could assure a full-employment balance in
1975, as well as in 1974.

THE 1975 OUTLOOK

[In billions of current dollars]

Item 1972 1973 1974 1975

Total outlays, unconstrained basis 232 261 288 312
Savings projected in this budget (-—):

Program reductions and terminations. _
Other

Adjustment to full-employment basis 1

Total, full-employment outlays
Total, full-employment receipts

Full-employment surplus or deficit (—)

1 Consists mainly of excess of unemployment insurance benefits over the amount payable at a
national unemployment rate of 4%.

The 1974 budget will leave a strong stamp on the budgets for 1975
and subsequent years. The implications of 1974 recommendations
for the 1975 budget are outlined by the projections shown in the
following tables. Specifically, these tables show estimated 1975 budget
authority and outlays on a full-employment basis by major agency and
function; budget authority and outlays by fund group; and outlays
by controllability classification. The tables also present actual budget
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40 THE BUDGET FOR FISCAL YEAR 1974

BUDGET AUTHORITY BY FUNCTION AND AGENCY
[In billions of dollars]

Description 1972
actual

1973
estimate

1974
estimate

1975
estimate

Budget authority by function:
National defense i 80.3 81.7 87.3 91.9
International affairs and finance 5.0 3.7 4.5 4.0
Space research and technology 3.3 3.4 3.0 3.2
Agriculture and rural development 8. 2 7.3 6.7 7.9
Natural resources and environment 5.6 6.9 1.3 7.5
Commerce and transportation. 12.7 17.1 12.7 12.4
Community development and housing 4.9 5.9 3.9 6.0
Education and manpower 10.7 10.9 9.9 10.2
Health 17.7 20.3 26.4 28.9
Income security 69.8 81.0 90.8 97.7
Veterans benefits and services _... 11.3 12.6 12.3 12.2
Interest _._ 20.6 22.8 24.7 25.4
General government 5.8 6.0 5.8 6.4
General Revenue Sharing 8.3 6.1 6.2
Allowances .8 2.0 3.6
Undistributed intragovernmental transactions-- —7.9 —8.4 —9.1 —9.9

Total budget authority 248.1 280.4 288.0 313.5
Budget authority by agency:

Legislative and Judicial Branches .8 .8 .8 .8
Executive Office of the President .1 .1 .1 .1
Funds Appropriated to the President 7.2 5.8 5.1 4.1
Agriculture - - 12.8 11.5 10.4 11.8
Commerce 1.5 1.8 1.2 1.4
Defense—Military1— 75.1 77.8 83.5 88.1
Defense-Civil 1.6 1.9 1.5 1.7
Health, Education, and Welfare 75.7 87.9 101.9 110.7
Housing and Urban Development 4.1 5.0 3.7 5.9
Interior 1.7 - 2 . 1 - . 4 .6
Justice. - 1.6 1.8 1.8 2.0
Labor- 9.4 9.3 9.0 8.9
State .6 .7 .6 .7
Transportation 8.7 11.3 9.0 8.6
Treasury 22.2 32.7 32.6 33.5
Civil Service Commission 6.9 7.8 8.5 9.4
National Aeronautics and Space Administration. 3.3 3.4 3.0 3.2
Veterans Administration — 11.3 12.6 12.2 12.2
Otheragencies - 11.7 17.9 10.5 16.1
Allowances .8 2.0 3.6
Undistributed intragovernmental transactions._ —7.9 —8.4 —9.1 —9.9

Total budget authority — - 248.1 280.4 288.0 313.5
MEMORANDUM

Federal funds 185.8 209.1 202.9 222.9
Trust funds - 75.5 92.5 105.9 113.1
Intragovernmental transactions —13.2 —21.2 —20.8 —22.5

1 Includes allowances for All-Volunteer Force, retirement systems reform, and civilian and military
pay raises for the Department of Defense.
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BUDGET OUTLAYS BY FUNCTION

[In billions of dollars]

Description 1972

AND AGENCY

1973 1974

41

1975

Outlays by function:
National defense i 78.3 76.4 81.1 85.5
International affairs and finance 3.7 3.3 3.8 3.8
Space research and technology. 3.4 3.1 3.1 3.2
Agriculture and rural development 7.1 6.1 5.6 5.8
Natural resources and environment 3.8 .9 3.7 5.6
Commerce and transportation 11.2 12.5 11.6 12.4
Community development and housing 4.3 4.0 4.9 5.4
Education and manpower 9.8 10.5 10.1 10.2
Health 17.1 18.0 21.7 25.2
Income security .___ 64.9 75.9 82.0 87.6
Veterans benefits and services 10.7 11.8 11.7 11.9
Interest 20.6 22.8 24.7 25.4
General government 4.9 5.6 6.0 6.4
General Revenue Sharing 6.8 6.0 6.2
Allowances .5 1.8 3.3
Undistributed intragovernmental transactions —7.9 —8.4 —9.1 —9.9

Total outlays 231.9 249.8 268.7 288.0
Outlays by agency:

Legislative and Judicial Branches .7 .7 .8 .8
Executive Office of the President .1 .1 .1 .1
Funds Appropriated to the President 4.3 3.9 3.9 3.6
Agriculture 10.9 10.1 9.6 9.8
Commerce 1.2 1.3 1.4 1.6
Defense-Military1 75.2 74.2 78.2 82.2
Defense-Civil 1.5 1.8 1.6 1.7
Health, Education, and Welfare 71.8 83.6 93.8 102.7
Housing and Urban Development 3.6 3.4 4.8 5.4
Interior 1.3 - 2 . 2 .7
Justice 1.2 1.5 1.7 1.9
Labor 10.0 9.6 8.1 7.6
State .5 .6 .7 .7
Transportation 7.5 8.0 8.1 8.8
Treasury 22.1 31.2 32.6 33.5
Civil Service Commission 3.8 4.4 4.6 5.6
National Aeronautics and Space Administration. 3.4 3.1 3.1 3.2
Veterans Administration 10.7 11.8 11.7 11.9
Other agencies 9.9 10.7 11.1 12.8
Allowances .5 1.8 3.3
Undistributed intragovernmental transactions... —7.9 —8.4 —9.1 —9.9

Total outlays. 231.9 249.8 268.7 288.0
MEMORANDUM

Federal funds 178.0 188.4 199.1 213.1
Trust funds 67.1 82.6 90.4 97.4
Intragovernmental transactions —13.2 —21.2 —20.8 —22.5

1 Includes allowances for All-Volunteer Force, retirement systems reform, and civilian and military
pay raises for the Department of Defense.
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42 THE BUDGET FOR FISCAL YEAR 1974

authority and outlay figures for 1972 through 1974, which are shown
in greater detail elsewhere in the budget.

These projections are not intended to represent advance commit-
ments as to specific amounts to be requested for particular programs or
agencies when the 1975 budget itself is submitted a year from now.
They are intended simply to indicate that the 1973 and 1974 program
proposals in this budget are consistent with a sound fiscal policy
in 1975 as well as in the current year. The projections should also
stand as a warning and challenge to anyone who would change the
budget recommendations—particularly the recommendations for
program reductions and terminations—that they must consider the
1975 and subsequent implications of such proposals, as this Adminis-
tration has done.

The Administration firmly intends to hold spending in 1975 to the
outlay total projected here—$288 billion. Changing conditions
during the coming year will make increases necessary in some areas and
decreases necessary in others. But the 1975 total is presented as an
upper limit, or ceiling, that this Administration believes should not
be breached.

The projections show that 1974 budget recommendations represent
a workable plan, under current conditions, for achieving the Adminis-
tration's fiscal policy objectives for the longer run. Full-employment
outlays projected for 1975 are 7% higher than 1974 outlays. This
compares to 73̂ >% increases in outlays in 1973 and again in 1974.
The average rate of increase over the 3 years, 1973 through 1975,
will be 7 J^%, which is about the same growth rate as the average
over the past two decades. I t stands in sharp contrast, however, to
the 17% rate of growth in outlays which occurred between 1965 and
1968.

Outlays for human resources programs are projected to increase in
1975 by 1)4,% over their 1974 level. In contrast, outlays for national
defense are projected to increase by 53^%. As the chart below indicates,
outlays for human resources programs are expected to more than
double between 1969 and 1975, while national defense outlays will
increase less than 6% in the same period. These relative changes reflect
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the shift in national priorities toward peacetime domestic concerns
that has been underway since this Administration took office.

Budget Trends

$40-

Human Resources

$00 —

80

20

im mt

These projections demonstrate that we can afford to continue worth-
while ongoing programs, and to increase spending for the most impor-
tant, within the constraints of responsible fiscal policy. We can main-
tain a strong defense posture and yet permit high priority domestic
programs to grow. To make this possible, however, some relatively
ineffective or lower priority programs, together with activities where
private or State and local action is more appropriate than Federal,
will have to be cut back or eliminated. Our national priorities must
be carefully ordered to insure that total available Federal resources
are used most effectively to meet national objectives.
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CONTROLLABILITY OF BUDGET OUTLAYS

[In billions of dollars]

Description 1972 1973 1974 1975
actual estimate estimate estimate

Relatively uncontrollable under present law:

Social insurance trust funds

Interest

Other open-ended programs and fixed costs

Subtotal, open ended programs and fixed

costs

Outlays from prior-year contracts and obliga-

tions

Relatively controllable outlays
Undistributed intragovernmental transactions and

allowance for contingencies__

Total budget outlays 231.9 249.8 268.7 288.0

1 Estimated on full-employment basis.

As in past years, outlays in 1975 will increase due to factors beyond
the control of the executive branch. These factors include growth in
the number of people eligible by law for various types of Federal bene-
fits, and various increases in costs. Outlays for open-ended programs
such as social security and veterans compensation and pensions, for
example, are expected to rise both because of growing numbers of
eligible beneficiaries, and because automatic cost-of-living adjustments
are now provided for by law.

As shown in the above table, built-in increases in open-ended pro-
grams and fixed costs alone are expected to account for $11 billion
(58%) of the $19 billion total increase in outlays between 1974 and
1975. This provides a measure of the kind of fiscal problem confronted
in this budget.

The terminations and reductions of existing programs and other
savings, as proposed in this budget, will reduce 1975 outlays by about
$24 billion below the excessive level—$312 billion—they would attain
in that year if such essential economies were not made. As a result of
these economy measures, outlays classified as relatively controllable
will decline by about $6 billion between 1972 and 1974, from $81.2
billion to $75.2 billion. This decline affects both defense and non-
defense programs. Specific actions and proposals leading to program
reductions and terminations are shown in a separate section, below.
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PERSPECTIVES 45

The longer range outlook.—If the recommendations presented in
this budget are followed, and if this disciplined approach to Federal
spending is firmly adhered to in the years ahead, it will be possible for
the Federal Government to live within its income for the foreseeable
future without resorting to tax increases. Social security tax rates will
be adjusted automatically under current law as wage levels rise and
benefit payments increase. Increases in income tax rates or enactment
of new taxes, however, can be avoided.

Projections of outlays based on the recommendations contained in
this budget, and of full-employment receipts based on current tax
law, indicate future budget margins growing from $2 billion in
1975 to $35 billion in 1978. The margins projected for these years
are potential Federal surpluses, assuming full employment, current
and proposed tax legislation, and continuation of all current and pro-
posed expenditure programs. In addition, the projections reflect no
new Federal initiatives beyond those proposed in this budget and
assume that all recommended program economies are carried out.
Thus, the projected margin for 1978 is an estimate of the fiscal re-
sources that would be available under current tax law to cover all
new proposals over and above those presented this year—including
tax reductions, reductions in the public debt, and new or expanded
programs that might be enacted between February 1973 and June 1978.

As indicated in the table below, increases in ongoing programs would
average about $16 billion a year between 1974 and 1978, if we ignore
the impact of recommended program reductions. On this basis, the
total unconstrained outlay level in 1978 would be $352 billion. The
outlay impacts of program terminations and reductions, however, will
offset $25 billion of this amount, so that net outlays projected for 1978,
$327 billion, will be $35 billion less than full-employment revenues in
that year ($362 billion).

The program terminations and reductions recommended in this
budget have been weighed against the only responsible alternative—
that of a tax increase. In each case, the benefits to be derived from the
expected cost of continuing the program unaltered have been judged
insufficient to justify an increase in the current tax burden. It is
essential that all future proposals for program expansion not budgeted
for in this document be similarly weighed against the only real alterna-
tives open: tax increases, or offsetting terminations or reductions in
costs of those programs that are being proposed for continuation.

510-000 O - 73 - 4
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PROJECTED BUDGET MARGINS

[In billions of current dollars]

Item 1974 1975 1978

Total outlays, unconstrained basis

Savings projected in this budget (—):

Program reductions and terminations _ _
Other _*_

Adjustment to full employment basis 1 __

Total, full employment outlays

Total, full employment receipts

Margin 2 35

1 Consists mainly of excess of unemployment insurance benefits over the amount payable at a
national unemployment rate of 4%.

The recommended program terminations and reductions are
desirable not only because benefits from these programs no longer
justify the added taxes that would be required to pay for them, but also
because fiscal policy considerations make such actions imperative.
As may be seen from the preceding table, if the economy measures
proposed in this budget were not to be implemented, large full-
employment deficits and their inflationary consequences would follow.
Keeping the budget near full-employment balance in 1975 would,
in this case, require an across-the-board personal income tax surcharge
of at least 15%, or its equivalent in other tax increases. If, on the other
hand, large full-employment deficits were permitted to occur, in-
flationary forces would accelerate. This, in turn, would inevitably
bring in its wake a sharp economic contraction and heavy unemploy-
ment.

The projected budget margins for 1975-78 are relatively small and
quite precarious. Inevitably, enormous expenditure demands will be
made upon them. Most of these demands will have to be successfully
resisted, and the stringent economies and program terminations
proposed in the budget will have to be adopted, if budget margins
are to be realized.
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PROGRAM REDUCTIONS AND TERMINATIONS

A responsive government adjusts its activities to changing national
needs. New programs are often required to meet emerging problems.
At the same time, some existing programs prove to be ineffective, be-
come obsolete or outmoded, achieve their purposes, or decline in rela-
tive importance. Further there is need for a continuing evaluation of
the proper Federal role in all program areas.

Unless vigorous and determined efforts are made in programs which
should be restructured, reduced, or terminated, they continue—and
even grow. In so doing, they prevent the most efficient of governments
from operating within the limits of sound fiscal policy.

The 1974 budget incorporates the results of an intensive effort to
identify programs that could be reduced, terminated, or reformed.
One major criterion used to identify such programs was: Would they
justify an increase in present tax rates to pay for the anticipated
expense of their continuation? The 1974 budget proposes reducing or
eliminating programs that do not meet this criterion.

There is no responsible alternative to reductions and terminations.
Unchecked spending would result in substantial full-employment
deficits in 1973, 1974, and beyond—and loss of effective control over
Federal spending. Pruning back and eliminating such programs will
also free resources for use in the solutions of more urgent national prob-
lems. This added responsiveness on the part of the Federal Govern-
ment will go far to restore confidence in our institutions of government.

The immediate need to control spending.—In the fall of 1972,
a fresh review of the fiscal 1973 budget was undertaken. This review
updated earlier estimates of mandatory and other spending on the
basis of the latest available information. It showed that unless sub-
stantial savings could be accomplished, the 1973 outlay total would
approximate $261 billion.

Further, the pace of program growth being set in motion would
lead inevitably to excessive increases in total Federal spending in the
years after 1973. For 1974, the indicated outlay total was $288 billion;
for 1975, it was approximately $312 billion.
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'48 THE BUDGET FOR FISCAL YEAR 19 74

At the President's direction, an urgent search was initiated to
uncover every possible way in which the prospective surge in spending
could be controlled. No saving was too small and no idea too uncon-
ventional to be overlooked in this effort. The Departments and
agencies and the Executive Office of the President were all involved.
After lengthy deliberation, consideration, and reconsideration, a
series of actions were approved. The results are presented below.

Avenues to outlay reduction.—To minimize as much as possible
the need for sharp cuts in ongoing Federal programs, the first effort
was directed at seeking possible reductions in net outlays that could
be obtained through such means as the disposal of additional materials
from the Government stockpile and the development of non-Federal
financing for various credit programs (mainly through the sale of
loan and mortgage paper).

Deferrals of certain Federal payments beyond the dates that had
originally been planned and that would have been desirable under
more normal conditions also were considered. The largest of these was

The Result of Controlling Outlays—FY~1973
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PERSPECTIVES 49

a relatively short delay which could be made within the time author-
ized by law for the quarterly payments under the newly enacted
program of General Revenue Sharing.

Exploration of these avenues did not overlook ways in which
responsible and effective program management could increase those
Federal receipts that are offset against each agency's outlays, or,
indeed, take advantage of lower outlays occurring for reasons inde-
pendent of executive branch initiatives. For example, the actual sale
of offshore oil leaseholds in December 1972 made it clear that receipts
in fiscal year 1973 would be about $1 billion in excess of previous
expectations, thus reducing net 1973 outlays by a like amount.

The above sources of budget savings alone were insufficient to bring
the 1973 outlay total within the $250 billion goal sought by the Presi-
dent. Such savings were vital elements in reducing the 1973 spending
total, but many of them were nonrecurring and did not slow the expend-
iture impact in future years of the program momentum underway in
1973. The budget total still threatened to get out of hand and had to be
brought under control.

Individual Federal programs had to be examined and evaluated.
Ineffective activities and those that had already served their purposes
had to be terminated, marginal activities reduced or slowed, and
excessively costly ones restructured. The program terminations,
reductions, and reforms resulting from this effort are listed at the
end of this part of the budget, together with the estimated outlay sav-
ings in 1973, 1974, and 1975. The reconciliation of 1973 outlays from
the unconstrained $261 billion level estimated last fall to the cur-
rent estimate of under $250 billion is as follows:

Billions
Unconstrained estimate _ $261.0
Savings from:

Additional stockpile disposals _ —$0.4
Additional non-Federal financing for Federal credit programs —1.1
Deferral of various payments:

General Revenue Sharing —1.5
Other - . 5

Additional offshore oil receipts —1.0
Increases in user charges and other actions —.2
Program reductions and terminations _ * —6.5

Total savings _ __ —11.2

Current estimate _ 249.8

1 Includes $2.3 billion of savings accomplished by enactment of Administration-supported limita-
tion on open-end social services grant program.
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5 0 THE BUDGET FOR FISCAL YEAR 1974

Program reductions and terminations.—The actions taken and
proposed to reduce spending in this fiscal year, when combined with
the 1974 budget proposals, will reduce Federal outlays by $17 bil-
lion in 1974 and by about $22 billion in 1975. More broadly, if the
Administration had accepted the $261 billion level for 1973 and had
allowed this program momentum to proceed on course, then the un-
constrained total of outlays would have been $288 billion in 1974 and
about $312 billion in 1975. These levels include the amounts that are
now projected to be saved through the kinds of actions shown in the
preceding table.

Totals of this size are simply inconsistent with the effective manage-
ment or control of Federal spending and would inevitably lead to
serious inflation, higher taxes, or both. In fact, maintenance of a
full-employment balance with these unconstrained outlay totals
would require an across-the-board personal income tax surcharge of
at least 15% or its equivalent in other tax increases.

The program reductions and terminations taken and proposed,
together with the estimated outlay savings for each fiscal year, are
shown in the following table.

OUTLAY SAVINGS FROM PROGRAM REDUCTIONS AND TERMINATIONS. 1973-75
[Fiscal years. In millions]

Outlay savings
Agency and program

1973 1974 1975

PROPOSED ACTIONS REQUIRING SUBSTANTIVE
LEGISLATION

Department of Health, Education, and Welfare
Eliminate certain optional payment procedures under OASDI__ 310 310
Eliminate Federal financing for low-priority Medicaid services to

adults 75 100
Reform Medicare cost-sharing and implement effective utilization

review 616 1,300
Improve structure of public assistance programs 158 158

Total, Department of Health, Education, and Welfare 1,159 1,868

Veterans Administration

Eliminate duplicate burial benefits 54 54
Bring pensions into closer alignment with need 223 227

Total, Veterans Administration 277 281

Total, proposed actions requring substantive legislation 1,436 2,149
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PERSPECTIVES 5 1

OUTLAY SAVINGS FROM PROGRAM REDUCTIONS AND TERMINATIONS, 1973-75-Con.
[Fiscal years. In millions]

Outlay savings
Agency and program

1973 1974 1975

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION

Funds appropriated to the President
Foreign economic assistance:

Reduce programs of the Agency for International Develop-
ment below levels previously budgeted 62 170

Arrange for return of amounts advanced previously. 242

Total, foreign economic assistance 242 62 170

Office of Economic Opportunity
Reassign OEO activities and discontinue direct Federal funding

of community action organizations leaving support to local
decision 62 328 390

Department of Agriculture
Reduce the cost of farm price support programs consistent with

rising farm income prospects and achievement of foreign sales
agreements:

—Reducing direct payment to farmers. _
—Stopping export subsidies
—Increasing crop loan interest } 656 1,219 1,234
—Terminating old crop loans
—Tightening storage facility loan eligibility.

Terminate rural water systems and waste disposal grants which
are replaced by loans, or to extent consistent with Water
Pollution Control Act, EPA financing _ 50 100 150

Substitute regular loan assistance for emergency loans 365
Decrease the large interest subsidy by the Rural Electrification

Administration through use of Rural Development Act 5%
insured loans vice 2% direct loans 84 373 695

Eliminate cost-sharing for installation of soil and water manage-
ment practices on private lands and make corresponding reduc-
tions in technical assistance given through conservation
programs 41 258 259

Limit the special milk subsidy to institutions not receiving sub-
sidized milk through free and reduced price child feeding
programs 59 77

Achieve economies in the Forest Service through tightened
management, reduced State forestry support, and shifting
construction of forest roads to timber purchasers 39 94 106

Curtail anticipated growth in Agriculture extension programs and
reduce Federal support for agricultural research of primarily
local benefit and low-national priority 13 34 34

Total, Department of Agriculture * 1.248 2,137 2,555

See footnotes at end of table.
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5 2 THE BUDGET FOR FISCAL YEAR 1974

OUTLAY SAVINGS FROM PROGRAM REDUCTIONS AND TERMINATIONS, 1973-75—Con.

[Fiscal years. In millions]

Outlay savings
Agency and program

1973 1974 1975

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—
Continued

Department of Commerce
Phase out Economic Development Administration programs in

favor of more focused and consolidated efforts to stimulate
economic development 5 35 56

Redirect or defer selected R. & D. programs of the National
Oceanic and Atmospheric Administration which are not
directly focused on national objectives or not critical now 26 41

Limit planned expansion of selected science and technology pro-
grams of National Bureau of Standards which could be delayed
without significant adverse impact 17 10 7

Modify planned expansion of minority business enterprise
program due to recent rapid growth in program and need to
evaluate effectiveness 6 ._

Adjust maritime ship operating subsidies due to delays in
Russian grain shipments 17

Provide planning funds directly to States for support of
regional commissions and eliminate Federal participation 27 44

Total, Department of Commerce 71 113 107

Department of Defense—Military
Reduce military and civilian personnel and other operations

costs 1,200 400
Reduce procurement of Safeguard, aircraft, missiles, and ships... 650 1,300
Limit growth in research, development, test, and evaluation

programs 200 200
Reduce construction associated with Safeguard deployment,

bachelor housing, and family housing .__ 50 200
Limit new spending for All-Volunteer Force and other legislation. 400 500
Tighten operations of revolving and management funds 200 100

Total, Department of Defense 2,700 2,700

Department of Defense—Civil: Corps of Engineers
Slow scheduling of less critical navigation and flood control

projects while meeting essential flood control, power, and
water supply demands 102 471 650

Department of Health, Education, and Welfare
Health:

Strengthen Medicare cost controls and eliminate unnecessary
advance payments for hospitals 342 277 431

Strengthen Medicaid management 101 175 200
See footnotes at end of table.
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PERSPECTIVES 53

OUTLAY SAVINGS FROM PROGRAM REDUCTIONS AND TERMINATIONS, 1973-75-Con.

{Fiscal years. In millions]

Outlay savings
Agency and program

1973 1974 1975

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—
Continued

Department of Health, Education, and Welfare—Continued
Health—Continued

Rely on Federal health financing mechanisms to pay deprecia-
tion charges in place of medical facilities grant program, and
achieve quality care objectives through the professional
standards review in place of the regional medical program 35 189 206

Phase out, over an 8-year period, Federal financing for local
mental health programs 18 63 75

Eliminate duplicative health program grants 16 53 53
Phase out training grants over a 3-year period and control the

level of new research grants in selected nonpriority areas. 29 57 67
Focus health manpower training support on areas of special

need 26 49 54
Education:

Substitute education revenue sharing for the Federal funding
component of certain education programs and discontinue
the Federal role in some areas:

—foreign language and area training programs 13 14
—land grant college support _ _ __ 10 10 10
—university community services 9 15 15
—State departments of education 1 36 13
—payments to local school systems for certain federally

related students 119 120
—public libraries and school library resources 2 49 135
—certain narrowly focused categorical programs 1 53 76

Substitute private market mechanism for Federal capitaliza-
tion of direct student loans 24 264 288

Income security:
Limit outlays through the operation of the Administration-

supported statutory ceiling on social services grants (already
enacted by the Congress) 2,343 2,700 4,700

Adjust the growth rate for vocational rehabilitation program. 6 31 26
Limit to 5 years Federal funding responsibility for Cuban

refugees 12 58 98
Institute quality control for social services research and

training _ 10 31 62
Eliminate overpayments and payments to ineligible recipients

of public assistance and introduce management improve-
ments 129 592 592

Total, Department of Health, Education, and Welfare2- 3,114 4,834 7,235

Department of Housing and Urban Development

Temporarily suspend new commitments under housing subsidy
programs 59 305 612

See footnotes at end of table.
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5 4 THE BUDGET FOR FISCAL YEAR 1974

OUTLAY SAVINGS FROM PROGRAM REDUCTIONS AND TERMINATIONS, 1973-75-Con.

[Fiscal years. In millions]

Outlay savings
Agency and program

1973 1974 1975

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—
Continued

Department of Housing and Urban Development—Continued

Terminate categorical community development programs in
favor of urban special revenue sharing:

Model Cities 435
Urban Renewal 180
All other 7 130

Total, Department of Housing and Urban Development 3_._ 59 312 1,357

Department of the Interior
Reduce construction activity on some roads and other capital

improvements of relatively low priority in national parks,
public lands, and Indian areas to less than anticipated rates
in 1973and 1974 r _._ 20 10 13

Schedule water resources development construction by Bureau
of Reclamation at less than anticipated rates except for hydro-
power and water supply projects 19 123 113

Reorient saline water program to emphasize research on new
technologies and deemphasize construction of large-scale test
plants of known technology 2 14 21

Constrain land purchases for Federal recreation and wildlife
areas and grants to States for purchase of recreation areas in
1973 and 1974 below anticipated levels. 42 61 46

Increase rate of lease sales on Outer Continental Shelf to in-
crease domestic oil production thereby reducing outlays 1,010 510

Reduce other costs not accounted for in program reductions
above 10 2

Total, Department of the Interior 93 1,220 703

Department of Justice
Review prison construction program for its relationship to State

and local facilities and impact of alternatives to incarceration
on Federal prison population __ 8 28

Return responsibility to functional agencies for Community
Relations Service technical assistance program _ 4 4

Total, Department of Just ice. . . 8 32 4

Department of Labor
Reform manpower training programs administratively to ac-

complish the purposes of manpower special revenue sharing. _ 123 354 250
Phase down the Emergency Employment Assistance program

consistent with the increase in new jobs in the private sector. 670 700

See footnotes at end of table.
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PERSPECTIVES 55

OUTLAY SAVINGS FROM PROGRAM REDUCTIONS AND TERMINATIONS, 1973-75-Con.

[Fiscal years. In millions]

Outlay savings
Agency and program

1973 1974 1975

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—
Continued

Department of Labor—Continued
Increase efficiency of employment and unemployment insurance

services ___ ___._
Tighten the operations and management in the Department
Allocate proper unemployment benefit costs to the Postal Service.

Total Department of Labor

52
4

179

100

35
10
26

1,095

83 _.

35
10
26

1,021

Department of Transportation
States are deferring highway projects because of a lack of legisla-

tive authority
Defer lower priority Coast Guard construction and research

contracts 29 14 10
Reschedule FAA equipment purchase and long-range research

that are not essential to air safety __ _ 35 35
Delay airport grants due to environmental and other problems _ 20
Reorder high-speed rail research and development, placing

greater emphasis on near-term needs and deferring projects
where results are not required for several years 15 41 5

Reduce operating subsidies for Amtrak 10 27
Focus UMTA research and development on immediate improve-

ment programs and hold up contracts for some hardware
developments awaiting additional studies and evaluations 10 26 5

Rephase intermodal transport research and development, focus-
ing on immediate problems. Reduce selected research and
development projects whose results are not required in the
near term _ _

Increase efficiencies of Coast Guard operations
Stretch out the termination payments on the SST
Increase efficiencies of FAA operations

10
28
17
21

7
10

20

6
3

Total, Department of Transportation 295 263 29

Department of the Treasury

Delay construction of Federal Law Enforcement Training Center
to assure resolution of environmental impact problems 1 12

Reduce personnel, travel, and related costs 3 9 9

Total, Department of the Treasury.__ 4 2l 9

Atomic Energy Commission

Reduce Plowshare program to permit further economic and
environmental study 3 3 3

Reduce space electric power and propulsion programs because of
no current mission requirements. _ 6 12 18

See footnotes at end of table.
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5 6 THE BUDGET FOR FISCAL YEAR 1974

OUTLAY SAVINGS FROM PROGRAM REDUCTIONS AND TERMINATIONS, 1973-75-Con.

[Fiscal years. In millions]

Outlay savings
Agency and program

1973 1974 1975
ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—

Continued

Atomic Energy Commission—Continued

Defer selected lower priority projects in the nuclear materials,
weapons, civilian reactor, and research programs 25 21 46

Reduce inventory and working capital requirements 56 —35

Total, Atomic Energy Commission 90 1 67

Environmental Protection Agency
Actions related to Federal Water Pollution Control Act amend-

mentsof 1972 300 950 1,950

General Services Administration
Provide more efficient guard service in public buildings 3 3
Require more effective supply practices 15 25
Reduce new computer procurements by improving utilization of

existing equipment 7 9 ..

Total, General Services Administration 22 37 3

National Aeronautics and Space Administration
Delay the space shuttle to provide for a more orderly

program buildup 18 45 75
Reduce other manned space flight 93 47 10
Defer the High-Energy Astronomy Observatory to allow NASA

to study same program objectives at lower cost 7 68 56
Cancel Application Technology Satellite-G because research can

be funded by industry without Government support 3 17 16
Reduce nuclear power and propulsion research since prospective

applications are in the distant future _ 9 16 18
Cancel experimental STOL aircraft because of uncertainty on

the timing of a commercial market 3 34 20
Reduce other technology and support consistent with the slower

pace of the space program 28 ___
Reduce NASA personnel and administrative expenses consistent

with program reductions 18 24 24

Total, National Aeronautics and Space Administration... 179 251 219

Veterans Administration
Reform veterans benefits administratively to align benefits and

need 160 160
Reschedule construction activities 55 65
Restructure research in line with current needs 5 13 27

Total, Veterans Administration 5 228 252

See footnotes at end of table.
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OUTLAY SAVINGS FROM PROGRAM REDUCTIONS AND TERMINATIONS, 1973-75-Con.

[Fiscal years. In millions]

Outlay savings
Agency and program

1973 1974 1975

ITEMS NOT REQUIRING SUBSTANTIVE LEGISLATION—
Continued

Civil Service Commission
Limit the level of the intergovernmental personnel assistance

grant program pending evaluation _ __ 1 5
Allocate proper retirement costs to the Postal Service 285 105

Total, Civil Service Commission 286 110

Corporation for Public Broadcasting
Maintain previous years level of support 10

Small Business Administration
Reduce direct business loan program of Small Business Admin-

istration as needs are met by increased participation of private
banking community through SB A guaranteed loans

Subversive Activities Control Board
Terminate as a result of court decisions limiting workload

Tennessee Valley Authority
Slow scheduling of construction activity on projects underway

and postpone increases in other programs

Washington Metropolitan Area Transit Authority
Use bond proceeds to even out level of Federal contribution to

subway construction

Pay raises for civilian agencies:
Require absorption of most of January 1973 comparability in-

crease

National Science Foundation
Curtail lower priority institutional and also educational pro-

grams, pending development of plans to meet new program
objectives 20

Reductions due to effect of the above curtailment and other
selective reductions 32

Total, National Science Foundation 20 32

42

10

80

280

6,515

41

(4)

30

13

15,457

34

(4)

25

19,590Total, items not requiring substantive legislation 2

Total, all savings2. 6,515 16,893 21,739

1 Excludes rural housing.2 Includes savings accomplished by enactment of administration-supported limitation on open-
IJQ socistl services ffr&nt proftrn m•3 Includes rural housing program of the Farmers Home Administration.

< $400,000 in 1974 and 1975.

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

1974


