
PERSPECTIVES ON THE BUDGET

This part of the budget explains several topics that help place
the budget in perspective. It discusses:

• relationship of budget authority to outlays;
• fiscal activities outside the Federal budget:

—outlays of off-budget Federal entities,
—Government-sponsored enterprises,
—guaranteed loans, and
—tax expenditures;

• Federal debt and the relationship of budget funds to changes
in Federal debt;

• the difference between the initial budget estimate of outlays
and the actual outlays of relatively uncontrollable programs
for the last completed fiscal year; and

• the difference between the initial budget estimates of receipts
and the actual receipts.

RELATIONSHIP OF BUDGET AUTHORITY TO OUTLAYS

The Congress must provide budget authority, generally in the
form of appropriations, before Federal agencies can obligate the
Government to make outlays. For 1980, $615.5 billion of new
budget authority is proposed for those Federal agencies included in
the budget. In addition, $14.0 billion in new budget authority is
proposed for those Federal entities that are excluded from the
budget.1

Of the total new budget authority proposed for budget agencies
in 1980, $386.7 billion will require congressional action. The re-
maining $228.9 billion of new budget authority will be available
under existing law. The latter consists mainly of trust fund re-
ceipts, which in most programs are automatically appropriated
under existing law, and interest on the public debt, for which
budget authority is automatically provided under a permanent ap-
propriation enacted in 1847. Most budget authority for off-budget
Federal entities will be available under existing law.

Not all of the new budget authority for 1980 will be obligated or
spent in that year.2

• Budget authority for most trust funds authorizes the expendi-
ture of the funds' receipts from special taxes and contribu-

1 Budget authority is discussed further in Part 7 of this volume.
2 This subject is discussed more fully in a separate report, "Balances of Budget Authority," that is published

by the Office of Management and Budget shortly after the budget is transmitted.
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PERSPECTIVES ON THE BUDGET 305

BUDGET AUTHORITY

[In billions of dollars]

Description
1978

actual
1979

estimate
1980

estimate
1981

estimate
1982

estimate

Available through current action by Con-
gress:

Enacted appropriations
Proposed in this budget: *

Appropriations
Supplemental requests

Rescission proposals
To be requested separately:

Upon enactment of proposed legislation..
Allowances:

Civilian agencies2

Department of Defense—Military3....

Subtotal, available through current
action of the Congress

Available without current action by the
Congress (permanent authorizations):4

Trust funds (existing law)
Interest on the public debt
Other

Deductions for offsetting receipts

Total, budget authority

326.8 354.1

361.8
13.1
- . 9

20.2

326.8

172.9
48.7
12.7

- 5 9 . 6

501.5 559.7 615.5

MEMORANDUM

Budget authority for off-budget Federal
entities:

Available through current action by the
Congress

Available without current action by the
Congress

Total, off-budget Federal entities

Total, budget authority including off-
budget Federal entities

13.2 15.3 14.0

13.2 15.3 14.0

514.7 575.0 629.6

377.7 391.9

5.3 5.1

.1

366.6

2.4
2.3

386.7

9.6
4.6

397.1

16.3
7.0

420.4

188.5
59.8
13.2

-68 .4

220.5
65.7
16.2

- 7 3 . 5

247.0
68.0
17.8

- 7 9 . 0

273.2
67.8
18.4

- 8 4 . 1

651.0 695.7

14.1 14.2

14.2 14.2

665.2 709.9

*$50 million or less.
1 Amounts for 1981 and 1982 are tentative planning targets.
2 Includes allowances for civilian agency pay raises and contingencies.
3 Includes allowances for civilian and military pay raises for Department of Defense.
4 Allowances for relatively uncontrollable programs with permanent authorizations are estimated at zero.

tions and from Federal fund payments to the trust funds.
These receipts are to be used as needed over a period of years
for benefit payments and other purposes specified by law.

• Under longstanding budget policy, budget authority for most
major construction and procurement projects covers the
entire cost expected when the projects are initiated, even
though costs will be incurred and outlays made over a period
extending beyond the fiscal year in which the budget authori-
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306 THE BUDGET FOR FISCAL YEAR 1980

ty is enacted. In the past, an exception to this policy has
existed for water resources programs. The administration is
again proposing that funds for new water resources projects
cover the entire costs of the projects.

• Government enterprises are occasionally given budget author-
ity for general capital purposes that will be used over a period
of years.

• Budget authority for the subsidized housing programs is equal
to the Government's maximum contractual obligation to pay
subsidies under contracts, which may extend over periods of
up to 40 years.

• Budget authority for many direct loan programs provides fi-
nancing for a number of years; budget authority for many
insurance and guaranteed loan programs consists of amounts
to be used only in the event of defaults or other claims made
upon the programs.

As a result of these factors, a substantial amount of budget
authority carries over from one year to the next. Most of this is
earmarked for specific uses and is not available for new programs;
a very small part may never be obligated or spent.

As shown in the following chart, $136.7 billion of the outlays in
1980, 25.7% of the total, will be made from budget authority en-

Relation of Budget Authority to Outlays—1980 Budget

SBiftiom

New Authority
Recommended

for 1980
615.5

To be spent in 1980

394.8

Outlays
in 1980

531.6

W Unspent Authority
A Enacted in
W Prior Years

thority

684.1

To be spent in
Future Years

546.5

Unspent
for Outlays in
Future Years

767.2
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PERSPECTIVES ON THE BUDGET 307

acted in previous years. At the same time, $220.7 billion of the new
budget authority proposed for 1980, which is 35.9% of the total
amount proposed, will not result in outlays until future years. The
relationship between budget authority, obligations, and outlays is
discussed further in Part 7 of the Budget and displayed in table 5
of Part 9.

Once budget authority is provided, the Congressional Budget and
Impoundment Control Act requires that any available amounts
withheld from use (without specific congressional authorization)
must be reported to the Congress in rescission or deferral mes-
sages. The Congress may require these funds to be released by
overturning the deferral of budget authority or by not taking
action on the proposed rescission.

FISCAL ACTIVITIES OUTSIDE THE FEDERAL BUDGET

The budget does not include a number of fiscal activities of the
Federal Government that result in spending similar to budget out-
lays. One major exclusion—the outlays of off-budget Federal enti-
ties3—is discussed in some detail below. This is followed by a
discussion of the Government-sponsored enterprises, which are out-
side the budget because of their private ownership.4 Guaranteed
loans and tax expenditures, which also have significant effects on
the economy, are discussed subsequently. The regulation of eco-
nomic activity may have similar effects by requiring the private
sector to make expenditures for specified purposes, such as safety
and pollution control. These effects cannot be quantified satisfacto-
rily and are not discussed in this section.

The off-budget Federal entities and the privately-owned, Govern-
ment-sponsored enterprises primarily carry out loan programs.
Guaranteed loans are likewise a part of federally assisted lending.
The table on the next page summarizes Federal credit activity by
showing the amounts outstanding of Federal and federally assisted
loans: direct loans by Federal agencies included in the budget, direct
loans by off-budget Federal entities, guaranteed loans, and loans by
Government-sponsored enterprises.

3 Financial statements for these entities are published in the Appendix, Budget of the United States Govern-
ment, Fiscal Year 1980. See Part IV, "Off-Budget Federal Entities."

4 For financial statements, see the Appendix, Part VI, "Government-Sponsored Enterprises."
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308 THE BUDGET FOR FISCAL YEAR 1980

FEDERAL AND FEDERALLY ASSISTED LOANS OUTSTANDING 1

[In billions of dollars; at end of fiscal year]

1977 1978 1979 1980
actual actual estimate estimate

Direct loans—on budget 67.9 76.5 81.5 84.3
Direct loans-off-budget 32.7 43.9 55.9 67.7
Guaranteed and insured loans2 181.7 193.1 213.9 239.4

Total, direct loans and guaranteed loans 282.4 313.5 351.3 391.4
Government-sponsored enterprise loans3 98.9 126.8 142.3 160.7

1 See Table F-9 in Special Analysis F, "Federal Credit Programs," published in Special Analyses, Budget of the United States Government, Fiscal Year
1980.

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

The direct loans made by agencies within the budget are shown
in this table to comprise only about a quarter of the total direct
and guaranteed loans outstanding made by the Federal Govern-
ment. They are an even smaller proportion of total Federal and
federally assisted loans, which include also the loans of the private-
ly owned, Government-sponsored enterprises. The direct loans
made by budget agencies are, however, the only part of Federal
and federally assisted lending that is fully subject to the normal
budgetary process of an annual review in which the benefits of
using resources for a specific purpose are examined in competition
with the use of these resources elsewhere. Off-budget direct loans
are largely excluded from this process because their amounts do
not affect the budget totals, on which attention must necessarily
focus; loan guarantees are conceptually different from outlays and
thus fall outside most of the budgetary process. The loans of Gov-
ernment-sponsored enterprises, though assisted by the Federal Gov-
ernment, are even further outside the budget process because they
are privately owned.

Consequently, the Federal Government does not have any sys-
tematic mechanism to consider the resource allocation implied by
most of its credit programs or to judge whether it makes or assists
an appropriate share of the Nation's total credit transactions. In
order for the Government to influence efficiently the allocation of
economic resources and the operation of financial markets and the
economy as a whole, it must exercise control over its credit pro-
grams as well as over its other operations. Therefore, as discussed
in Part 2, the administration is proposing a set of executive and
congressional procedures that would apply budget-type controls on
all of the Government's direct and guaranteed lending programs
alike. Annual limits on gross loans would be proposed for each
program in the budget and would be set in the appropriation bills;
an aggregate limit would be proposed in the budget and a ceiling
set under the congressional budget resolutions.
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PERSPECTIVES ON THE BUDGET 309

Outlays of off-budget Federal entities.— Off-budget Federal enti-
ties are federally owned and controlled, but their transactions have
been excluded from the budget totals under provisions of law.5

Therefore, their fiscal activities are not reflected in either budget
outlays or the budget surplus or deficit, appropriation requests for
their programs are not included in the totals of budget authority
for the budget, and their outlays are not subject to the ceilings set
by the congressional budget resolutions. As shown in the table on
page 322, the outlays of the off-budget Federal entities are added
to the budget deficit to derive the total Government deficit that has
to be financed by borrowing from the public or by other means.
When off-budget outlays are financed by Treasury borrowing, the
additional debt is subject to the statutory debt limit; when financed
by the entities' own borrowing, it is not. In either case the addition-
al debt is part of the gross Federal debt.

The first Federal entity removed from the unified budget was the
Export-Import Bank, which was excluded by statute in August
1971. This exclusion was the first departure of budgetary practice
from the concept of the unified budget, which had been adopted
beginning with the 1969 budget and which combined the adminis-
trative budget with the substantial trust fund transactions of the
Federal Government. After the Export-Import Bank was removed,
further departures from a unified budget occurred. The Postal
Service fund, the Rural Telephone Bank, the lending transactions
that became the Rural Electrification and Telephone revolving
fund, and the Housing for the Elderly or Handicapped fund were
removed from the budget. The Environmental Financing Authori-
ty,6 the Federal Financing Bank, the U. S. Railway Association,
and the Pension Benefit Guaranty Corporation were established
off-budget. The Exchange Stabilization fund had always been out-
side the unified budget, although until two years ago it was classi-
fied as a deposit fund instead of an off-budget Federal entity.7

In the past 3 years the trend toward increasing the number of
off-budget Federal entities has been reversed. The Export-Import
Bank was returned to the budget by statute on October 1, 1976, and
the Housing for the Elderly or Handicapped fund was returned to
the budget by statute on October 1, 1977. Last year Congress en-
acted legislation proposed by the administration to include in the
budget the administrative expenses paid until now by the Ex-
change Stabilization Fund, and the interest collections of the fund

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

6 The Environmental Financing Authority expired without having conducted any operations.
7 The Exchange Stabilization fund conducts a cycle of operations similar to revolving funds. Consequently, its

classification as a deposit fund was contrary to the normal definition of a deposit fund: an account that records
amounts held by the Government as an agent for others or amounts held in suspense temporarily before being
refunded or paid into some other fund.
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310 THE BUDGET FOR FISCAL YEAR 1980

are being put on-budget by administrative action at the same time.8

The budget outlays and deficits of previous years have been revised
to include these three entities so that the series measuring govern-
mental activity over time would be as consistent as possible. Legis-
lation has also caused the transactions of the U.S. Railway Associ-
ation to appear more fully in the budget. The assistance program
to Conrail now comprises almost all of the Association's activity,
and since the start of this program in 1976 the purchase of Conrail
securities has been required by law to be included in the budget.

Despite the exclusion of the off-budget entities from the budget,
some of the outlays related to their activities are nonetheless in-
cluded in the budget totals. The budget totals include the subsidies
paid to the Postal Service fund and the administrative expenses of
the Rural Electrification Administration lending programs and the
U.S. Railway Association. Moreover, while the budget authority
and outlays of off-budget Federal entities are excluded from the
budget totals, some of their activities are subject to Presidential
and congressional review. For example, limits on the amount of
new lending for the rural electrification program financed by the
Rural Electrification and Telephone revolving fund are set annual-
ly by law, and the outstanding debt and annual borrowing of the
Postal Service are limited by statute.

Congress has expressed concern about the existence of off-budget
Federal entities. The Congressional Budget Act of 1974 calls for the
Committees on the Budget of the House of Representatives and the
Senate to study on a continuing basis those provisions of law that
exclude any outlays of Federal entities from the budget and to
report to their respective Houses their recommendations for termi-
nating or modifying such provisions. In 1976 the House Budget
Committee held hearings and then adopted a report recommending
that the budget include the administrative expenses of the Ex-
change Stabilization fund and the outlays of all other off-budget
Federal entities except the Federal Financing Bank. At that time
the Committee deferred judgment about the Federal Financing
Bank.9 The House Budget Committee subsequently supported legis-
lation to include the Federal Financing Bank in the budget and
renewed its recommendation for the other off-budget entities.10

Except for the Postal Service and the Pension Benefit Guaranty
Corporation, the excluded outlays of the off-budget Federal entities
are incurred for carrying out loan programs. These programs are of

8 In the present budget the profits and losses from foreign exchange transactions are counted with changes in
deposit fund balances. Because it is not practicable to forecast transactions in gold, foreign currency, and foreign
investments, the budget will continue the past practice of not estimating profits and losses in foreign exchange
transactions for the current and future years.

9 House of Representatives, Committee on the Budget, Off-Budget Activities of the Federal Government, Report
No. 94-1740 (1976); and First Concurrent Resolution on the Budget—Fiscal Year 1978, Report No. 95-189 (1977),
pp. 11-12 and 135.

10 House of Representatives, Committee on the Budget, First Concurrent Resolution on the Budget—Fiscal Year
1979, Report No. 95-1055 (1978), p.23.
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PERSPECTIVES ON THE BUDGET y 311

the same nature as the direct loan programs in the budget. The
outlays of the off-budget loan programs are approximately equal to
the difference between new loans disbursed and repayments of
principal. For example, during 1978 new loans disbursed by the
excluded programs were $16.8 billion and repayments $5.7 billion,
for an increase in loans outstanding of $11.2 billion. This is about
the same as the outlays of these programs, which were $10.9 bil-
lion. The difference is due to such factors as administrative ex-
penses and interest paid and received.

Like direct loans in the budget, the loans of the excluded pro-
grams are designed to allocate economic resources toward particu-
lar uses. The off-budget Federal entities support a variety of pro-
gram functions both by their direct operations and, in the case of
the Federal Financing Bank, by purchasing debt securities issued
by several agencies and purchasing obligations guaranteed under a
number of Government programs. Part 5 of the Budget, "Meeting
National Needs: the Federal Program by Function," shows the
outlays of the off-budget Federal entities by function and discusses
some of their more significant activities.

OUTLAYS OF

Off-budget Federal entity

Federal Financing Bank
Rural Electrification and Telephone revolving

fund
Rural Telephone Bank
Pension Benefit Guaranty Corporation
Postal Service fund
U.S. Railway Association

Total

*$50 million or less.

OFF-BUDGET
[In billions of c

1978
actual

10.6

.1

.1
*

- . 5
.1

10.3

FEDERAL
lollars]

1979
estimate

11.5

.1
__*

.3

.1

12.0

ENTITIES

1980
estimate

11.3

.1
*
.5
*

12.0

1981
estimate

11.3

.1
*
.1

11.5

1982
estimate

11.3

.1
*

- .3

11.1
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312 THE BUDGET FOR FISCAL YEAR 1980

As the preceding table shows, the Federal Financing Bank (FFB)
accounts for most of the off-budget outlays. The outlays of the FFB
include only its purchase of Government-guaranteed obligations,
not its purchase of Federal agency debt. This prevents counting the
same amount twice, both in the FFB's outlays and in the outlays of
the agency that borrows from the FFB and spends the proceeds.

The FFB's share of the total off-budget outlays has been in-
creased by the legislation mentioned above that put certain off-
budget spending into the budget totals. Among the remaining off-
budget Federal entities only the Postal Service fund in some years
has comparatively large outlays. The outlays of the Postal Service
fund are calculated with an offset for the subsidy that it receives
for public service costs and for revenue forgone from carrying
certain mail at free or reduced rates. This subsidy, which is includ-
ed in the budget, is estimated at $1.6 billion in 1980. The small size
of the outlays of the Rural Electrification and Telephone revolving
fund does not indicate the level of this fund's activity. The fund
sells certificates of beneficial ownership to the FFB, and the sale of
these certificates is required by law to be treated as the sale of
assets instead of as borrowing. Therefore the sale of these certifi-
cates to the FFB is shown as an offset to the outlays of the Rural
Electrification and Telephone revolving fund and as part of the
outlays of the FFB.

Since the outlays of the FFB arise for loans originated by other
agencies, not the FFB itself, the budgetary accounting system does
not now attribute FFB's outlays to the agency whose program is
being supported. Nor, except for the budget function where FFB is
classified, does the accounting system attribute FFB's outlays to
the function that is being supported. As part of its control system
for Federal credit, the administration is considering the treatment
of FFB's outlays and budget authority as off-budget transactions of
the agency and function where the loans were originated.

The table on the next page compares the excluded outlays of the
off-budget Federal entities with the budget outlays.11 The outlays of
the entities that are now off-budget (which thus exclude the
Export-Import Bank and Exchange Stabilization fund) were negligi-
ble in 1973 but grew rapidly afterwards, as the Federal Financing
Bank and other off-budget entities were created or shifted out of
the budget. The outlays of the off-budget Federal entities equaled
2.3% of budget outlays in 1978 and are estimated to equal 2.4% in
1979 and 2.2% in 1980.

11 The historical data for budget outlays include Federal entities that are now off-budget for any period when
they were in the budget; the Export-Import Bank and Housing for the elderly or handicapped fund for all years;
the administrative expenses and interest collections of the Exchange Stabilization fund beginning in 1976; and
Government-sponsored enterprises for periods when they had any Government ownership.
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PERSPECTIVES ON THE BUDGET 313

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

[In billions of dollars]

Outlays

Federal Government1

Year
Budget

Off-budget
Federal
entities

Total

Government-
sponsored

enterprises2

1960 92.2
1961 97.8
1962 106.8
1963 111.3
1964 118.6

1965 118.4
1966 134.7
1967 158.3
1968 178.8
1969 184.5

1970 196.6
1971 211.4
1972 232.0
1973 247.1 0.1
1974 269.6 1.4

1975 326.2 8.1
1976 366.4 7.3
TQ 94.7 1.8
1977 402.7 8.7
1978 450.8 10.3
1979 estimate 493.4 12.0

1980 estimate 531.6 12.0
1981 estimate 578.0 11.5
1982 estimate 614.9 11.1

92.2
97.8
106.8
111.3
118.6

118.4
134.7
158.3
178.8
184.5

196.6
211.4
232.0
247.1
271.1

334.2
373.7
96.5

411.4
461.2
505.4

543.5
589.5
626.0

.4
-.3
1.1
.5
1.8

1.2
1.9

-2.9
1.7
4.3

9.6
*

4.4
11.4
14.5

7.0
4.6
2.3
10.2
25.6
15.2

19.1

* $50 million or less.
1 The 1972-77 and TQ data have been revised to include the Export-Import Bank and the Housing for the elderly or handicapped fund in the budget

instead of with the off-budget Federal entities. The administrative expenses and interest collections of the Exchange Stabilization Fund are included in the
budget beginning in 1976. Comparable data are not available for earlier years.

2 To prevent double counting, outlays of Government-sponsored enterprises exclude loans to other Government-sponsored enterprises and loans to or
from Federal agencies and off-budget Federal entities.

3 Not available.
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314 THE BUDGET FOR FISCAL YEAR 1980

Outlays of Government-sponsored enterprises.—Several Govern-
ment-sponsored enterprises have been established and chartered by
the Federal Government to perform specialized credit functions.
The earlier enterprises were all created with partial or full Govern-
ment ownership and with direct Government control, but, in time,
they were converted to private ownership and some new enter-
prises were created as privately owned institutions. The rule gov-
erning the budget treatment of these enterprises was established in
1967 in accordance with a recommendation by the President's Com-
mission on Budget Concepts. The Commission recommended that
the budget exclude those Government-sponsored enterprises that
are entirely privately owned. Since the enterprises carry out feder-
ally designed programs and receive benefits from their close associ-
ation with the Government, the Commission recommended that
financial statements of their operations be included in the budget
documents.12

The Federal Land Banks and Federal Home Loan Banks had
both become entirely privately owned a number of years before the
unified budget was adopted and therefore have always been ex-
cluded. The Federal National Mortgage Association, the Banks for
Cooperatives, and the Federal Intermediate Credit Banks became
wholly privately owned by repaying their Federal equity capital
during 1969 and were accordingly removed from the budget. The
Federal Home Loan Mortgage Corporation and the Student Loan
Marketing Association were subsequently established with full pri-
vate ownership.

The Government-sponsored enterprises were all created to carry
out loan programs, either lending their funds directly for specifical-
ly authorized purposes or buying loans originated by the private
group that they were established to assist. Their loans primarily
support housing but also support agriculture and higher education.
As shown in the preceding table, the outlays of the privately owned
Government-sponsored enterprises have grown considerably—from
relatively small amounts in the early 1960's to an average of $12.2
billion (equal to 3.4% of budget outlays) during 1974-78, when
more Government-sponsored enterprises had been established. In
1980 these enterprises are expected to spend $19.1 billion, an
amount equal to 3.6% of budget outlays in that year.

Guaranteed loans.—Government-guaranteed loans are loans for
which the Government guarantees the payment of the principal or
interest in whole or in part. Loan guarantees constitute contingent
liabilities. They generally do not result in budget outlays except in
the case of default.

12 Report of the President's Commission on Budget Concepts (Washington: U.S. Government Printing Office,
1967), pp.29-30.
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Guaranteed Loans Outstanding

IBiifions

350
$Billions

350

280

70

1970
Fiscal Years

1 Federal Firmncing Bonk.

'74 *?$ '7$ '77 '70 '79 'SO
Estimate

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

Guaranteed (or insured) loans have diverse characteristics. The
loan may be made to individuals, businesses, State and local gov-
ernments, or foreign governments. The guaranteed obligation may
be a loan made by a bank or other institutional lender, it may be a
security sold in the capital market, or it may be a security sold to
the Federal Financing Bank. The guarantee may be full or partial,
and in some programs it is supplemented by other explicit subsi-
dies or other forms of assistance.

Guaranteed loans include most loan assets sold by Federal agen-
cies. Loan asset sales occur when an agency makes a direct loan
and then sells it. A guarantee by the selling agency is usually
attached. Loan asset sales are treated as offsets to the outlays of
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316 THE BUDGET FOR FISCAL YEAR 1980

the agency that sells them, so if the selling agency is in the budget
they reduce the amount by which the direct loans of Federal agen-
cies add to budget outlays.

In some cases of loan asset sales the agency sells the direct loans
themselves, but in other cases the agency sells securities (some-
times called participation certificates or certificates of beneficial
ownership) that are backed by loans that the agency continues to
hold and service. The President's Commission on Budget Concepts
recommended that the sale of such securities be treated as borrow-
ing,13 but in certain cases legislation requires that it be treated
instead as the sale of loan assets. As the Commission argued,
however, as a means of financing outlays there is no difference in
substance between an agency selling securities labeled t 'certificates
of beneficial ownership," the same agency selling securities labeled
"debt," and the Treasury selling securities labeled "debt." More-
over, when certificates of beneficial ownership are sold, the owner-
ship of the specific loans is retained by the Government, interest
payments on the loans continue to be made to the Government,
and the Government continues to incur the servicing costs of the
loans and to assume fully the risk of default on the loans.

The following table shows the gross amount of new loans guaran-
teed during the years 1977-80, the net loans guaranteed during
each year (that is, the change in loans outstanding), and the
amount outstanding of guaranteed loans held by the public at the
end of each year. The figures include the full amount of all loans
guaranteed (whether guaranteed in whole or in part), in billions of
dollars:

1977 1978 1979 1980
actual actual estimate

Gross loans guaranteed 40.8 39.5 51.5 60.4
Net loans guaranteed 14.0 11.3 20.8 25.5
Guaranteed loans outstanding 181.7 193.1 213.9 239.4

This table suggests the importance of guaranteed loans. The
amount outstanding held by the public is large and growing each
year. Gross loans, which measure the total new assisted borrowing
that takes place each year, are much larger than the change in
loans outstanding, primarily because they are not offset by the
repayment of old loans. In addition to the $57.6 billion increase in
guaranteed loans held by the general public during 1978-80, the
total held by the Federal Financing Bank (FFB) and other Federal
agencies is estimated to increase by $33.5 billion; and the total held
by Government-sponsored enterprises is estimated to increase by
$4.2 billion. These amounts are reflected in the outlays of the FFB,
other Federal agencies, and Government-sponsored enterprises that
buy these loans. When the FFB buys new issues of guaranteed

3 See Report of the President's Commission on Budget Concepts, pp. 8, 47-48, and 54-55.
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loans (except loan assets), the guaranteed loans are in effect con-
verted into direct Federal loans outside the budget.14

Since guaranteed loans are outside the budget, they are not
subject to the same kind of review and control as budget outlays.
The authorizing statutes for half or more of the guarantee pro-
grams impose a ceiling on the amount of guaranteed loans out-
standing, but the limits imposed at one time are usually designed
to meet several years of requirements at once. Plans for guarantees
are generally reviewed annually in the course of reviewing the
budget and personnel requests of the administering agencies, but
annual limits usually are not set. Except when explicit subsidies or
capital for reserve funds must be appropriated, limits on guaran-
tees are not imposed, directly or indirectly, through the Appropri-
ations Committees of the Congress. Similarly, the Senate and
House Budget Committees do not scrutinize the total amount of
guaranteed loans in developing their concurrent budget resolu-
tions, and the concurrent budget resolutions do not include a target
or ceiling for guaranteed loans as they do for budget outlays and
budget authority. The administration's proposal for control over
Federal credit, by establishing annual limits on gross loan guaran-
tees for each program, would overcome the significant deficiencies
in the current process.

The major loan guarantee programs are discussed by function in
Part 5 of the Budget. Guaranteed loans are analyzed together with
other types of credit assistance in Special Analysis F, "Federal
Credit Programs."15 Schedules describing the status of loan guaran-
tees are being published in the Budget Appendix for the first time
in the current budget for every budget account through which loan
guarantees are made.

Taxation and tax expenditures.—Taxation affects the economy
not only by providing the Government with receipts, but also by
affecting the allocation of resources among private uses and the
distribution of income and wealth among individuals. These effects
are caused by the structural characteristics of each different tax—
for example, by the rate schedules, exemptions, deductions, and
exclusions of the individual income tax—and by the relative size of
the different taxes. The effects of taxation on resource allocation
and income distribution are analogous to the effects of outlays, but
they are not measured in budget receipts or outlays.

Some aspects of taxation, called "tax expenditures," receive spe-
cial attention in the budget. Tax expenditures are defined as reve-
nue losses under the individual and corporation income taxes that
are attributable to a special exclusion, exemption, or deduction

14 When the FFB buys loan assets, it effectively converts direct loans that have already been made by another
agency into off-budget direct loans of the FFB.

15 See Special Analyses, Budget of the United States Government, Fiscal Year 1980.

280-000 O—79—21

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

1980



318 THE BUDGET FOR FISCAL YEAR 1980

from gross income or to a special credit, preferential tax rate, or
deferral of tax liability.

Tax expenditures are one means by which the Federal Govern-
ment pursues its objectives and in almost all cases can be viewed
as alternatives to instruments of Government policy such as out-
lays, loan guarantees, regulations, and provisions of the tax law
other than those that give rise to tax expenditures. The objectives
of tax expenditures are varied. Nearly all are intended either to
encourage particular economic activities or to reduce the tax liabil-
ities of taxpayers in special circumstances. Among the economic
activities encouraged are investment, homeownership, State and
local government borrowing, and support of charities; among the
persons with reduced tax liabilities are many of the aged and
unemployed and taxpayers with high medical expenses.

Tax expenditures ordinarily result from permanent legislation
and therefore, unlike much of the budget, are not submitted to the
Congress each year and do not receive a formal and systematic
annual review. Some tax expenditures and many other provisions
of tax law were, nonetheless, reviewed by the administration and
the Congress during the past two years in the process leading to
the Revenue Act of 1978. The Congressional Budget Act requires
that the estimated levels of tax expenditures be presented each
year in the budget that the President submits to the Congress and
in the reports of the Senate and House Budget Committees to their
respective Houses on the proposed congressional budget resolu-
tions. This is intended to encourage regular examination of tax
expenditures by the administration, the Congress, and the public.
The provisions of the income tax law other than those that result
in tax expenditures—although likewise affecting the allocation of
resources and the distribution of income—do not receive either an
annual, systematic review or the kind of presentation mandated for
tax expenditures; nor do taxes other than the individual and corpo-
ration income taxes receive such a review.

The classification of certain provisions of law as resulting in tax
expenditures requires some standard against which the law can be
compared. Deviations of the law from this standard—sometimes
called the "normal tax structure"—are deemed to cause tax ex-
penditures. The "normal tax structure" used for the individual
income tax includes those provisions that exist under current law
for graduated rate schedules, personal exemptions, and standard
deductions. Thus, under current definition, these characteristics of
the tax structure do not generate tax expenditures.

However, selecting such a standard of comparison depends on
judgments about what is the "normal structure" of the tax system.
A different standard might exclude personal exemptions and stand-
ard deductions and thus classify these provisions as resulting in tax
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expenditures; or it might integrate the individual and corporation
income taxes, in which case the lack of integration under current
law could be thought to produce higher receipts and thus a nega-
tive tax expenditure. The provisions of tax law that are not defined
as resulting in tax expenditures deserve as much scrutiny as the
provisions that are, since both types of provision have the same
kinds of economic effects and since a different standard judgment
might change the classification of what is considered to result in a
tax expenditure.

Tax expenditures are presented at two places in the budget. Part
5 of the Budget, "Meeting National Needs: the Federal Program by
Function," discusses the most important tax expenditures in each
functional category, together with outlays and guaranteed loans, in
order to describe more fully the effects of governmental policy
toward meeting each national need. Special Analysis G, "Tax Ex-
penditures," discusses the concept of tax expenditures and presents
a complete list of tax expenditure estimates for individuals and
corporations in 1978-80.16

The figures shown for tax expenditures are necessarily estimates
for past years as well as future ones, since they compare actual tax
receipts with what tax receipts would have been if the tax law had
been different. The method of estimation is to assume that only the
tax provision in question is removed, while taxpayer behavior and
all other characteristics of the tax system remain the same. If
removing a particular provision increases taxable income, as would
occur in most cases, the tax expenditure is then estimated as the
increase in taxable income multiplied by the appropriate tax rate.

The size of a particular tax expenditure depends not only on the
tax provision in question but also on the interaction of this provi-
sion with the rest of the tax structure. The income tax changes
enacted in 1978, as an example, automatically decrease many tax
expenditures below what they otherwise would have been, since
they reduce the tax rate schedules and raise standard deductions
and personal exemptions. The reduction in the tax rate schedules
decreases the amount of receipts that would be gained by repealing
deductions and exclusions, because lower tax rates would be ap-
plied to the increase in taxable income; the higher standard deduc-
tions decrease the number of taxpayers itemizing deductions, there-
by lowering tax expenditures for deductions, particularly those
taken disproportionately by low-income taxpayers; and the higher
standard deductions and personal exemptions decrease the taxable
income of individual taxpayers, thereby reducing the receipts that
would be gained by repealing deductions and exclusions.

16 See Special Analyses, Budget of the United States Government, Fiscal Year 1980. The presentation in this
special analysis meets the requirement in the Congressional Budget Act that tax expenditures be set forth in
the budget.
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The interaction among tax provisions means that special calcula-
tions are generally needed to add tax expenditures together. For
example, if more than one exclusion from individual income were
ended, the gain in receipts would generally be greater than the
sum of the separate tax expenditures, because some taxpayers
would move into higher tax rate brackets. If more than one person-
al deduction were ended, the gain in receipts would generally be
smaller than the sum of the separate tax expenditures, because
more taxpayers would switch to the standard deduction. According
to a special calculation made by Treasury, if all itemized deduc-
tions resulting in tax expenditures were eliminated, the gain in
receipts in 1980 would be $30.6 billion. In comparison, the sum of
the tax expenditures for each separate item is $42.8 billion. Conse-
quently, except for a few special calculations, adding together sepa-
rate tax expenditures would be misleading, and they are not gener-
ally added together in this budget. Where tax expenditures for both
individuals and corporations result from the same provision, how-
ever, such as the investment tax credit, the two estimates may
meaningfully be added.

Interaction among separate tax expenditure provisions is one
reason why the tax expenditures cannot all be added together to
form a meaningful total amount. In addition, there are two concep-
tual reasons why even a total amount that took these interactions
into account would be of limited use. First, as explained above, the
list of tax expenditure items would be different if a different stand-
ard were used for comparison. Any total amount would depend on
the judgments that defined the standard, and a total based on the
present standard could readily be raised or lowered.

Second, the effect of tax expenditures on receipts depends on the
extent to which eliminating tax expenditures would be offset by
reducing tax rates or changing other provisions of the tax law in
order to compensate for the higher receipts that would otherwise
be collected. Frequently tax expenditures and other provisions of
tax law have been changed together; and one particular provision,
whether a tax expenditure or not, has been used to modify, com-
pensate, or substitute for another provision. Thus, if a large
number of tax expenditures were removed, the tax rate schedules
would ordinarily be reduced and the net effect on receipts might be
small. The effects on resource allocation and income distribution
from repealing tax expenditure provisions would depend on which
method of changing tax rates and outlays—from a limitless
number of alternatives—was used to compensate for their removal.

The Revenue Act of 1978 reduced individual and corporation
income taxes significantly. Part 4 of the Budget shows the estimat-
ed effect of this Act on receipts and summarizes its more important
provisions. For the reasons stated above, the tax expenditures for
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deductions and exclusions will be decreased by the reduction in the
individual and corporation tax rate schedules and by the higher
personal exemptions and standard deductions.

Several specific tax expenditure provisions were changed. Busi-
ness investment is expected to be stimulated by liberalizing the
investment tax credit. The credit was made permanent at its cur-
rent rate of 10%, extended to the rehabilitation of non-residential
buildings, and generally allowed to offset a greater proportion of
tax liability than before. Business investment should also be stimu-
lated by the reduction in the corporation income tax rate schedule,
but the part of this reduction due to the cut in the maximum
corporate rate from 48% to 46% is not defined as being a tax
expenditure. Other noteworthy changes in tax expenditure provi-
sions include reduced taxation of capital gains, which will increase
tax expenditures, and the repeal of the non-business deduction for
State and local gasoline taxes. The repeal of the latter tax expendi-
ture provision will improve equity and reduce gasoline use.

The Energy Tax Act of 1978 also includes new tax expenditure
provisions, which allow credits for installing insulation, solar heat,
and certain other items in homes and for installing energy equip-
ment that does not use oil or natural gas in businesses. This
provision will conserve scarce energy resources. This Act also im-
poses an excise tax on the sale of new automobiles with low fuel
efficiency. Because it is an excise tax, its effects on receipts are not
defined to change tax expenditures.

The principal tax proposal in this year's budget is real wage
insurance. Groups of employees whose compensation increases in
1979 fall within the anti-inflation guidelines will be eligible for a
tax credit if inflation exceeds 7%. This tax expenditure provision
will protect people whose wage increases are consistent with the
guidelines in case inflation turns out to be higher than the guide-
lines anticipate. It is thus expected to encourage compliance with
the guidelines and thereby reduce inflation.

BUDGET FUNDS AND THE FEDERAL DEBT

The budget consists of two major groups of funds: Federal funds
and trust funds.17

The Federal funds are derived mainly from taxes and borrowing
and are used for the general purposes of the Government. Most of
these funds are not restricted by law to any specific Government
program. The trust funds, on the other hand, collect certain taxes
and other receipts for specified purposes, such as paying social
security and unemployment insurance benefits.

17 Data for Federal funds and trust funds are presented in Special Analysis C, "Funds in the Budget," in
Special Analyses, Budget of the United States, Fiscal Year 1980.
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BUDGET FINANCING AND
[In

Description

Budget surplus or deficit (—)
Deficit ( - ) of off-budget Federal entities

Total, surplus or deficit ( - )

Means of financing other than borrowing
from the public:

Decrease or increase ( - ) in cash and
monetary assets2

Increase or decrease (—) in liabilities for:
Checks outstanding, etc
Deposit fund balances

Seigniorage on coins

Total, means of financing other than
borrowing from the public

Total, requirements for borrowing
from the public

Change in debt held by the public
Change in Federal agency investments in

Federal debt:
Federal funds
Trust funds3

Off-budget Federal entities

Total, change in Federal agency in-
vestments in Federal debt

Change in gross Federal debt

CHANGE IN
billions of dollars]

DEBT

1978 1979
actual estimate

- 4 8 . 8
- 1 0 . 3

59.2

- 2 . 5

1.9
.2
.4

.1

- 5 9 . 1

59.1

- . 1
11.7

.6

12.2

71.3

37.4
- 1 2 . 0

49 4

9.9

- 1 . 4
- . 1

.9

9.4

- 4 0 . 0

40.0

.9
17.7

.1

18.8

58.8

OUTSTANDING

1980
estimate

- 2 9 . 0
- 1 2 . 0

- 4 1 . 0

1.2
— 3

1.1

2.0

- 3 9 . 0

39.0

1.2
19.9

20.8

59.8

i

1981
estimate

- 1 . 2
- 1 1 . 5

- 1 2 . 7

.8

.8

- 1 1 . 9

11.9

29.4

29.4

41.3

1982
estimate

37.8
- 1 1 . 1

26.7

.9

.9

27.6

- 2 7 . 6

39.3

39.3

11.7

1 Several amounts have been assumed to be zero in 1981 and 1982 because they are usually small and would be very difficult to estimate
accurately.

2 Includes profits on gold sales, which have been reclassified as a means of financing rather than as an offsetting collection. The budget totals have
been adjusted retroactively for the period since these sales began in 1975.

3 Estimates for 1981 and 1982 are equal to the trust fund surplus.

The budget includes the receipts and outlays of both the Federal
funds and trust funds and deducts the various transactions that
occur between them. The budget totals therefore generally display
the net transactions of the Federal Government with the public.
Thus, as is shown in the table above, the budget surplus or
deficit is the principal determinant of the change in Federal debt
held by the public. In the last several years, however, the transac-
tions of the Federal Financing Bank and the other off-budget Fed-
eral entities have also become an important determinant of the
change in Federal debt held by the public. The transactions of the
off-budget Federal entities have been excluded from the budget
under provisions of law and are not included in either the Federal
funds or the trust funds group. Were they to be included in the
budget, virtually all their transactions would be classified in the
Federal funds group.
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BUDGET TOTALS BY FUND GROUP
[In billions of dollars]

1978 1979 1980 1981 1982
actual estimate estimate estimate estimate

Budget receipts.-
Federal funds 270.5 306.1 332.8 382.8 436.4
Trust funds 168.0 189.5 212.2 240.2 267.4
Interfund transactions - 3 6 . 5 - 3 9 . 6 - 4 2 . 5 - 4 6 . 2 - 5 1 . 1

Total, budget receipts 402.0 456.0 502.6 576.8 652.6
Budget outlays:

Federal funds 332.0 361.3 381.8 413.4 437.9
Trust funds 155.3 171.7 192.2 210.8 228.1
Interfund transactions - 3 6 . 5 - 3 9 . 6 - 4 2 . 5 - 4 6 . 2 - 5 1 . 1

Total, budget outlays 450.8 493.4 531.6 578.0 614.9
Budget surplus or deficit ( - ) :

Federal funds - 6 1 . 5 - 5 5 . 2 - 4 9 . 0 - 3 0 . 6 - 1 . 5
Trust funds 127 IU 2M 2%A 3^3

Total, budget surplus or deficit
( - ) -48.8 -37.4 -29.0 -1.2 37.8

Memorandum:
Deficit off-budget Federal entities' - 1 0 . 3 - 1 2 . 0 - 1 2 . 0 - 1 1 . 5 - 1 1 . 1

Total, surplus or deficit (-) includ-
ing off-budget Federal entities - 5 9 . 2 - 4 9 . 4 - 4 1 . 0 - 1 2 . 7 26.7

1 All off-budget Federal entities are revolving funds; income is offset against expenditure to derive net outlays. Hence, no adjustments are made to
receipts when on and off-budget totals are consolidated. Virtually all off-budget outlays would be classified as Federal funds outlays if they were included
in the budget.

The budget deficits and the deficits of the off-budget Federal
entities, together with the other factors noted in the table on the
preceding page, are estimated to increase the Federal debt held by the
public from $610.9 billion at the end of 1978 to $689.9 billion at the
end of 1980. Debt beyond the budget year is projected for the first
time in this year's budget, based on assumptions for the economy
and the tentative long-range planning base as explained in Part 3
of this volume. Debt held by the public is projected to rise in 1981,
primarily due to the deficit of the off-budget Federal entities, but
to fall significantly in 1982 because of a large budget surplus.

Gross Federal debt is the sum of the debt held by the public and
the debt held by the Government itself, which includes such invest-
ments as the Treasury debt held by the social security trust funds.
The Federal funds deficit and the deficit of the off-budget Federal
entities are the principal determinants of changes in gross Federal
debt.

Gross Federal debt is estimated to rise by $59.8 billion during
1980. As indicated in the lower section of the table on the previous
page, $20.8 billion of this increment will be held by trust funds and
other Federal agencies, reflecting mainly the investment of trust
fund surpluses in Treasury debt.
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The gross Federal debt consists almost entirely of securities
issued by the Treasury Department. However, a few Government
agencies are authorized to issue their own debt instruments to the
public or to other Government agencies and funds. These securities
are part of the gross Federal debt. At the end of 1978 the public
held $7.4 billion of agency debt. This debt is expected to fall by
small amounts each year due to the Federal Financing Bank,
which buys most new issues of agency debt and finances its pur-
chases through Treasury borrowing. To prevent double counting,
these holdings are not included in gross Federal debt. Consequent-
ly, the change in agency debt is largely determined by the repay-
ment of securities that have matured.

Almost all Treasury debt issues are covered by a statutory debt
limit, though most borrowing by Federal agencies other than the
Treasury is excluded from this limit. The ceiling on the debt sub-
ject to limit is $798 billion through March 31, 1979. To permit the
Federal Government to meet its obligations, this ceiling will have
to be extended and raised.

Debt subject to this general statutory limit is a little less than
gross Federal debt, primarily because most agency debt is excluded
from the general statutory limitation. Both debt concepts include
debt held internally within the Government, such as the social
security trust fund holdings of Treasury securities. At the start of
1979 internally held debt was $169.5 billion. Thus, debt held by the
public is much less than either gross Federal debt or debt subject
to the general statutory limit.

Since trust fund surpluses for the most part are invested in debt
securities included under the general statutory limit, the Federal
funds deficit and the deficit of off-budget Federal entities must
primarily be financed by selling Federal debt; and this debt is
almost entirely subject to the statutory limit. The Federal funds
deficit in 1980 is estimated to be $49.0 billion, and the deficit of the
off-budget Federal entities is estimated to be $12.0 billion. As
shown in the following table, these deficits will account for most of
the increase in the debt subject to limit.
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FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO LIMIT
[In billions of dollars]

Description 1978 1979 1980
actual estimate estimate

Federal funds surplus or deficit ( - ) -61.5 -55.2 -49.0

Deficit ( - ) of off-budget Federal entities -10.3 -12.0 -12.0

Total, amount to be financed - 7 1 . 9 - 6 7 . 2 - 6 1 . 0

Means of financing other than borrowing:
Decrease or increase ( - ) in cash and monetary assets1 - 2 . 5 9.9
Increase or decrease (—) in liabilities for:

Checks outstanding, etc 2.9 - 1 . 3 1.3
Deposit fund balances .2 - . 1 - . 3

Seigniorage on coins .4 .9 1.1
Total, means of financing other than borrowing 1.0 9.4 2.1

Decrease or increase ( —) in Federal funds and off-budget entity
investments in Federal debt —.5 —1.0 —.9

Increase or decrease ( —) in Federal funds and off-budget entity
debt not subject to limit —1.4 —1.5 - . 4

Total, requirements for borrowing subject to debt limit —72.7 —60.3 —60.2

Change in debt subject to limit 72.7 60.3 60.2

1 Includes profits on gold sales, which have been reclassified as a means of financing rather than as an offsetting collection. The budget totals have
been adjusted retroactively for the period since these sales began in 1975.

A substantial part of the Federal funds deficit—and, therefore, a
substantial part of the growth in debt subject to limit—is associat-
ed with transactions between Federal funds and trust funds. These
transactions consist primarily of Federal funds payments to trust
funds. These payments include interest paid on Treasury debt secu-
rities held by trust funds; the employer share of employee retire-
ment payments; the Federal payment to finance the unfunded
liability of the civil service retirement fund; and other payments
primarily to social insurance trust funds, such as the Federal Gov-
ernment's contribution for supplementary medical insurance. The
trust fund payments to Federal funds are relatively small.
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BUDGET SURPLUS OR DEFICIT ( - ) BY FUND GROUP1

[In billions of dollars]

1978
Description actual

Federal funds:
Transactions with the public2 - 3 2 . 4
Transactions with trust funds —29.1

Total - 6 1 . 5

Trust funds:
Transactions with the public2 —16.4
Transactions with Federal funds 29.1

Total 12.7

Budget total:
Federal funds - 6 1 . 5
Trustfunds 12.7

Total - 4 8 . 8

1979
estimate

1980
estimate

1981
estimate

1982
estimate

- 2 4 . 3
-30 .9
-55 .2

-15 .6
- 3 3 . 5
-49 .0

6.4
- 3 7 . 0
- 3 0 . 6

38.4
- 3 9 . 9

- 1 . 5

- 1 3 . 1
30.9
17.8

-55 .2
17.8

- 1 3 . 4
33.5
20.0

- 4 9 . 0
20.0

- 7 . 6
37.0
29.4

- 3 0 . 6
29.4

- .6
39.9
39.3

- 1 . 5
39.3

- 3 7 . 4 - 2 9 . 0 - 1 . 2 37.8

1 For purposes of this analysis, payments from Federal funds to the general revenue sharing trust fund are treated as transactions with the public
instead of transactions with a trust fund; and the corresponding payments from the general revenue sharing trust fund to the public are accordingly
omitted. This is because the general revenue sharing trust fund has no independent source of funding, and serves only as a channel through which a
Federal funds payment is made to the public

2 Includes some incidental transactions with off-budget Federal entities.

Federal Debt as a Percent of GNP

1975 1980 '82
Estimate

From 1969 through 1978, the cumulative Federal funds deficit
was $370.3 billion, of which $175.5 billion was attributable to trans-
actions with trust funds and the remaining $194.8 billion was
attributable to transactions with the public. The Federal funds
group can have a deficit at the same time as there are surpluses in
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the budget and in the transactions of the Federal funds group with
the public. This occurred in 1969 and is projected to occur again in
1982. The relevant figures for 1978 through 1982 are shown in the
preceding table.

The gross Federal debt was equal to more than 50% of GNP in
the early 1960's, and debt held by the public was equal to more
than 40%. Both proportions declined steadily through 1974. Be-
cause of the large deficits induced by the recession, Federal debt as
a percentage of GNP then rose. Federal debt held by the public
increased from a postwar low of 25% in 1974 to 30% in 1977, but
declined in 1978 and is estimated to decline further to 28% in 1980
and still lower levels in the following two years.

RECONCILIATION OF RELATIVELY UNCONTROLLABLE
OUTLAYS AND OF RECEIPTS

The Congressional Budget Act requires that the budget contain
two reconciliations between the initial budget estimates and the
actual amounts for the last completed fiscal year: a reconciliation
of the differences in relatively uncontrollable outlays by major
program, and a reconciliation of the differences in receipts by
major source. Two different budget-year estimates were initially
made for 1978. The previous administration submitted the 1978
Budget in January 1977, and this administration submitted the
1978 Budget Revisions in February 1977. The reconciliations made
in the two sections below explain the differences first between the
January and the February estimates and then between the Febru-
ary estimates and the actual amounts.

Relatively uncontrollable outlays for 1978.—Outlays are defined
as relatively uncontrollable in any one year when the President's
decisions in that year can neither increase nor decrease them
without a change in substantive law. That is, under existing law,
these outlays generally depend upon factors that are beyond ad-
ministrative control at the start of the fiscal year. For example, the
definition of eligible beneficiaries is established under law, and
contractual agreements and other legally binding commitments
must be fulfilled.

The amounts estimated in the budget for relatively uncontrolla-
ble outlays may differ from the actual outlays for a number of
reasons. For example, legislation may change benefit rates or cov-
erage; the number of beneficiaries may differ from the number
estimated; and economic conditions (such as the interest rates re-
quired for Federal borrowing) may differ from what was assumed
in developing the estimates.
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The budget estimates of uncontrollable outlays do not include
the outlay effect of legislation being proposed. This is a standard
practice, consistent with the definition of uncontrollable outlays
stated above. Where legislation was enacted that significantly af-
fected relatively uncontrollable outlays in 1978, it is identified in
the discussion below.

The following table shows the differences between actual outlays
for relatively uncontrollable programs in 1978 and the estimated
amounts shown in the January budget and the February budget
revisions. The list of programs in this table is consistent with Table
14 (Controllability of Budget Outlays) in Part 9 of this year's
budget.

In the aggregate, actual outlays for relatively uncontrollable pro-
grams exceeded the January 1977 estimate by $1.5 billion or 0.4
percent. The February 1977 estimates, however, exceeded actual
outlays by $1.5 billion or 0.4 percent.

RELATIVELY UNCONTROLLABLE OUTLAYS FOR 1978

[In billions of dollars]

Relatively Uncontrollable Under Present Law
January

1977
estimate

Change
February

1977
estimate

Change Actual

Open-ended program and fixed costs:
Payments for individuals-.

Social security and railroad retirement.... 95.7
Federal employees' retirement and insur-

ance 20.3
(Military retired pay) (9.0)
(Other) (11.2)

Unemployment assistance 14.5
Veterans benefits: Pensions, compensation,

education and insurance 13.1
Medicare and medicaid 37.9
Housing payments 3.6
Public assistance and related programs 22.7

Subtotal, payments for individuals 207.8
Netinterest 31.2
General revenue sharing 6.8
Farm price supports (CCC) 1.0
Other open-ended programs and fixed costs 10.4

Total, open-ended programs and fixed
costs 257.2

Outlays from prior-year contracts and obliga-
tions: i

National defense2 31.2
Civilian programs2 44.1

Total, outlays from prior-year con-
tracts and obligations 75.2

Total, relatively uncontrollable
outlays 332.4

- .7

.2

.2

95.7

20.3
(9.0)

(11-2)
13.8

13.1
37.9

3.8
22.9

.5

- . 3
(.1)

(- .4)
-1.4

- 2 . 0
- . 2
- . 3

96.2

20.0
(9.2)

(10.8)
12.4

13.1
35.9

3.6
22.7

- . 4
2.0

207.4
33.2
6.8
1.0

10.7

- 3 . 5
2.2

*
4.5

-.7

203.8
35.4
6.8
5.5

10.0

1.9

1.1

1.1

3.0

259.1

31.2
45.1

76.3

335.4

2.5

- 3 . 0
- 1 . 0

- 4 . 0

- 1 . 5

261.6

28.2
44.1

72.3

333.9

*$50 million or less.
1 Excludes prior-year contracts and obligations for activiies shown above as "open-ended programs and fixed costs."
2 International Security assistance programs are now classified as civilian programs rather than National Defense. The original estimates have been

changed to reflect that shift.
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Changes from the January estimate to the February estimate.—
The February estimates of relatively uncontrollable outlays were
$3.0 billion above the January budget estimates. The largest revi-
sion ($2.0 billion) was for higher interest outlays to reflect higher
interest rates and debt levels than previously assumed. The Janu-
ary estimates assumed a 4.4% interest rate on new 91-day Treas-
ury bills while the February estimates assumed a 4.6% rate (the
market rate when the estimates were made). Total borrowing re-
quirements were revised upward by $11.0 billion in 1977 and $10.3
billion in 1978 to reflect the larger budget deficits being proposed.
Other open-ended programs were increased by $0.6 billion due to
revised spending patterns for several programs.

Partially offsetting these increases was a $0.7 billion decline in
estimated outlays for unemployment insurance. The January
budget assumed that the national unemployment rate would aver-
age 6.8% in fiscal year 1978 while the February revisions assumed
a 6.5% rate.

Outlays from prior-year contracts and obligations were $1.1 bil-
lion higher in the revised budget, due largely to a $1.0 billion
increase in the outlay estimate for the Temporary Employment
Assistance program. This reflected a higher number of jobs esti-
mated to be made available during 1977 under the economic stimu-
lus package. Other increases were the result of revised spendout
rates for housing and other programs.

Changes from the February estimate to the actual amounts.—
Actual 1978 outlays for relatively uncontrollable programs were
$1.5 billion lower than estimated in February 1977. Open-ended
programs and fixed costs were $2.5 billion higher than the Febru-
ary estimate, while outlays from prior-year contracts and obliga-
tions were $4.0 billion lower.

Open-ended programs and fixed costs consist mainly of benefit
programs, grants, and subsidies for which eligibility is automatic or
fixed by law; interest payments; farm price supports; and payments
for the legislative and judicial branches, which the President
must—by law—include in the budget as submitted and without
change.

Most of the $3.5 billion overestimate in payments for individuals
can be explained by differences between assumed and actual eco-
nomic conditions and beneficiary levels.

Outlays for social security retirement and disability and railroad
retirement were $0.5 billion above the February estimates. Higher
cost-of-living adjustments increased outlays for these programs by
$1.3 billion. The February estimates assumed a 4.9% increase in
July 1977 and a 5.5% increase in July 1978; the actual increases
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were 5.9% and 6.5%, respectively. Outlays were also increased by
$0.2 billion as a result of a Supreme Court ruling that certain
benefit payments discriminated against men. These increases were
partially offset by the effect of fewer beneficiaries than assumed in
the February estimates ($0.7 billion) and lower outlays caused by
benefit changes included in the Social Security Amendments of
1977 ($0.3 billion).

Actual outlays for Federal employee retirement and disability
programs were $0.3 billion below the revised budget estimates de-
spite higher-than-estimated cost of living increases during the year.
The February estimates assumed automatic cost-of-living increases
for these retirees of 2.7% in September 1977 and 2.6% in March
1978. Actual cost-of-living increases were 4.3% and 2.4%, respec-
tively. The higher average benefits that resulted from these cost-of-
living increases added about $0.3 billion to 1978 outlays.

Outlays for military retirees were underestimated by $0.1 billion,
due largely to the differences between actual and projected cost-of-
living increases, as noted above. Outlays for other retired Federal
employees, however, were overestimated by $0.4 billion despite the
difference in cost-of-living increases, which added roughly $0.2 bil-
lion. The major cause was an overestimate of civil service beneficia-
ries by 70 thousand in 1977 and 102 thousand in 1978; this reduced
1978 outlays by $0.5 billion. Compensation for work-related injuries
and disabilities of Federal employees was also overestimated (by
about $0.1 billion) because of an overestimate of the number of
beneficiaries.

Outlays for unemployment insurance programs were $1.4 billion
below the February estimates due largely to lower-than-predicted
unemployment rates. The actual unemployment rate for fiscal year
1978 was 6.2%, compared to the February 1977 forecast of 6.5%.
The insured unemployment rate, the rate that is more directly
related to the level of benefits, was 3.4% for fiscal year 1978 rather
than the assumed rate of 3.8%. In addition, outlays for Federal
supplemental unemployment benefits were overestimated by $0.3
billion because beneficiaries remained on the rolls for a shorter
time than previously assumed.

Actual 1978 outlays for veterans programs were virtually the
same as the February estimates. There were, however, large but
offsetting differences in individual programs. Legislated increases
for compensation benefits (6.6% effective October 1, 1977) and pen-
sion benefits (6.5% effective January 1, 1978) raised outlays by $0.4
billion from the February estimate. However, outlays for readjust-
ment benefits were $0.4 billion below the February estimate be-
cause 342 thousand fewer eligible veterans applied for benefits
than had been anticipated.
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Outlays for medicare and medicaid were $2.0 billion lower than
the February estimate, because hospital costs increased at a slower
rate than assumed.

Uncontrollable outlays for housing subsidy programs were $0.2
billion lower, reflecting a slower rate of construction of subsidized
units.

Public assistance and related programs, which include public
assistance cash payments, food stamps, and child nutrition pro-
grams, were overestimated by $0.3 billion. Food stamp outlays were
$0.1 billion below the February estimate due to fewer participants
than assumed in February. This more than offset increases in
program costs due to higher food prices. Outlays for child nutrition
programs were $0.4 billion below the February estimates due to
significant overestimates of participation by schools and individ-
uals. Most other programs in this category—including public assist-
ance cash payments, supplemental security income, earned income
tax credits, and other income support payments—were within $0.1
billion of the February estimate.

Net interest outlays were $2.2 billion above the February esti-
mates. Interest on the public debt was $1.9 billion higher due to
significantly higher interest rates than assumed. The February
estimate assumed a 4.6% interest rate on 91-day Treasury bills
through 1978, whereas the actual 91-day rate averaged 4.9% in
1977 and 6.6% in 1978. The effect of these higher interest rates on
1978 outlays more than offset the effect of lower-than-projected
borrowing in 1977 and 1978. Borrowing requirements were lower by
$19.5 billion in 1977 and by $6.7 billion in 1978. Interest received
by trust funds, which is offset against interest costs to reflect
transactions with the public, was within $0.1 billion of the Febru-
ary estimate.

Actual outlays for general revenue sharing virtually matched the
original estimate since the amounts are specified in law and no
legislative changes were made.

Farm price supports were $4.5 billion higher than estimated due
to price support increases and higher production. Record crops of
feed grains and wheat put downward pressure on market prices for
these commodities and, when coupled with legislated increases in
price support levels, raised outlays $2.8 billion over the February
estimate. The authorized level of short-term export credit was more
than doubled after the February estimates were made, and this
accounted for nearly a $1 billion increase in outlays.

Other open-ended programs and fixed costs were overestimated
by $0.7 billion. Significant underestimates of beneficiaries for social
service, child welfare, and human development programs resulted
in a $0.4 billion underestimate in outlays. Other underestimates
occurred in disaster relief programs ($0.3 billion) and payments to
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the Postal Service ($0.1 billion). These increases were more than
offset by increased receipts from foreign military sales ($0.3 billion)
and lower outlays for the Federal Housing Administration ($0.6
billion), ship operating-differential subsidies ($0.1 billion), the Fed-
eral Deposit Insurance Corporation ($0.2 billion), and the legislative
and judicial branches ($0.1 billion).

Outlays for prior-year contracts and obligations were $4.0 billion
lower for 1978 than estimated in the revised budget. National
defense outlays in this category were $3.0 billion lower. Outlays for
the Department of Defense were $2.8 billion lower than originally
estimated, while outlays for atomic energy related defense activi-
ties of the Department of Energy were overestimated by $0.2 bil-
lion.

Civilian programs were overestimated by $1.0 billion. Major
shortfalls included $1.7 billion for construction of sewage treatment
plants; $1.5 billion for the Department of Energy; $1.1 billion for
the Export-Import Bank; $0.8 billion for the Federal-aid highway
trust fund and $0.5 billion for the Urban mass transportation fund;
and $0.2 billion for petroleum reserves. Major underestimates in-
cluded $2.3 billion for the local public works program and $2.6
billion for Temporary Employment Assistance and the Employ-
ment and Training Assistance programs.

Reconciliation of actual and estimated receipts.—As shown in the
following table, receipts for 1978 were $402.0 billion. This is $9.0
billion greater than the January 1977 budget estimate but only
$0.4 billion greater than the estimate of $401.6 billion made by this
administration in its February 1977 budget revisions.

COMPARISON OF FISCAL YEAR 1978 RECEIPTS
[In billions of dollars]

Individual income taxes
Corporation income taxes
Social insurance taxes and contributions
Excise taxes
Estate and gift taxes
Customs duties
Miscellaneous receipts

Total 393.0 8.6 401.6 .4 402.0

*$50 million or less.

Changes from the January estimate to the February estimate.—
The February 1977 estimate of receipts was $401.6 billion, $8.6
billion greater than the January estimate of $393.0 billion. Substi-
tution of the proposals presented in the February budget revision

January
1977

estimate

171.2
58.9

126.1
18.5
5.8
5.3
7.2

change

8.0
2.7

- 2 . 3
.1
*
*

February
1977

estimate

179.2
61.6

123.8
18.6
5.8
5.3
7.2

Change

1.8
- 1 . 7
-.4
-.2
-.6
1.3
.2

Actual

181.0
60.0

123.4
18.4
5.3
6.6
7.4
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for those in January accounts for $6.7 billion of the increase. An
upward revision in incomes, reflecting the stronger economic ex-
pansion that was expected from the Administration's proposed eco-
nomic stimulus package, accounts for the remaining increase of
$1.9 billion.

In the January 1977 budget, permanent individual and corpora-
tion income tax reductions were proposed to become effective retro-
active to January 1, 1977, together with a number of other changes
affecting income tax receipts. These proposals were expected to
reduce 1978 individual and corporation income taxes by $19.2 bil-
lion and $4.7 billion, respectively. An increase in the combined
employer-employee social security tax rate, effective January 1,
1978, was the other major proposal affecting 1978 receipts.18

Smaller individual and corporation income tax reductions were
proposed (effective retroactive to January 1, 1977) in the February
1977 budget revisions, together with a one-year extension of the
temporary tax provisions of the Tax Reform Act of 1976 that were
scheduled to expire December 31, 1977. Together, these proposals
were expected to reduce 1978 income taxes by $15.7 billion. The
February estimates also included proposed legislation to hold the
monthly supplemental medical insurance (medicare) premium at
$7.20 through September 1978 and several minor proposals con-
tained in the January 1977 budget.19

RECONCILIATION OF JANUARY 1977 AND FEBRUARY 1977 ESTIMATES OF FISCAL YEAR 1978
RECEIPTS

[In billions of dollars]

Individual income taxes
Corporation income taxes
Social insurance taxes and contributions
Excise taxes
Estate and gift taxes
Customs duties
Miscellaneous receipts

Total

*$50 million or less.

January
1977

estimate

171.2
58.9

126.1
18.5

5.8
5.3
7.2

393.0

Removal of
January 1977

proposals

19.2
4.7

- 1 . 3
*

- . 1

22.5

February
1977

proposals

- 1 2 . 9
- 2 . 9

- . 1

.1

- 1 5 . 8

Reestimates
and revised

incomes

1.7
.9

- . 8
*

*
*

1.9

February
1977

estimate

179.2
61.6

123.8
18.6
5.8
5.3
7.2

401.6

Changes from the February estimate to the actual amounts.—As
previously mentioned, actual receipts for 1978 were $402.0 billion,
only $0.4 billion higher than the February 1977 estimate. Differ-
ences in tax law from the legislation proposed in February de-

18 Under prior law, the combined employer-employee social security tax rate was scheduled to increase from
11.7% to 12.1% on January 1, 1978. The proposed increase would have raised the rate to 12.3%.

19 Under prior law, the supplemental medical insurance premium was scheduled to rise to $7.70 in July 1977
and to an estimated $8.10 in July 1978.

280-000 O—79—22
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creased receipts by $1.0 billion, while revised incomes and technical
adjustments increased receipts by $1.3 billion.

On May 23, 1977, the Tax Reduction and Simplification Act of
1977 was enacted. This act replaced the low income allowance
($2,100 for a joint return and $1,700 for a single taxpayer) and the
percentage standard deduction (16% of adjusted gross income with
a maximum deduction of $2,800 for a joint return and $2,400 for a
single taxpayer) with a flat standard deduction of $2,200 for single
taxpayers and $3,200 for married couples filing jointly. This was a
slight modification of the flat standard deduction of $2,200 for
single taxpayers and $3,000 for married couples filing jointly that
had been proposed in the February 1977 budget revisions. The act
also included a jobs credit applicable to certain new employees
hired in calendar years 1977 and 1978 and extended the temporary
provisions of the Tax Reform Act of 1976 to December 31, 1978.
Relative to the income tax reductions and extensions proposed in
the February 1977 budget revisions, this act reduced 1978 receipts
by $1.3 billion.

Other enacted legislation, which increased 1978 receipts by $0.2
billion, included: the Social Security Amendments of 1977, which
required employers as well as employees to pay social security
taxes on certain employee income derived from tips, effective Janu-
ary 1978; the Surface Mining Control and Reclamation Act of 1977,
which levied a tonnage tax on coal to finance coal mine reclama-
tion; and the Black Lung Benefits Revenue Act of 1977, which
levied a tonnage tax on coal to finance benefits for disabled coal
miners. An increase in sugar import fees, which was accomplished
by Administrative action, added an additional $0.1 billion to 1978
receipts.

RECONCILIATION OF ACTUAL FISCAL YEAR 1978 RECEIPTS WITH THE FEBRUARY 1977
ESTIMATES

[In billions of dollars]

Changes in
February Legislation Reestimates Actual

1977 from February and Revised Receipts
Estimate Proposals Incomes

Individual income taxes 179.2
Corporation income taxes 61.6
Social insurance taxes and contributions 123.8
Excise taxes 18.6
Estate and gift taxes 5.8
Customs duties 5.3
Miscellaneous receipts 7.2

Total 401.6 - 1 . 0 1.3 402.0

- 1 . 8
.6
.2
.1

.1
*

3.6
- 2 . 2
-.6
- .3
-.6
1.2
.2

181.0
60.0

123.4
18.4
5.3
6.6
7.4

*$50 million or less.
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Individual income taxes were $181.0 billion in 1978, $1.8 billion
greater than the February 1977 estimate of $179.2 billion. As
shown in the preceeding table, substitution of the Tax Reduction
and Simplification Act of 1977 for the February 1977 proposals
reduced these receipts by $1.8 billion. This was more than offset by
higher than anticipated personal incomes and an underestimate of
tax payments, which raised receipts $3.6 billion.

Corporation income tax receipts were $60.0 billion in 1978, $1.7
billion less than the February 1977 estimate. Differences in tax law
from the legislation proposed in the February revisions resulted in
a net increase in receipts of $0.6 billion. Different effective tax
rates, collection patterns, and economic conditions than assumed in
February 1977 more than offset the effect of the changes in tax
law.

Social insurance taxes and contributions in 1978 were $0.4 billion
less than the February 1977 estimate. Lower employment taxes
and contributions, largely due to lower than anticipated wages and
salaries, and lower unemployment insurance receipts reduced
social insurance taxes and contributions by $0.6 billion and $0.3
billion, respectively. This underrun in receipts was partially offset
by an increase in contributions for other insurance and retirement
of $0.5 billion, in large part due to non-enactment of the proposed
reduction in the supplemental medical insurance premium.

Excise taxes and estate and gift taxes were below the February
1977 estimates by $0.2 billion and $0.6 billion, respectively. Cus-
toms duties were $1.3 billion higher. Increased imports of automa-
tive, electrical, and electronics products combined with a decline in
the dollar relative to currencies of major exporting countries ex-
plain much of this increase.

An increase in miscellaneous receipts of $0.2 billion was in large
part due to a $0.2 billion underestimate of deposits of earnings by
the Federal Reserve System.
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PERSPECTIVES ON THE BUDGET

This part of the budget explains several topics that help place
the budget in perspective:

• the relationship of budget authority to outlays;
• alternative budget proposals that would balance the budget in

1982;
• fiscal activities outside the Federal budget:

—outlays of off-budget Federal entities,
—Government-sponsored enterprises, and
—tax expenditures;

• Federal debt and the relationship of budget funds to changes
in Federal debt;

• the difference between the initial budget estimate of outlays
and the actual outlays of relatively uncontrollable programs
for 1980;

• the difference between the initial budget estimate of receipts
and the actual receipts for 1980; and

• the allocation of windfall profit tax receipts.

RELATIONSHIP OF BUDGET AUTHORITY TO OUTLAYS

The Congress must provide budget authority, generally in the
form of appropriations, before Federal agencies can obligate the
Government to make outlays. For 1982, $809.8 billion of new
budget authority is proposed for those Federal agencies included in
the budget. In addition, $31.1 billion of new budget authority is
proposed for those Federal entities that are excluded from the
budget.1

Of the total new budget authority proposed for budget agencies
in 1982, $491.4 billion will require congressional action. New
budget authority of $427.4 billion will be available through perma-
nent authorizations under existing law. This consists mainly of
trust fund receipts, which in most trust fund programs are auto-
matically appropriated under existing law, and interest on the
public debt, for which budget authority is automatically provided
under a permanent appropriation enacted in 1847. Offsetting the
gross new budget authority is $109.0 billion of deductions for offset-
ting receipts, which comprise transactions within the Government
and proprietary income from the public. Almost all of the budget

1 B.udget authority is discussed further in Part 7 of this volume.
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PERSPECTIVES ON THE BUDGET 309

authority for off-budget Federal entities will be available under
existing law.

BUDGET AUTHORITY

(In billions of dollars)

Description

Available through current action by the
Congress:

Enacted and pending appropriations
Proposed in this budget:*

Appropriations
Supplemental requests

Rescission DroDosals
To be requested separately:

Upon enactment of proposed legislation
Allowances:

Civilian agencies2

Department of Defense—Military3....

Subtotal, available through cur-
rent action by the Congress

Available without current action by the
Congress (permanent authoriza-
tions):4

Trust funds (existing law)
Interest on the public debt
Other

Subtotal, available without current
action by the Congress

Deductions for offsetting receipts

Total, budget authority

ADDENDUM

Budget authority for off-budget Federal
entities:

Available through current action by the
Congress

Available without current action by the
Congress

Total, off-budget Federal entities..:

Total, budget authority including off-
budget Federal entities

1980
actual

411.7

411.7

228.6
74.9
21.7

325.2

- 7 8 . 2

658.8

*

22.3

22.4

681.1

1981
estimate

433.2

17.5
- 1 . 3

0.5

- 0 . 1

449.9

258.5
94.1
19.2

371.8

- 9 5 . 2

726.5

32.8

32.8

759.3

1982
estimate

480.2
0.2

4.5

3.0
3.5

491.4

298.6
106.5
22.3

427.4

- 1 0 9 . 0

809.8

*

31.1

31.1

840.9

1983
estimate

523.3

9.8

7.6
9.2

549.7

327.2
110.6
20.5

458.2

- 1 1 6 . 0

892.0

7.5

22.7

30.2

922.1

1984
estimate

559.6

12.2

11.1
14.3

597.2

354.9
109.9
21.7

486.5

-121 .0

962.7

7.7

26.9

34.5

997.2

*$50 million or less.
1 Amounts for 1983 and 1984 are tentative planning targets.2 Includes allowances for civilian agency pay raises and contingencies.
3 Includes allowances for civilian and military pay raises for Department of Defense.4 Allowances for relatively uncontrollable programs with permanent authorizations are estimated at zero.
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310 THE BUDGET FOR FISCAL YEAR 1982

Not all of the new budget authority for 1982 will be obligated or
spent in that year.2

• Budget authority for most trust funds comes from the author-
ity of these funds to spend their receipts from special taxes
and contributions and from Federal fund payments. Any bal-
ances arising from these receipts remain available to these
trust funds indefinitely in order to finance benefits and other
purposes specified by law.

• Under longstanding budget policy, budget authority for most
major construction and procurement projects covers the
entire cost estimated when the projects are initiated, even
though costs will be incurred and outlays made over a period
extending beyond the fiscal year for which the budget author-
ity is enacted. In the past, an exception to this policy has been
made for water resource programs. The administration policy
continues to be that funds for new water resource projects
should cover the entire costs of the projects. No new water
resource projects are proposed in this budget, but the adminis-
tration would favor the submission of some fully funded new
projects after the independent review of projects by the
Water Resources Council has been authorized by Congress.

• Government enterprises are occasionally given budget author-
ity for general capital purposes that will be used over a period
of years.

• Budget authority for the subsidized housing programs is equal
to the Government's estimated maximum contractual obliga-
tion to pay subsidies under contracts, which may extend over
periods of up to 40 years.

• Budget authority for long-term contracts covers the estimated
maximum obligation of the Government. For example, budget
authority for many direct loan programs provides financing
for a number of years; budget authority for many insurance
and loan guarantee programs consists of amounts to be used
only in the event of defaults or other claims made upon the
programs.

As a result of these factors, a substantial amount of budget
authority carries over from one year to the next. Most of this is
earmarked for specific uses and is not available for new programs;
a small part may never be obligated or spent, because it is primar-
ily for contingencies that do not occur or reserves that do not have
to be used.

2 This subject is discussed more fully in a separate report, "Balances of Budget Authority," which is published
by the Office of Management and Budget shortly after the budget is transmitted.
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As shown in the chart on the next page, $127.1 billion of the
outlays in 1982, 17% of the total, will be made from budget author-
ity enacted in previous years. At the same time, $197.6 billion of
the new budget authority proposed for 1982, which is 24% of the
total amount proposed, will not lead to outlays until future years.
Thus, the total budget authority for a particular year is not useful
for the analysis of annual outlays, since it combines various types
of budget authority that have different short-term and long-term
implications for budget obligations and outlays. The relationship
between budget authority, obligations, and outlays is discussed fur-
ther in Part 7 of the Budget and displayed in table 5 of Part 9.

Relation of Budget Authority to OutIays-1982 Budget
$ Billions

New Authority
Recommended

for 1982
809.8

To be spent in 1982

612.2
Outlays
in 1982
739.3

Unspent Authority
Enacted in
Prior Years

f 807.9

To be spent in
Future Years

675.9

Unspent Authority
for Outlays in
Future Years

872.5

Once budget authority is provided, the Congressional Budget and
Impoundment Control Act requires that any available amounts
withheld from use (without specific congressional authorization)
must be reported to the Congress in rescission or deferral mes-
sages. The Congress may require these funds to be released by
overturning the deferral of budget authority or by not taking
action on the proposed rescission.
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312 THE BUDGET FOR FISCAL YEAR 1982

ALTERNATIVE BUDGET PROPOSALS

In April 1979, the Congress enacted a new temporary limit on
the Federal debt (Public Law 96-5). Included in the act was a
provision that "If a budget which is transmitted by the President
to the Congress . . . would, if adopted, result in a deficit in 1981 or
in 1982, the President shall also transmit alternate budget propos-
als which, if adopted, would not result in a deficit." This section
outlines the alternative budget proposals for 1982, describes the
difference between the budget and alternative budget proposals,
and explains why the budget proposals of the President are clearly
preferable to these alternatives.

This discussion emphasizes, as it must, tax and spending propos-
als alternative to those in the 1982 budget. No alternative budget
policy, however, can be considered independently of economic con-
ditions because the major fiscal policy changes likely to be implied
by an alternative budget may have profound effects on the econo-
my.

This budget is the fourth to be prepared using the zero-base
budget review process. This process has allowed the administration
to establish priorities that make the best use of the taxpayers'
dollars. Reduction and cost saving proposals have been recommend-
ed where possible and emphasis has been placed on increasing the
efficiency of existing programs.

Balancing the 1981 budget—The deficit estimated for the 1981
budget is $55.2 billion. Because the fiscal year is well along, the
economic and programmatic effect of reductions in spending and
increases in taxes necessary to eliminate a deficit of the magnitude
required to produce a balanced budget would be so severe that they
should not be considered.

The large tax increases or outlay reductions required to elimi-
nate the $55.2 billion 1981 deficit would themselves reduce econom-
ic activity significantly. This would reduce budget receipts and
increase spending. Therefore, spending reductions and tax in-
creases totaling on the order of $75 billion would be required to
achieve balance in 1981.

If tax and spending actions totaling $75 billion were taken and in
place by March 31, one-half of the fiscal year would be gone before
they took effect. Therefore, tax increases or program reductions
would need to be twice as large as would be required if they were
spread over an entire fiscal year. The full-year outlay effect of the
actions required to achieve a reduction of $75 billion in one-half a
year would therefore be on the order of $150 billion. Further,
obligations would already have been incurred for most of the dis-
cretionary spending expected in the remainder of the year. A re-

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

1982



PERSPECTIVES ON THE BUDGET 313

duction of the magnitude required would be larger than what is
needed to achieve a balanced budget in 1982 and later years. Such
a change could be accomplished in one-half year only by:

—increasing Federal tax burdens by almost 25% for the last half
of the fiscal year; or

—reducing outlays by either halting virtually all discretionary
Government activity, including the activities of the Defense
Department and patrol of the borders, or else quickly overturn-
ing legislation that mandates payments for social security,
health benefits, unemployment benefits, farm price supports,
etc.; or

—combining such tax increases and outlay reductions in
amounts so large as to cause drastic, lasting damage to our
economy and our society.

Finally, it is very unlikely that such tax increases and spending
cuts could be achieved by March 31. The President does not have
authority to reduce spending or raise taxes. Under law, each action
must be approved by the Congress, which requires time to consider
whether to agree. Even assuming that Congress would agree, it is
also likely that court actions would be initiated to challenge some
of the proposals and that stays of action would be ordered in some
cases.

Balancing the 1982 budget—Balancing the budget in 1982 would
not have such drastic consequences as attempting to do so in 1981,
but it would be both difficult and undesirable for a number of
reasons. Either increased taxes or reduced Federal spending or
some combination of the two, beyond the restrained levels proposed
in this budget, would be required. Such approaches would have
adverse secondary effects on the economy and therefore on other
Federal programs. They would reduce real economic growth and
employment, thereby reducing tax receipts and raising unemploy-
ment-sensitive spending. Consequently, tax increases or spending
cuts in excess of the $27.5 billion estimated deficit would be needed.
For purposes of this discussion, it has been estimated that $40
billion in tax increases and spending decreases would be required
to produce a balanced budget in 1982.

The undesirable effects of actions to increase taxes or to reduce
spending still further in 1982 can be explained best by discussing
specific alternatives. A number of alternative ways to achieve a
balanced budget are possible. Specific proposals are presented
here that involve tax increases of $69.7 billion and spending reduc-
tions of $37.0 billion.

Tax choices.—Tax increases could be used solely or in combina-
tion with outlay reductions to balance the 1982 budget. In the short
run, such increases would be likely to weaken or reverse the
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modest recovery that is now expected for the next two years.
Unemployment would be increased with little beneficial effect on
inflation. This administration has had the long-term goal of reduc-
ing tax burdens, not increasing them. A tax increase, therefore,
moves in exactly the opposite direction from that proposed by this
administration and desired by the American people. Some of the
specific options that could be considered if taxes were to be in-
creased are discussed below.

Income taxes could be increased by dropping the administration's
economic revitalization program. This would increase income tax
receipts in 1982 by $18.3 billion in comparison with the estimates
in this budget. The longrun benefits that would result from the
economic revitalization program—particularly increases in busi-
ness investment and in employment—would be lost by removing
this program. In addition, an income tax surcharge could be levied
on individual and corporation income taxes. A 10% income tax
surcharge effective January 1, 1982, would increase 1982 receipts
by $27.1 billion.

Another possible source of tax receipts would be an increase in
payroll taxes. A one percentage point increase in the social security
payroll tax rate effective Janaury 1, 1982, would increase 1982
receipts by $9.9 billion. It would be particularly inappropriate to
raise payroll taxes beyond those increases already scheduled under
current law. Such increases would have all the disadvantages of
increases in income taxes and moreover would raise business costs
and thereby increase inflation and reduce employment.

Excise tax rates could also be increased. The administration is
already proposing an increase in the gasoline tax of ten cents per
gallon in June 1981. A further ten cent increase in this tax effec-
tive at the same time would raise 1982 receipts by an additional
$10.8 billion. Alcohol and tobacco tax rates, which have not been
increased since 1951, could also be increased. A doubling of these
tax rates would raise 1982 receipts by $3.6 billion. Obviously, there
is any number of possible tax increase combinations that could be
proposed. However, the administration believes that longrun tax
policy must move in the opposite direction. Taxes should be re-
duced in a prudent manner, as the budget permits.
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ALTERNATIVE BUDGET: TAX INCREASES

(In billions of dollars)

Increases in income taxes:
Drop economic revitalization program: l

Individual income taxes
Corporation income taxes

Subtotal
10 percent income tax surcharge, effective Jan. 1, 1982:

Individual income taxes
Corporation income taxes

Subtotal
Increases in payroll taxes:

Increase social security tax rate by one percentage point,
effective Jan. 1,1982

Increase excise taxes:
Raise gasoline excise tax by an additional 10 cents per

gallon effective June 1,1981
Double the excise tax rate on alcohol and tobacco products,

effective Jan. 1,1982

1981

0.7
2.4

3.1

3.2

1982

8.6
9.7

18.3

23.5
3.6

27.1

9.9

10.8

3.6

1983

17.4
14.7

32.1

37.5
7.6

45.1

15.3

10.2

5.7

1984

24.1
18.0

42.1

44.2
8.9

53.1

17.0

9.7

5.9

1 This option also reduces outlays for the refundable credits in this program. These outlay reductions are incorporated in the list of outlay
reductions that follow.

Spending choices.—If achievement of a balanced 1982 budget ir-
respective of economic circumstances and national priorities were
the administration's sole aim, it would be better to balance tax
increases with program reductions that would lower spending. Ob-
viously, such changes might be made in a variety of ways. In
particular, there could be a choice between relatively few major
reductions or widespread, relatively small cuts.

The following are a few of the larger changes that could be
considered. If all of them were chosen, they would result in 1982
outlay reductions of $28.7 billion.

ALTERNATIVE BUDGET: OUTLAY REDUCTIONS IN MAJOR PROGRAMS

(In billions of dollars)

Defense
This represents the effect on defense outlays if no real

growth were planned in obligational authority through
1984. Such a reduction would prevent the United States
from achieving its fundamental national security objec-
tives. We would be unable to (1) maintain our strategic
forces as an effective deterrent to both nuclear and
conventional warfare, (2 ) meet our NATO commitments
that increase defense efforts to prevent eventual Soviet
military superiority, and (3 ) develop the overall force
structure necessary to assure our national security now
and in the future. The readiness capability that we now
seek would be jeopardized.

1981 1982

- 4 . 0

1983

- 1 2 . 0

1984

- 2 3 . 0
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ALTERNATIVE BUDGET: OUTLAY REDUCTIONS IN MAJOR PROGRAMS—Continued

(In billions of dollars)

1981 1982 1983 1984

Health care cost controls
Revise medicare cost-sharing
Reduce medicaid matching for long-term care services

These proposals would require beneficiaries to pay a greater
percentage of their health care costs and would reduce the
Federal Government's share for funding medicaid long-term
services. Medicare cost-sharing is not being proposed
because the elderly already pay a much greater proportion
of their income for health care than do other age groups.
Also, the proposal to reduce the Federal matching for
medicaid would most likely cause States to reduce neces-
sary services to beneficiaries since some States, like the
Federal Government, already face heavy fiscal burdens.

Social security benefit reforms
These changes, reducing some social security benefits, would

affect retired and disabled workers and their survivors and
dependents, who rely on these benefits. In addition,
Congress has been unwilling to consider most social
security benefit reforms.

Low Income Energy Assistance
This reduction, eliminating low income energy assistance,

results in a loss of income support to vulnerable poor and
elderly individuals who currently receive benefits to miti-
gate high energy costs. In spite of recent inflation the
1982 request includes no increase over the 1981 level.

Trade Adjustment Assistance benefits
Under this option, the amount of Trade Adjustment Assist-

ance benefits would be reduced to the amount of regular
unemployment compensation, payable only to those unem-
ployed after exhausting regular (and extended) unemploy-
ment compensation. It would be inappropriate to reduce
their benefits while unemployment from firms affected by
imports is high, before the scheduled expiration of the
program at the end of 1982, and before information on
methods to improve the adjustment process has been
obtained from projects just getting underway.

Social security, veterans compensation and pensions, civil
service and military retirement, public assistance and
other programs indexed to the Consumer Price Index.

Under this option, inflation-related increases in retirement,
veterans, and disability benefits would be limited to three-
quarters of the adjustment that would otherwise be made
through calendar year 1982. Such a change would be
precipitous and inequitable and therefore unacceptable to
this administration.

General revenue sharing
General revenue sharing grants could be terminated. Since

the inception of revenue sharing in 1972, the fiscal
condition of recipient governments, in the aggregate, has
improved. Despite these improvements, however, general-
purpose fiscal assistance is needed to redistribute aid to
jurisdictions less able to meet their service obligations.
Significant disparities in fiscal capacity among localities
remain and are substantial enough to warrant continued
Federal assistance beyond 1981.

-2.3
(-1-0)
(-1.3)

-2.7
(-1.2)
(-1.5)

-3.1
(-1.4)
(-1.7)

-1.0

-1.8

-1.0

- 2 . 0

-1 .8

- 0 . 7

- 3 . 0

-1 .8

- 0 . 4

-1.4 - 7 . 5 -13.1 -14.7

- 4 . 6 - 4 . 6 - 4 . 6

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

1982



PERSPECTIVES ON THE BUDGET 317

ALTERNATIVE BUDGET: OUTLAY REDUCTIONS IN MAJOR PROGRAMS—Continued

(In billions of dollars)

1981 1982 1983 1984

Federal pay increases..
Defense
Civilian agencies and programs

This alternative would deny Federal pay increases that are
scheduled for October 1981; the estimates for 1983 and
1984 assume that this reduction would not be made up in
later years. To hold down costs, the 1982 budget already
proposes savings of $1.2 billion by limiting the increase for
civilian pay to 5.5%, rather than the 8.6% that would be
permitted under the administration's pay reform plans.
Further reductions would inordinately concentrate fiscal
restraint on public servants. In the long run such a policy
would make Government less effective.

Economic Revitalization Program

These refundable tax credits are an integral part of the
President's economic revitalization program. To help
reduce labor costs and further encourage employment, a
tax credit is proposed to help offset the increase in Social
Security taxes. In order to help industry obtain capital for
investment in new plants and equipment, it is proposed
that 30% of the earned but unused investment tax credit
be made refundable. A liberalization of the earned income
tax credit is also proposed in order to offset the Social
Security tax increase for low income taxpayers with
dependent children.

-2.3
(-1.0)
(-1.3)

-2.3
-1.0)
-1.3)

-2.3
(-1.0)
(-1.3)

- 0 . 2 -4 .2 - 6 . 4 - 7 .2

As an alternative to making reductions exclusively in major
programs, some of the reductions listed above could be combined
with a number of detailed reductions throughout the budget. The
following is one such list but it should be noted that, by itself, it
yields only one-fifth of the reduction required to balance the 1982
budget.

ALTERNATIVE BUDGET: SMALLER OUTLAY REDUCTIONS THROUGHOUT THE BUDGET

(In millions of dollars)

1981 1982 1983 1984

International Affairs:
Reduce Economic Support Fund aid to eleven countries in

1982
Reduce AID bilateral assistance
Reduce Public Law 480 food aid
Defer Department of State construction starts and program

augmentation
Reduce refugee admissions to the U.S. and resettlement and

relief programs abroad
Defer ICA construction and reduce academic exchange
Cut program support for Board for International Broadcasting.
Reduce Export-Import Bank direct loans

Energy and Space:
Cancel Solvent Refined Coal (SRC-I) demonstration plant

- 4

-240
-24
-100

-29

-46
- 9
- 9

-25

-40
- 1 1 2
- 1 0 0

-11

-26
-27
-10

- 1 0 8

-10
- 1 8 1
- 1 0 0

- 9

-19
-15
-10

^173

- 1 0 4 - 3 2 0 - 4 6 0 - 5 2 1

340-000 0 - 81 - 22 : QL 3
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ALTERNATIVE BUDGET: SMALLER OUTLAY REDUCTIONS THROUGHOUT THE BUDGET—Continued
(In millions of dollars)

1981 1982 1983 1984

Strategic Petroleum Reserve:
Limit oil acquisition to an annual average of 100,000

barrels per day
Delay initiation of facilities construction for Phase III from

1982 to 1983
Reduce breeder reactor research and development
Terminate contingency planning for gasoline rationing
Cancel Galileo mission to Jupiter
Cancel space telescope
Cancel Venus orbiting imaging radar mission
Cancel Solar Electric Propulsion (SEPS) project
Deny funding for fifth Orbiter option protection
Reduce 1982 space applications enhancements
Reduce longer term space technology below 1980 level

Agriculture:
Reduce Forest Service activities
Reduce annual project completion rate for the small water-

shed program
Natural Resources:

Eliminate non-critical EPA program
Land and Water Conservation Fund: Reduce Federal land

acquisition
Reduce Bureau of Indian Affairs construction and road

construction activities
Reduce water project construction to minimum continuity

levels
Drop commitment to land remote satellite sensing data

(LANDSAT) continuity
Commerce and Housing:

Terminate National Consumer Cooperative Bank after 1981
Eliminate 50% of Postal Service revenue foregone subsidy in

1981 and subsequent years
Community and Regional Development:

Maintain 1981 Community Development Block Grant level
Reduce Department of Commerce economic development

assistance programs to 1980 level
Terminate the rehabilitation loan fund

Transportation:
Reduce urban transportation programs to 1981 enacted level..,
Federal-aid highways: Fund Interstate, primary, and bridge

programs and return other program responsibility to the
States

Education, Training, Employment, and Social Services:
Reduce State grants for vocational education
Reduce school libraries and instructional resources
Freeze Public Service Employment (Title I l-D) at current

leveis
Phase out Public Service Employment (Title VI) in 1982
Fund Summer Youth Employment at the minimum level
Eliminate Youth Education and Training initiative
Eliminate Job Corps capital improvement program
Eliminate Positive Adjustment Assistance pilot projects
Reduce Title XX social services
Reduce discretionary social services

Health:
Eliminate Public Health Service hospital system and benefits...
Withdraw Child Health Assurance Program (CHAP) proposal...

- 4 7 8

-100
- 5 6

- 1 9

- 2 5

- 1 0
- 5 0

- 1 6 3

-1 ,606

- 8 5
- 1 0 0

- 7 8
- 1 4 0
- 1 0 3

- 2 5
- 1 1
- 1 6
- 2 3

_ g

- 6 8

- 1 9

- 1 4

- 1 2 0

- 6 4

- 2 3 4

- 1 1 3

- 1 2 9

- 4 0 0

- 4

- 6 9
- 1 1 0

- 1 5 5

- 2 8 5

- 5 5
- 5 5

- 4 7 9
- 5 4 8
- 4 3 9
- 1 3 0

- 6 2
- 3 1

- 1 1 5
- 3 2

- 1 0 0
- 7 0

-1 ,793

- 1 0 9
- 1 0 0

- 4 2
- 1 0 7

- 9 0
- 8 3
- 7 9

- 3 8 3

- 5 9
- 1 0 0

- 4 2
- 7 8
- 7 9
- 8 3
- 9 9

- 6 3
- 1 7

- 1 9 9

- 4 3

- 8

- 1 8 0

- 8 5

- 1 3 1

- 1 3 6

- 1 2 7

- 3 8 1

- 7 5

- 9 4
- 1 9 0

- 2 9 5

-1,200

- 1 0 0

- 5 1 8
-1,167

- 4 3 9
-1,310

- 4 8
- 1 9

- 2 1 5
- 3 2

- 1 5 0
- 4 2 5

- 8 4
- 1 7

- 1 9 6

- 4 6

- 3

- 2 0 0

- 1 2 0

142

- 1 2 6

- 1 2 7

- 3 8 3

- 1 6 0

- 1 0 2
- 1 8 8

- 2 6 5

-1 ,600

- 1 0 0
- 6 4

- 5 6 0
-1 ,280

- 4 3 9
-1 ,910

- 4 8

- 3 1 5
- 3 2

- 1 5 0
- 8 1 5
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ALTERNATIVE BUDGET: SMALLER OUTLAY REDUCTIONS THROUGHOUT THE BUDGET—Continued
(In millions of dollars)

Eliminate miscellaneous health services expansions
Tighten Section 223 medicare cost reimbursement limits

Income Security:
Lower Indochinese refugee flow into the U.S
Reduce Women, Infant and Children (WIC) caseload below

1981
Reduce child nutrition training and equipment
Increase HUD subsidized housing tenant rent burdens from

25% to 30% of income
Rescind 1981 homeownership assistance (sec. 235) funds
Deny 1981 supplemental for public housing operating subsi-

dies
Veterans benefits and services.-

Close four VA medical facilities and deny increases for special-
ized medical services

1981

- 5 0

- 5 0

1982

- 5 0
- 1 0 0

- 5 0

130
- 8

- 8 8 5
- 7 0

- 5 0

- 1 0 4

1983

- 1 5 0
- 1 2 0

- 5 0

130
- 8

- 1 , 0 1 3
- 7 0

- 1 0 2

1984

- 1 5 0
- 1 4 0

- 2 5

- 1 3 0
- 8

- 1 , 1 5 2
- 7 0

- 1 0 5

Every effort has been made in the 1982 budget and in previous
budgets by this administration to eliminate unnecessary spending.
A number of savings proposals this administration has made have
not been enacted by the Congress. In the 1981 budget, for example,
the President proposed legislative actions that would have reduced
1981 outlays by $5.6 billion, including $0.8 billion for hospital cost
containment. In March of 1980, further reductions of $3.3 billion
were proposed for a total of $8.9 billion. Of the total amount of
savings proposed, the Congress passed legislation last session that
reduced 1981 outlays by $2.8 billion or a little less than one-third of
those proposed by the President. Much of the savings that were
achieved came about through the enactment of the Omnibus Rec-
onciliation Act of 1980. This landmark legislation resulted from a
congressional initiative requiring committees to cut spending and
raise revenues by amounts specified in the concurrent budget reso-
lution.

In this budget, additional savings involving outmoded and other
low priority programs have been proposed. As is noted in Part 2,
substantial operating efficiencies and cost reductions have been
achieved and more are proposed. Substantial additional reductions
cannot be achieved without further program reductions that would
unavoidably cause important national needs to go unmet. For these
reasons, the administration does not recommend that the reduc-
tions listed above be made. The administration does recommend
that Congress pursue, before it does anything else, the reductions
already proposed.

Consideration of these alternative budget proposals is useful
nonetheless because it illustrates the nature of the task that the
President faces each year in reviewing the budget. Indeed, this
budget reflects a large number of difficult choices that have been
made in order to arrive at the restrained 1982 budget.
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These alternatives are not unlike those the President faces every
year. Most of the budget is composed of spending for national
security and for programs that must be carried out under current
law. To achieve significant reductions, the President must make a
series of difficult choices. Should he propose budget cuts in entitle-
ment programs that would reduce services and benefits for millions
of people, or should he risk endangering the national security, or
both? It is not likely that the Congress or the public would accept
large reductions in either of these areas. Yet massive cuts in the
remainder of the budget, which comprises less than 25% of the
total, would reduce public programs to a level unacceptable to most
people.

The effort to restrain Government spending must be continuous
and progress must occur incrementally over a period of time. Re-
straint cannot be accomplished by rhetorical statements or by gen-
eral directions to eliminate waste, fraud, and abuse. It requires
hard and unending efforts to determine the effectiveness of pro-
grams and to eliminate or change those that do not meet their
objectives. Such changes must be accompanied by the difficult task
of coping with the expectations and hopes of program beneficiaries
and advocates.

FISCAL ACTIVITIES OUTSIDE THE FEDERAL BUDGET

The budget does not include a number of fiscal activities of the
Federal Government that result in spending similar to budget out-
lays. One major exclusion, the outlays of off-budget Federal enti-
ties,3 is discussed in some detail below. This is followed by a
discussion of the Government-sponsored enterprises, which are out-
side the budget because of their private ownership.4 Taxation and
tax expenditures, which also have significant effects on the econo-
my, are discussed subsequently. The regulation of economic activity
can also have economic effects similar to budget spending by re-
quiring the private sector to make expenditures for specified pur-
poses such as safety, pollution control, and accessibility for the
handicapped. While important, many of these effects cannot be
quantified satisfactorily at the current time and therefore cannot
be clearly related to the budget.

Loan guarantees, which also allocate economic resources toward
particular uses, provide credit to borrowers at more favorable
terms than would otherwise be available in the private market.
One year ago, the administration established a budget-type control
system on much of the Government's direct loan and loan guaran-
tee activity. The Congress has supported this effort. The credit

3 Financial statements for these entities are published in the Appendix, Budget of the United States Govern-
ment, Fiscal Year 1982. See Part IV, "Off-Budget Federal Entities."

4 For financial statements, see the Appendix, Part VI, "Government-Sponsored Enterprises."
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control system and the estimated amounts of lending, including
loan guarantees, are discussed in Parts 2, 3, and 5 of this Budget

Outlays of off-budget Federal entities.—Off-budget Federal enti-
ties are federally owned and controlled, but their transactions have
been excluded from the budget totals under provisions of law.5

Therefore, their fiscal activities are not reflected in either budget
outlays or the budget surplus or deficit, appropriation requests for
their programs are not included in the totals of budget authority
for the budget, and their outlays are not subject to the ceilings set
by the congressional budget resolutions. As shown in the table on
page 335, the outlays of the off-budget Federal entities are added
to the budget deficit to derive the total Government deficit that has
to be financed by borrowing from the public or by other means.
When off-budget outlays are financed by Treasury borrowing, the
additional debt is subject to the statutory debt limit; when financed
by the entities' own borrowing, it is not. In either case the addition-
al debt is part of the gross Federal debt.

Since the 1969 budget, the Federal Government has used the
unified budget concept as the foundation for its budgetary analysis
and presentations. This concept measures cash payments to and
from the public. The first departure from the unified budget con-
cept occurred in August 1971, when the Export-Import Bank was
excluded by statute from the budget. Further departures followed.
The Postal Service fund, the Rural Telephone Bank, the lending
transactions that became the Rural Electrification and Telephone
revolving fund, and the Housing for the Elderly or Handicapped
fund were removed from the budget. The Federal Financing Bank,
the U.S. Railway Association, and the Pension Benefit Guaranty
Corporation were established off-budget. The Exchange Stabiliza-
tion Fund had always been outside the unified budget, although
until four years ago it was classified as a deposit fund instead of an
off-budget Federal entity.6

In the past 5 years the trend toward increasing the number of
off-budget Federal entities has been reversed. The Export-Import
Bank was returned to the budget by statute on October 1, 1976, and
the Housing for the Elderly or Handicapped fund was returned to
the budget by statute a year later. In 1978 Congress enacted legis-
lation proposed by the administration to include in the budget the
administrative expenses previously paid by the Exchange Stabiliza-
tion Fund. The interest collections of the fund were put on-budget
by administrative action at the same time, and a year later the

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

6 The Exchange Stabilization Fund conducts a cycle of operations similar to revolving funds. Consequently, its
classification as a deposit fund was contrary to the normal definition of a deposit fund: an account that records
amounts held by the Government as an agent for others or amounts held in suspense temporarily before being
refunded or paid into some other fund.
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actual profits and losses realized from foreign exchange transac-
tions were put on-budget.7 This year, in accordance with legislation
enacted in 1980, the Pension Benefit Guaranty Corporation is being
included in the budget. To the extent feasible the budget outlays
and deficits of previous years have been revised to include these
four entities so that the series measuring budget transactions over
time would be as consistent as possible. Legislation has also
brought most of the transactions of the U.S. Railway Association
into the budget. Almost all of the Association's current activity is
for assistance to Conrail, and since the start of this program in
1976 the purchase of Conrail securities has been included in the
budget by law.

Despite the exclusion of the off-budget entities from the budget,
some of the outlays related to their operations are nonetheless
included in the budget totals. The budget totals include the pay-
ment made to the Postal Service fund and the administrative ex-
penses of the Rural Electrification lending programs and the U.S.
Railway Association. Moreover, while the budget authority and
outlays of off-budget Federal entities are excluded from the budget
totals, some of their activities are subject to Presidential and con-
gressional review. For example, limits on the amount of new lend-
ing for the rural electrification program financed by the Rural
Electrification and Telephone revolving fund are set annually by
law; and the outstanding debt and annual borrowing of the Postal
Service are limited by statute.

As part of the Government's program to reduce U.S. dependence
on imported oil, the Synthetic Fuels Corporation was created out-
side of the budget in 1980 as a means of helping private industry
finance the development of oil substitutes. Although the Corpora-
tion is itself off-budget, its funding is included in the budget totals.
The system of financing was devised so that all costs of the Corpo-
ration appear within the budget. The funds for carrying out the
Corporation's activities come from appropriations to the Secretary
of the Treasury. The Treasury makes payments to the Corporation,
and the Treasury outlays for this purpose are included in the
budget totals. These budget outlays count as income to the Corpo-
ration and, consequently, as an offset to the Corporation's off-
budget outlays. Since the Corporation acquires funds only as
needed, its net off-budget outlays are approximately zero.8

Conrail was created by the Federal Government in 1976 to own
and operate the facilities of several railroad companies in the
northeast and midwest. The Government has provided financial

7 Because it is not practicable to forecast transactions in gold, foreign currency, and foreign investments, the
budget continues the prior practice of not estimating profits and losses from foreign exchange transactions for
the current and future years.

8 Any receipts of the Corporation are also offsets to its outlays and thus reduce its need to borrow from the
Treasury.
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assistance to Conrail by purchasing debentures and series A pre-
ferred stock. As the result of a recent settlement with the Penn
Central Railroad for the compensation it is to receive for Conrail's
acquisition of its railroad properties, the Government is paying
Penn Central $2.1 billion and is receiving all of the Penn Central's
holdings of common stock and series B preferred stock in Conrail.
These holdings comprise about 80% of the total amount of both of
these types of Conrail stock. The Government's financial assistance
to Conrail and its payment to Penn Central have been included in
the budget totals. However, Conrail is not currently included in the
budget nor is it classified with the off-budget Federal entities.

Even though the exclusion of off-budget Federal entities from the
budget results from provisions of law, the Congress has expressed
concern about this practice. In 1976, the House Budget Committee
held hearings on those provisions of law that exclude any outlays
of Federal entities from the budget and then adopted a report
recommending that the budget include the outlays of all off-budget
Federal entities except the Federal Financing Bank. At that time
the Committee deferred judgment about the Federal Financing
Bank.9 The House Budget Committee subsequently supported legis-
lation to include the Federal Financing Bank in the budget and
renewed its recommendation to include the other off-budget enti-
ties.10 The first and second congressional concurrent resolutions on
the budget for 1980 recommended that a way be found within the
congressional budget process to relate accurately the outlays of off-
budget Federal entities to the budget. The first and second budget
resolutions for 1981 recommended aggregate limitations on obliga-
tions for new direct loans made by the off-budget Federal entities
as well as by the budget agencies.

Except for the Postal Service, the outlays of the off-budget Feder-
al entities are incurred for carrying out loan programs. These
programs have the same characteristics as the direct loan pro-
grams in the budget. The outlays of the off-budget loan programs
are approximately equal to the difference between the new loans
disbursed and the repayments of principal. For example, during
1982, the new loans disbursed by the off-budget programs are esti-
mated to be $26.2 billion and repayments $7.7 billion, for an in-
crease in loans outstanding of $18.5 billion. This is about the same
as the estimated outlays of these programs, which are $18.3 billion.
The difference is due to such factors as administrative expenses
and interest paid and received.

9 House of Representatives, Committee on the Budget, Off-Budget Activities of the Federal Government, Report
No. 94-1740 (1976); and First Concurrent Resolution on the Budget—Fiscal Year 1978, Report No. 95-189 (1977),
pp. 11-12 and 135.

10 House of Representatives, Committee on the Budget, First Concurrent Resolution on the Budget—Fiscal
Year 1979, Report No. 95-1055 (1978), p. 23.
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Like direct loans in the budget, the loans of the off-budget enti-
ties are designed to allocate economic resources toward particular
uses. Part 5 of the Budget, "Meeting National Needs: the Federal
Program by Function," shows the outlays of the off-budget Federal
entities by function and discusses some of their more significant
activities.

OUTLAYS OF OFF-BUDGET FEDERAL ENTITIES

(In billions of dollars)

Off-budget Federal entity

Federal Financing Bank
Rural Electrification and Telephone revolving

fund
Rural Telephone Bank
Postal Service fund
U.S. Railway Association
Synthetic Fuels Corporation

Total

1980
actual

14.5

*

.2
- . 4

14.2

1981
estimate

23.1

.2

.2
- . 3

23.2

1982
estimate

18.2

.2
- . 1

*

18.3

1983
estimate

16.5

.2
- 1 . 4

*

15.3

1984
estimate

16.1

.2
- 1 . 5

*

14.7

*$50 million or less.

As the table above shows, the Federal Financing Bank (FFB)
accounts for most of the off-budget outlays. Among the other off-
budget Federal entities, only the Postal Service fund in some years
has comparatively large outlays. The outlays of the Postal Service
fund are calculated with an offset for the payment it receives that
is included in the budget. This payment, which is estimated to be
$1.1 billion in 1982, is mostly for public service costs and for
revenue forgone from carrying certain mail at free or reduced
rates.

The FFB's outlays do not come from programs that the FFB
operates itself. Instead, the FFB assists other programs within the
Government by purchasing their debt securities or purchasing obli-
gations that they have guaranteed. The operation of these pro-
grams remains both legally and administratively with the agencies
that borrow from the FFB or provide the guarantees. The outlays
of the FFB include its purchase of guaranteed obligations but not
its purchase of Federal agency debt securities. An agency's outlays
increase when it spends the proceeds of borrowing from the FFB,
so FFB outlays must exclude this borrowing transaction in order to
prevent double counting.

The FFB buys two types of guaranteed obligations, newly origi-
nated guaranteed loans and guaranteed loan assets. When the FFB
buys newly originated guaranteed loans, the process is that FFB
makes the original loan, upon agency request, with the loan being
guaranteed by the requesting agency. Thus, the newly originated
guaranteed loans are converted into direct Federal loans outside
the budget.

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

1982



PERSPECTIVES ON THE BUDGET 325

Loan assets are loans that an agency has made in the past and
are still due. According to law, the category of loan assets also
includes certificates of beneficial ownership issued by the Farmers
Home Administration and the Rural Electrification and Telephone
revolving fund. These certificates are securities backed by loans
that the agency continues to hold and service.11

The sales of loan assets are treated as offsets to the outlays of
the agency that sells them, so if the selling agency is in the budget
its loan asset sales reduce the amount by which the direct loans of
Federal agencies add to budget outlays. When the FFB buys loan
assets, it in effect converts direct loans that have already been
made by another agency into off-budget direct loans of the FFB.

DISTRIBUTION OF FEDERAL FINANCING BANK OUTLAYS
(In millions of dollars)

Description

Outlays from direct loans, by agency or
program:

Farmers Home Administration: certificates
of beneficial ownership

Rural Electrification and Telephone revolv-
ing fund:

Certificates of beneficial ownership
New originations

Foreign military sales credit
Student Loan Marketing Association
Housing and Urban Development:

Community development
Low rent public housing

Transportation: Railroad programs
National Aeronautics and Space Adminis-

tration
Small business investment companies
Tennessee Valley Authority: Seven States

Energy Corporation
Other

Subtotal, outlays from direct loans
Interest, transfer of surplus, and administra-

tive expenses

Total, FFB outlays

1980
actual

6,881

689
2,498
1,932
1,070

34
119
161

107
142

685
47

14,365

148

14,513

1981
estimate

12,420

516
4,258
2,010
1,095

249
1,457

210

102
342

111
135

23,072

- 6

23,065

1982
estimate

6,056

624
5,129
2,220
1,923

232
942
318

144
330

257
33

18,206

- 2 3

18,183

1983
estimate

4,358

715
6,664
1,800
2,211

194
- 2 5 2

180

31
295

231
56

16,483

- 1 9

16,464

1984
estimate

4,050

715
6,835
1,439
2,543

179
- 2 5 2

108

- 8 9
270

195
76

16,071

- 1 8

16,053

11 The President's Commission on Budget Concepts recommended that the sale of such securities (also known
as participation certificates) be treated as borrowing, since as a means of financing outlays there is no difference
between an agency selling securities labeled "certificates of beneficial ownership," the same agency selling
securities labeled "debt," and the Treasury selling securities labeled "debt." See Report of the President's
Commission on Budget Concepts (Washington: U.S. Government Printing Office, 1967), pp. 8, 47-48, and 54-55.
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In order to present the implications of the FFB's transactions for
different programs, the budget distributes the FFB outlays that are
made on behalf of a guaranteeing agency to that agency itself. The
preceding table summarizes this distribution, showing the outlays that
arise from the FFB purchasing newly originated guaranteed loans
(i.e., by making direct loans) and by purchasing loan assets. FFB
outlays distributed to an agency or program equal gross FFB loans
(of either type) less repayments. The remainder of FFB outlays
consists of administrative expenses, the transfer of surplus to the
general fund, and interest paid on borrowings from Treasury, offset
by interest received on its own holdings of loans and debt. The
distribution of FFB outlays by function is shown as an addendum
to the tables throughout Part 5, and a complete listing is given in
Part 8 in the section that covers off-budget entities.

As shown in this table, FFB assists a wide variety of programs.
The largest part of FFB's outlays over the period as a whole is
attributable to its purchases of certificates of beneficial ownership
from the Farmers Home Administration. Since the Farmers Home
Administration is on-budget, these transactions decrease total
budget outlays as well as the outlays of the Farmers Home Admin-
istration. The purchase of certificates of beneficial ownership from
the off-budget Rural Electrification and Telephone revolving fund
explains the small size of this fund's outlays in the previous table
on the outlays of off-budget entities. These transactions offset this
fund's outlays and augment the outlays of the FFB by an equal
amount.

The table on the next page compares the outlays of the off-
budget Federal entities with budget outlays.12 The outlays of the
entities that are now off-budget were negligible in 1973 but grew
rapidly afterwards, particularly due to the creation and subsequent
rapid expansion of the Federal Financing Bank. The outlays of the
off-budget Federal entities equalled 2.5% of budget outlays in 1980
and are estimated to equal 3.5% in 1981 and 2.5% in 1982.

Government-sponsored enterprises. —Several Government-spon-
sored enterprises have been established and chartered by the Fed-
eral Government to perform specialized credit functions. The earli-
er enterprises were all created with partial or full Government
ownership and with direct Government control, but, in time, they
were converted to private ownership and some new enterprises
were created as privately owned institutions. The rule governing
the budget treatment of these enterprises was established in 1967
in accordance with a recommendation by the President's Commis-

12 The historical data for budget outlays include Federal entities that are now off-budget for any period when
they were in the budget, and include Government-sponsored enterprises for periods when they had any
Government ownership. The outlays of former off-budget entities are included in the budget totals for all years
to the extent practicable.
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sion on Budget Concepts. The Commission recommended that the
budget exclude those Government-sponsored enterprises that are
entirely privately owned. Since the enterprises carry out federally
designed programs and receive benefits from their close association
with the Government, the Commission recommended that financial
statements of their operations be included in the budget docu-
ments.13

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

(In billions of dollars)

Fiscal year

Outlays

Federal Governmentl

Off-budget
Federal entities Total

Government
sponsored

enterprises2

1960
1961
1962
1963
1964

1965
1966
1967
1968
1969

1970
1971
1972
1973
1974

1975
1976
TQ
1977
1978
1979

1980
1981 estimate.
1982 estimate.
1983 estimate,
1984 estimate.

92.2
97.8

106.8
111.3
118.6

118.4
134.7
158.3
178.8
184.5

196.6
211.4
232.0
247.1
269.6

326.2
366.4

94.7
402.7
450.8
493.6

579.6
662.7
739.3
817.3
890.3

0.1
1.4

8.1
7.3
1.8
8.7

10.4
12.5

14.2
23.2
18.3
15.3
14.7

92.2
97.8

106.8
111.3
118.6

118.4
134.7
158.3
178.8
184.5

196.6
211.4
232.0
247.1
271.1

334.2
373.7

96.5
411.4
461.2
506.1

593.9
685.9
757.6
832.6
905.0

.4
- . 3

1.1
.5

1.8

1.2
1.9

- 2 . 9
1.7
4.3

9.6
*

4.4
11.4
14.5

7.0
4.6
2.3

10.2
25.6
27.1

26.4
23.6
34.1

*$50 million or less.
1 The 1972-80 data have been revised to include the Export-Import Bank, the Housing for the Elderly or Handicapped fund, and the Pension

Benefit Guaranty Corporation in the budget instead of with the off-budget Federal entities. The administrative expenses and interest collections of
the Exchange Stabilization Fund are included in the budget beginning in 1976, and the actual profits and losses realized from foreign exchange
transactions are included beginning in 1979. Comparable data are not available for earlier years.

2 To prevent double counting, outlays of Government-sponsored enterprises exclude loans to other Government-sponsored enterprises and loans to
or from Federal agencies and off-budget Federal entities.3 Not available.

13Report of the President's Commission on Budget Concepts, pp. 29-30.
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The Federal Land Banks and Federal Home Loan Banks had
both become entirely privately owned a number of years before the
unified budget was adopted and therefore have always been ex-
cluded. The Federal National Mortgage Association, the Banks for
Cooperatives, and the Federal Intermediate Credit Banks became
wholly privately owned by repaying their Federal equity capital
late in calendar year 1968 and were accordingly removed from the
budget for all later periods. The Federal Home Loan Mortgage
Corporation and the Student Loan Marketing Association were
subsequently established with full private ownership.

The Government-sponsored enterprises were all created to carry
out loan programs, either lending their funds directly for specifical-
ly authorized purposes, or buying loans originated by the private
groups that they were established to assist. Their loans primarily
support housing, but also support agriculture and higher education.
As shown in the preceding table, the outlays of the privately owned
Government-sponsored enterprises have grown considerably—from
relatively small amounts in the early 1960's to an average of $18.4
billion (equal to 4.0% of budget outlays) during 1976-80.

THe operations of the Government-sponsored enterprises are not
subject to the Federal budget review process, and the economic
assumptions on which their estimates are based are not necessarily
the same as the administration's economic forecast shown in Part
2. In 1982 these enterprises estimate that they will spend $34.1
billion, an amount equal to 4.6% of budget outlays in that year.
The following table shows the total amounts of Government-spon-
sored loans outstanding and net loans (i.e., the change in loans
outstanding) during 1980-82, in billions of dollars:14

Loans outstanding, end of year.,
Net loans

actual

151.0
24.1

1981 estimate

171.4
20.3

1982 estimate

199.6
28.3

Taxation and tax expenditures.—Taxation affects the economy
not only by providing the Government with receipts but also by
changing the allocation of resources among private uses and the
distribution of income and wealth among individuals. These effects
are caused by the structural characteristics of each different tax—
for example, by the rate schedules, exemptions, deductions, and
exclusions of the individual income tax—and by the magnitude of
each tax. The effects of taxation on resource allocation and income
distribution are analogous to the effects of outlays.

14 In order to prevent double counting in adding Government-sponsored loans to Federal direct loans and loan
guarantees, excludes loans from one Government-sponsored enterprise to another, loans from the Federal
Government, and guaranteed loans acquired.
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Some features of the tax structure are called "tax expenditures"
and receive special attention in the budget. Tax expenditures are
defined as revenue losses under the individual and corporation
income taxes that are attributable to a special exclusion, exemp-
tion, or deduction from gross income or to a special credit, prefer-
ential tax rate, or deferral of tax liability.

Tax expenditures are so designated because they are one means
by which the Federal Government pursues its objectives, and be-
cause in many respects they can be regarded as an alternative
means of achieving the same objectives as direct expenditures.
They can also be regarded as alternative means of achieving the
same objectives as other instruments of Government policy, such as
off-budget outlays, loan guarantees, regulations, and provisions of
the tax law other than those that give rise to tax expenditures.
There are numerous examples of the similarity in objectives be-
tween tax expenditures and direct outlays. For instance, direct
expenditures and tax expenditures both reduce the cost of ship
acquisition by shipping companies; CETA payment of the extra cost
of on-the-job training and the jobs tax credit both lower the em-
ployer's cost of hiring targeted groups in the labor force; and direct
interest subsidies and the use of tax exempt bonds both lower the
mortgage interest cost for eligible borrowers. Similarly, State and
local governments benefit both from direct grants and from the
ability to borrow funds at tax-exempt rates; individuals benefit
both from direct medicare payments and from the income tax
deductibility of medical expenses; and individuals also benefit both
from social security payments and from the tax exemption of these
payments.

Tax expenditures ordinarily result from permanent legislation
and therefore are not submitted to the Congress each year and do
not routinely receive a formal and systematic annual review. Some
tax expenditures and many other provisions of tax law were, none-
theless, reviewed by the administration and the Congress during
the 2 years of work that led to the Revenue Act of 1978. The
Congress may also review tax law generally as the result of a
reconciliation directive in a concurrent budget resolution that calls
on various committees to increase receipts or decrease outlays by
specified amounts. This procedure was used for the first time in the
Omnibus Reconciliation Act of 1980, which changed tax expendi-
tures and other provisions of tax law as well as outlays. In addi-
tion, the Treasury Department and the Office of Management and
Budget reviewed a number of major tax expenditure provisions in
connection with the preparation of this budget.
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The Congressional Budget Act requires that the estimated levels
of tax expenditures be presented each year in the budget that the
President transmits to the Congress and in the reports of the
Senate and House Budget Committees to their respective Houses
on the proposed congressional budget resolutions. This is intended
to encourage regular examination of tax expenditures by the ad-
ministration, the Congress, and the public. The provisions of the
income tax law other than those that result in tax expenditures,
although they can also affect the allocation of resources and the
distribution of income, do not receive either an annual, systematic
review or the kind of budget presentation mandated for tax ex-
penditures; nor do taxes other than the individual and corporation
income taxes receive such a review. However, tax expenditures,
other provisions of the income tax, and other tax laws are general-
ly all reviewed whenever fiscal policy decisions are considered re-
garding the overall level of tax receipts.

The classification of certain provisions of law as resulting in tax
expenditures requires some standard against which the law can be
compared. Deviations of the law from this standard—sometimes
called the "normal tax structure"—are deemed to cause tax ex-
penditures. The "normal tax structure" used for the individual
income tax includes those provisions that exist under current law
for graduated rate schedules, personal exemptions, and standard
deductions. Thus, under current definition, these characteristics of
the tax structure do not generate tax expenditures.

The normal tax structure is not defined in the tax code. The
concept that is used has evolved from various congressional and
public reviews of the tax system focusing on the definitions of the
income tax base and on the rates applied to that base. A different
standard might exclude personal exemptions and standard deduc-
tions and thus classify these provisions as resulting in tax expendi-
tures. A different standard might integrate the individual and
corporation income taxes; however, the analysis in this budget
regards the separate taxation of individuals and corporations as
part of the normal tax structure. The provisions of tax law that are
not defined as resulting in tax expenditures deserve as much scru-
tiny as the provisions that are, since they also have resource alloca-
tion and income distribution effects.

Tax expenditures are presented at two places in the budget. Part
5, "Meeting National Needs: the Federal Program by Function,"
discusses the most important tax expenditures in each functional
category, together with outlays and loan guarantees, in order to
describe more fully the effects of governmental policy toward meet-
ing each national need. Special Analysis G, "Tax Expenditures,"
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discusses the concept of tax expenditures and presents a complete
list of tax expenditure estimates for individuals and corporations in
1980-82.1516

The figures shown for tax expenditures are necessarily estimates
for past years as well as future ones, since they compare actual tax
receipts with what tax receipts would have been if the tax law had
been different. The method of estimation is to assume that only the
tax provision in question is removed and that taxpayer behavior
and all other characteristics of the tax system remain the same. If
removing a particular provision would increase taxable income, as
in most cases, the tax expenditure is estimated as the increase in
taxable income multiplied by the appropriate tax rate.

The size of a particular tax expenditure depends not only on the
tax provision in question but also on the interaction of this provi-
sion with the rest of the tax structure. The income tax changes
enacted in 1978, as an example, automatically decreased many tax
expenditures below what they otherwise would have been, since
they reduced the tax rate schedules and raised standard deductions
and personal exemptions. The reduction in the tax rate schedules
decreased the amount of receipts that would be gained by repealing
deductions and exclusions, because lower tax rates would be ap-
plied to the increase in taxable income; the higher standard deduc-
tions decreased the number of taxpayers itemizing deductions,
thereby lowering tax expenditures for deductions, particularly
those taken disproportionately by low-income taxpayers; and the
higher standard deductions and personal exemptions decreased the
taxable income and marginal tax rates of individual taxpayers,
thereby reducing the receipts that would be gained by repealing
deductions and exclusions.

The interaction among tax provisions means that special calcula-
tions are generally needed to add tax expenditures together. For
example, if more than one exclusion from individual income were
ended, the gain in receipts would generally be greater than the
sum of the separate tax expenditures, because some taxpayers
would move into higher tax rate brackets. If more than one person-
al deduction were ended, the gain in receipts would generally be
smaller than the sum of the separate tax expenditures, because
some taxpayers would switch to the standard deduction. According
to a special calculation made by Treasury, if all itemized deduc-
tions resulting in tax expenditures were eliminated, the gain in

15 See Special Analyses, Budget of the United States Government, Fiscal Year 1982. The presentation in the
special analysis meets the requirement in the Congressional Budget Act that tax expenditures be set forth in
the budget.

16 The role of certain tax expenditures as a form of credit assistance is discussed in Special Analysis F,
"Federal Credit Programs."
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receipts in 1982 would be $62.3 billion. In comparison, the sum of
the separate tax expenditures is $81.8 billion. Consequently, except
for a few special calculations, adding together separate tax expend-
itures would be misleading, and they are not generally added to-
gether in this budget. Where tax expenditures for both individuals
and corporations result from the same provision, however, such as
the investment tax credit, the interaction is negligible and the two
estimates may meaningfully be added.

Even aside from these interaction effects, budget receipts would
not necessarily be raised by the total amount of a group of tax
expenditures if all the tax expenditure provisions were removed
together. Tax expenditures and other provisions of tax law have
frequently been changed together or viewed as substitutes for one
another. Furthermore, a direct outlay may be substituted for a tax
expenditure. Thus, an aggregation of tax expenditures that did
take interaction into account would simply indicate the total re-
sources available for some combination of cutting tax rates, in-
creasing outlays, and reducing the deficit. If a group of tax expend-
iture provisions were removed, the overall effects on budget re-
ceipts and on resource allocation and income distribution would
therefore depend on the particular decisions made as to which
changes in tax rates and outlays—out of a limitless number of
alternatives—were used to compensate for their removal.

As discussed in Part 4, "Budget Receipts/' the principal tax
change enacted in 1980 was the windfall profit tax. Since this is an
excise tax, it does not give rise to tax expenditures. As part of the
same energy program, however, several tax expenditures were en-
acted in order to stimulate the production and conservation of
energy. They included an increase in the income tax credit for the
cost of installing solar energy equipment in a person's home; an
extension of the business tax credit for solar energy property so
that it also applies to equipment that generates process heat for
industrial, agricultural, and commercial purposes; and a new tax
credit for small-scale hydroelectric facilities. The conservation of
energy would also be encouraged by an increase in the excise tax
on gasoline and diesel fuel, which is proposed in this budget but is
not a tax expenditure.

Among the other tax measures enacted in 1980 was a restriction
on State and local governments issuing tax-exempt bonds to fi-
nance mortgages for private housing. Tax-exempt bonds for single
family housing are limited in amount until 1984 and are banned
beginning in that year, and their use for multi-family rental hous-
ing is confined to projects with a sufficient proportion of low and
moderate income renters. This reduces the tax expenditures arising
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from the exemption of interest on State and local securities. The
administration proposes to restrict still further the use of tax-
exempt financing for private purposes: to limit the issuance of
small-issue industrial development bonds, to disallow tax-exempt
financing by tax-exempt organizations, and to disallow tax exemp-
tion for bonds that finance student loans. These proposed reduc-
tions in tax expenditures, like the restriction on tax-exempt bonds
for mortgage financing, would make the allocation of scarce capital
resources more efficient. They are consistent with the administra-
tion's actions to control Federal credit programs generally.

As part of its economic revitalization program the administration
has proposed a series of tax expenditures to reduce taxes on income
from capital and other sources in ways that would increase produc-
tivity, lower unemployment, and reduce inflation. The largest pro-
posed tax expenditure provision is constant rate depreciation,
which would increase depreciation rates by about 40%. Other tax
expenditure proposals under this program include an increase in
the investment tax credit for assets with short lives; making a
portion of the investment tax credit currently available to firms
that have no current profits; and an expansion of the earned
income tax credit to offset the rise in social security taxes paid by
low income individuals who have dependent children.

BUDGET FUNDS AND THE FEDERAL DEBT

The budget consists of two major groups of funds: Federal funds
and trust funds.17

The Federal funds are derived mainly from taxes and borrowing
and are used for the general purposes of the Government. Most of
these funds are not restricted by law to any specific Government
program. The trust funds, on the other hand, collect certain taxes
and other receipts for specified purposes, such as paying social
security and unemployment insurance benefits.

17 Data for Federal funds and trust funds are presented in Special Analysis C, "Funds in the Budget," in
Special Analyses, Budget of the United States Government, Fiscal Year 1982.

340-000 0 - 81 - 23 : QL 3
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BUDGET TOTALS BY FUND GROUP

(In billions of dollars)

Budget receipts:
Federal funds
Trust funds
Interfund transactions

Total, budget receipts
Budget outlays:

Federal funds
Trust funds...
Interfund transactions

Total, budget outlays
Budget surplus or deficit ( — ) :

Federal funds
Trust funds

Total, budget surplus or deficit
(-)

Addendum:
Deficit ( - ) , off-budget Federal entitiesl..

Total, surplus or deficit (—) in-
cluding off-budget Federal en-
tities

1980
actual

350.8
213.9

- 4 4 . 7

520.0

419.2
205.1

- 4 4 . 7

579.6

- 6 8 . 4
8.8

- 5 9 . 6

- 1 4 . 2

73.8

1981
estimate

415.2
242.5

- 5 0 . 3

607.5

474.9
238.1

- 5 0 . 3

662.7

- 5 9 . 7
4.5

- 5 5 . 2

- 2 3 . 2

78.4

1982
estimate

484.1
286.1

- 5 8 . 4

711.8

530.8
266.9

- 5 8 . 4

739.3

- 4 6 . 7
19.2

- 2 7 . 5

- 1 8 . 3

45.8

1983
estimate

556.2
314.5

- 6 1 . 5

809.2

578.7
300.0

- 6 1 . 5

817.3

- 2 2 . 5
14.4

- 8 . 0

- 1 5 . 3

23.4

1984
estimate

644.7
340.3

- 6 2 . 8

922.3

620.7
332.3

- 6 2 . 8

890.3

24.0
8.0

32.0

- 1 4 . 7

17.3

1 All off-budget Federal entities are revolving funds, in which income is offset against expenditure to derive net outlays. Hence, no adjustments
are made to receipts when on and off-budget totals are consolidated. The off-budget outlays would be classified as Federal funds outlays if they
were included in the budget.

The budget includes the receipts and outlays of both the Federal
funds and the trust funds and, as shown in the table above, deducts
the various transactions that occur between them. The budget
totals for receipts and outlays therefore generally display the net
transactions of the Federal Government with the public. The
budget does not, however, include the transactions of the Federal
Financing Bank and the other off-budget Federal entities, which
have been excluded from the budget under provisions of law. Were
they to be included in the budget, all of their transactions would be
classified in the Federal funds group.
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BUDGET FINANCING AND CHANGE IN DEBT OUTSTANDING '
(In billions of dollars)

Description

Budget surplus or deficit (—)
Deficit ( - ) of off-budget Federal enti-

ties

Total, surplus or deficit ( — )

Means of financing other than borrowing
from the public:

Decrease or increase ( —) in cash and
other monetary assets

Increase or decrease ( - ) in liabilities
for:

Checks outstanding, etc
Deposit fund balances

Seigniorage on coins

Total, means of financing other
than borrowing from the public

Total, requirements for borrowing
from the public

Change in debt held by the public
Change in Federal agency investments in

Federal debt:
Federal funds
Trust funds2

Off-budget Federal entities3

Total, change in Federal agency in-
vestments in Federal debt

Change in gross Federal debt

1980
actual

- 5 9 . 6

- 1 4 . 2

- 7 3 . 8

.6

- . 5
2.5

.7

3.3

- 7 0 . 5

70.5

- . 9
8.7
2.2

10.1

80.6

1981
estimate

55.2

- 2 3 . 2

- 7 8 . 4

5.1

.2

.6

.4

6.4

72.0

72.0

.5
5.2

.4

6.1

78.1

1982
estimate

- 2 7 . 5

- 1 8 . 3

- 4 5 . 8

.2

.6

.8

- 4 5 . 0

45.0

1.5
18.6

.2

20.3

65.3

1983
estimate

- 8 . 0

- 1 5 . 3

- 2 3 . 4

1.1

1.1

- 2 2 . 3

22.3

14.4

14.4

36.8

1984
estimate

32.0

- 1 4 . 7

17.3

1.1

1.1

18.4

- 1 8 . 4

8.0

8.0

- 1 0 . 3

*$50 million or less.
1 Several amounts have been assumed to be zero in 1983 and 1984 because they are usually small and cannot be estimated accurately.
2 Estimates for 1983 and 1984 are equal to the total trust fund surplus.
3 Includes deposit funds.

Thus, as shown in the above table, the combined deficit or sur-
plus of the budget and the off-budget entities is the principal
determinant of the change in the Federal debt held by the public.18

The budget and off-budget deficits, together with the other factors
noted in this table, are estimated to increase the Federal debt held
by the public from $715.1 billion at the end of 1980 to $832.1 billion
at the end of 1982—a $117.0 billion increase over the 2 years.
Debt beyond the budget year is projected on the basis of the eco-

18 Table 9 in Part 9 of this Budget contains more detail on budget financing through 1982 and shows the levels
of debt from 1979 to 1982. Federal debt is discussed further in Special Analysis E, "Borrowing, Debt, and
Investment," in Special Analyses, Budget of the United States Government, Fiscal Year 1982.
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nomic assumptions and the tentative long-range planning base that
are explained in Part 2 of this volume. Debt held by the public is
projected to rise in 1983 but to fall in 1984 because of a large
budget surplus.

Gross Federal debt is the sum of the debt held by the public and
the debt held by the Government itself, which includes such invest-
ments as the Treasury debt held by the social security and other
trust funds. At the end of 1982 gross Federal debt is estimated to
be $1,057.7 billion, of which debt held by the Government is $225.6
billion. Thus, gross Federal debt is much larger than the Federal
debt held by the public.

Gross Federal debt is estimated to rise by $65.3 billion during
1982. As indicated in the lower section of the preceding table, $20.3
billion of this increment will be held by trust funds and other
Federal agencies, reflecting mainly the investment of trust fund
surpluses in Treasury debt. The Federal funds deficit and the defi-
cit of off-budget Federal entities are the principal determinants of
the change in gross Federal debt.

The gross Federal debt consists almost entirely of securities
issued by the Treasury Department. However, a few Government
agencies are authorized to issue their own debt instruments to the
public or to other Government agencies and funds. These securities
are part of the gross Federal debt. At the end of 1980 the public
held $6.6 billion of agency debt. This debt is expected to fall by
small amounts each year as existing agency debt matures and most
new agency borrowing is from the Federal Financing Bank (FFB).
The FFB finances its purchases of agency debt by borrowing from
Treasury, which in turn borrows from the public. To prevent
double counting, FFB's holdings of agency debt are not included in
gross Federal debt.

As shown in the following chart, the debt held by the public was
equal to more than 40% of GNP in the early 1960's, and gross
Federal debt was equal to more than 50%. Both proportions de-
clined steadily through 1974. The recessions of 1974-75 and 1980
both induced large deficits, however, and interrupted this down-
ward trend. Federal debt held by the public rose from a postwar
low of 25% of GNP in 1974 to 30% in 1977, then declined for two
years, but rose again to 28% in 1980. It is estimated to decline to
26% in 1982 and to still lower proportions in the following two
years.

Almost all Treasury debt issues are covered by a statutory debt
limit, though most borrowing by Federal agencies other than the
Treasury is excluded from this limit. The ceiling on the debt sub-
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Federal Debt as a Percent of GNP
Percent
60-

Gross Federal Debt

Federal Debt Held by Public

Hii Government Accounts ii!;lill;!!i::iin*

FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO LIMIT
(In billions of dollars)

Description

Federal funds surplus or deficit (—)
Deficit ( - ) of off-budget Federal entities

Total, amount to be financed

Means of financing other than borrowing:
Decrease or increase ( - ) in cash and other monetary assets
Increase or decrease ( - ) in liabilities for:

Checks outstanding etc
Deposit fund balances

Seigniorage on coins

Total, means of financing other than borrowing

Decrease or increase ( - ) in Federal funds and off-budget entity
investments in Federal debt

Increase or decrease ( - ) in Federal funds and off-budget entity debt
not subject to limit

Total, requirements for borrowing subject to debt limit

Change in debt subject to limit

1980
actual

- 6 8 . 4
- 1 4 . 2

82.6

.6

- . 4
2.5

.7

3.4

- 1 . 3

- . 6

- 8 1 . 1

81.1

1981
estimate

- 5 9 . 7
- 2 3 . 2

- 8 2 . 9

5.1

- . 5
.6
.4

5.7

- . 9

- . 5

- 7 8 . 5

78.5

1982
estimate

- 4 6 . 7

- 1 8 . 3

- 6 5 . 0

.6

.2

.6

1.4

- 1 . 7

- 1 . 1

- 6 6 . 4

66.4

ject to limit is $935.1 billion through September 30, 1981. However,
to permit the Federal Government to meet its obligations, the
ceiling will have to be raised early this year.
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Debt subject to the general statutory limit, like gross Federal
debt, includes debt held internally within the Government, such as
the Treasury issues held by the social security trust funds. Debt
subject to the statutory limit is therefore much larger than the
debt held by the public and is nearly as large as gross Federal debt.
It is a little less than gross Federal debt primarily because most
agency debt is excluded from the general statutory limitation.

Since trust fund surpluses for the most part have been invested
in debt securities, rather than being held as cash assets, the Feder-
al funds deficit and the deficit of off-budget Federal entities must
be financed primarily by selling Federal debt; and this debt is
almost entirely subject to the statutory limit. As shown in the
preceding table, the Federal funds deficit plus the off-budget deficit
was $82.6 billion in 1980, and the increase in debt subject to statu-
tory limit was $81.1 billion. Thus, these deficits approximately
accounted for the increase in the debt subject to limit.

A large part of the Federal funds deficit—and, therefore, a large
part of the growth in debt subject to limit—is attributable to trans-
actions between Federal funds and trust funds. These transactions
consist primarily of Federal funds payments to trust funds. These
payments include interest paid on Treasury debt securities held by
trust funds; payments to the civil service retirement fund; and
other payments, which are primarily to social insurance trust
funds, such as the Federal Government's contribution for supple-
mentary medical insurance. The trust fund payments to Federal
funds are relatively small.

BUDGET SURPLUS OR DEFICIT ( - ) BY FUND GROUP l

(In billions of dollars)

Description

Federal funds:
Transactions with the public2

Transactions with trust funds

Total

Trust funds:
Transactions with the public2

Transactions with Federal funds

Total

Budget total:
Federal funds
Trust funds

Total

1980
actual

- 3 1 . 3
- 3 7 . 1

- 6 8 . 4

- 2 8 . 3
37.1

8.8

- 6 8 . 4
8.8

- 5 9 . 6

1981
estimate

- 1 4 . 4
45.2

59.7

- 4 0 . 8
45.2

4.5

- 5 9 . 7
4.5

- 5 5 . 2

1982
estimate

5.4
52.1

46.7

- 3 2 . 9
52.1

19.2

46.7
19.2

- 2 7 . 5

1983
estimate

32.1
- 5 4 . 6

- 2 2 . 5

- 4 0 . 1
54.6

14.4

- 2 2 . 5
14.4

- 8 . 0

1984
estimate

79.0
- 5 5 . 0

24.0

- 4 7 . 0
55.0

8.0

24.0
8.0

32.0

1 For purposes of this analysis, payments from Federal funds to the general revenue sharing trust fund are treated as transactions with the
public instead of transactions with a trust fund; and the corresponding payments from the general revenue sharing trust fund to the public are
accordingly omitted. This is because the general revenue sharing trust fund has no independent source of funding, and serves only as a channel
through which a Federal funds payment is made to the public.

2 Includes some incidental transactions with off-budget Federal entities.
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The cumulative Federal funds deficit from 1971 through 1980
was $466.1 billion, of which $227.9 billion was attributable to trans-
actions with trust funds and the remaining $238.3 billion was
attributable to transactions with the public. The Federal funds
group can have a deficit at the same time as there are surpluses in
the budget and in the transactions of the Federal funds group with
the public. This occurred in 1969. The net transactions of the
Federal funds with the public and with the trust funds are shown
in the preceding table in comparison with the budget surplus or
deficit.

COMPARISON OF RELATIVELY UNCONTROLLABLE
OUTLAYS AND OF RECEIPTS

The Congressional Budget Act requires that the budget contain
two comparisons between the initial budget estimates and the
actual amounts for the last completed fiscal year: a comparison of
the differences in relatively uncontrollable outlays by major pro-
gram, and a comparison of the differences in receipts by major
source. These comparisons are made in the following two sections
for the 1980 budget, which was submitted in January 1979 for the
fiscal year beginning on October 1, 1979.

Comparison of relatively uncontrollable outlays.—Outlays in any
one year are considered to be relatively uncontrollable when the
program level is determined by existing statutes or by contracts or
other obligations. Outlays for these programs generally depend on
factors that are beyond administrative control under existing law
at the start of the fiscal year. For example, the definition of benefi-
ciaries eligible for programs like medicaid and social security is
established by law, and usually can be altered only by a change in
the law. Prior-year contracts and obligations are also legally
binding.

For a number of reasons, the amounts estimated in the budget
for relatively uncontrollable outlays may differ from the actual
outlays that are subsequently realized. For example, legislation
may change benefit rates or coverage; the actual number of benefi-
ciaries may differ from the number estimated; and economic condi-
tions (such as interest rates) may differ from what was assumed in
making the estimates.

Relatively uncontrollable outlays are grouped into two major
categories: open-ended programs and fixed costs, for which outlays
are generally mandated by law; and payments from prior-year
contracts and obligations, for which outlays are required because of
previous action, such as entering into contracts. In accordance with
the definition, budget estimates of uncontrollable outlays do not
include the effect of proposed legislation. In cases where legislation
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was enacted that significantly affected relatively uncontrollable
outlays in 1980, it is identified in the discussion below.

The following table shows the differences between actual outlays
for relatively uncontrollable programs for 1980 and the amounts
estimated in the 1980 budget. The list of programs in this table is
the same as table 17 (Controllability of Budget Outlays) in Part 9 of
this year's Budget.

RELATIVELY UNCONTROLLABLE OUTLAYS FOR 1980

(In billions of dollars)

Relatively uncontrollable under present law

Open-ended programs and fixed costs:
Payments for individuals:

Social security and railroad retirement
Federal employees retirement and insurance1

(Military retired pay)
(Other)*

Unemployment assistance
Medical care
Assistance to students12

Housing assistance
Food and nutrition assistance* 2

Public assistance and related programsx

All other relatively uncontrollable payments for
individuals1

Subtotal, payments for individuals

Net interest
General revenue sharing
Farm price supports (CCC)
Other open-ended programs and fixed costsx

Total, open-ended programs and fixed
costs

Outlays from prior-year contracts and obligations.-
National defense
Civilian programs

Total, outlays from prior-year contracts
and obligations

Total, relatively uncontrollable outlays

January 1979
estimate

(existing l a w ) l

120.3
33.0

(11.4)
(21.5)
12.4
46.2

3.3
5.1

10.3
19.0

2.5

252.0

46.2
6.9
2.8

10.0

317.9

37.1
50.7

87.8

405.7

Change

1.5
1.8

(0.5)
(1.3)
5.6
2.8
0.6
0.2
2.9

- 0 . 4

0.5

15.6

6.3
*

0.1
3.0

24.9

- 0 . 6
9.3

8.7

33.6

Actual

121.8
34.7

(11.9)
(22.8)
18.0
49.0
3.9
5.4

13.2
18.6

3.1

267.6

52.5
6.8
2.9

13.1

342.9

36.5
60.0

96.5

439.4

*$50 million or less.
1 Adjusted for redefinition of classifications in the 1981 budget.
2 This category now contains programs that were previously classified as relatively controllable.

In the aggregate, actual outlays for relatively uncontrollable pro-
grams in 1980 were $439.4 billion, which is $33.6 billion higher
than estimated in January 1979. Outlays for open-ended programs
and fixed costs were $24.9 billion higher, and outlays from prior-year
contracts and obligations were $8.7 billion higher.

Open-ended programs and fixed costs consist mainly of benefit
programs, grants, and subsidies for which eligibility is automatic or
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fixed by law; interest payments; farm price supports; and payments
for the legislative and judicial branches, which the President
must—by law—include in the budget as submitted and without
change.

Payments for individuals is a grouping of Federal budget outlays
that are essentially income transfers rather than payments for
direct Federal operations. Total payments for individuals were 78%
of all open-ended programs and fixed costs in 1980. Actual outlays
for this grouping were $15.6 billion higher than estimated. This
was caused by differences between actual and assumed economic
conditions and the number of beneficiaries, and by congressional
action on legislation.

Outlays for social security retirement and disability and for rail-
road retirement, the biggest category of payments for individuals,
were $1.5 billion higher than estimated. The original estimates
assumed automatic benefit increases, based on inflation as meas-
ured by consumer price index, of 9.1% in July of 1979 and 7.1% in
July of 1980. The actual increases were 9.9% and 14.3%, respective-
ly. A substantially lower caseload for disability insurance than was
originally estimated partially offset the effect of these higher bene-
fit increases.

Actual outlays for Federal employee retirement and disability
insurance programs were $1.8 billion above the budget estimate.
These programs consist of military retired pay, civilian employee
retirement and disability (largely civil and foreign service), and
veterans service-connected compensation. Except for veterans serv-
ice-connected compensation, these benefits are indexed to the con-
sumer price index. Outlays for the indexed programs exceeded the
budget estimates by $1.0 billion, largely because of higher than
anticipated cost-of-living increases. The original estimates assumed
automatic increases of 3.9% in September 1979 and 3.3% in March
1980, while the actual increases were 6.9% and 6.0%, respectively.
Increases to adjust veterans service-connected compensation bene-
fits for the effects of inflation are considered relatively controllable
because they require congressional action. Actual spending for this
program was $0.7 billion above the original estimate because the
Congress enacted a 9.9% cost-of-living increase in these benefits.

Outlays for unemployment compensation programs were $5.6 bil-
lion higher than estimated mainly due to higher than anticipated
unemployment. The unemployment rate for fiscal year 1980 was
6.8%, compared to the budget forecast of 6.2%. In addition, outlays
for Trade Adjustment Assistance, which originally had been esti-
mated at $0.3 billion, exceeded $1.6 billion, mainly due to unem-
ployment in the automobile industry.

Outlays for medical care were $2.8 billion higher than estimated,
largely as a result of the higher price increases in the health sector
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that accompanied the higher inflation in general. The use of medi-
cal care services was also higher than anticipated. Medicaid out-
lays were $1.6 billion higher than originally estimated, and medi-
care outlays were $1.2 billion higher.

Assistance to students previously included primarily GI bill bene-
fits. However, the Education Department's student loan insurance
fund has been reclassified as a relatively uncontrollable payment
for individuals, and the data have been adjusted to reflect this
change. Outlays for assistance to students were $0.6 billion higher
than originally estimated, largely due to the effect of higher inter-
est rates than expected on the interest subsidy for student loan
insurance.

Outlays for food and nutrition assistance were $2.9 billion higher
than estimated. The food stamp program accounted for $2.2 billion
of this difference. The 1977 Food Stamp Act, which eliminated the
food stamp purchase requirement, increased participation to higher
levels than anticipated, and the average monthly bonus per benefi-
ciary was higher than expected due to higher than expected food
price increases and relatively higher participation by poorer fami-
lies. In addition, higher unemployment than forecast caused more
people to participate in the food stamp program. Two food pro-
grams that were previously classified as relatively controllable
have been reclassified as relatively uncontrollable payments for
individuals. These are the food donations program and the section
32 funds for strengthening markets, income, and supply. Outlays
for these two programs were $0.2 billion above the original estimates.
Higher than expected food prices and participation in the child
nutrition and special milk programs account for most of the re-
maining difference between the original estimate and actual out-
lays for food and nutrition assistance.

Public assistance and related programs include public assistance,
supplemental security income, outlays for earned income tax cred-
its, and veterans non-service-connected pensions. Outlays were $0.4
billion below the initial estimate largely due to an over-
estimate in veterans non-service-connected pensions because fewer
beneficiaries than expected chose to participate in the improved
pension program that became effective in 1979.

Uncontrollable outlays for all other payments for individuals
were $0.5 billion higher than estimated, largely because more
people than expected applied for and received black lung benefits.

The single largest difference between estimated and actual out-
lays for open-ended programs and fixed costs was for net interest,
where outlays were $6.3 billion higher than originally estimated.
Interest on the public debt was $9.1 billion higher than assumed
largely because interest rates and the deficit were higher than
anticipated. The budget estimate assumed a 7.9% interest rate on

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

1982



PERSPECTIVES ON THE BUDGET 343

91-day Treasury bills for fiscal year 1980 while the actual 91-day
rate averaged 11.1%. Interest received by trust funds, which is
offset against interest costs to reflect transactions with the public,
was $506 million higher than the budget estimate due to higher
than anticipated interest rates and despite lower trust fund bal-
ances.

Outlays for general revenue sharing virtually matched the origi-
nal estimate, since the amounts are specified by law.

Other open-ended programs and fixed costs were $3.0 billion
above the original budget estimates. Outlays for the Federal Sav-
ings and Loan Insurance Corporation were $1.1 billion higher than
estimated due to increased aid to support savings and loan institu-
tions for losses caused by prolonged high interest rates, low-yield-
ing portfolios, and problems arising from speculation. Outlays for
the foreign military sales trust fund were $1.1 billion above the
original budget estimate. The 1980 budget assumed that trust fund
receipts would exactly offset outlays. However, the change in for-
eign government balances, which constitutes trust fund receipts,
was $1.1 billion lower than outlays. The remaining $0.8 billion
difference between estimated and actual outlays in this category is
due to higher than estimated outlays for several other programs,
the largest of which are disaster relief ($0.3 billion), the Federal
Deposit Insurance Corporation ($0.3 billion), and grants to States
for social services ($0.2 billion).

Outlays for prior-year contracts and obligations for civilian and
national defense programs were $8.7 billion higher than estimated.
Outlays for civilian programs were $9.3 billion higher than estimat-
ed, which contrasts sharply with previous years. During 1970-79,
outlays for prior-year contracts and obligations for civilian programs
were lower than estimated in every year except two, and in those
years the underestimates were only $1.3 billion (in 1976) and $0.1
billion (in 1978). The largest differences are for programs adminis-
tered by the Departments of Energy, Transportation, Agriculture,
Housing and Urban Development, the Export-Import Bank, and the
Environmental Protection Agency. These programs account for $8.5
billion of the $9.3 billion difference between actual and estimated
outlays for prior-year contracts and obligations of civilian programs.

Programs administered by the Department of Energy account for
$2.0 billion of this difference. Of this amount, $1.6 billion was
for fossil energy research and development, the strategic petroleum
reserve, energy supply, research, and development plant and capi-
tal equipment, and energy conservation.

Outlays for prior-year contracts and obligations of Department of
Transportation programs were $1.5 billion higher than estimated.
Nearly $1.0 billion of this difference was due to the urban mass
transportation fund, and $0.4 billion was an underesti-

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

1982



344 THE BUDGET FOR FISCAL YEAR 1982

mate of outlays for Federal-aid highways. Department of Agricul-
ture outlays were $1.3 billion higher than originally estimated due
to the rural housing insurance fund. Department of Housing and
Urban Development outlays were $1.3 billion higher than estimat-
ed, largely because of the emergency mortgage purchase program.
The $1.3 billion underestimate for the Export-Import Bank is large-
ly the result of a shift in the Bank's loan program from slow to faster
spending projects. Programs administered by the Environmental
Protection Agency were $1.0 billion above the original budget esti-
mates, of which $0.9 billion is attributable to the sewage treatment
construction grants program.

The remaining $0.9 billion underestimate of outlays for civilian
prior-year contracts and obligations is the result of small differ-
ences divided primarily among four other Federal agencies.

National defense outlays for prior-year contracts and obligations
were $0.6 billion below the original budget estimate. Department of
Defense military programs account for $0.4 billion of this overes-
timate, and Department of Energy outlays for atomic energy de-
fense were $0.2 billion lower than estimated.

Comparison of actual and estimated receipts.—As shown in the
following table, receipts for 1980 were $520.0 billion, which is $17.5
billion greater than the January 1979 estimate of $502.6 billion.
Differences in tax law from the legislation proposed in the budget
increased receipts by $4.5 billion. Higher than anticipated incomes
and changes in collection patterns and effective tax rates account
for the remaining increase of $13.0 billion.

COMPARISON

Individual income taxes
Corporation income taxes
Social insurance taxes and contributions
Excise taxes
Estate and gift taxes
Customs duties
Miscellaneous receipts

Total

OF FISCAL YEAR 1980 RECEIPTS

(In billions of dollars)

January
1979

estimate

227.3
71.0

161.5
18.5
6.0
8.4
9.9

502.6

Change
from 1979

estimate

16.7
- 6 . 4
- 0 . 7

5.9
0.4

- 1 . 3
2.9

17.5

Actual

244.1
64.6

160.7
24.3

6.4
7.2

12.7

520.0

The effect of the differences in tax law consists of a wide variety
of comparatively small amounts, some of them due to proposals not
enacted and others due to changes in law not proposed in the 1980
budget. The largest effect from a budget proposal not enacted was
from real wage insurance. This was proposed to ensure compliance
with the voluntary wage standards set out by President Carter in
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his comprehensive anti-inflation program announced on October
24, 1978. The receipt gain from not enacting this proposal was
estimated to be $2.3 billion. A number of proposals to improve
resource allocation and the overall equity and efficiency of the tax
structure were not enacted with a resulting loss in estimated 1980
receipts of $0.3 billion. The proposals included restrictions on the
use of tax-exempt funds for mortgage financing; an increase in
railroad retirement payroll taxes; and a fee on crude oil to pay
damages and clean-up costs of oil pollution. Together, failure to
enact the proposals in the 1980 budget resulted in a net increase in
estimated receipts of $2.0 billion.

The most important difference in tax law not proposed in the
1980 budget was the Crude Oil Windfall Profit Tax Act of 1980
(Public Law 96-223), which was proposed by the administration
subsequently and was enacted on April 2, 1980. This act levied a
windfall profit tax on domestic producers of crude oil, contained
several income tax credits to stimulate the conservation and pro-
duction of energy, and repealed the carry-over basis provisions for
inherited property that had been provided in the Tax Reform Act
of 1976. This act also provided a partial exclusion of interest and
dividend income from tax and changed the tax treatment of the
gains realized on the sale or transfer of certain inventories. The
provisions of this act resulted in a net increase in 1980 receipts of
$3.9 billion.

Other enacted legislation, primarily a negotiated tariff reduction
and the Depository Institutions Deregulation and Monetary Con-
trol Act of 1980, reduced 1980 receipts by $0.7 billion. A waiver of
import duties and fees on crude oil and petroleum products, which
was accomplished by administrative action, reduced 1980 receipts
by an additional $0.7 billion.

COMPARISON OF ACTUAL 1980 RECEIPTS WITH THE JANUARY 1979 ESTIMATES

(In billions of dollars)

January
1979

estimate

Inaction on
legislative
proposals

Enacted
legislation and
administrative

actions

Technical
adjustments
and revised

incomes
Actual

Individual income taxes
Corporation income taxes
Social insurance taxes and contributions
Excise taxes
Estate and gift taxes
Customs duties
Miscellaneous receipts

Total

227.3
71.0

161.5
18.5

6.0
8.4
9.9

2.3
*

-0.2

-0.4
-1.7

5.7

- 0 . 1
-0.5
-0.6

14.8
- 4 . 6
- 0 . 5

0.1
0.4

- 0 . 8
3.6

244.1
64.6

160.7
24.3

6.4
7.2

12.7

502.6 2.0 2.5 13.0 520.0

*$50 million or less.
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346 THE BUDGET FOR FISCAL YEAR 1982

Individual income taxes were $244.1 billion in 1980, $16.7 billion
greater than the original budget estimate of $227.3 billion. Inaction
on the proposed real wage insurance increased individual income
tax receipts by $2.3 billion. This was only partially offset by enact-
ment of the Crude Oil Windfall Profit Tax Act of 1980, which
reduced individual income taxes by $0.4 billion. This reduction was
in large part due to the deducibility of the windfall profit tax for
income tax purposes. Higher than anticipated personal incomes
and a technical underestimate of collections increased receipts by an
additional $14.8 billion.

Corporation income taxes were $6.4 billion below the January
1979 estimate. The deductibility of the windfall profit tax for
income tax purposes reduced corporation income taxes by $1.7
billion. Different effective tax rates, collection patterns, and eco-
nomic conditions than assumed in January 1979 account for the
remaining decline of $4.6 billion.

Social insurance taxes and contributions (which are composed of
employment taxes and contributions, unemployment insurance re-
ceipts, and contributions for other insurance and retirement) were
$0.7 billion less than the January 1979 estimate. Lower employ-
ment taxes and contributions, reflecting inaction on the proposed
increase in railroad retirement payroll taxes and a technical over-
estimate of collections, reduced social insurance taxes and contribu-
tions by $0.4 billion. A decline in unemployment insurance re-
ceipts, primarily due to an overestimate of State taxes deposited in
the Treasury to finance unemployment benefits, reduced social
insurance taxes and contributions by an additional $0.5 billion.
These reductions were partially offset by an increase in contribu-
tions for other insurance and retirement of $0.2 billion.

The $5.9 billion increase in excise tax receipts is primarily due to
enactment of the windfall profit tax, which increased 1980 excise
tax collections by $6.0 billion. Other excise taxes were $0.1 billion
below the original estimate.

Estate and gift taxes were $0.4 billion above the January 1979
estimate and customs duties were $1.3 billion lower. A negotiated
tariff reduction, a decline in sugar import duties, and the waiver of
import duties and fees on crude oil and petroleum products account
for $0.5 billion of the decline in customs duties receipts. The re-
maining decline of $0.8 billion is due to an overestimate of imports
of foreign goods.

Miscellaneous receipts in 1980 were $2.9 billion above the origi-
nal estimate of $9.9 billion. An increase in deposits of earnings by
the Federal Reserve System, primarily reflecting higher interest
rates than anticipated in January 1979, added $3.2 billion to mis-
cellaneous receipts. The waiver of import duties and fees on crude
oil and petroleum products and inaction on the proposed oil pollu-

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

1982



PERSPECTIVES ON THE BUDGET 347

tion liability fund reduced miscellaneous receipts by $0.5 billion
and $0.1 billion, respectively.

ALLOCATION OF WINDFALL PROFIT TAX RECEIPTS

Section 102 of the Crude Oil Windfall Profit Tax Act of 1980
requires that each year the President propose the allocation of net
receipts from the tax in his budget.

This act establishes in the Treasury a Windfall Profit Tax Ac-
count "for accounting purposes only." After the Secretary of the
Treasury has determined the amount of net receipts from the tax,
they are to be allocated to the Windfall Profit Tax Account. Since
the Conference Report accompanying the act stated explicitly that
the net receipts from the tax "shall not be earmarked or invested
separately from general revenues . . .", the allocations referred to
in section 102 cannot be interpreted as earmarking funds for specif-
ic purposes.

The method for these allocations is prescribed by three formulas
in subsections b(l), b(2), and b(3) of section 102. The allocations for
1982 are compared in the following table with the amounts includ-
ed in this budget for the functional categories referred to in the
formula.

ALLOCATION OF WINDFALL PROFIT TAX, NET RECEIPTS, 1982
(In millions of dollars)

Total net receipts2

Allocation:
Low-income assistance
Energy and transportation programs
Income tax reductions

Total

Section 102 Formula »

19,897

5,004
2,931

11,962

19,897

1982 Budget

19,897

319,987
426,515

46,502

1 Includes $354 million in net receipts above the level assumed in the Conference Report on the Act. In accordance with the formulas, these
additional net receipts are distributed to low-income assistance ($118 million) and income tax reductions ($236 million).

2 This amount is revenues excluding those attributable to an economic interest in oil held by the United States, as defined by the Crude Oil Windfall Profit
Tax Act.

3 This amount is the total outlays for the other income security subfunction (609) .
4 This amount is the total outlays for all energy and transportation programs in the energy function (270) and the ground transportation subfunction

(401) .
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PERSPECTIVES ON THE BUDGET

This part of the budget explains several topics that help to
interpret the budget totals and to place the budget in perspective:

• the relationship of budget authority to outlays;
• fiscal activities outside the Federal budget:

—outlays of off-budget Federal entities,
—Government-sponsored enterprises,
—loan guarantees, and
—tax expenditures;

• Federal debt and the relationship of budget funds to changes
in Federal debt;

• the difference between the initial 1981 budget estimate and
the actual outcome for:

—total outlays,
—outlays of relatively uncontrollable programs, and
—total receipts;

• reductions in consulting services and travel during 1982; and
• the allocation of windfall profit tax receipts.

RELATIONSHIP OF BUDGET AUTHORITY TO OUTLAYS

The Congress must usually provide budget authority, generally
in the form of appropriations, before Federal agencies can obligate
the Government to make outlays. For 1983, $801.9 billion of new
budget authority is proposed for those Federal agencies included in
the budget. In addition, $28.8 billion in new budget authority is
proposed for those Federal entities that are excluded from the
budget. x

Of the total new budget authority proposed for budget agencies
in 1983, $461.1 billion will require congressional action. New
budget authority of $475.8 billion will be available through perma-
nent appropriations under existing law. This consists mainly of
trust fund receipts, which in most trust fund programs are auto-
matically appropriated under existing law, and interest on the
public debt, for which budget authority is automatically provided
under a permanent appropriation enacted in 1847. Offsetting the
gross new budget authority is $135.0 billion of deductions for offset-
ting receipts, which consist of transactions within the Government
and proprietary receipts from the public. Almost all of the budget

1 Budget authority is discussed further in Part 7 of this volume.

6-2
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PERSPECTIVES ON THE BUDGET 6-3

BUDGET AUTHORITY
(In billions of dollars)

Description

Available through current action by the
Congress:

Enacted and pending appropriations
Proposed in this budget:*

Appropriations
Supplemental requests

Rescission proposals
To be requested separately:

Upon enactment of proposed legislation
Allowances:

Civilian agencies2

Department of Defense—Military3....

Subtotal, available through cur-
rent action by the Congress

Available without current action by the
Congress (permanent appropri-
ations):4

Trust funds (existing law)
Interest on the public debt
Other

Subtotal, available without current
action by the Congress

Deductions for offsetting receipts

Total, budget authority

ADDENDUM

Budget authority for off-budget Federal
entities:

Available through current action by the
Congress

Available without current action by the
Congress

Total, off-budget Federal entities

Total, budget authority including off-
budget Federal entities

1981
actual

437.8

437.8

260.5
95.6
23.3

379.4

- 9 8 . 9

718.4

*

30.7

30.7

749.1

1982
estimate

441.9

11.7
- 1 0 . 7

- 0 . 9

- 0 . 6
5.4

446.9

295.6
115.7
23.6

435.0

- 1 1 6 . 4

765.5

3.7

28.9

32.6

798.1

1983
estimate

462.6

- 4 . 5

1.2
4.2

461.1

319.9
133.2
22.7

475.8

135.0

801.9

2.1

26.7

28.8

830.7

1984
estimate

489.3

- 8 . 0

0.1
8.7

4.89.8

343.7
141.4
30.2

515.2

- 1 4 7 . 1

858.0

1.9

29.6

31.6

889.6

1985
estimate

542.4

- 1 2 . 2

- 0 . 3
12.6

542.5

379.7
147.5
28.1

555.3

-154 .4

943.5

2.4

17.8

20.4

963.9

*$50 million or less.
1 Amounts for 1984 and 1985 are tentative planning targets.
2 Includes allowances for civilian agency pay raises; contingencies; fraud, waste, and abuse; and undistributed debt collections.
3 Includes allowances for civilian and military pay raises for Department of Defense.
4 Allowances for relatively uncontrollable programs with permanent appropriations are estimated at zero.

authority proposed for off-budget Federal entities will be available
under existing law.

Not all of the new budget authority for 1983 will be obligated or
spent in that year: 2

2 This subject is discussed more fully in a separate OMB report, "Balances of Budget Authority," which can be
purchased from the National Technical Information Service (NTIS) shortly after the budget is transmitted.
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6-4 THE BUDGET FOR FISCAL YEAR 1983

• Budget authority for most trust funds comes from the author-
ity of these funds to spend their receipts from special taxes
and contributions and from Federal fund payments. Any bal-
ances arising from these receipts remain available to these
trust funds indefinitely in order to finance benefits and other
purposes specified by law.

• Budget authority for most major construction and procure-
ment projects covers the entire cost estimated when the proj-
ects are initiated, even though costs will be incurred and
outlays made over a period extending beyond the year for
which the budget authority is enacted. An exception to this
policy is made for water resource programs.

• Government enterprises are occasionally given budget author-
ity for general capital purposes that will be used over a period
of years.

• Budget authority for the subsidized housing programs is equal
to the Government's estimated maximum contractual obliga-
tion to pay subsidies under contracts, which may extend for
periods of up to 40 years.

• Budget authority for most other long-term contracts also
covers the estimated maximum obligation of the Government.
For example, budget authority for many direct loan programs
provides financing for a number of years; budget authority for
many insurance and loan guarantee programs consists of
amounts to be used only in the event of defaults or other
claims made upon the programs.

As a result of these factors, a substantial amount of budget
authority carries over from one year to the next. Most of this is
earmarked for specific uses and is not available for new programs.
A small part may never be obligated or spent, because it is primar-
ily for contingencies that do not occur or reserves that never have
to be used.

As shown in the chart on the next page, $125.7 billion of the
outlays in 1983, 17% of the total, will be made from budget author-
ity enacted in previous years. At the same time, $169.9 billion of
the new budget authority proposed for 1983, which is 21% of the
total amount proposed, will not lead to outlays until future years.
Thus, the total budget authority for a particular year is not useful
for the analysis of that year's outlays, since it combines various
types of budget authority that have different short-term and long-
term implications for budget obligations and outlays. The relation-
ship between budget authority, obligations, and outlays is discussed
further in Part 7 of the Budget and displayed in table 5 of Part 9.

Once budget authority is provided, the Congressional Budget and
Impoundment Control Act requires that any available amounts
withheld from use (without specific congressional authorization)
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PERSPECTIVES ON THE BUDGET 6-5

New Authority
Recommended

for 1983
801.9

To be spent in 1983

632.0
Outlays
in 1983
757.6

Unspent Authority
Enacted in
Prior Years

830.8

To be spent in
Future Years

699.6

Unspent Authority
for Outlays in
Future Years

869.5

must be reported to the Congress in rescission or deferral mes-
sages. The Congress may require these funds to be released by
overturning the deferral of budget authority or by not taking
action on the proposed rescission.

FISCAL ACTIVITIES OUTSIDE THE FEDERAL BUDGET

The budget does not include a number of fiscal activities of the
Federal Government that result in spending similar to budget out-
lays. These activities, nevertheless, channel economic resources
toward particular uses in ways that are analogous to the effects of
budget spending.

The outlays of off-budget Federal entities are a major exclusion
from the budget. These are discussed in some detail below. This is
followed by a description of the Government-sponsored enterprises,
which are outside the budget because of their private ownership.
Loan guarantees, which are discussed next, allocate economic re-
sources toward particular uses by providing credit to borrowers at
more favorable terms than would otherwise be available in the
private market. Taxation and tax expenditures, which also have
significant allocative effects on the economy, are discussed subse-
quently.

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

1983



6-6 THE BUDGET FOR FISCAL YEAR 1983

The regulation of economic activity can also have economic ef-
fects similar to budget spending by requiring the private sector to
make expenditures for specified purposes such as safety, pollution
control, and accessibility for the handicapped. The effects of this
spending are very important, but many of them have not been
quantified satisfactorily and therefore cannot be clearly related to
the budget. The economic effects of regulation and the Administra-
tion's proposals for regulatory reform are discussed in chapter 6 of
the Economic Report of the President for 1982.

Outlays of off-budget Federal entities.—Off-budget Federal enti-
ties are federally owned and controlled, but their transactions have
been excluded from the budget totals under provisions of law.3

Therefore, their fiscal activities are not reflected in either budget
outlays or the budget surplus or deficit; appropriation requests for
their programs are not included in the totals of budget authority
for the budget; and their outlays are not subject to the ceilings set
by the congressional budget resolutions. As shown in the table on
page 6-24, the outlays of the off-budget Federal entities are added
to the budget deficit to derive the total Government deficit, which
has to be financed by borrowing from the public or by other means.
When off-budget outlays are financed by Treasury borrowing, as is
usual, the additional debt is subject to the statutory debt limita-
tion; when financed by the entities' own borrowing, it is not. In
either case the additional debt is part of the gross Federal debt.

Since the 1969 budget, the Federal Government has used the
unified budget concept as the foundation for its budgetary analysis
and presentation. This concept measures the Government's cash
payments to and from the public. The first departure from the
unified budget concept occurred in August 1971, when the Export-
Import Bank was excluded by statute from the budget. Further
departures followed in the next few years under various statutes.
The Postal Service fund, the Rural Telephone Bank, the lending
transactions that became the Rural Electrification and Telephone
revolving fund, and the Housing for the Elderly or Handicapped
fund were removed from the budget. The Federal Financing Bank,
the U.S. Railway Association, and the Pension Benefit Guaranty
Corporation were established off-budget. The Exchange Stabiliza-
tion Fund had always been outside the unified budget, although it
was initially classified as a deposit fund instead of an off-budget
Federal entity.4 5

3 Financial statements for these entities are published in the Appendix, Budget of the United States Govern-
ment, Fiscal Year 1983. See Part IV, "Off-Budget Federal Entities."

4 The Exchange Stabilization Fund conducts a cycle of operations similar to revolving funds. Consequently, its
initial classification as a deposit fund was contrary to the normal meaning of a deposit fund, as defined in Part
7 of this volume.

5 The Board of Governors of the Federal Reserve System (but not the Federal Reserve banks, which are
privately owned) is a Federal organization. It is excluded from the budget and from this discussion.
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PERSPECTIVES ON THE BUDGET 6-7

In the past few years the trend toward steadily increasing the
number of off-budget Federal entities has been altered. The Export-
Import Bank, the Housing for the Elderly or Handicapped fund,
and the Pension Benefit Guaranty Corporation were put on-budget
by statute in different years. The administrative expenses, interest
collections, and actual profits and losses realized from foreign ex-
change transactions of the Exchange Stabilization Fund were put
on-budget in a series of legislative and administrative actions.6

Whenever a former off-budget entity was put on-budget, the budget
outlays and deficits of previous years were revised to include the
entity to the extent feasible so that the historical series measuring
budget transactions would be as accurate and consistent as possi-
ble. Most of the transactions of the U.S. Railway Association have
also been brought into the budget. Legislation several years ago
required that its purchases of Conrail securities be included in the
budget, and these purchases have comprised most of its recent
activity.

In the past two years, however, two new off-budget Federal enti-
ties have been established that carry out energy programs. The
Synthetic Fuels Corporation was created outside of the budget in
1980 as a means of helping private industry finance the develop-
ment of oil substitutes. Although the Corporation is itself off-
budget, the system of financing was devised so that its funding is
included in the budget totals. The funds for carrying out the Corpo-
ration's activities come from appropriations to the Secretary of the
Treasury. The Treasury makes these funds available to the Corpo-
ration by purchasing the Corporation's notes. These payments are
shown as Treasury outlays and are included in the budget totals.
These budget outlays count as income to the Corporation and,
consequently, as an offset to the Corporation's off-budget outlays.
Since the Corporation acquires funds only as needed, its net off-
budget outlays are approximately zero.7 The Treasury outlays are
included in the energy function and discussed in the energy section
of Part 5.

The strategic petroleum reserve is a program created several
years ago to offset partially the effects of potential disruptions in
the supply of imported oil to the United States. It does this by
building a stockpile of petroleum that can be made available if the
need arises. The Congress stipulated in the Omnibus Budget Recon-
ciliation Act of 1981 that budget authority and outlays for purchas-
ing oil for the reserve were not to be included in the budget totals.
This budget adheres to the requirements of this Act by not count-
ing budget authority and outlays for strategic petroleum reserve oil

6 Because it is not practicable to forecast transactions in gold, foreign currency, and foreign investments,
profits and losses from foreign exchange transactions are not estimated for the current and future years.

7 Any receipts of the Corporation are also offsets to its outlays and thus reduce its need to borrow from the
Treasury.
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6-8 THE BUDGET FOR FISCAL YEAR 1983

purchases in the budget totals beginning in 1982. The costs of
operations, maintenance, construction, and administration, howev-
er, remain in the budget.

Conrail was created by the Federal Government to own and
operate the facilities of several railroads in the northeast and
midwest. As the result of a settlement in 1980 with the Penn
Central Railroad, the Government now owns about four-fifths of
ConraiFs common stock and series B preferred stock. The Govern-
ment's financial assistance to Conrail and its payment to Penn
Central have been included in the budget totals. However, Conrail
is not currently included in the budget nor is it classified as an off-
budget Federal entity.

Despite the exclusion of the off-budget entities from the budget,
some of the outlays related to their operations are nonetheless
included in the budget totals. The budget totals include the funding
of the Synthetic Fuels Corporation, the operating costs and certain
other expenses of the strategic petroleum reserve, the payment
made to the Postal Service fund, and the administrative expenses
of the Rural Electrification lending programs and the U.S. Railway
Association. Moreover, while the budget authority and outlays of
off-budget Federal entities are excluded from the budget totals,
some of their activities are subject to Presidential and congression-
al review. For example, limits on the amount of new lending for
the rural electrification program financed by the Rural Electrifica-
tion and Telephone revolving fund are set annually by law; and the
outstanding debt and annual borrowing of the Postal Service are
limited by statute.

Even though the exclusion of off-budget Federal entities from the
budget results from provisions of law, the executive and the Con-
gress have on several occasions expressed concern about this prac-
tice and have taken actions to control off-budget spending. This
Administration has been very concerned about the effects of the
off-budget direct loans in allocating credit toward particular uses
and about the necessity of financing these loans by additional
Federal borrowing from the public. It has used the credit budget
process, discussed in Parts 3 and 7 of this volume, to reduce off-
budget direct loans from $20.9 billion in 1981 to an estimated $12.3
billion in 1983 and still lower levels in later years. Within Con-
gress, the House Budget Committee held hearings on off-budget
entities in 1976 and subsequently recommended that they all be
included in the budget.8 The congressional budget resolutions for
1980 recommended that the congressional budget process should
accurately relate the off-budget outlays to the budget. Following

8 House of Representatives, Committee on the Budget, Off-Budget Activities of the Federal Government, Report
No. 94-1740 (1976); First Concurrent Resolution on the Budget—Fiscal Year 1978, Report No. 95-189 (1977), pp.
11-12 and 135; and First Concurrent Resolution on the Budget—Fiscal Year 1979, Report No. 95-1055 (1978), p.
23.
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PERSPECTIVES ON THE BUDGET 6-9

this procedural recommendation, the budget resolutions for 1981
and 1982 recommended specific aggregate limits on obligations for
new direct loans made by the off-budget entities as well as by the
budget agencies. The resolutions for 1982 also recommended that
the President take administrative action to limit FFB activities to
specified amounts.

The off-budget Federal entities, except for the strategic petro-
leum reserve account and the Postal Service, incur their outlays in
order to carry out loan programs. These programs have the same
general characteristics as the direct loan programs in the budget.
The outlays of the off-budget loan programs are approximately
equal to the difference between the new loans disbursed and the
repayments of principal. For example, during 1983 the new loans
disbursed by the off-budget programs are estimated to be $25.9
billion and repayments $13.6 billion, for an increase in loans out-
standing of $12.3 billion. This is about the same as the estimated
outlays of $12.2 billion. The difference is due to such factors as
administrative expenses and interest paid and received.

Like direct loans in the budget, the loans of the off-budget enti-
ties are designed to allocate economic resources toward particular
purposes. Part 5 of the Budget, "Meeting National Needs: the Fed-
eral Program by Function," shows the outlays of the off-budget
Federal entities by function and discusses some of their more sig-
nificant activities.

OUTLAYS OF OFF-BUDGET FEDERAL ENTITIES

(In billions of dollars)

Off-budget Federal entity

Federal Financing Bank
Rural Electrification and Telephone revolving

fund
Rural Telephone Bank
Strategic Petroleum Reserve account
Postal Service fund
U.S. Railway Association
Synthetic Fuels Corporation

Total

1981
actual

21.0

*

.1

.1
— 3

21.0

1982
estimate

16.2

.2
2.8

.6
- . 1

19.7

1983
estimate

12.1

.2
2.8

.7
*

15.7

1984
estimate

11.0

.2
2.3

.9

14.3

1985
estimate

7.8

.2
2.2

8

11.0

*$50 million or less.

As the table above shows, the Federal Financing Bank (FFB)
accounts for most of the off-budget outlays and for more than the
entire decline estimated in off-budget outlays from 1981 to 1985.
Among the other off-budget Federal entities, only the strategic
petroleum reserve account and, in some years, the Postal Service
fund have comparatively large outlays. Even these are of a smaller
magnitude. The outlays of the Postal Service fund are calculated
with an offset for the payment it receives that is included in the
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6-10 THE BUDGET FOR FISCAL YEAR 1983

budget. This payment, which is estimated to be $0.5 billion in 1983,
is mostly for public service costs and for revenue forgone from
carrying certain mail at free or reduced rates.

The FFB's outlays do not come from programs that the FFB
operates itself. Rather, the FFB finances other programs within the
Government by purchasing their debt securities or purchasing obli-
gations that they have guaranteed. The operation of these pro-
grams remains both legally and administratively with the agencies
that borrow from the FFB or provide the guarantees. The outlays
of the FFB include its purchase of guaranteed obligations but not
its purchase of Federal agency debt securities. An agency's outlays
increase when it spends the proceeds of borrowing from the FFB,
so FFB outlays must exclude this borrowing transaction in order to
prevent double counting.

The FFB buys two types of guaranteed obligations, newly origi-
nated guaranteed loans and guaranteed loan assets. Newly origi-
nated guaranteed loans are loans that the FFB makes directly
itself. This is done upon agency request, with the repayment of the
loan to the FFB being guaranteed by the requesting agency. Thus,
the Federal Government makes a direct loan outside the budget.

Loan assets are loans that an agency has made and for which
repayments are still owed. According to law, the category of loan
assets also includes certificates of beneficial ownership issued
by the Farmers Home Administration and the Rural Electrification
and Telephone revolving fund. These certificates are securities
backed by loans that the agency continues to hold and service.9

Loan asset sales are offsets to the outlays of the agency that sells
them. Therefore, if the selling agency is in the budget, the budget
outlays caused by its direct loans are offset by its sales of loan
assets. When the FFB buys loan assets, it in effect converts direct
loans that have already been made by another agency into off-
budget direct loans of the FFB.

In order to present the implications of the FFB's transactions for
different programs, the budget documents distribute the FFB out-
lays that are made on behalf of an agency to that agency itself.
The table on the next page summarizes this distribution. It shows
the outlays that arise from the FFB making direct loans to the
public (guaranteed by another Federal agency) and to other agen-
cies or programs (by purchasing loan assets). FFB outlays distribut-
ed to an agency or program equal gross FFB loans (of either type)
less repayments. The remainder of FFB outlays consists of adminis-
trative expenses, the payment of surplus income to the general

9 The President's Commission on Budget Concepts recommended that the sale of such securities (also known
as participation certificates) be treated as borrowing, since as a means of financing outlays there is no difference
between an agency selling securities labeled "certificates of beneficial ownership," the same agency selling
securities labeled "debt," and the Treasury selling securities labeled "debt." See Report of the President's
Commission on Budget Concepts (Washington: U.S. Government Printing Office, 1967), pp. 8, 47-48, and 54-55.
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PERSPECTIVES ON THE BUDGET 6-11

fund, and interest paid on borrowings from Treasury, offset by
interest received on its own holdings of loans and debt. This catego-
ry is zero beginning in 1982, because it is planned that all net
interest (less administrative expenses) will be paid to the general
fund. The distribution of FFB outlays by function is shown as an
addendum to the tables throughout Part 5, and a complete listing
is given in Part 8 in the section that displays the off-budget enti-
ties.

DISTRIBUTION OF FEDERAL FINANCING BANK OUTLAYS

(In millions of dollars)

Description

Outlays from direct loans, by agency or
program:

Farmers Home Administration: certificates
of beneficial ownership

Rural Electrification and Telephone revolv-
ing fund:

Certificates of beneficial ownership
New originations

Foreign military sales credit
Commerce: Alternative fuels production
Housing and Urban Development:

Section 108 loan guarantees
Low-rent public housing

Transportation: Railroad programs
Student Loan Marketing Association
National Aeronautics and Space Adminis-

tration

Small Business Administration
Tennessee Valley Authority: Seven States

Energy Corporation
Other

Subtotal, outlays from direct loans
nterest, administrative expenses, and pay-

ment of surplus income

Total, FFB outlays

1981
actual

10,860

683
3,918
1,945

35
810
250

1,955

111
119

237
33

20,956

79

21,035

1982
estimate

5,352

623
4,309
2,670

470

96
1,224

64
700

206
224

198
100

16,239

16,239

1983
estimate

1,149

525
4,129

• 3,715
915

83
969

19

112
179

278
- 4

12,071

12,071

1984
estimate

174

404
3,599
4,250

987

46
1,417
- 8 3

- 1 9 6
174

236
- 2 7

10,982

10,982

1985
estimate

160

466
3,330
2,963

795

- 1 8
96

- 2 1

- 2 1 9
169

252
- 3 0

7,751

7,751

As shown in this table, FFB finances a wide variety of programs.
In past years and until now, the largest part of its outlays has been
for the net purchase of certificates of beneficial ownership from the
Farmers Home Administration. These are estimated to decline
greatly in the next few years, as FFB's purchase of new certificates
decreases and the repayment of old certificates rises. Direct loans
to the public guaranteed by the Rural Electrification and Tele-
phone revolving fund and the foreign military sales credit program
come to account for most of FFB's outlays. FFB outlays as a whole
are estimated to decrease by almost two-thirds from 1981 to 1985
due to restraint on the credit programs that FFB finances, less use
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6-12 THE BUDGET FOR FISCAL YEAR 1983

of the FFB by some of these programs, and a rise in the repayment
of past loans.

Since the Farmers Home Administration is on-budget, FFB's pur-
chases of its certificates of beneficial ownership reduce total budget
outlays as well as Farmers Home outlays. The purchase of certifi-
cates of beneficial ownership from the off-budget Rural Electrifica-
tion and Telephone revolving fund explains the small size of this
fund's outlays in the previous table on the outlays of off-budget
entities. The purchases by FFB offset this fund's outlays and aug-
ment the outlays of the FFB by an equal amount.

The table on the next page compares the outlays of the off-
budget Federal entities with budget outlays.10 The outlays of the
entities that are now off-budget were negligible in 1973 but grew
rapidly afterwards, particularly due to the creation and subsequent
rapid expansion of the Federal Financing Bank. The outlays of the
off-budget Federal entities equalled 3.2% of budget outlays in 1981
but are estimated to decrease substantially to 2.1% in 1983 and
1.3% in 1985.

Government-sponsored enterprises. —Several Government-spon-
sored enterprises have been established and chartered by the Fed-
eral Government to perform specialized credit functions. The earli-
er enterprises were all created with partial or full Government
ownership and with direct Government control. In time, however,
they were converted to private ownership and some new enter-
prises were created as privately owned institutions. The rule gov-
erning the budget treatment of these enterprises was established in
1967 in accordance with a recommendation by the President's Com-
mission on Budget Concepts. The Commission basically recom-
mended that the budget exclude those Government-sponsored en-
terprises that are entirely privately owned. Since the enterprises
carry out federally designed programs and receive benefits from
their close association with the Government, the Commission rec-
ommended that financial statements of their operations be includ-
ed in the budget documents.1112

The Federal Land Banks and Federal Home Loan Banks had
both become entirely privately owned a number of years before the
unified budget was adopted and therefore have always been ex-
cluded. The Federal National Mortgage Association, the Banks for
Cooperatives, and the Federal Intermediate Credit Banks became
wholly privately owned by repaying their Federal equity capital

10 The historical data for budget outlays include Federal entities that are now off-budget for any period when
they were in the budget, and include Government-sponsored enterprises for periods when they had any
Government ownership. The outlays of former off-budget entities are included in the budget totals for all years
to the extent practicable.

11 Report of the President's Commission on Budget Concepts, pp. 29-30.
12 Financial statements for the Government-sponsored enterprises are published in the Appendix, Part VI,

"Government-Sponsored Enterprises." Their borrowing and lending are discussed in sections of separate OMB
publications, "Special Analysis E, Borrowing and Debt," and "Special Analysis F, Federal Credit Programs."
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PERSPECTIVES ON THE BUDGET 6-13

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

1960
1961
1962
1963
1964

1965
1966
1967 . . .
1968
1969

1970
1971
1972
1973
1974

1975
1976
TQ
1977
1978
1979

1980
1981
1982 estimate
1983 estimate
1984 estimate
1985 estimate

Fiscal year

(In billions of dollars)

Outlays

Federal Government1

Budget

92.2
97.8

106.8
111.3
118.6

118.4
134.7
157.6
178.1
183.6

195.7
210 2
230.7
245.6
267.9

324.2
364.5

94.2
400.5
448.4
491.0

576.7
657.2
725 3
757 6
805 9
868.5

Off-budget
Federal entities

0.1
1.4

8.1
7.3
1.8
8.7

10.4
12.5

14.2
21.0
19 7
157
14 3
11.0

Total

92.2
97.8

106.8
111.3
118.6

118.4
134.7
157 6
178.1
183.6

195.7
210 2
230.7
245.7
269.4

332.3
371.8

96.0
409.2
458.7
503.5

590.9
678.2
745 0
773 3
820 2
879.4

Government-
sponsored

enterprises2

.4
3

1.1
.5

1.8

1.2
1.9
29
1.7
4.3

9.6
*

4.4
11.4
14.5

7.0
4.6
2.3
9.7

24.5
25.9

25.3
33.4
49 6
52 9
( 3 )

( 3 )

*$50 million or less.
1 The 1972-80 data have been revised to include the Export-Import Bank, the Housing for the Elderly or Handicapped fund, and the Pension

Benefit Guaranty Corporation in the budget instead of with the off-budget Federal entities. The administrative expenses and interest collections of
the Exchange Stabilization Fund are included in the budget beginning in 1976, and the actual profits and losses realized from foreign exchange
transactions are included beginning in 1979. Earlier data for the ESF are not available on a comparable basis.

2 To prevent double counting, outlays of Government-sponsored enterprises exclude loans to other Government-sponsored enterprises and loans to
or from Federal agencies and off-budget Federal entities.

3 Not available.

late in calendar year 1968 and were accordingly removed from the
budget for all later periods. The Federal Home Loan Mortgage
Corporation and the Student Loan Marketing Association were
later established with full private ownership. The Federal Home
Loan Mortgage Corporation is not privately operated, however,
because its board of directors consists entirely of members of the
Federal Home Loan Bank Board, who are Federal Government
officials appointed by the President.

The Government-sponsored enterprises were all created to carry
out loan programs, either lending their funds directly for specifical-

3 6 0 - 0 0 0 0 - 8 2 - 2 1
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6-14 THE BUDGET FOR FISCAL YEAR 1983

ly authorized purposes, or buying loans originated by the private
groups that they were established to assist. The loans of these
enterprises primarily support housing, but also support agriculture
and higher education. As shown in the previous table, their outlays
have grown considerably—from relatively small amounts in the
1960's to $24.5 billion in 1978 and $33.4 billion in 1981.

The operations of the Government-sponsored enterprises are not
subject to the normal Federal budget review process, and the eco-
nomic assumptions on which their estimates are based are not
necessarily the same as the Administration's economic forecast
shown in Part 2. These enterprises estimate that they will increase
their spending to $52.9 billion in 1983, which equals 7.0% of budget
outlays in that year. The following table shows the total amounts
of Government-sponsored loans outstanding and net loans (i.e., the
change in loans outstanding) during 1981-83, in billions of dol-
lars:13

1981 actual 1982 estimate 1983 estimate

Loans outstanding, end of year 182.3 232.4 285.5
Net loans 32.4 50.1 53.1

Loan guarantees.—Government-guaranteed loans are loans for
which the Government guarantees the payment of the principal
and the interest in whole or in part. Loan guarantees are contin-
gent liabilities of the Federal Government. They generally do not
result in budget outlays except in case of default.

Loan guarantees are designed to allocate economic resources to
particular uses by providing credit at more favorable terms than
would otherwise be available in the private market. If loan guaran-
tee recipients would not have been sufficiently creditworthy to
borrow without Federal assistance, the guarantee reallocates credit
toward federally selected uses, increasing the total volume of credit
channeled into these uses. This leaves a smaller supply of credit to
be allocated to those potential borrowers who do not receive assist-
ance. However, the guarantee does not always change the alloca-
tion of credit. Some beneficiaries of loan guarantee programs would
have been able to secure the funds privately, without Government
support. For example, guaranteed mortgage credit might be used to
finance, at a lower cost, a house that would have been purchased
anyway. In such a case, the guarantee does not alter the allocation
of credit resources.

13 In order to prevent double counting in adding Government-sponsored loans to Federal direct loans and
guaranteed loans, this table excludes loans from one Government-sponsored enterprise to another, loans from
the Federal Government, and guaranteed loans acquired.
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PERSPECTIVES ON THE BUDGET 6-15

Most of the guarantee programs operated by the Federal Govern-
ment began in efforts to revive the economy during the depression.
The Reconstruction Finance Corporation, created in 1932, was the
forerunner of the Export-Import Bank, the Small Business Admin-
istration, and other credit programs. The Nation's single largest
credit program, the Federal Housing Administration's (FHA) home
mortgage insurance program, was created in 1934 to stimulate
housing construction.

During the 1950s and 1960s housing credit dominated Federal
credit activities. The home mortgage programs of the FHA and
Veterans Administration, which comprised most of these agencies'
guarantees, accounted for 81% of the total volume of new commit-
ments for guaranteed loans in 1956. As the chart below shows, the
range of activities financed with Federal guarantees has widened
since that time. Guarantees are now offered for business, agricul-
ture, energy, and education, though housing continues to dominate.
In 1981, total guaranteed loans outstanding were $309.1 billion, and
they are expected to rise to $399.3 billion in 1983.

Relative Shares of New Commitments
for Guaranteed Loans

Other

Foundation
for

Export-Import Education
Bank. Assistance

::::: HOUSJng
;;;!;;;;; and iiji
H I Urban j
Development

Housing
iiiiand jji;
j'Urbanjj

Development

Guaranteed loans may be made to many types of borrowers:
individuals, businesses, State and local governments, and foreign
governments. The guarantees may be full or partial, and in some
programs, such as the guaranteed student loan program, they are
supplemented by explicit subsidies or other forms of assistance.
Most guaranteed loans are made by banks or other private institu-
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6-16 THE BUDGET FOR FISCAL YEAR 1983

tional lenders, and may take the form of mortgages or bank loans.
Others are sold in securities markets. An increasing portion of
guaranteed loans is disbursed by the Federal Financing Bank
(FFB), which is described above on pages 6-9 through 6-12. Since the
FFB is an off-budget Federal entity, these disbursements are off-
budget direct loans. An additional amount of guaranteed loans origi-
nally made by private institutions is purchased and held by privately
owned, Government-sponsored enterprises, as the chart below
shows.

i Held by Federal Financing Bank

Held by Government-Sponsored
Enterprises

Because loan guarantees are not included in the outlay totals or,
usually, in the budget authority totals, they were formerly ex-
cluded as well from normal budget discipline. In 1980 the credit
budget was instituted to subject guaranteed and direct loans to
greater scrutiny throughout the budget process. The credit budget
covers all direct and guaranteed loans by Federal agencies, wheth-
er on- or off-budget. Control is effected through appropriation bill
limitations, which cover 58% of all new loan guarantee commit-
ments to be extended in 1983. (See Part 3 of this document for a
presentation of credit budget totals for 1981 through 1983, Part 5
for a discussion of credit programs by function, and Part 7 for a
more complete description of the credit budget and credit control
system.)
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PERSPECTIVES ON THE BUDGET 6-17

Taxation and tax expenditures.—Taxation affects the economy
not only by providing the Government with receipts but also by
changing the allocation of resources among private uses and the
distribution of income and wealth among individuals. These effects
are caused by the structural characteristics of each different tax—
for example, by the rate schedules, exemptions, deductions, and
exclusions of the individual income tax—and by the magnitude of
each tax. The effects of taxation on resource allocation and income
distribution are analogous to the effects of outlays.

Some features of the tax structure have been defined as "tax
expenditures" and are required to receive special attention in the
budget. Tax expenditures are defined for purposes of the Congres-
sional Budget Act as "revenue losses attributable to provisions of
the Federal tax laws which allow a special exclusion, exemption, or
deduction from gross income or which provide a special credit, a
preferential rate of tax, or a deferral of tax liability." For a tax
provision to cause a tax expenditure under this definition, two
conditions are necessary: the provision must be "special" in that it
applies to a narrow class of transactions or transactors; and there
must be a "general" provision to which the special provision is a
clear exception.

Tax expenditures are so designated because they are one means
by which the Federal Government pursues its objectives, and be-
cause in many respects they can be regarded as an alternative
means of achieving the same objectives as direct expenditures.
They can also be regarded as an alternative means of achieving the
same objectives as other instruments of Government policy, such as
off-budget outlays, loan guarantees, regulations, and provisions of
the tax law other than those that give rise to tax expenditures.
There are numerous examples of the similarity in objectives be-
tween tax expenditures and direct outlays. For instance, direct
expenditures and tax expenditures both reduce the cost of ship
acquisition by shipping companies; and direct interest subsidies
and the use of tax-exempt bonds both lower the mortgage interest
cost for eligible borrowers. Similarly, State and local governments
benefit both from direct grants and from the ability to borrow
funds at tax-exempt rates; individuals benefit both from direct
medicare payments and from the income tax deductibility of medi-
cal expenses; and individuals also benefit both from social security
payments and from the tax exemption of these payments.

Tax expenditures ordinarily result from permanent legislation
and therefore are not submitted to the Congress each year and do
not routinely receive a formal and systematic annual review. Many
tax expenditures and other provisions of tax law were, nonetheless,
reviewed by the Administration and the Congress during the work
that led to the Economic Recovery Tax Act of 1981. The Congress
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6-18 THE BUDGET FOR FISCAL YEAR 1983

may also review tax law generally as the result of a reconciliation
directive in a congressional budget resolution that calls on various
committees to increase receipts or decrease outlays by specified
amounts. This procedure was used in the Omnibus Reconciliation
Act of 1980, which changed tax expenditures and other provisions
of tax law as well as outlays. In addition, the Treasury Department
and the Office of Management and Budget reviewed a number of
tax expenditure provisions in connection with the preparation of
this budget.

The Congressional Budget Act requires that the estimated levels
of tax expenditures be presented each year in the budget that the
President transmits to the Congress and in the reports of the
Senate and House Budget Committees on the proposed congression-
al budget resolutions. This is intended to encourage regular exami-
nation of tax expenditures by the Administration, the Congress,
and the public. The provisions of the income tax law other than
those that result in tax expenditures likewise have major effects on
the allocation of resources and the distribution of income. How-
ever, these other provisions do not receive the annual, systematic
presentation of the kind mandated for tax expenditures; nor do
taxes other than the individual and corporation income taxes re-
ceive such a presentation. Tax expenditures, other provisions of the
income tax, and other tax laws are, nevertheless, generally re-
viewed whenever fiscal policy decisions are considered regarding
the overall level of tax receipts.

The classification of certain provisions of law as resulting in tax
expenditures requires some standard against which the law can be
compared. Deviations of the law from this reference tax structure
are deemed to cause tax expenditures. The reference standard used
for the individual income tax includes those provisions that exist
under current law for graduated rate schedules, personal exemp-
tions, zero-bracket amounts (standard deductions), and basic ac-
counting rules. Thus, under current definition, these characteris-
tics of the tax structure do not generate tax expenditures.

The reference standard was not defined explicitly in previous
budgets. This year the definition of tax expenditures has been
sharpened by using as a reference structure the general provisions
of the Internal Revenue Code. As a result, a number of items
included in previous lists are no longer deemed to be tax expendi-
tures, such as the exclusion from taxable income of public assist-
ance benefits and the graduated rates of the corporation income
tax.

The explicit use of the general provisions of the Internal Reve-
nue Code as the reference tax structure makes it clear that listing
an item as a tax expenditure does not imply that it is either a
desirable or an undesirable provision. If the general provisions of

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

1983



PERSPECTIVES ON THE BUDGET 6-19

the Code were different, the list of tax expenditures and the esti-
mated amounts for particular provisions would also be different.
Alternative lists of tax expenditures would be derived if a different
reference tax structure were adopted. A different standard might
exclude personal exemptions and the zero-bracket amount and thus
classify these provisions as resulting in tax expenditures. A differ-
ent standard might be based upon a normative judgment about an
"ideal" income tax base. Such a standard might, for example,
adjust incomes for inflation, or it might integrate the individual
and corporation income taxes rather than regarding the separate
tax treatment of individuals and corporations as part of the refer-
ence tax structure. Whatever reference tax structure is adopted,
the provisions of tax law that are not defined as resulting in tax
expenditures deserve as much scrutiny as the provisions that are,
since they also have important allocation and income distribution
effects.

Tax expenditures are presented at two places in the budget. Part
5, "Meeting National Needs: the Federal Program by Function,"
discusses the most important tax expenditures in each functional
category, together with outlays and guaranteed loans, in order to
describe more fully the effects of governmental policy toward meet-
ing each national need. "Special Analysis G, Tax Expenditures,"
analyzes the concept and measurement of tax expenditures, ex-
plains the changes from last year's budget, and presents a complete
list of tax expenditure estimates for 1981-83.14 15

The figures shown for tax expenditures in previous budgets were
estimates of revenue losses, for past years as well as future ones,
for they compared actual or estimated tax receipts with estimates
of what tax receipts would have been if the tax law had been
different. It was assumed that only the tax provision in question
was removed and that taxpayer behavior and all other characteris-
tics of the tax system remained the same. If removing a tax provi-
sion would have increased taxable income, for example, the tax
expenditure was estimated as the increase in taxable income multi-
plied by the tax rate that would have been paid on the additional
income.

In this year's budget the concept of tax expenditures has been
changed in order to make tax expenditures more comparable with
direct budget outlays. This is done by measuring the tax expendi-
ture as the amount of outlays that would be required to provide an
equal after-tax income to the taxpayer (and thereby an equal incen-
tive). In most cases more budget outlays would be required by a

14 "Special Analysis G" is a separate OMB publication. The presentation of tax expenditure estimates in this
special analysis meets requirements in the Congressional Budget Act that tax expenditures be set forth in the
budget.

15 The role of certain tax expenditures as a form of credit assistance is discussed in a separate OMB
publication, "Special Analysis F, Federal Credit Programs."
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6-20 THE BUDGET FOR FISCAL YEAR 1983

special tax provision, because taxpayers would have to pay taxes on
the higher income derived from budget outlays. For example, one
tax expenditure provision is the exclusion from taxable income of
the value of housing and meals provided military personnel. If the
Government were to repeal this tax exclusion and instead pay
higher salaries, the increase in salaries would be taxed. Therefore,
if the Government were to use direct expenditures rather than tax
expenditures and were to provide the same total after-tax compen-
sation (and thereby the same incentive to engage in work), the
increase in direct outlays for higher salaries would have to be
greater than the revenue loss under the special tax provision. The
Federal deficit would be the same in either case, however, because
the higher outlays would be required only to the extent that tax
receipts were higher.

In order to make the tax expenditure equivalent to a direct
outlay, the revenue loss is adjusted where appropriate so that the
taxpayer's after-tax income is the same regardless of whether the
Government uses a direct outlay or a tax expenditure provision to
achieve its objectives. For some tax expenditure provisions, though,
the revenue loss is equivalent to a direct outlay without any adjust-
ment. The new concept is explained more fully in the introduction
to Part 5 as well as in "Special Analysis G, Tax Expenditures." 16

This special analysis presents estimates of tax expenditures accord-
ing to the old concept as well as the revised one, but for program
analysis throughout Part 5 only the outlay equivalent estimates
are used.

The size of a particular tax expenditure depends not only on the
tax provision in question but also on the interaction of this provi-
sion with the rest of the tax structure. The reductions in the
income tax rate schedule enacted in 1981, as an example, automati-
cally decrease many tax expenditures below what they otherwise
would have been. A tax rate reduction decreases the amount of
receipts that would be gained by repealing deductions and exclu-
sions, because lower tax rates are applied to the increase in taxable
income.

The interaction among tax provisions means that special calcula-
tions are generally needed to add tax expenditures together. For
example, if more than one exclusion from individual income were
ended, the gain in receipts would generally be greater than the
sum of the separate tax expenditures, because some taxpayers
would move into higher tax rate brackets. If more than one person-
al deduction were ended, the gain in receipts would generally be
smaller than the sum of the separate tax expenditures, because

16 The new measurement concept was used on a limited and supplementary basis in last year's budget. See
Special Analysis G, "Tax Expenditures," in Special Analyses, Budget of the United States Government, Fiscal
Year 1982, pp. 234-38.
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PERSPECTIVES ON THE BUDGET 6-21

some taxpayers would switch to the zero-bracket amount (standard
deduction). Consequently, adding together separate tax expendi-
tures would usually be misleading, and they are not added together
in this budget except for specially computed totals by functional
category.

Even if the interaction effects could be properly taken into ac-
count, the total amount of all tax expenditures added together
would have a restricted meaning. This amount would be defined
only with respect to the particular reference tax structure from
which it was measured. If a different reference tax structure were
used than the general provisions of the Internal Revenue Code, the
total amount would be different.

The Government's budget receipts would not ordinarily be raised
by the total amount of a group of tax expenditures if all the tax
expenditure provisions in that group were removed together. The
interaction effects would have to be taken into account; and, in
accordance with the new concept of outlay equivalence, the tax
expenditure is larger than the revenue loss for most special tax
provisions. Furthermore, tax expenditures and other provisions of
law have frequently been changed together or viewed as substitutes
for one another. A direct outlay may also be substituted for a tax
expenditure. Thus, even for aggregations of tax expenditures that
were measured as revenue losses and that did take interaction into
account, the total amount would simply indicate the total resources
available for some combination of cutting tax rates, increasing
outlays, and reducing the deficit. If a group of tax expenditure
provisions were removed, the overall effects on budget receipts and
on resource allocation and income distribution would therefore
depend on the particular decisions made as to which changes in tax
rates and outlays—out of a limitless number of alternatives—were
used to compensate for their removal.

As discussed in Part 4 of this volume, "Budget Receipts," the
principal tax change enacted last year was the Economic Recovery
Tax Act of 1981. This act reduced individual and corporation
income taxes substantially. The major reductions were caused by
decreases in the individual income tax rates and by adoption of the
accelerated cost recovery system as the method for depreciating
assets. Neither the rate schedule nor the accelerated cost recovery
system is a tax expenditure provision. The individual tax rate
schedule has always been considered part of the reference stand-
ard, and the accelerated cost recovery system is the general rule
governing the recovery of the cost of depreciable property rather
than a special method. These reductions are estimated to have
major economic effects including increased incentives to work,
save, and invest.
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6-22 THE BUDGET FOR FISCAL YEAR 1983

The reductions in the individual income tax rate schedules will,
for the reasons stated above, decrease the tax expenditures for
deductions and exclusions. The Economic Recovery Tax Act also
affects many tax expenditure provisions directly. The incentive to
invest is enhanced by liberalizing the rules under which firms that
have no tax liability may use leasing transactions to transfer
unused investment tax credits and depreciation deductions on new
investments to profitable firms. It is also enhanced by several other
tax expenditure provisions, including an increase in the investment
tax credit for equipment with short lives. The incentive to save is
enhanced by the tax exemption of interest on certain one-year
savings certificates issued by savings and loan associations and
other financial institutions. These provisions, which are compara-
tively small except for leasing, affect the form in which investment
and saving occur and supplement the changes in law that increase
the incentives to invest and save but that do not give rise to tax
expenditures. Other increases in tax expenditures arise from sever-
al provisions, including a tax credit for research and experimenta-
tion, a change in the taxation of income earned abroad, and a
deduction for charitable contributions given by taxpayers who do
not itemize.

The Administration is proposing a number of tax changes to end
abuses and remove obsolete incentives. Some of these changes
would eliminate or modify tax expenditure provisions. For exam-
ple, the use of tax-exempt bonds for private activities would be
restricted, and the business energy tax credits would be repealed.
The corporate minimum tax would reduce tax expenditures gener-
ally for corporations. The Administration is also proposing a new
tax expenditure provision that would provide incentives for the
redevelopment of depressed areas designated as "enterprise zones."

BUDGET FUNDS AND THE FEDERAL DEBT

The budget consists of two major groups of funds: Federal funds
and trust funds.17

The Federal funds are derived mainly from taxes and borrowing
and are used for the general purposes of the Government. Most of
these funds are not restricted by law to any specific Government
program. The trust funds, on the other hand, collect certain taxes
and other receipts for specified purposes, such as paying social
security and unemployment insurance benefits.

The budget includes the receipts and outlays of both the Federal
funds and the trust funds and, as shown in the following table,
deducts the various transactions that occur between them. The
budget totals for receipts and outlays therefore generally display

17 Data for Federal funds and trust funds are presented in "Special Analysis C, Funds in the Budget," which
is available from the Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402.
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BUDGET TOTALS BY FUND GROUP
(In billions of dollars)

Budget receipts:
Federal funds
Trust funds
Interfund transactions

Total, budget receipts
Budget outlays-.

Federal funds
Trust funds
Interfund transactions

Total budget outlays
Budget surplus or deficit ( —)-.

Federal funds
Trust funds

Total, budget surplus or deficit (—)
Addendum:

Deficit (—), off-budget Federal entities1

Total, surplus or deficit (—) including
off-budget Federal entities

1981 actual

410.4
239.4

- 5 0 . 6

599.3

475.2
232.6

- 5 0 . 6

657.2

- 6 4 . 7
_6!l

- 5 7 . 9

- 2 1 . 0

- 7 8 . 9

1982
estimate

412.8
274 7

- 6 0 . 8

626.8

523.9
262.2

- 6 0 . 8

725.3

- 1 1 1 . 1
12.5

- 9 8 . 6

- 1 9 . 7

- 1 1 8 . 3

1983
estimate

433.7
296 6

- 6 4 . 2

666.1

540.6
281.2

- 6 4 . 2

757.6

106.9
15.4

- 9 1 . 5

- 1 5 . 7

- 1 0 7 . 2

1984
estimate

470.4
318 6

- 6 6 . 1

723.0

5713
300.7

- 6 6 . 1

805.9

-100 .8
17.9

- 8 2 . 9

- 1 4 . 3

- 9 7 . 2

1985
estimate

513.2
352.3

- 6 9 . 0

796.6

616.4
321.1

- 6 9 . 0

868.5

103.2
31.3

- 7 1 . 9

- 1 1 . 0

- 8 2 . 8
1 No off-budget Federal entities collect governmental receipts. Hence, no adjustments are made to receipts when on and off-budget totals are

consolidated. The off-budget outlays would be classified as Federal funds outlays if they were included in the budget.

the net transactions of the Federal Government with the public.
The budget does not, however, include the transactions of the
Federal Financing Bank and the other off-budget Federal entities,
which have been excluded from the budget under provisions of law.
Were they to be included in the budget, all of their transactions
would be classified in the Federal funds group.

Thus, as shown in the table on the next page, the combined
deficit or surplus of the budget and the off-budget entities is the
principal determinant of the change in the Federal debt held by
the public.18 The budget and off-budget deficits, together with the
other factors noted in this table, are estimated to increase the
Federal debt held by the public from $794.4 billion at the end of
1981 to $1,021.4 billion at the end of 1983, with the increase in 1983
being a little smaller than in 1982. Borrowing beyond the budget
year is projected consistently with the economic assumptions that
are explained in Part 2 of this volume. The projected change in
debt held by the public in 1984 and 1985 continues to be large each
year but to decline as the total Government deficit gradually
diminishes.

Gross Federal debt is the sum of the debt held by the public and
the debt held by the Government itself, which includes such invest-

18 Table 9 in Part 9 of this Budget contains more detail on budget financing through 1983 and shows the levels
of debt from 1980 to 1983. Federal debt is discussed further in a separate OMB publication, "Special Analysis E,
Borrowing and Debt," which is available from the Superintendent of Documents, U.S. Government Printing
Office, Washington, D.C. 20402.
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6-24 THE BUDGET FOR FISCAL YEAR 1983

BUDGET FINANCING AND CHANGE IN DEBT OUTSTANDING
(In billions of dollars)

Description

Budget surplus or deficit ( - )
Deficit ( - ) of off-budget Federal entities

Total, surplus or deficit ( — )

Means of financing other than borrowing from
the public:
Decrease or increase ( —) in cash and other

monetary assets
Increase or decrease ( —) in liabilities for.-

Checks outstanding, etc
Deposit fund balances

Seigniorage on coins

Total, means of financing other
than borrowing from the public

Total, requirements for borrowing
from the public

Transfer of debt holdings2

Change in debt held by the public
Change in Federal agency investments in

Federal debt:
Federal funds
Trust funds2 3

Off-budget Federal entities
Deposit funds4

Total, change in Federal agency invest-
ments in Federal debt

Change in gross Federal debt

1981 actual

- 5 7 . 9
21.0

- 7 8 . 9

- 1 . 7

- 1 . 3
2.1

.5

- .4

- 7 9 . 3

79.3

.4
9.4

- . 6
2.0

10.3

89.6

1982
estimate

- 9 8 . 6
19.7

118.3

3.7

.3
1.7
.6

2.9

- 1 1 5 . 4

- 3 . 6

119.0

.8
8.6

- . 2
2.1

11.2

130.2

1983
estimate

- 9 1 . 5
15.7

107.2

.3
- 1 . 6

.5

-.8

- 1 0 8 . 0

108.0

2.0
15.4
- . 8
- . 4

16.2

124.2

1984
estimate

- 8 2 . 9
- 1 4 . 3

97.2

.7

.7

- 9 6 . 5

96.5

17.9

17.9

114.4

1985
estimate

- 7 1 . 9
- 1 1 . 0

82.8

.8

.8

- 8 2 . 0

82.0

31.3

31.3

113.3
1 Several amounts have been assumed to be zero in 1984 and 1985 because they are usually small and cannot be estimated accurately.
2 As of September 30, 1982, $3.6 billion of Federal debt held by trust funds are estimated to be reclassified as debt held by the public,

because under proposed legislation the ownership of the assets of the railroad retirement account are to be transferred to a newly created private
rail industry pension corporation.

3 Estimates for 1984 and 1985 are equal to the total trust fund surplus.
4 Certain deposit funds only.

ments as the Treasury debt held by the social security and other
trust funds. At the end of 1983 gross Federal debt is estimated to
be $1,258.4 billion, of which debt held by the Government is $237.0
billion. Thus, gross Federal debt is much larger than the Federal
debt held by the public.

Gross Federal debt is estimated to rise by $124.2 billion during
1983. As indicated in the lower section of the table above, $16.2
billion of this increment will be held by trust funds and other
Federal agencies. This is mainly due to the investment of trust
fund surpluses in Treasury debt. The Federal funds deficit and the
deficit of off-budget Federal entities are the principal determinants
of the change in gross Federal debt.

The gross Federal debt consists almost entirely of securities
issued by the Treasury Department. However, a few Government
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PERSPECTIVES ON THE BUDGET 6-25

agencies are authorized to issue their own debt instruments to the
public or to other Government agencies and funds. These securities
are part of the gross Federal debt. At the end of 1981 the public
held $4.6 billion of agency debt. This debt is expected to fall by
small amounts each year as existing agency debt matures and most
new agency borrowing is from the Federal Financing Bank (FFB).
The FFB finances its purchases of agency debt by borrowing from
Treasury, which in turn borrows from the public. To prevent
double counting, FFB's holdings of agency debt are not included in
gross Federal debt.

Almost all Treasury debt issues are covered by a statutory debt
limit, though most borrowing by Federal agencies other than the
Treasury is excluded from this limit. The ceiling on the debt sub-
ject to limit is $1,079.8 billion through September 30, 1982. Howev-
er, to permit the Federal Government to meet its obligations, the
ceiling will have to be raised before that time.

Debt subject to the general statutory limit, like gross Federal
debt, includes debt held internally within the Government, such as
the Treasury issues held by the social security trust funds. Debt
subject to the statutory limit is therefore much larger than the
debt held by the public and is nearly as large as gross Federal debt.
It is a little less than gross Federal debt primarily because most
agency debt is excluded from the general statutory limitation.

FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO LIMIT
(In billions of dollars)

Description

Federal funds surplus or deficit ( —)
Deficit ( - ) of off-budget Federal entities

Total, amount to be financed

Means of financing other than borrowing:
Decrease or increase ( —) in cash and monetary assets
Increase or decrease (—) in liabilities for:

Checks outstanding, etc
Deposit fund balances

Seigniorage on coins

Total, means of financing other than borrowing

Decrease or increase ( - ) in investments in Federal debt by Federal
funds, off-budget entities, and deposit funds1

Increase or decrease ( —) in Federal funds and off-budget entity debt
not subject to limit

Total, requirements for borrowing subject to debt limit

Change in debt subject to limit

1981
actual

- 6 4 . 7
- 2 1 . 0

- 8 5 . 8

- 1 . 7

- 3 . 8
2.1

.5

- 2 . 9

— .9

- . 5

- 9 0 . 1

90.1

1982
estimate

- 1 1 1 . 1
- 1 9 . 7

- 1 3 0 . 8

3.7

.7
- 1 . 7

.6

3.2

- 2 . 6

1.0

- 1 3 1 . 2

131.2

1983
estimate

- 1 0 6 . 9
- 1 5 . 7

, —122.6

.3
1.6
.5

-.8

.8

*

- 1 2 4 . 3

124.3

*$50 million or less.
1 Certain deposit funds only.
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6-26 THE BUDGET FOR FISCAL YEAR 1983

Since trust fund surpluses for the most part have been invested
in debt securities, rather than being held as cash assets, the Feder-
al funds deficit and the deficit of the off-budget Federal entities
must be financed primarily by selling Federal debt. This debt is
almost entirely subject to the statutory limit. As shown in the
previous table, the Federal funds deficit plus the off-budget deficit
was $85.8 billion in 1981, and the increase in debt subject to statu-
tory limit was $90.1 billion. Thus, these deficits approximately
accounted for the increase in the debt subject to limit.

A large part of the Federal funds deficit—and, therefore, a large
part of the growth in debt subject to limit—is attributable to trans-
actions between Federal funds and trust funds. These transactions
consist primarily of Federal funds payments to trust funds. These
payments include interest paid on Treasury debt securities held by
trust funds; payments to the civil service retirement fund; and
other payments, which are primarily to social insurance trust
funds, such as the Federal Government's contribution for supple-
mentary medical insurance. The trust fund payments to Federal
funds are relatively small.

BUDGET SURPLUS OR DEFICIT ( - ) BY FUND GROUP 1

(In billions of dollars)

Description

Federal funds.-
Transactions with the public2

Transactions with trust funds

Total

Trust funds:
Transactions with the public2

Transactions with Federal funds

Total

Budget total:
Federal funds
Trust funds...

Total

1981
actual

- 2 0 . 2
- 4 4 . 6

- 6 4 . 7

- 3 7 . 7
44.6

6.8

- 6 4 . 7
6.8

- 5 7 . 9

1982
estimate

- 5 5 . 6
- 5 5 . 5

- 1 1 1 . 1

- 4 2 . 9
55.5

12.5

- 1 1 1 . 1
12.5

98.6

1983
estimate

- 4 8 . 9
- 5 8 . 1

106.9

- 4 2 . 7
58.1

15.4

-106 .9
15.4

- 9 1 . 5

1984
estimate

- 4 2 . 3
- 5 8 . 5

100.8

- 4 0 . 6
58.5

17.9

- 1 0 0 . 8
17.9

- 8 2 . 9

1985
estimate

- 3 3 . 2
- 7 0 . 0

103.2

- 3 8 . 7
70.0

31.3

-103 .2
31.3

- 7 1 . 9
1 For purposes of this analysis, payments from Federal funds to the general revenue sharing trust fund are treated as transactions with the

public instead of transactions with a trust fund; and the corresponding payments from the general revenue sharing trust fund to the public are
accordingly omitted. This is because the general revenue sharing trust fund has no independent source of funding, and serves only as a channel
through which a Federal funds payment is made to the public.

2 Includes some incidental transactions with off-budget Federal entities.

The cumulative Federal funds deficit from 1972 through 1981
was $501.0 billion, of which $261.0 billion was attributable to trans-
actions with trust funds and the remaining $240.0 billion was
attributable to transactions with the public. The Federal funds
group can have a deficit at the same time as there are surpluses in
the budget and in the transactions of the Federal funds group with
the public. This occurred in 1969. The table above displays the net
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PERSPECTIVES ON THE BUDGET 6-27

transactions of the Federal funds with the public and the trust
funds in comparison with the budget surplus or deficit.

THE INCREASE IN TOTAL 1981 OUTLAYS OVER THE
INITIAL BUDGET ESTIMATE

Budget outlays for 1981 were $657.2 billion, which is $44.8 billion
higher than originally proposed in January 1980.

Since the time when the budget was first prepared on a unified
basis for 1969, this increase is the second largest that has ever
occurred between the proposal of a budget and its outcome, both in
absolute dollars and as a percent of total spending. (The largest
was in 1980.) The average difference in previous years was 2.9%,
while in 1981 it was 7.3%. This section reviews the major forces
that caused this large increase.

The following table compares the initially estimated outlays and
the actual totals in current and constant (fiscal year 1972) dollars
and as a percent of GNP. It also compares the changes in defense
and nondefense outlays. The actual outlays for both were substan-
tially above the initial estimate, with defense being 9.2% higher
and nondefense 6.7% higher.

1981 OUTLAY INCREASES 1

(Dollars in billions)

Budget outlays:
Current dollars

National defense
Nondefense

Constant (fiscal year 1972) dollars
As a percent of GNP

Off-budget outlays (current dollars)

Initial proposal
(January 1980)

612.4
(146.2)
(466.1)
314.4
22.2
18.1

Actual

657.2
(159.8)
(497.4)
330.6
23.0
21.0

Percent increase

7.3
(9.2)
(6.7)
5.2
3.6

15.8

JThe data in this table include an adjustment for shifting the Pension Benefit Guaranty Corporation on-budget retroactivity ( - $ 4 4 million) and
for a retroactive ^classification of supplemental medical insurance (SMI) premiums ana voluntary hospital insurance premiums. These premiums
were formerly classified as budget receipts, and are now classified as offsets to outlays. These changes reduce 1981 receipts and outlays by $3.3
billion, thus having no impact on the deficit.

Spending increased generally throughout most of the budget and
in different kinds of programs. Outlays were larger than initially
estimated in almost all of the 19 budget functions. Relatively un-
controllable programs increased 7.0%, and relatively controllable
programs increased 8.4%. The causes of the specific changes are
described below.

Chronology of Outlay Increases.—The chronology of outlay in-
creases is displayed in the following table. The financial markets
and the Congress reacted unfavorably to the 1981 budget transmit-
ted in January 1980. In response, the Carter administration pro-
posed reductions only two months later, in March 1980. These
reductions more than offset large upward reestimates that had
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6-28 THE BUDGET FOR FISCAL YEAR 1983

occurred during that period. After these reductions, however, there
were major upward revisions in the July 1980 Mid-Session Review
($22.2 billion) and the January 1981 Budget ($28.9 billion). The net
change subsequently was a small decrease.

CHRONOLOGY OF THE 1981 OUTLAY INCREASE
(In billions of dollars)

January 1980 (1981 budget) 612.4
Changes:

March 1980 (1981 Budget Revisions): A substantial budget revision. Upward reesti-
mates of $13.0 billion were more than offset by planned reductions of $17.2 billion - 4 . 2

July 1980 (Mid-Session Review): Major increases from changed economic conditions
($11.1 billion), higher Defense-Military spending ($6.9 billion), and other causes
($4.1 billion) 22.2

January 1981 (1982 budget): The largest increases were for net interest ($11.9
billion), transportation ($4.9 billion—including the $2.1 billion Penn Central settle-
ment), and national defense ($3.6 billion) 28.9

March 1981 (1982 Budget Revisions): The largest reductions were for net interest
($2.9 billion) and income security ($1.9 billion) - 7 . 5

July 1981 (Mid-Session Review): The largest increase was for net interest ($5.0 billion).. 6.0
October 1981 (End of Year Statement) - 0 . 7

Total increase 44.8
Actual 657.2

Major Causes of the Increase.—The following table summarizes
the budget increase according to the reason for the change: (1)
economic conditions that were different from the original assump-
tions; (2) policy changes; (3) unforeseen events such as the court-
approved settlement with the Penn Central Corporation; or (4) esti-
mating and other differences. The amounts in the first three cate-
gories are orders of magnitude, and include only the major items.
The fourth category is a residual. The figures should therefore be
considered approximations.

Changes in economic conditions explain 72% of the total in-
crease. Policy changes account for almost half of the remainder.
These are analyzed below separately for defense and nondefense.

SUMMARY OF REASONS FOR CHANGES IN 1981 OUTLAYS

(in billions of dollars)

Reasons for change (net):
Economic conditions
Policy:

January 1981 and earlier
After January 1981

Unforeseen events
Estimating differences and other changes

Total

Total

32.3

4.0
1.7
0.6
6.2

44.8

National defense

7.3

1.7
3.2

1.3

13.5

Nondefense

25.0

2.3
- 1 . 5

0.6
4.9

31.3
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PERSPECTIVES ON THE BUDGET 6-29

National defense.—Outlays in 1981 for national defense increased
by $13.5 billion, which is 9.2% above the original budget estimate.
Roughly half of the defense increase was due to pay and prices,
and half reflected real outlays. More specifically, the increase was
due primarily to three causes:

—higher inflation, primarily the rising costs of fuel and trans-
portation;

—higher outlays than anticipated from prior-year contracts and
obligations (i.e., faster contractor delivery of previously ordered
goods and services); and

—policy decisions to increase national defense. These outlays
were primarily for increased operations in the Persian Gulf
while American hostages were held in Iran, and the October
1980 increase in military pay and benefits. This increase of
about 19%, which included the Nunn-Warner pay package,
compares to 7.4% assumed in the initial estimates.

Nondefense.—There are several major causes of increases in non-
defense budget outlays.

Economic conditions differed from those forecast in January
1980, as shown in the following table. Growth in real GNP was a
little higher than projected for 1980, but 2.1 percentage points
lower for 1981. Inflation as measured by the GNP deflator was 0.1
percentage points higher than originally projected for 1980, and 0.3
percentage points higher for 1981. As measured by the Consumer
Price Index (CPI), however, inflation was 1.7 percentage points
higher than projected for 1980 and 1.0 percentage point higher for
1981. (The CPI increase from the first quarter of calendar year
1979 to the first quarter of 1980 determined the July 1980 increase
in social security. It was projected to be 13.0% but was actually
14.3%.) The unemployment rate was slightly higher than originally
projected. Interest rates, however, were significantly higher than
the initial assumptions. The 91-day Treasury bill rate during calen-

COMPARISON OF ECONOMIC ASSUMPTIONS: JANUARY 1980 AND ACTUAL
(Calendar years)

Percent change:
GNP (constant 1972

dollars) 4th quarter over
4th quarter

Inflation (year over year):
GNP deflator
Consumer Price Index

(CPI)
Unemployment rate (annual

average)
Interest rate (91-day bills,

annual average)

January 1980 estimate

- 1 . 0

8.9

11.8

7.0

10.5

1981

2.8

8.8

9.2

7.4

9.0

Actual

1980 1981

Difference

1980

- 0 . 3 |

9.0

13.5

7.1

11.5

0.7

9.1

10.2

7.6

14.1

0.7

0.1

1.7

0.1

1.0

1981

- 2 . 1

0.3

1.0

0.2

5.1

3 6 0 - 0 0 0 0 - 8 2 - 2 2
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6-30 THE BUDGET FOR FISCAL YEAR 1983

dar year 1980 averaged 1.0 percentage point more than the Janu-
ary 1980 assumption, and the 1981 rate was 5.1 percentage points
higher.

These differences in economic assumptions increased nondefense
outlays by an estimated $25.0 billion—with more than two-thirds of
this due to higher interest rates than estimated. Higher inflation
accounted for the rest. These changes are shown in more detail on
the accompanying table.

EFFECT OF CHANGES IN ECONOMIC ASSUMPTIONS ON 1981 NONDEFENSE OUTLAYS

(In billions of dollars)

Inflation: Description ^
Indexed programs: ence

Social security and railroad retirement 1.1
Other 1.0

Medicaid and medicare 5.4

Subtotal, inflation 7.5

Interest rates and changes in borrowing:
Interest on the public debt:

Interest rates 9.4
Changes in borrowing1 6.8

FSLIC, higher education, housing (FHA and VA), and Export-Import Bank 3.0
Other interest (payment to trust funds, refunds, etc.) —1.7

Subtotal, interest rates and changes in borrowing 17.5

Total 25.0
1 Change in borrowing for all reasons, including causes other than economic assumptions.

Other 1981 nondefense changes were caused by various factors:
—Net policy changes increased 1981 nondefense outlays about

$0.9 billion. The major increases before February 1981 were
$9.0 billion, primarily for the inclusion of farmers hurt by
droughts as eligible for SB A disaster loans ($1.7 billion), phase-
out of the GNMA tandem plan ($1.5 billion), and filling the
strategic petroleum reserve ($1.7 billion). These were partially
offset by major decreases of $6.7 billion, primarily for elimina-
tion of the State share of general revenue sharing ($1.7 billion),
employment and training ($1.7 billion), and countercyclical
fiscal assistance ($1.0 billion). After January 1981, outlays de-
creased $1.5 billion for policy reasons.

—Increases in outlays for unforeseen events, such as the court-
approved settlement with the Penn Central Corporation, were
almost entirely offset by reductions in the allowance for con-
tingencies.

—Nondefense outlays increased $4.9 billion on a net basis due to
estimating differences and other changes. The major increases
were for the Commodity Credit Corporation ($2.6 billion) and
food stamps ($1.6 billion).
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PERSPECTIVES ON THE BUDGET 6-31

COMPARISON OF RELATIVELY UNCONTROLLABLE
OUTLAYS AND OF RECEIPTS

The Congressional Budget Act requires that the budget contain
two comparisons between the initial budget estimates and the
actual amounts for the last completed fiscal year: a comparison of
the differences in relatively uncontrollable outlays by major pro-
gram, and a comparison of the differences in receipts by major
source. These comparisons are made in the following two sections
for the 1981 budget, which was submitted in January 1980 for the
fiscal year ending on September 30, 1981.

Comparison of relatively uncontrollable outlays.—Outlays in any
one year are considered to be relatively uncontrollable when the
program level is determined by existing statutes or by contracts or
other obligations. Outlays for these programs generally depend on
factors that are beyond administrative control under existing law
at the start of the fiscal year. For example, the definition of
beneficiaries eligible for programs like medicaid and social security
is established by law, and usually can be altered only by a change
in the law. Prior-year contracts and obligations are also legally
binding.

For a number of reasons, the amounts estimated in the budget
for relatively uncontrollable outlays may differ from the actual
outlays that are subsequently realized. For example, legislation
may change benefit rates or coverage; the actual number of
beneficiaries may differ from the number estimated; and economic
conditions (such as interest rates) may differ from what was as-
sumed in making the estimates.

Relatively uncontrollable outlays are grouped into two major
categories: open-ended programs and fixed costs, for which outlays
are generally mandated by law; and payments from prior-year
contracts and obligations, for which outlays are required because of
previous action, such as entering into contracts. In accordance with
the definition, budget estimates of relatively uncontrollable outlays
do not include the effects of proposed legislation. In cases where
legislation was enacted that significantly affected relatively uncon-
trollable outlays in 1981, it is identified in the discussion below.

The following table shows the differences between actual outlays
for relatively uncontrollable programs for 1981 and the amounts
estimated in the 1981 budget. The list of programs in this table is
the same as table 17 (Controllability of Budget Outlays) in Part 9 of
this year's Budget. Several categories include revisions in the clas-
sifications of programs, which are shown retroactively for the Jan-
uary 1980 estimate.
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6-32 THE BUDGET FOR FISCAL YEAR 1983

RELATIVELY UNCONTROLLABLE OUTLAYS FOR 1981
(In billions of dollars)

Relatively uncontrollable under present law

Open-ended programs and fixed costs:
Payments for individuals:

Social security and railroad retirement
Federal employees retirement and insuranceJ

(Military retired pay)
(Other)1

Unemployment assistance
Medical care
Assistance to students1

Food and nutrition assistance12

Public assistance and related programs
All other relatively uncontrollable payments for

individuals3

Subtotal, payments for individuals 1

Net interest
General revenue sharing
Farm price supports (CCC)*
Other open-ended programs and fixed c o s t s 1 2 4

Total, open-ended programs and fixed
costs 2

Outlays from prior-year contracts and obligations:
National defense
Civilian programsJ

Total, outlays from prior-year contracts
and obligations

Total, relatively uncontrollable outlays

January 1980
estimate

(existing law) *

142.1
38.9

(13.7)
(25.2)
18.7
53.9

2.1
3.7

20.2

3.2

282.8

54.8
6.9
1.8

- 0 . 1

346.1

40.6
66.8

107.4

453.5

Change

1.0
1.6

(0.1)
(1.5)
0.8
5.4
2.5

- 0 . 1
0.6

- 0 . 2

11.7

14.0
- 1 . 7

2.3
4.1

30.4

0.9
0.3

1.2

31.6

Actual

143.2
40.5

(13.7)
(26.8)
19.5
59.3
4.7
3.5

20.8

3.0

294.5

68.7
5.1
4.1
4.0

376.4

41.5
67.1

108.6

485.0
1 Adjusted for redefinition of classifications in the 1982 or 1983 budgets.
2 This category no longer includes programs that have been reclassified as relatively controllable since January 1980.
3 This category now contains programs that were classified as relatively controllable in January 1980.
4 This category now includes offsetting collections that were classified as receipts in January 1980.

Actual outlays for relatively uncontrollable programs in 1981
were $485.0 billion, which is $31.6 billion, or 7.0% higher than
estimated in January 1980. Outlays for open-ended programs and
fixed costs were $30.4 billion higher, and outlays from prior-year
contracts and obligations were $1.2 billion higher.

Open-ended programs and fixed costs consist mainly of benefit
programs, grants, and subsidies for which eligibility is automatic or
fixed by law; interest payments; general revenue sharing; farm
price supports; and payments for the legislative and judicial
branches, which the President must—by law—include in the
budget as submitted.

Payments for individuals is the major grouping within open-
ended programs and fixed costs. These budget outlays are essential-
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PERSPECTIVES ON THE BUDGET 6-33

ly income transfers rather than payments for direct Federal oper-
ations. Total payments for individuals were 78% of all open-ended
programs and fixed costs in 1981. Actual outlays for this grouping
were $11.7 billion higher than estimated. This was caused by differ-
ences between actual and assumed economic conditions and the
number of beneficiaries, and by enactment of legislation.

Outlays for social security retirement and disability and for rail-
road retirement, the biggest category of payments for individuals,
were $1.0 billion higher than estimated. The original estimates
assumed automatic benefit increases, based on inflation as meas-
ured by the consumer price index, of 13.0% in July of 1980 and
9.9% in July of 1981. The actual increases were 14.3% and 11.2%,
respectively.

Actual outlays for Federal employee 'retirement and disability
insurance programs were $1.6 billion above the budget estimate.
These programs consist of military retired pay, civilian employee
retirement and disability (largely civil and foreign service), and
veterans service-connected compensation. Except for veterans serv-
ice-connected compensation, these benefits are indexed to the con-
sumer price index. Outlays for the indexed Federal employee re-
tirement programs exceeded the budget estimates by $0.6 billion,
largely because of higher than anticipated cost-of-living increases.
The original estimates assumed automatic increases of 5.8% in
September 1980 and 4.3% in March 1981. Actual increases were
7.7% and 4.4%, respectively. The portion of veterans service-con-
nected compensation benefits that increases to adjust for the ef-
fects of inflation is considered relatively controllable because it
requires congressional action. However, when the increase occurs,
it is added to the relatively uncontrollable portion of outlays, and
in 1981 it accounts for a $1.0 billion increase in actual outlays.

Outlays for unemployment assistance programs were $0.8 billion
higher than estimated. While the overall unemployment rate for
fiscal year 1981 was 7.3%, slightly below the budget forecast of
7.4%, many more workers in the automobile industry were certi-
fied to receive trade adjustment assistance than originally estimat-
ed, raising outlays by $1.4 billion. Outlays for other unemployment
assistance were lower than expected.

Outlays for medical care were $5.4 billion higher than estimated,
largely as a result of the higher prices in the health sector that
accompanied the higher inflation in general. The use of medical
care services was also greater than anticipated. Medicaid outlays
were $1.4 billion higher than originally estimated, and medicare
outlays were $3.2 billion higher.

Assistance to students previously consisted primarily of GI bill
benefits. However, the student loan insurance fund has been reclas-
sified as a relatively uncontrollable payment for individuals, and
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the data have been adjusted to reflect this change. Outlays for
assistance to students were $2.5 billion higher than originally esti-
mated, largely due to the effect of higher interest rates than ex-
pected on the interest subsidy for guaranteed student loans. Use of
GI bill benefits was greater than anticipated and accounts for a
$0.5 billion increase over estimated outlays.

Outlays for food and nutrition assistance were $0.1 billion lower
than estimated. Lower participation in the child nutrition and
special milk programs accounts for the difference between the
original estimate and actual outlays for food and nutrition assist-
ance. The food stamp program previously was classified as relative-
ly uncontrollable, but in this budget has been reclassified as rela-
tively controllable. The outlays originally estimated for 1981 have
been adjusted to account for this change.

Public assistance and related programs include public assistance
payments, supplemental security income, outlays for earned
income tax credits, and veterans non-service-connected pensions.
Outlays were $0.6 billion above the initial estimate largely due to
increases of $0.8 billion for public assistance payments and $1.0
billion for supplemental security income. These increases were par-
tially offset by a $0.3 billion decrease in veterans non-service con-
nected pensions, because fewer beneficiaries than expected chose to
participate in the new pension program that became effective in
1979, and by a $0.3 billion decrease in outlays for earned income
tax credits.

Uncontrollable outlays for all other payments for individuals
were $0.2 billion lower than estimated, mostly because of lower
than expected payments for black lung disabilities.

The single largest difference between estimated and actual out-
lays for open-ended programs and fixed costs was for net interest,
where outlays were $14.0 billion—or 25.5%—higher than originally
estimated. Interest on the public debt was $16.0 billion higher than
assumed, largely because interest rates and Federal borrowing
were higher than anticipated, and the average length of maturity
of debt was shorter. The budget estimate assumed a 9.2% interest
rate on 91-day Treasury bills for fiscal year 1981 whereas the
actual 91-day rate averaged 15.7%. Interest received by trust funds,
which is offset against interest costs to reflect transactions with
the public, was $2.0 billion higher than the budget estimate due to
higher than anticipated interest rates and despite lower trust fund
balances.

Outlays for general revenue sharing declined $1.7 billion due to
congressional action to eliminate payments to States. The program
now aids local governments only.

Other open-ended programs and fixed costs were $4.3 billion
above the original budget estimates. A legal settlement with the
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Penn Central Railroad accounts for $2.1 billion of this. Outlays for
the Federal Savings and Loan Insurance Corporation were $1.0
billion higher than estimated due to increased aid to support sav-
ings and loan institutions for losses caused by prolonged high inter-
est rates, low-yielding portfolios, and losses from speculation. Out-
lays for the foreign military sales trust fund were $0.5 billion above
receipts, whereas the 1981 budget assumed that trust fund receipts
would exactly offset outlays. The remaining $0.6 billion difference
between estimated and actual outlays in this category is due to
higher than estimated outlays for several other programs, the larg-
est of which was the Federal Deposit Insurance Corporation ($0.2
billion).

Outlays for prior-year contracts and obligations for civilian and
national defense programs were $1.2 billion—or 1.1%—higher than
estimated. Outlays for civilian programs were $0.3 billion higher
than estimated, an increase of only 0.5%. The largest differences
between estimated and actual outlays in 1981 for prior-year con-
tracts and obligations occurred in housing credit and subsidies,
strategic petroleum reserves and other energy programs, urban
mass transit, health programs, the Export-Import Bank, and com-
merce assistance. These programs account for increases of $5.2
billion and decreases of $1.2 billion from estimated to actual out-
lays. The remaining $3.7 billion of decreases is the result of small
differences divided among numerous Federal agencies.

Department of Housing and Urban Development outlays for
prior-year contracts and obligations account for $1.3 billion more
outlays than estimated, largely because the Government National
Mortgage Association purchased more mortgages than expected
and sold mortgages at lower prices; its relatively uncontrollable
outlays were $1.1 billion greater than estimated. The emergency
mortgage purchase and subsidized housing programs had outlays
$0.4 billion and $0.2 billion higher than expected, respectively.
Payments for operation of low-income housing were almost $0.5
billion less than anticipated.

The strategic petroleum reserves were filled at a faster rate than
expected, raising outlays $1.0 billion over the estimated level. Out-
lays were higher also for uranium supply and enrichment by $0.3
billion, while other energy supply and conservation programs had
outlays approximately $0.2 billion below estimated levels. Tennes-
see Valley Authority outlays for power supply were $0.4 billion
lower than anticipated.

Outlays for prior-year contracts and obligations of transportation
programs were $0.7 billion higher than estimated. Nearly $1.0 bil-
lion resulted from an underestimate of how quickly obligations
made by the Urban Mass Transportation Administration would be
spent.
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Outlays for health programs were $1.1 billion above the original
estimates, particularly for education and training of the health
care work force, which increased by $0.3 billion. In veterans pro-
grams, relatively uncontrollable medical care outlays from prior-
year contracts and obligations were $0.1 billion lower than expect-
ed. Outlays for regulation of pollution were $0.2 billion above esti-
mated outlays, while lower than anticipated outlays in other pro-
grams brought the net difference for all pollution control and
compliance activities to $0.1 billion above expected levels.

The $0.8 billion increase in outlays over anticipated levels from
the Export-Import Bank mostly reflects a shift in the Bank's loans
from slower to faster spending programs. Outlays for Federal as-
sistance for commerce, economic development and local public
works were $0.8 billion below estimated levels.

National defense outlays for prior-year contracts and obligations
were $0.9 billion—or 2.1%—above the original budget estimate.
Outlays for procurement and operations and maintenance were
$2.8 billion higher than estimated, but were offset by $1.4 billion
greater offsetting collections in various funds. Net changes in out-
lays for other programs were $0.5 billion lower than originally
estimated. Overall, Department of Defense military programs ac-
counted for $0.9 billion of higher outlays, whereas outlays for
atomic energy defense were $0.1 billion lower than estimated.

Comparison of actual and estimated receipts.—Budget receipts in
1981 were $599.3 billion, which is only $2.6 billion more than the
January 1980 estimate of $596.7 billion. The composition of re-
ceipts, however, was substantially different from the original esti-
mates, primarily due to changes in incomes and differences in tax
law from the legislation proposed in the 1981 budget.

COMPARISON

Individual income taxes
Corporation income taxes
Social insurance taxes and contributions..
Excise taxes
Estate and gift taxes
Customs duties
Miscellaneous receipts

Total

OF FISCAL YEAR 1981 BUDGET RECEIPTS
(In billions of dollars)

January 1980
estimate

274 4
71.6

184.1
40.2

5.9
8.4

12.1

596.7

Change from 1980
estimate

11.6
- 1 0 . 4

- 1 . 3
0.6
0.8

- 0 . 3
1.7

2.6

Actual

285 9
61.1

182.7
40.8

6.8
8.1

13.8

599.3

NOTE.—The data have been revised to reflect the retroactive reclassification of supplemental medical insurance (SMI) premiums and voluntary
hospital insurance premiums, formerly classified as budget receipts, as offsets to outlays. These changes reduce 1981 receipts and outlays by $3.3
billion, thus having no impact on the deficit.

Higher than anticipated personal incomes, lower than expected
corporate profits, and changes in collection patterns and effective
tax rates resulted in a net increase in 1981 receipts of $7.8 billion.
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This increase was partially offset by differences in tax law from
the legislation proposed in the budget, which reduced receipts by
$5.2 billion. These differences in tax law consist of modifications of
the original budget proposals and changes in law that were not
proposed in the 1981 budget.

A windfall profit tax on domestic producers of crude oil was
proposed in the 1981 budget, together with several energy tax
credits and a change in the foreign tax credit on oil and gas
extraction. These energy related proposals were expected to in-
crease 1981 receipts by $14.4 billion. The other major proposals
affecting 1981 receipts included several initiatives to require tax-
payers to make income tax payments closer to the time when tax
liabilities are incurred, to require employers to deposit taxes with-
held from employees on a more timely basis, and to accelerate the
payment schedule of customs duties and tobacco excise taxes. To-
gether, these cash management initiatives were estimated to in-
crease receipts in 1981 by $4.5 billion. Other proposals, which were
estimated to increase 1981 receipts by $3.0 billion, included restric-
tions on the use of tax-exempt funds for mortgage financing; the
extension of airport and airway trust fund taxes that were sched-
uled to expire; and the establishment of a fund, to be financed
primarily by fees paid by industry, to assure the adequate and
timely clean-up of oil and hazardous substances. Together, the 1981
budget proposals were estimated to increase 1981 receipts by $21.9
billion.

Congress passed three major tax laws during 1980 that affected
1981 receipts: the Crude Oil Windfall Profit Tax Act of 1980, the
Omnibus Reconciliation Act of 1980, and the Comprehensive Envi-
ronmental Response, Compensation, and Liability Act of 1980.
These laws, which were in large part modifications of the January
budget proposals, increased 1981 receipts by $17.2 billion. The
Crude Oil Windfall Profit Tax Act of 1980 levied a windfall profit
tax on domestic producers of crude oil, provided several energy
related income tax credits, and excluded some interest and divi-
dend income from tax. The major revenue provisions of the Omni-
bus Reconciliation Act of 1980 restricted the use of tax-exempt
bonds for mortgage financing and required corporations with tax-
able income exceeding $1 million in any of the three preceding
taxable years to make estimated payments equal to at least 60% of
their current year's liability. The Comprehensive Environmental
Response, Compensation, and Liability Act of 1980 established a
fund to clean up hazardous substances spills and uncontrolled haz-
ardous waste dumps.

Regulations were published in 1980 that accelerated employer
payments to the Treasury of withheld income and payroll taxes.
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These regulations, which had been proposed in the 1981 budget,
increased 1981 receipts by $0.5 billion.

Other legislation enacted in 1980, primarily a tariff reduction
and the Depository Institutions Deregulation and Monetary Con-
trol Act of 1980, reduced 1981 receipts by $0.6 billion. Several
administrative changes reduced receipts by an additional $0.2 bil-
lion.

The Economic Recovery Tax Act of 1981, enacted on August 13,
1981, was the only major legislated tax change affecting 1981 re-
ceipts that had not been proposed in the 1981 budget. The capital
cost recovery provisions of this Act, which provided for the faster
write-off of capital expenditures under simplified and standardized
rules, reduced 1981 receipts by $0.2 billion.

Individual income taxes were $285.9 billion in 1981, $11.6 billion
greater than the original budget estimate of $274.4 billion. Differ-
ences in tax law from the legislation proposed in the 1981 budget
reduced individual income tax receipts by $3.1 billion. This was
more than offset by higher than anticipated personal incomes,
which increased receipts by $14.6 billion.

COMPARISON OF ACTUAL 1981 BUDGET RECEIPTS WITH THE JANUARY 1980 ESTIMATES
(In billions of dollars)

Individual income taxes
Corporation income taxes
Social insurance taxes and contributions
Excise taxes
Estate and gift taxes
Customs duties ..
Miscellaneous receipts

Total. .

January 1980
estimate

274.4
71.6

184.1
40.2

5.9
84

12.1

596.7

Differences in tax
law from 1980

proposals

- 3 . 1
- 1 . 2
- 1 . 3

12
*

- 0 4
0.4

- 5 . 2

Technical
adjustments and
revised incomes

14.6
- 9 . 2
- 0 . 1

05
0.9

*

2.1

7.8

Actual

285.9
61.1

182.7
40 8

6.8
8 1

13.8

599.3

*$50 million or less.
NOTE.—The data have been revised to reflect the retroactive ^classification of supplemental medical insurance (SMI) premiums and voluntary

hospital insurance premiums, formerly classified as budget receipts, as offsets to outlays. These changes reduce 1981 receipts and outlays by $3.3
billion, thus having no impact on the deficit.

Corporation income taxes were $10.4 billion below the January
1980 estimate. Substitution of legislation enacted during 1980 for
the original budget proposals reduced corporation income taxes by
$1.2 billion. Different effective tax rates, collection patterns, and
economic conditions account for the remaining decline of $9.2 bil-
lion.

Social insurance taxes and contributions (which are composed of
employment taxes and contributions, unemployment insurance re-
ceipts, and other retirement contributions) were $1.3 billion less
than the January 1980 estimate of $184.1 billion. Higher employ-
ment taxes and contributions increased social insurance taxes and
contributions by $1.4 billion..This increase was more than offset by
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a $2.9 billion decline in unemployment insurance receipts, primar-
ily due to an overestimate of State taxes deposited in the Treasury
to finance unemployment benefits. Other retirement contributions
were $0.2 billion above the original estimate.

Substitution of the Crude Oil Windfall Profit Tax Act of 1980 for
the windfall profit tax proposal reflected in the 1981 budget in-
creased excise taxes by $2.2 billion. Other changes in legislation
reduced excise taxes by $1.1 billion, resulting in a net increase in
excise taxes due to differences in tax law of $1.2 billion.

Estate and gift taxes were $0.8 billion higher than the January
1980 estimate, and customs duties were $0.3 billion lower. A de-
cline in sugar import duties effective February 1, 1980, accounted
for $0.2 billion of the decline in customs duties receipts.

Miscellaneous receipts in 1981 were $1.7 billion above the origi-
nal budget estimate of $12.1 billion. An increase in deposits of
earnings by the Federal Reserve System, primarily reflecting
higher interest rates than anticipated in January 1980, added $2.0
billion to miscellaneous receipts. This was partially offset by a
decline in other miscellaneous receipts of $0.3 billion.

REDUCTIONS IN CONSULTING SERVICES AND TRAVEL

Sections 1731 and 1732 of the Omnibus Budget Reconciliation
Act of 1981 require that funds appropriated for the Executive
Branch for 1982 be reduced by $100 million for direct administra-
tive travel and $500 million for consulting and related services
below the level in the 1982 budget transmitted in January 1981.
The Act requires further that if the 1982 appropriation bills do not
achieve these reductions, the President must calculate the addition-
al amounts to be reduced, allocate these amounts among the agen-
cies, and propose rescissions in this budget to achieve the addition-
al reductions.

The provisions of the Act assumed that all Executive Branch
appropriations for 1982 would be enacted before the beginning of
the fiscal year or soon thereafter. This would have provided suffi-
cient time for agencies to determine the effect of the appropri-
ations upon administrative travel and consulting services before
the budget was transmitted to the Congress. Such time is necessary
because appropriations do not usually specify the amounts availa-
ble for administrative travel and consulting services. After appro-
priations are enacted, agencies must determine how the funds will
be allocated among these and other uses.

Three of the 1982 appropriations bills have not been enacted.
Funds for them were provided by a continuing resolution that
expires on March 31, 1982. There is, therefore, no way to determine
the total Executive Branch amounts appropriated for 1982 for
direct administrative travel or for consulting and related services.
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Moreover, eight of the other ten appropriation bills were not
passed until mid-December. This did not provide enough time for
agencies to determine the effect of the appropriations on consulting
and travel expenditures with any precision; nor did it provide
enough time for the Office of Management and Budget to collect
and review data, and to allocate reductions for each agency. There-
fore, from a procedural standpoint it is impossible to comply liter-
ally with the provisions of the Act.

Furthermore, it is not possible to achieve the reduction of $100
million in direct administrative travel because the Act provided
that no agency could be reduced by more than 15% and exempted
travel for emergency national defense, law enforcement, and debt
collection activities. The 15% constraint coupled with the fact that
direct administrative travel is on the average only 7.5% of all
travel* 9 limits the reductions that can be allocated to the agencies
to $54 million. Once the exemptions mentioned earlier are sub-
tracted, the amount that can be reduced under the provisions of
the Act will be even lower.

Meanwhile, on its own initiative the administration had already
taken action to constrain 1982 total travel (which includes direct
administrative travel). Total travel by the civilian agencies of the
Executive Branch has been reduced by approximately $150 million
below the level estimated in the January 1981 budget.

As for the reduction for consulting and related services, although
the amounts of reduction that eventually will be included in appro-
priations for the executive branch cannot be known at this time,
the President's proposed 1983 budget already includes reductions
for 1982 in these areas. The President initiated such reductions as
part of his March 1981 budget revisions and also in connection
with his September 1981 revisions. As a result of these actions, the
estimates for 1982 for consulting and related services show reduc-
tions of approximately $320 million.

The Congress assumed that agencies spent $4 billion a year for
consulting and related services when it required that funds enacted
for these services be reduced by $500 million in 1982. This is a
12.5% reduction. More recently, executive branch agencies report-
ed that the estimated 1982 obligations for contracting and related
services in the January 1981 budget amounted to $1.7 billion. A
$320 million reduction against this base is an 18.8% reduction.
Thus, the reduction achieved satisfies the congressional intent in
percentage terms.

9 Travel is classified as object class 21 in the Budget Appendix.
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ALLOCATION OF WINDFALL PROFIT TAX RECEIPTS

Section 102 of the Crude Oil Windfall Profit Tax Act of 1980
requires that each year the President propose the allocation of net
receipts from the tax in his budget.

This act establishes a Windfall Profit Tax Account in the Treas-
ury "for accounting purposes only/' After the Secretary of the
Treasury has determined the amount of net receipts from the tax,
they are to be allocated to the Windfall Profit Tax Account. Since
the Conference Report accompanying the act stated explicitly that
the net receipts from the tax "shall not be earmarked or invested
separately from general revenues . . .", the allocations referred to
in section 102 cannot be interpreted as earmarking funds for spe-
cific purposes.

The method for these allocations is prescribed by three formulas
in subsections b(l), b(2), and b(3) of section 102. The allocations for
1983 are compared in the following table with the amounts includ-
ed in this budget for the functional categories referred to in the
formula.

ALLOCATION OF WINDFALL PROFIT TAX, NET RECEIPTS, 1983

(In millions of dollars)

Total net receipts
Allocation:

Low-income assistance1

Energy and transportation programs2

Income tax reductions

Total

Section 102 Formula

11,407

2,852
1,711
6,844

11,407

1983 Budget

11,407

19,770
17,260

37,030
1 This amount is the total outlays for the other income security subfunction (609).
2 This amount is the total outlays for all energy and transportation programs in the energy function (270) and the ground transportation

subfunction (401).
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This part of the budget explains several topics that help to
interpret the budget totals and to place the budget in perspective:

• the relationship of budget authority to outlays;
• fiscal activities outside the Federal budget:

—outlays of off-budget Federal entities,
—Government-sponsored enterprises,
—loan guarantees, and
—tax expenditures;

• Federal budgeting for capital expenditures:
—the basic role of the budget, and
—capital budgeting issues;

• Federal debt and the relationship of budget funds to changes
in Federal debt;

• the difference between this Administration's initial 1982
budget estimate and the actual outcome for:

—total outlays,
—outlays of relatively uncontrollable programs, and
—total receipts; and

• the allocation of windfall profit tax receipts.

RELATIONSHIP OF BUDGET AUTHORITY TO OUTLAYS

The Congress must usually provide budget authority, generally
in the form of appropriations, before Federal agencies can obligate
the Government to make outlays. For 1984, $900.1 billion of new
budget authority is proposed for those Federal agencies included in
the budget. In addition, $27.1 billion in new budget authority is
proposed for those Federal entities that are excluded from the
budget.*

Of the total new budget authority proposed for budget agencies
in 1984, $528.5 billion will require congressional action. New
budget authority of $519.2 billion will be available through perma-
nent appropriations under existing law. This consists mainly of
trust fund receipts, which in most trust fund programs are auto-
matically appropriated under existing law, and interest on the
public debt, for which budget authority is automatically provided
under a permanent appropriation enacted in 1847. This gross new
budget authority is offset by $147.6 billion of deductions for offset-

1 Budget authority is discussed further in Part 7 of this volume.

6-2
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BUDGET AUTHORITY

(In billions of dollars)

Description

Available through current action by the
Congress:

Enacted and pending appropriations
Proposed in this budget:

Appropriations
Supplemental requests

Rescission proposals
To be requested separately:

Upon enactment of proposed legislation..
Allowances:

Civilian agencies*
Department of Defense-

Military2

Other allowances3

Subtotal, available through cur-
rent action by the Congress

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

Trust funds (existing law)
Interest on the public debt
Other

Subtotal, available without current
action by the Congress

Deductions for offsetting receipts

Total, budget authority

ADDENDUM

Budget authority for off-budget Federal
entities:

Available through current action by the
Congress

Available without current action by the
Congress

Total, off-budget Federal entities

Total, budget authority including off-
budget Federal entities

1982
actual

457.1

457.1

285.2
117.4
33.6

436.2

- 1 1 3 . 4

779.9

3.7

30.2

34.0

813.9

1983
estimate

495.6

12.9
- 1 . 5

41.1

1.0

549.1

309.2
128.2
23.9

461.3

- 1 6 3 . 0

847.4

2.1

27.6

29.7

877.1

1984
estimate

513.4
*

14.2

0.9

528.5

346.1
144.5
28.5

519.2

147.6

900.1

0.6

26.5

27.1

927.2

1985
estimate

565.5

14.7

1.9

5.9
1.9

589.9

377.6
164.7
25.5

567.8

- 1 6 0 . 2

997.4

1.4

22.1

23.5

1,020.9

1986
estimate

606.6

11.3

4.0

9.9
1.9

633.6

414.3
179.4
25.3

619.0

-173 .0

1,079.6

1.5

18.7

20.2

1,099.7

*$50 million or less.
1 Includes allowances for civilian agency pay raises, Coast Guard military pay raises, and contingencies.
2 Includes allowances for civilian and military pay raises for Department of Defense.
3 Allowance for increased employing agency payments for employee retirement.

ting receipts, which consist of transactions within the Government
and proprietary receipts from the public. Most of the budget au-
thority proposed for off-budget Federal entities will be available
under existing law.

Not all of the new budget authority for 1984 will be obligated or
spent in that year: 2

2 This subject is also discussed in a separate OMB report, "Balances of Budget Authority," which can be
purchased from the National Technical Information Service shortly after the budget is transmitted.
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• Budget authority for most trust funds comes from the author-
ity of these funds to spend their receipts from special taxes
and contributions and from Federal fund payments. Any bal-
ances arising from these receipts remain available to these
trust funds indefinitely in order to finance benefits and other
purposes specified by law.

• Budget authority for most major construction and procure-
ment projects covers the entire cost estimated when the proj-
ects are initiated, even though costs will be incurred and
outlays made over a period extending beyond the year for
which the budget authority is enacted. An exception to this
policy is made for water resource programs.

• Government enterprises are occasionally given budget author-
ity for standby reserves that will be used only in the event of
special circumstances.

• Budget authority for the subsidized housing programs is equal
to the Government's estimated obligation to pay subsidies
under contracts, which may extend for periods of up to 40
years.

• Budget authority for most other long-term contracts also
covers the estimated maximum obligation of the Government.
For example, budget authority for many direct loan programs
provides financing for a number of years; budget authority for
many insurance and loan guarantee programs consists of
amounts to be used only in the event of defaults or other
claims made upon the programs.

As a result of these factors, a substantial amount of budget
authority carries over from one year to the next. Most of this is
earmarked for specific uses and is not available for new programs.
A small part may never be obligated or spent, because it is primar-
ily for contingencies that do not occur or reserves that never have
to be used.

As shown in the chart on the next page, $123.7 billion of the
budget outlays in 1984, 15% of the total, will be made from budget
authority enacted in previous years. At the same time, $175.3
billion of the new budget authority proposed for 1984, which is
19% of the total amount proposed, will not lead to budget outlays
until future years. Thus, the total budget authority for a particular
year is not useful for the analysis of that year's outlays, since it
combines various types of budget authority that have different
short-term and long-term implications for budget obligations and
outlays. The relationship between budget authority, obligations,
and outlays is discussed further in Part 7 of the Budget and dis-
played in table 7 of Part 9.
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New Authority
Recommended

for 1984
900.1

Unspent Authority
Enacted in
Prior Years

881.3

To be spent in
Future Years

746.3

Unspent Authority
for Outlays in
Future Years

921.6

FISCAL ACTIVITIES OUTSIDE THE FEDERAL BUDGET

The budget does not include a number of fiscal activities of the
Federal Government that result in spending similar to budget out-
lays. These activities, nevertheless, channel economic resources
toward particular uses in ways that are analogous to the effects of
budget spending.

The outlays of off-budget Federal entities are a major exclusion
from the budget. They are discussed in some detail below. This is
followed by a description of the Government-sponsored enterprises,
which are outside the budget because of their private ownership.
Loan guarantees, which are discussed next, allocate economic re-
sources toward particular uses by providing credit to borrowers at
more favorable terms than would otherwise be available in the
private market. Taxation and tax expenditures, which also have
significant allocative effects on the economy, are discussed subse-
quently.

The regulation of economic activity changes resource allocation
in different ways. Some types of regulation have economic effects
that in certain respects are similar to budget outlays by requiring
the private sector to make expenditures for specified purposes such
as safety and pollution control. The effects of this spending are
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6-6 THE BUDGET FOR FISCAL YEAR 1984

very important, but many of them have not been quantified satis-
factorily and therefore cannot be clearly related to the budget.

Outlays of off-budget Federal entities.—Off-budget Federal enti-
ties are federally owned and controlled, but their transactions have
been excluded from the budget totals under provisions of law.3' 4

Therefore, their spending is not reflected in either budget outlays
or the budget surplus or deficit; appropriation requests for their
programs are not included in the totals of budget authority for the
budget; and their outlays are not subject to the targets set by the
congressional budget resolutions. As shown in the table on page 6-
30, the outlays of the off-budget Federal entities are added to the
budget deficit to derive the total Government deficit, which for the
most part has to be financed by borrowing from the public. When
off-budget outlays are financed by Treasury borrowing, as is usual,
the additional debt is subject to the statutory debt limitation; when
financed by the entities' own borrowing, it is not. In either case the
additional debt is part of the gross Federal debt.

Since the 1969 budget, the Federal Government has used the
unified budget concept as the foundation for its budgetary analysis
and presentation. This concept measures the Government's cash
payments to and from the public. The first departure from the
unified budget concept occurred in August 1971, when the Export-
Import Bank was excluded by statute from the budget. Further
departures followed in the next few years under various statutes.
The Postal Service fund, the Rural Telephone Bank, the lending
transactions that became the Rural Electrification and Telephone
revolving fund, and the Housing for the Elderly or Handicapped
fund were removed from the budget. The Federal Financing Bank,
the U.S. Railway Association, and the Pension Benefit Guaranty
Corporation were established off-budget. The Exchange Stabiliza-
tion Fund had always been outside the unified budget, although it
was initially classified as a deposit fund instead of an off-budget
Federal entity.

In the past few years the trend toward steadily increasing the
number of off-budget Federal entities has been changed. The
Export-Import Bank, the Housing for the Elderly or Handicapped
fund, and the Pension Benefit Guaranty Corporation were put on-
budget by statute in different years. The operations of the Ex-
change Stabilization Fund were put on-budget in a series of legisla-
tive and administrative actions. Most of the transactions of the
U.S. Railway Association were brought into the budget by legisla-
tion that required its purchases of Conrail securities to be included

3 Financial statements for off-budget entities are published in the Appendix, Budget of the United States
Government, Fiscal Year 1981 See Part IV, "Off-Budget Federal Entities."

"The Board of Governors of the Federal Reserve System is a Federal organization. It is excluded from the
budget and from this discussion.
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PERSPECTIVES ON THE BUDGET 6-7

in the budget. Whenever a former off-budget entity was put on-
budget, the budget outlays and deficits of previous years were
revised to include the entity to the extent feasible so that the
historical series measuring budget transactions would be as accu-
rate and consistent as possible.

Two new off-budget Federal entities, however, were established
to carry out energy programs. The Synthetic Fuels Corporation was
created outside of the budget in 1980, although all of its funding is
provided in the budget totals of the Treasury Department. The cost
of purchasing oil for the strategic petroleum reserve was put off-
budget beginning in 1982. The costs of operations, maintenance,
construction, and administration, however, remain in the budget.

Despite the exclusion of the off-budget entities from the budget,
some of the outlays related to their operations are nonetheless
included in the budget totals. The budget totals include the funding
of the Synthetic Fuels Corporation, the operating costs and certain
other expenses of the strategic petroleum reserve, the Federal pay-
ment to the Postal Service fund, and the administrative expenses
of the Rural Electrification Administration lending programs and
the U.S. Railway Association. Moreover, while the budget authority
and outlays of off-budget Federal entities are excluded from the
budget totals, some of their activities are subject to Presidential
and congressional review. For example, the credit budget, discussed
in Part 7 of this volume, includes the direct loans and loan guaran-
tees of off-budget entities as well as budget agencies; and the
outstanding debt and annual borrowing of the Postal Service are
limited by statute.

Even though the exclusion of off-budget Federal entities from the
budget results from provisions of law, the executive and the Con-
gress have on several occasions expressed concern about this prac-
tice and have taken actions to control off-budget spending. This
Administration has been very concerned about the effects of off-
budget direct loans in allocating credit toward particular uses and
about the necessity of financing these loans by additional Federal
borrowing from the public. It has used the credit budget process to
reduce off-budget direct loans from $20.9 billion in 1981 to an
estimated $10.1 billion in 1984 and still lower levels in later years.

Within Congress, the House Budget Committee held hearings on
off-budget entities in 1976 and subsequently recommended that
they all be included in the budget.5 The congressional budget reso-
lutions for 1980 recommended that the congressional budget proc-
ess should accurately relate the off-budget outlays to the budget.
Following this procedural recommendation, the budget resolutions

5House of Representatives, Committee on the Budget, Off-Budget Activities of the Federal Government, Report
No. 94-1740 (1976); First Concurrent Resolution on the Budget—Fiscal Year 1978, Report No. 95-189 (1977), pp.
11-12 and 135; and First Concurrent Resolution on the Budget—Fiscal Year 1979, Report No. 95-1055 (1978), p.
23.
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6-8 THE BUDGET FOR FISCAL YEAR 1984

for 1981 and 1982 recommended separate aggregate limits on obli-
gations for new direct loans made by the off-budget entities and by
the budget agencies. The 1981, 1982, and 1983 resolutions all rec-
ommended aggregate limits on direct loan obligations and loan
guarantee commitments whether made on-budget or off-budget.

The off-budget Federal entities, except for the strategic petro-
leum reserve account and the Postal Service, incur their outlays in
order to carry out direct loan programs. These programs have the
same general characteristics as the direct loan programs in the
budget. The outlays of the off-budget loan programs are approxi-
mately equal to the difference between the new loans disbursed
and the repayments of principal. The difference is due to such
factors as administrative expenses and interest paid and received.

Like direct loans in the budget, the loans of the off-budget enti-
ties are designed to allocate economic resources toward particular
purposes. Part 5 of the Budget, "Meeting National Needs: the Fed-
eral Program by Function," shows the outlays of the off-budget
Federal entities by function and discusses some of their more sig-
nificant activities.

OUTLAYS OF OFF-BUDGET FEDERAL ENTITIES

(In billions of dollars)

Off-budget Federal entity

Federal Financing Bank
Rural Electrification and Telephone revolving fund
Rural Telephone Bank
Strategic Petroleum Reserve account
Postal Service fund
U S Railway Association
Synthetic Fuels Corporation

Total

1982
actual

14.1
*

.1
3.7

- . 6

17.3

1983
estimate

14.3

.1
1.8

.9
- . 1

17.0

1984
estimate

10.2

.1
1.9
1.9

*

14.0

1985
estimate

9.1

.1
1.4

- . 2

10.5

1986
estimate

8.0

.1
1.4

- . 1

9.4

*$50 million or less.

As the table above shows, the Federal Financing Bank (FFB)
accounts for most of the off-budget outlays and also for most of the
decline estimated in off-budget outlays from 1982 to 1986. Among
the other off-budget Federal entities, only the strategic petroleum
reserve account and, in some years, the Postal Service fund have
comparatively large outlays. The outlays of the Postal Service fund
and the Synthetic Fuels Corporation are calculated with offsets for
the payments they receive from accounts in the budget. These
offsets are estimated to be $0.4 billion and $0.1 billion, respectively,
in 1984. The payment to the Postal Service fund is for revenue
forgone from carrying certain mail at free or reduced rates; the
payment to the Synthetic Fuels Corporation is to provide its entire
funding.
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PERSPECTIVES ON THE BUDGET 6-9

The outlays of the Federal Financing Bank do not come from
programs that the FFB operates itself. Rather, the FFB finances
other programs within the Government by purchasing their debt
securities, making direct loans on their behalf, or purchasing their
loan assets. FFB obtains the funds for these transactions by bor-
rowing an equal amount from Treasury. The operation of the as-
sisted programs remains with the agencies that FFB finances.

FFB outlays are generated by its direct loans and its purchases
of loan assets. Both types of transaction involve loan guarantees by
another agency. FFB makes direct loans to the public upon the
request of an agency, with the repayment of the loan to the FFB
being guaranteed by that agency. These direct loans are outlays
outside the budget.

FFB purchases loan assets from various agencies, also upon
agency request. Loan assets are loans that an agency has made to
the public and for which repayments are still owed. The agency
guarantees the loan assets sold to the FFB in order to ensure that
the FFB will be paid in the event of default. Loan asset sales are
offsets to the outlays of the agency that sells them. Therefore, if
the selling agency is in the budget, the budget outlays caused by its
direct loans are offset by the amount of its sales of loan assets.
When the FFB buys loan assets, it in effect converts direct loans
that have already been made by another agency into off-budget
direct loans of the FFB.

According to law, the category of loan assets also includes certifi-
cates of beneficial ownership issued by the Farmers Home Admin-
istration and the Rural Electrification and Telephone revolving
fund. These certificates are securities backed by loans that the
agency continues to hold and service, and they comprise almost all
of the loan assets bought by FFB. The President's Commission on
Budget Concepts recommended that the sale of such securities (also
known as participation certificates) be treated as borrowing, since
as a means of financing outlays there is no difference between an
agency selling securities labeled "certificates of beneficial owner-
ship," the same agency selling securities labeled "debt," and the
Treasury selling securities labeled "debt."6 Under proposed legisla-
tion of this Administration, the certificates sold by the Rural Hous-
ing Insurance Fund—which is part of the Farmers Home Adminis-
tration—will be treated as agency debt beginning in 1984. Upon
enactment of this legislation, outlays for previous years will be
revised retroactively to be consistent with this treatment and to
accord with budget concepts.

FFB purchases of agency debt securities do not increase FFB
outlays. An agency incurs outlays when it spends the proceeds of

6 See Report of the President's Commission on Budget Concepts (Washington: U.S. Government Printing Office,
1967), pp. 8, 47-48, and 54-55.
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6-10 THE BUDGET FOR FISCAL YEAR 1984

borrowing from the FFB, so FFB outlays must exclude this borrow-
ing transaction in order to prevent double counting. The remainder
of FFB outlays consists of the interest that it pays on its borrow-
ings from Treasury, its administrative expenses, and its payment of
surplus income to the general fund, the sum of which is offset by
the interest that it receives on its holdings of loans and debt.
However, under current policy the net interest received (less ad-
ministrative expenses) is paid in the same year to the general fund.
Therefore, this remainder is approximately zero, and FFB outlays
approximately equal direct loans to the public plus purchases of
loan assets from other agencies, less repayments.

In order to present the effects of the FFB's transactions for
different programs, the budget documents attribute the FFB out-
lays that are made on behalf of an agency to that agency itself.
The following table summarizes this attribution, showing the direct
loans to the public or purchases of loan assets, less repayments, for
selected agencies or programs. The attribution of FFB outlays by
function is shown as an addendum to the tables throughout Part 5,
and a complete listing is given in Part 8 in the section that dis-
plays the off-budget entities.

ATTRIBUTION OF FEDERAL FINANCING BANK OUTLAYS

(In millions of dollars)

Description

Outlays from loans, by agency or program:
Farmers Home Administration: certificates

of beneficial ownership
Rural Electrification and Telephone revolv-

ing fund:
Certificates of beneficial ownership
Direct loans to public

Foreign military sales credit
Education activities: Student Loan Market-

ing Association. .
Energy activities-. Alternative fuels produc-

tion
Housing and Urban Development:

Section 108 loan guarantees
Low-rent public housing

Transportation: Railroad programs
National Aeronautics and Space Adminis-

tration
Small Business Administration
Tennessee Valley Authority: Seven States

Energy Corporation
Other

Subtotal, outlays from loans
Interest, administrative expenses, and pay-

ment of surplus income

Total, FFB outlays

1982
actual

4,915

528
3,939
2,288

700

340

43
696

78

120
142

336
30

14,155

12

14,142

1983
estimate

4,171

565
5,345
2,848

119
591

22

175
248

193
- 3 9

14,239

12

14,251

1984
estimate

560

465
4,591
4,187

134
- 3 7

13

- 1 4 0
280

181
- 1 6

10,192

10,192

1985
estimate

252

480
4,707
3,495

- 1 8
- 2 7

13

- 9 0
270

116
- 2 3

9,145

9,145

1986
estimate

32

488
3,958
3,436

- 1 0 5
- 2 9
- 1 3

91
260

86
- 3 2

7,990

7,990
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PERSPECTIVES ON THE BUDGET 6-11

As shown in this table, FFB finances a wide variety of programs.
Since its inception, over half of its outlays have been for the
purchase of certificates of beneficial ownership from the Farmers
Home Administration. This proportion was lower in 1982 and is
estimated to decline much further in the next few years, as FFB's
purchase of new certificates decreases and the repayment of old
certificates rises. Direct loans to the public guaranteed by the
Rural Electrification and Telephone revolving fund and the foreign
military sales credit program now account for the greater part of
FFB's outlays and are estimated to account for most of FFB's
outlays beginning in 1984. Total FFB outlays are estimated to
decrease substantially from 1982 to 1986 due to restraint on the
credit programs that FFB finances, less use of the FFB by some of
these programs, a rise in the repayment of past loans, and the
proposal that the securities of the Rural Housing Insurance Fund
be treated as agency debt.

Since the Farmers Home Administration is on-budget, FFB's pur-
chase of its certificates of beneficial ownership reduces total budget
outlays as well as Farmers Home outlays. The total outlays of the
Federal Government are not affected, since the decrease in budget
outlays equals the increase in off-budget outlays. FFB's purchase of
certificates of beneficial ownership from the off-budget Rural Elec-
trification and Telephone revolving fund reduces the outlays of this
fund to a very small amount, as shown in the preceding table on
the outlays of off-budget entities. The purchases by FFB reduce this
fund's off-budget outlays and augment the off-budget outlays of the
FFB by an equal amount.

The table on the next page compares the outlays of the off-
budget Federal entities with budget outlays.7 The outlays of the
entities that are now off-budget were negligible in 1973 but grew
rapidly afterwards, especially due to the Federal Financing Bank.
The outlays of the off-budget Federal entities decreased from 3.2%
of budget outlays in 1981 to 2.4% in 1982 and are estimated to
decrease further to 1.7% in 1984 and 1.0% in 1986.

Government-sponsored enterprises.—Several Government-spon-
sored enterprises have been established and chartered by the Fed-
eral Government to perform specialized credit functions. The earli-
er enterprises were all created with partial or full Government
ownership and with direct Government control. In time, however,
they were converted to private ownership and some new enter-
prises were created as privately owned institutions.

7 The historical data for budget outlays include Federal entities that are now off-budget for any period when
they were in the budget, and include Government-sponsored enterprises for periods when they had any
Government ownership. The outlays of former off-budget entities are included in the budget totals for all years
to the extent practicable.

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

1984



6-12 THE BUDGET FOR FISCAL YEAR 1984

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

(In billions of dollars)

Fiscal year

1965
1966
1967
1968
1969

1970
1971
1972
1973
1974

1975
1976
TQ
1977
1978
1979 . .

1980
1981...
1982
1983 estimate
1984 estimate

1985 estimate
1986 estimate

Outlays

Federal Governmentx

Budget

118.4
134.7
157.6
178.1
183.6

195.7
210.2
230.7
245.6
267.9

324.2
364.5

94.2
400.5
448.4
491.0

576.7
657.2
728.4
805.2
848.5

918.5
989.6

Off-budget
Federal entities

0.1
1.4

8.1
7.3
1.8
8.7

10.4
12.5

14.2
21.0
17.3
17.0
14.0

10.5
9.4

Total

118.4
134.7
157.6
178.1
183.6

195.7
210.2
230.7
245.7
269.4

332.3
371.8

96.0
490.2
458.7
503.5

590.9
678.2
745.7
822.2
862.5

929.0
999.0

Government-
sponsored

enterprises2

1.2
1.9

- 2 . 9
1.7
4.3

9.6
*

4.4
11.4
14.5

7.0
4.6
2.3
9.7

24.5
25.9

25.3
33.4
42.4
55.4
55.5

(3)

*$50 million or less.
•The 1972-80 data have been revised to include the Export-Import Bank, the Housing for the Elderly or Handicapped fund, and the Pension

Benefit Guaranty Corporation in the budget instead of with the off-budget Federal entities. The administrative expenses and interest collections of
the Exchange Stabilization Fund are included in the budget beginning in 1976, and the actual profits and losses realized from foreign exchange
transactions are included beginning in 1979. Earlier data for the ESF are not available on a comparable basis.

2 To prevent double counting, outlays of Government-sponsored enterprises exclude loans to other Government-sponsored enterprises and loans to
or from Federal agencies and off-budget Federal entities.

3 Not available.

The rule governing the budget treatment of these enterprises
was established in 1967 in accordance with a recommendation by
the President's Commission on Budget Concepts. The Commission
basically recommended that the budget exclude those Government-
sponsored enterprises that are entirely privately owned. However,
the Commission recommended that financial statements of their
operations be included in the budget documents, because the enter-
prises carry out federally designed programs and receive benefits
from their close association with the Government8' 9. These bene-
fits differ from one enterprise to another and from one type of debt

8 Report of the President's Commission on Budget Concepts, pp. 29-30.
9 Financial statements for the Government-sponsored enterprises are published in the Appendix, Part VI,

"Government-Sponsored Enterprises." Their borrowing and lending are discussed in Special Analysis E, "Bor-
rowing and Debt," and Special Analysis F, "Federal Credit Programs."
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PERSPECTIVES ON THE BUDGET 6-13

security to another, but they generally include such advantages as
that: the debt securities can be held by federally regulated finan-
cial institutions in a number of cases where other private securities
or State and local securities are not eligible; the enterprises are
exempt from Federal income taxation; the interest on their debt
securities is exempt from State and local income taxation; and the
enterprises are perceived to have a special relationship with the
Federal Government. Because of these benefits, the Government-
sponsored enterprises can borrow at interest rates only slightly
higher than the interest rates paid by Treasury on Federal debt.

The Federal Land Banks and Federal Home Loan Banks had
both become entirely privately owned a number of years before the
unified budget was adopted and therefore have always been ex-
cluded. The Federal National Mortgage Association, the Banks for
Cooperatives, and the Federal Intermediate Credit Banks became
wholly privately owned by repaying their Federal equity capital
late in calendar year 1968 and were accordingly removed from the
budget for all later periods. The Federal Home Loan Mortgage
Corporation and the Student Loan Marketing Association were
later established with full private ownership. The Federal Home
Loan Mortgage Corporation is not privately operated, however,
because its board of directors consists entirely of members of the
Federal Home Loan Bank Board, who are Federal Government
officials appointed by the President.

The Government-sponsored enterprises were all created to carry
out loan programs, either lending their funds directly for specifical-
ly authorized purposes, or buying loans originated by the private
groups that they were established to assist. The loans of these
enterprises primarily support housing, but also support agriculture
and higher education. As shown in the previous table, their outlays
have grown considerably—from relatively small amounts in the
latter 1960's to over $20 billion in 1978, over $30 billion in 1981,
and $42.4 billion in 1982.

The operations of the Government-sponsored enterprises are not
subject to the normal Federal budget review process, and the eco-
nomic assumptions on which their estimates are based are not
necessarily the same as the Administration's economic assumptions
shown in Part 2. These enterprises estimate that they will increase
their spending to $55.5 billion in 1984, which equals 6.4% of total
Federal outlays in that year. The following table shows the total
amounts of Government-sponsored loans outstanding and net loans
(i.e., the change in loans outstanding) during 1982-84, in billions of
dollars:10

10 In order to prevent double counting in adding Government-sponsored loans to Federal direct loans and
guaranteed loans, this table excludes loans from one Government-sponsored enterprise to another, loans from
the Federal Government, and guaranteed loans acquired.

380-000 0 - 83 - 19 : QL 3
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6-14 THE BUDGET FOR FISCAL YEAR 1984

Loans outstanding, end of year
Net loans

actual

225.6
43.4

1983 estimate

281.1
55.5

1984 estimate

337.3
56.2

Loan guarantees.—Government-guaranteed loans are loans for
which the Government guarantees the payment of the principal
and the interest in whole or in part. Loan guarantees are contin-
gent liabilities of the Federal Government. They generally do not
result in budget outlays except in case of default.

Loan guarantees are designed to allocate economic resources to
particular uses by providing credit at more favorable terms than
would otherwise be available in the private market. If loan guaran-
tee recipients would not have been sufficiently creditworthy to
borrow without Federal assistance, the guarantee reallocates credit
toward federally selected uses, increasing the total volume of credit
channeled into these uses. This leaves a smaller supply of credit to
be allocated to those potential borrowers who do not receive assist-
ance, and increases the interest rate to these borrowers. However,
the guarantee does not always change the allocation of credit.
Some beneficiaries of loan guarantee programs would have been
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====• Held by Federal Financing Bank

Government-Sponsored
Enterprises

le Public

able to secure the funds privately, without Government support.
For example, guaranteed mortgage credit might be used to finance,
at a lower cost, a house that would have been purchased anyway,
although there is a marginal interest rate at which the house
would not be bought and, therefore, the loan would not be made. In
such a case, the guarantee does not alter the allocation of credit
resources, but does provide a subsidy which benefits the borrower
to a greater or lesser degree depending on market conditions.

Most of the guarantee programs operated by the Federal Govern-
ment began in efforts to revive the economy during the depression
of the 1930^. The Reconstruction Finance Corporation, created in
1932, was the forerunner of the Export-Import Bank, the Small
Business Administration, and other credit programs. The Nation's
single largest credit program, the Federal Housing Administra-
tion's (FHA) home mortgage insurance program, was created in
1934 to stimulate housing construction.

During the 1950s and 1960s housing credit dominated Federal
credit activities. The home mortgage programs of the FHA and
Veterans Administration, which comprised most of these agencies'
guarantees, accounted for 81% of the total volume of new commit-
ments for guaranteed loans in 1956. As the chart on the previous
page shows, the range of activities financed with Federal guaran-
tees has widened since that time. Guarantees are now offered for
business, agriculture, energy, and education, though housing con-
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6-16 THE BUDGET FOR FISCAL YEAR 1984

tinues to dominate. For the 1984 budget, home mortgage programs
account for about 60% of all new guarantees. Assistance for public
housing accounts for about 15%, and aid to business accounts for
about 13%. The remaining 12% is primarily for the guaranteed
student loan program and guarantees for agriculture.

Guaranteed loans may be made to many types of borrowers:
individuals, businesses, State and local governments, and foreign
governments. The guarantees may be full or partial, and in some
programs, such as the guaranteed student loan program, they are
supplemented by explicit subsidies or other forms of assistance.
Most guaranteed loans are made by banks or other private institu-
tional lenders, and may take the form of mortgages or bank loans.
Others are sold in securities markets. An increasing portion of
guaranteed loans is disbursed by the Federal Financing Bank
(FFB), which is described above on pages 6-8 to 6-11. Since the
FFB is an off-budget Federal entity, these disbursements are off-
budget direct loans. An additional amount of guaranteed loans
originally made by private institutions is purchased and held by
privately owned, Government-sponsored enterprises, as the accom-
panying chart shows.

Because loan guarantees are not included in the outlay totals or,
usually, in the budget authority totals, they were formerly ex-
cluded as well from normal budget discipline. In 1980 the credit
budget was instituted to subject guaranteed and direct loans to
greater scrutiny throughout the budget process. The credit budget
covers all direct and guaranteed loans by Federal agencies, wheth-
er on- or off-budget. Control is effected through appropriation bill
limitations, which cover about two-thirds of all new loan guarantee
commitments to be extended in 1984. (See Part 5 for a discussion of
credit programs by function, Part 7 for a more complete description
of the credit budget and credit control system, and Special Analysis
F, "Federal Credit Programs/' for a detailed discussion of Federal
credit activities.)

Taxation and tax expenditures.—Taxation provides the Govern-
ment with receipts, which withdraw purchasing power from the
private sector in order to finance direct Government expenditure.
The structure of the tax system that raises these receipts has
important effects on the allocation of resources among private uses
and the distribution of income among individuals. These effects are
caused by the choice of taxes and by the structural characteristics
of each different tax—for example, by the rate schedules, exemp-
tions, deductions, and exclusions of the individual income tax. The
effects of taxation on resource allocation and income distribution
are analogous to the effects of outlays.

Some features of the tax structure have been defined as "tax
expenditures" and receive special attention in the budget. Tax
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expenditures are defined as amounts attributable to provisions of
the Federal income tax laws that allow a special exclusion, exemp-
tion, or deduction from gross income or that provide a special
credit, a preferential rate of tax, or a deferral of tax liability. For a
tax provision to cause a tax expenditure under this definition, two
conditions are necessary: the provision must be "special" in that it
applies to a narrow class of transactions or transactors; and there
must be a "general" provision to which the special provision is an
exception. The Congressional Budget Act requires that estimates of
tax expenditures be published in the budget.

Tax expenditures are so designated because they are one means
by which the Federal Government pursues public policy objectives,
and because in many cases they can be regarded as an alternative
means of achieving the same objectives as direct expenditures.
They can also be regarded as an alternative means of achieving the
same objectives as other instruments of Government policy, such as
loan guarantees, regulations, and provisions of the tax law other
than those that give rise to tax expenditures. There are numerous
examples of the similarity in objective between tax expenditures
and direct outlays. For instance, direct expenditures and tax ex-
penditures both reduce the cost of ship acquisition by shipping
companies; and direct loans and the use of tax-exempt bonds both
lower the cost of borrowing for eligible persons. Similarly, State
and local governments benefit both from direct grants and from
the ability to borrow funds at tax-exempt rates; and individuals
benefit both from social security payments and from the tax ex-
emption of these payments.

Tax expenditures ordinarily result from permanent legislation
and therefore are not submitted to the Congress each year and do
not routinely receive a formal and systematic annual review. In
this sense they share a legislative status with entitlement pro-
grams, such as social security, which do not require annual appro-
priations. However, tax expenditures, other provisions of the
income tax, and other tax laws are generally reviewed whenever
fiscal policy decisions are considered regarding the overall level of
tax receipts. During the last two years the Administration and the
Congress reviewed entitlement programs, tax expenditures, and
other provisions of tax law. Part of this work led to the Tax Equity
and Fiscal Responsibility Act of 1982, which changed a number of
tax expenditures and other tax law provisions. This act, further-
more, was passed in accordance with a reconciliation directive in
the congressional budget resolution that called on various commit-
tees of the Congress to increase receipts or decrease outlays by
specified amounts in order to achieve overall budget targets.

The classification of certain provisions of law as resulting in tax
expenditures requires some reference tax structure against which
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the actual tax law can be compared. Deviations of the law from
this standard are deemed to cause tax expenditures. The reference
tax structure that is used for this purpose consists of the general
provisions of the Internal Revenue Code that deal with basic struc-
tural features of the income tax. For the individual income tax,
this standard includes those provisions that exist under current
law for graduated rate schedules, personal exemptions, zero-brack-
et amounts (standard deductions), and basic accounting rules. By
definition, therefore, these characteristics of the tax structure do
not cause tax expenditures.

The explicit use of the general provisions of the Internal Reve-
nue Code as the reference tax structure makes it clear that listing
an item as a tax expenditure does not imply that it is either a
desirable or an undesirable provision. If the general provisions of
the Code were different, the estimated amounts for particular pro-
visions would be different and the list of tax expenditures might be
different. Similarly, if the reference tax structure was different
from the general provisions of the Internal Revenue Code, the list
of tax expenditures and the estimated amounts would also be dif-
ferent from what they are now. A reference tax structure could be
defined differently with respect to particular provisions of the law.
For example, it might exclude the zero-bracket amount (standard
deduction) and thus classify this provision as causing a tax expend-
iture. Alternatively, a different reference tax structure might be
based upon a normative judgment about an "ideal" income tax
base. Such a standard might, for example, adjust incomes for infla-
tion, or it might integrate the individual and corporation income
taxes rather than regarding the separate tax treatment of individ-
uals and corporations as part of the reference tax structure. This
would alter the estimates of tax expenditures.

Regardless of how the reference tax structure is defined, the
provisions of tax law that do not result in tax expenditures deserve
as much scrutiny as the provisions of tax law that do. This is
because the other provisions also have major effects on the alloca-
tion of resources and the distribution of income, and because they
may be alternative means of achieving the same objectives or
analogous objectives as tax expenditures achieve. For example,
investment in equipment may be stimulated by either an increase
in the investment tax credit or a decrease in the corporation
income tax rate; the former is a change in a tax expenditure, but
the latter is not. Similarly, income support may be provided by
either the exclusion of social security benefits from taxable income
or by the zero-bracket amount (standard deduction); the former
causes a tax expenditure, but the latter does not.

Tax expenditures are presented at two places in the budget. Part
5, "Meeting National Needs: the Federal Program by Function/'
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discusses the major tax expenditures in each functional category,
together with outlays and guaranteed loans, in order to describe
more fully the Government's policy for meeting each national need.
Special Analysis G, "Tax Expenditures," analyzes the concept and
measurement of tax expenditures and presents a complete list of
tax expenditure estimates for 1982-84.

Tax expenditures were originally estimated as revenue losses.
They were defined as the difference between tax receipts and what
tax receipts would be if the tax law were different. If removing a
tax provision would increase taxable income, for example, the tax
expenditure was estimated as the increase in taxable income multi-
plied by the tax rate that would be paid on the additional income.

The present concept of tax expenditures has been modified in
order to make tax expenditures more comparable with direct out-
lays and therefore more useful in analyzing Federal programs. Tax
expenditures are estimated as outlay equivalents, i.e., as the
amount of outlays that would be required to provide an equal after-
tax income to the taxpayer (and thereby an equal incentive) as the
special tax provision provides. In many cases the required outlays
are greater than the revenue loss, because taxpayers would have to
pay taxes on the higher income derived from the outlays. For
example, one tax expenditure provision is the exclusion from tax-
able income of the value of housing and meals supplied to military
personnel. If the Government were to repeal this tax exclusion and
instead pay higher salaries, the increase in salaries would be taxed.
Consequently, if the Government were to use taxable direct ex-
penditures rather than tax expenditures and were to provide the
same total after-tax compensation, the increase in direct outlays
for higher salaries would have to be greater than the revenue loss
under the special tax provision. The Federal deficit would be the
same in either case, however, because higher outlays would be
required only to the extent that tax receipts were higher.

Therefore, in order to make the tax expenditure equivalent to a
direct outlay in such cases, the revenue loss is adjusted so that the
taxpayer's after-tax income is the same regardless of whether the
Government uses a direct outlay or a tax expenditure to achieve its
objectives. For some tax expenditures, though, the revenue loss is
equivalent to a direct outlay without any adjustment. Special Anal-
ysis G presents estimates according to both concepts, but for pro-
gram analysis in this budget only the outlay equivalent estimates
are used.

The size of a particular tax expenditure depends not only on the
tax provision in question but also on the interaction of this provi-
sion with the rest of the tax structure. The reductions in the
income tax rate schedule enacted in 1981, for example, automati-
cally decreased many tax expenditures below what they otherwise
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would have been. A tax rate reduction decreases the amount of
receipts that would be gained by repealing deductions, exemptions,
and exclusions, because lower tax rates are applied to the increase
in taxable income.

The interaction among tax provisions means that special calcula-
tions are generally needed to add tax expenditures together. For
example, if more than one exclusion from individual income were*
ended, the gain in receipts would generally be greater than the
sum of the separate tax expenditures, because some taxpayers
would move into higher tax rate brackets. If more than one person-
al deduction were ended, the gain in receipts would generally be
smaller than the sum of the separate tax expenditures, because
some taxpayers would switch to using the zero-bracket amount
(standard deduction). Consequently, adding together separate tax
expenditures would usually be misleading, and they are not aggre-
gated in this budget except for specially computed totals by func-
tional category.

As discussed in Part 4 of this volume, "Budget Receipts," the
principal tax change enacted last year was the Tax Equity and
Fiscal Responsibility Act of 1982. This act raised receipts through a
large number of separate provisions, several of which repealed or
reduced tax expenditures. For example, safe-harbor leasing is to be
phased-out by December 31, 1983, thereby restricting the conditions
under which firms that have no tax liability can use leasing trans-
actions to transfer unused investment tax credits and depreciation
deductions to profitable firms; and the personal deductions for
medical expenses and casualty losses were reduced. Many other
provisions that raised receipts, such as the withholding of taxes on
interest and dividends and a higher excise tax on cigarettes, had no
effects on tax expenditures.

As part of the bipartisan plan to restore social security reserves
to safer levels, the Administration supports several changes in the
payroll tax and the individual income tax. Two of the income tax
changes would affect tax expenditures. Half of the social security
benefits received by people whose income is above specified levels
would be subject to tax, which would reduce the present tax ex-
penditure from not including any social security benefits in adjust-
ed gross income; and employees would receive a refundable tax
credit in 1984 that would offset the additional social security tax
they would pay in that year due to an acceleration of the scheduled
increase in the payroll tax rate.

The Administration also proposes to reduce the tax expenditure
from not taxing the health insurance premiums that employers
pay as part of the total compensation of their employees. Premi-
ums above a specified level would be subject to individual income
tax. Several new tax expenditures are proposed for diverse pur-
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poses: a group of incentives for the redevelopment of depressed
areas designated as "enterprise zones"; a jobs tax credit for employ-
ers who hire the long-term unemployed; a tuition tax credit for
students of qualified elementary and secondary schools; and educa-
tion savings accounts for college and university expenses.

FEDERAL BUDGETING FOR CAPITAL EXPENDITURES

A preceding section discusses a group of Federal outlays—largely
loan programs—that are excluded from the Federal budget under
terms of law. In recent years a number of proposals have been
made to expand greatly the range of activities that are excluded
from the budget. Several different reasons have been articulated to
justify the exclusion of some types of spending (or taxes and spend-
ing) from the budget. The principal arguments are that:

• The program is separate and autonomous from the general
fund and, therefore, should not be included in the budget.
(This argument is frequently raised when proposals are made
to exclude trust or other earmarked funds from the budget.)

• The program is of a nature that should not be reflected as
current budget outlays. (This argument is used by proponents
of excluding Federal capital investments and Federal loans or
other business-type spending.)

• The program is too important to be limited by the budget
ceilings and, therefore, should be excluded from the budget.
(This rationale was used for the exclusion of the petroleum
purchases for the strategic petroleum reserve.)

• The program operates under independent management and
should be left out of the budget in order to preserve its
independence. (This is the argument for excluding the Postal
Service.)

It should be recognized that budget concepts are not sacrosanct.
From time to time changes have been made in them in order to
cope with new conditions and perceptions, and in the future other
changes will need to be made.

The most recent comprehensive review of budget usages occurred
in 1967 and was conducted by a temporary study commission enti-
tled the President's Commission on Budget Concepts. The recom-
mendations of that commission were largely incorporated in the
1969 budget and still constitute the dominant guidance for estab-
lishing and maintaining consistent budget usages.

Because of the increasing range of proposals for major new exclu-
sions from the coverage of the budget, this section describes the
nature and purposes of the budget and analyzes one of the most
important of the current proposals for further exclusions—Federal
capital investments—in light of how this proposal would affect the
Federal budget.
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Basic role of the budget—The Federal budget serves many pur-
poses. It is a tool for Presidential review and policy formation, for
congressional action, for agency financial operations, for public
understanding, and for a public accounting for the use of public
monies. It is the primary mechanism for the President and the
Congress to exercise control over Federal finances. To serve these
purposes adequately several conditions must be met:

• The Federal budget must be comprehensive: all Federal taxes
and spending must be included.

• Federal budgetary transactions must be arrayed into catego-
ries that reflect the sources or types of receipts and the pur-
poses for which outlays have been or are proposed to be spent.

• The budget must link legal responsibility for the use of funds
with program operations so that the funds are used for the
purposes and under the conditions specified by law.

• Budget transactions must be linked to accounting systems
that permit auditing.

• It is important for both economic analysis and for budget
control that periodic and reliable data on actual budgetary
transactions be available. Hence, budgetary transactions must
be susceptible to reliable monthly reporting, so that it is
possible to determine the composition and magnitude of Fed-
eral receipts and spending as the year progresses.

• Budget presentation must be logical and clear so that pro-
grams, proposals, and results can be understood and analyzed
by the general public as well as by budget technicians.

• Budget transactions must link the net budget results (the
surplus or deficit) to changes in the Federal debt.

• Budget practices must be consistent with the concepts and
principles that govern them. The concepts and principles, in
turn, must be sound operationally as well as in theory.

One of the most critical elements in the design of the Federal
budget is comprehensiveness. A fundamental rule under current
Federal budget concepts is that if a tax or spending activity is
carried out by the Federal Government it belongs in the budget;
the only existing exceptions are under terms of law and are incon-
sistent with budget concepts. As the 1967 Report of the President's
Commission on Budget Concepts states:

"Flowing from the definition of a budget as a basic part of a
comprehensive financial plan, the budget should include all
programs of the Federal Government and its agencies/' n

By having a budget that is comprehensive of all Federal taxes
and spending, it is possible for the President, the Congress, and the
public to assess the relative importance of different programs and

11 Report of the President's Commission on Budget Concepts (Washington, D.C.: U.S. Government Printing
Office, 1967), p. 7.
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thereby make policy judgments about the proper size and composi-
tion of Federal taxation and spending. Programs that are omitted
from the budget almost inevitably receive less scrutiny in the
process of setting priorities, even though they are financed from
Federal taxes or borrowing. Even when a program is relatively
autonomous and not normally constrained by the annual budget
process—such as unemployment taxes and benefits—it is important
that the program be included in the budget so that overall Federal
budget policy can take all Federal taxes and spending into account,
and so that legislation affecting such programs can be judged in
the light of its effect on the overall budget and the economy as well
as its program implications.

Capital budgeting issues.—In recent years proposals have been
made that the Federal Government adopt a capital budget. In
evaluating this proposal, it is important to distinguish between
capital budgeting and capital planning. Under a capital budget the
basic system of accounting for capital investments would be
changed. Outlays for new capital would be recorded in the capital
budget while all other spending would be reflected in an operating
budget.

Capital planning, on the other hand, involves systematic analysis
of the optimum use of capital resources in combination with other
resources to meet perceived needs in the most cost-effective
manner. This is a standard practice within the Federal Govern-
ment under the present budget system. For example, the Veterans
Administration projects medical caseload needs and assesses the
adequacy of present and possible future physical facilities and
other resources to meet them. The Department of Defense has a
systematic procedure for analyzing weapons systems needs and
costs. Because resources are finite, the Department must make
tradeoffs between research and development, systems acquisition,
and operating expenses in deciding how best to meet these needs.
Even for areas where the Federal Government finances major in-
vestments but generally does not own the resulting facilities—such
as highways and pollution control facilities—the Federal Govern-
ment normally has planning processes designed to match the avail-
able resources and needs. Hence, the Government's capital plan-
ning processes are integrated into agency budget planning process-
es, where they can be evaluated in the context of program goals,
and alternative means of achieving those goals.

The argument for creation of a Federal capital budget and exclu-
sion of capital spending from the budget is commonly defended by
application of business accounting practices to the Federal Govern-
ment, and by analogies to State and local financial practices. In
business accounting, capital investment is clearly separated from
operating costs, but operating costs include a charge for the use (or
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depreciation) of capital. It is argued that failure to apply similar
accounting conventions to the Federal budget creates perverse in-
centives that discriminate against capital investments. To examine
this argument it is necessary to study both the applicability of
business accounting conventions to the Federal budget and wheth-
er the current budget conventions do, in fact, discriminate against
Federal capital investments.

Applicability of business capital accounting conventions to the
budget.—Accounting conventions must be related to the needs and
nature of the organization served. It cannot automatically be pre-
sumed that accounting practices used in the private sector should
also be used by the Federal Government, because the nature, pur-
poses, legal constraints, and power of the Federal Government
differ substantially from those of private business enterprises. In
the private sector, accounting is focused on identifying profitabil-
ity, net worth, unit cost, and tax liabilities—factors that are criti-
cal for business success. Of these factors, only unit cost measures
are generally relevant to the Federal Government, and they are
provided by accounting systems, not the budget system.

• Profitability: The Federal Government is inherently not run
for profit. Indeed, any activity that is profitable raises the
question of whether it should be divested so as to become part
of the private sector. While some essentially self-supporting
activities (such as the Postal Service) are permanently Feder-
al operations, most Federal operations involve tax and spend-
ing programs, not operations designed to generate profits.

• The true net worth of the Federal Government is based on
the strength of the American economy, not on what the Gov-
ernment owns as physical or financial assets. Most Federal
physical assets—defense installations, public facilities, public
parks, national forests, etc.—are held as public trusts, not as
a source of profit. The primary financial asset of the Govern-
ment is an asset not available to any private business: the
ability to tax. Similarly, the primary responsibilities of the
Government—to defend the nation and to promote the gener-
al welfare—have no counterpart in the private sector.

• Unit cost data in manufacturing and other businesses are
critical factors in setting prices. In the Federal Government
they are used mostly in controlling the cost of operations, and
only occasionally in price setting. This follows from the fact
that the central core of Federal operations is the provision of
tax financed services (such as national defense) and of income
transfers (such as social security).

Additionally, in private business practice capital budgeting is
used to determine financing, whereas financing of the budget is
determined by basic fiscal policy considerations that are unrelated
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to Federal capital investment. Hence, it is clear that the true test
of the appropriateness of business accounting principles to the
Government lies in examining how their adoption would affect the
Federal budget.

Effect of capital budgeting based on normal business accounting
on the Federal budget.—If the Federal Government were to adopt a
capital budget, a series of changes would occur:

• It would be necessary to create two budgets, dividing Federal
capital expenditures and operating costs into two separate
budgets.

• The dividing line between which spending components are
deemed operating costs and which components are capital
expenditures is vague and subject to manipulation, thereby
weakening effective control over the budget.

• It would be necessary to compute depreciation charges for
Federal capital facilities and equipment and to develop a
method of charging the operating budget for them.

• There would be a major difference between Federal borrowing
(and changes in Federal debt) and the budget deficit. Capital
investments would be financed by borrowing or taxes at the
time when the facilities and equipment were acquired and
paid for, regardless of when they were charged to the operat-
ing budget. Conversely, depreciation would be charged to the
operating budget even though it would have no effect on cash
payments or borrowing.

• Creation of this dual budget structure would further compli-
cate the Congressional appropriations and budget control
processes.

• The budget outlays and surplus or deficit totals would be
much less useful than now as a measure of current demands
made by the Government on the economy.

Capital budgeting would change the recorded levels of spending
in the regular budget by (a) excluding spending for new capital
facilities while (b) including estimates for depreciation. The exclu-
sion of new spending would make the regular budget far less useful
as a measure of the current level of Federal demands upon the
economy, while introduction of depreciation accounting (a neces-
sary corollary to a capital budget based on a business accounting
model) would greatly weaken the reliability of recorded outlay
totals, since depreciation estimates are necessarily arbitrary. The
problem of Federal depreciation accounting is clearly one of the
weakest links in the argument for a Federal capital budget. This
problem can be illustrated by analyzing the table below.

As the table shows, the dominant form of Federal investment in
physical assets is for national defense. In the case of defense spend-
ing:
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FEDERAL OUTLAYS FOR MAJOR NEW PHYSICAL CAPITAL INVESTMENT
(In billions of dollars)

Direct Federal acquisitions:
National defense
Nondefense

Grants to State and local governments for capital acquisi-
tion

Total

1942 -

19.9
1.4

0.2

21.5

1952

14.2
1.5

0.6

16.2

1962

17.8
2.3

3.2

23.4

1972

19.1
3.6

8.4

31.1

1982

48.8
8.5

20.2

77.4

• The economic burden occurs when the defense goods are built,
not when they are used.

• There are no known standards for depreciating defense spend-
ing; the very time when the greatest losses occur (wartime) is
the very time when depreciation estimates would be least
valid. While it would be possible in theory to develop depreci-
ation guidelines for defense, any such accounting system
would clearly break down in times of war.

• There is no evidence that within the defense budget physical
investment is being shortchanged in favor of operating costs.
While total defense spending clearly fluctuates significantly
over time, both defense investment and operating costs gener-
ally move in tandem.

Hence, it is clear that moving to a capital budget and depreci-
ation accounting for defense spending would be counterproductive.
It would make the budget significantly less reliable with no com-
pensating benefits.

As the preceding table shows, the second largest component of
Federal capital investment is for grants to State and local govern-
ments. It is frequently assumed by capital budgeting advocates that
Federal grants for State and local capital investment would be
included in a Federal capital budget, but there is no accounting
logic for excluding Federal outlays to finance such grants from
operating budget outlays. Business accounting has no exact coun-
terpart to the Federal-State-local relationships involved in grants.
If a business donates money to another entity—whether for operat-
ing or capital expenses of that entity—such donations are current
expenses of the business. There does not exist a set of accounting
standards that would justify the use of Federal depreciation ac-
counting for physical assets that the Federal Government paid for
but gave away.

The component that most nearly resembles private capital in-
vestment—nondefense direct capital investment—is the smallest of
the three components, and clearly is not sufficiently large to war-
rant major changes in the budgetary presentation and control proc-
esses.
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Capital budgeting and Federal priorities.—One of the principal
arguments currently being made in favor of Federal capital budget-
ing is that it would change the priorities of Federal spending—that
it would increase Federal capital spending relative to operating
expenditures. If this were so, it would not by itself justify a Federal
capital budget. No legitimate public purpose is served by adopting
accounting conventions designed to promote certain programmatic
goals rather than to afford the President and the Congress a means
of making the choices that reflect their goals and the costs of
achieving these goals.

However, it is not even clear whether adoption of a Federal
capital budget would expand the magnitude of public physical
spending. Generally, State and local governments operate using
capital budgets. Yet, most of the expressed concern about perceived
inadequate public capital investment is a concern about the ade-
quacy of State and local facilities. Furthermore, during recent
years State and local capital spending from their own funds—
despite capital budgets—has declined precipitously relative to
grants to finance State and local capital investment spending.

Applicability of capital budgeting based on State and local gov-
ernment accounting.—Most State and local governments have capi-
tal budgets, and it is frequently assumed that if this two-part
budgetary system is appropriate for them, it would also be appro-
priate for the Federal Government. However, both the powers and
responsibilities and the legal and constitutional constraints on the
Federal Government differ significantly from those of State and
local governments.

• Most State constitutions prohibit borrowing except under re-
stricted circumstances, generally related to capital purposes.
Similarly, State constitutions and/or laws generally constrain
local government borrowing. These constraints generally lead
State and local governments to separate their operating and
capital expenditures. No such constraints apply to the Federal
Government. Except for specific public enterprise capital for-
mation (such as for the Tennessee Valley Authority), there is
no relationship between Federal capital formation and Feder-
al borrowing.

• State and local government financing of capital projects
through bond funds is commonly justified on the basis of
equity. It is argued that it is only fair for the users to pay a
proportionate share of the facilities for each year they live in
a particular locality. Similar arguments are not applicable to
the country as a whole, which the Federal Government en-
compasses. This is particularly true for spending for defense
facilities and equipment.
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It should be noted that capital budgeting practices of State and
local governments (except some governmental business enterprises)
are different from the business accounting model discussed above.
As a normal rule the State or local operating budget is charged for
the amortization on bonds (i.e., the amount needed to pay off
principal and interest on the bonds) rather than depreciation on
the assets. While some bond repayment schedules may closely
match depreciation, it is common for such schedules to be more
rapid or slower than the rates of depreciation. Since Federal bor-
rowing is not related to capital spending but to the general Federal
deficit, there is no need or provision for Federal debt sinking funds
akin to those common to State and local government financing.

Improved Budgetary Data on Federal Physical Capital Invest-
ments.—Even though the analysis above leads to the conclusion
that a Federal capital budget would be undesirable, there is a need
for more information on Federal capital spending. For several dec-
ades the budget documents have included Special Analysis D ("In-
vestment, Operating, and Other Federal Outlays") as the primary
budget source for data on Federal physical capital investment.

However, the analysis has never contained a historical data base
to facilitate analysis of trends in Federal investment. To remedy
this deficiency, Special Analysis D has been significantly revised
this year to provide such a perspective, and a new set of historical
tables entitled "Federal Outlays for Major Physical Capital Invest-
ment" has been developed to supply a great deal of supplementary
historical data. These additional tables, which are available upon
request, show the size and composition of Federal physical capital
investment in current and constant prices and as a percent of gross
national product for a period of over three decades, thereby facili-
tating evaluation of the adequacy and priorities of Federal capital
spending.

BUDGET FUNDS AND THE FEDERAL DEBT

The budget consists of two major groups of funds: Federal funds
and trust funds.

The Federal funds are derived mainly from taxes and borrowing
and are used for the general purposes of the Government. Most of
these funds are not restricted by law to any specific Government
program. The trust funds, on the other hand, collect certain taxes
and other receipts for specified purposes, such as paying social
security and unemployment insurance benefits.

The budget includes the receipts and outlays of both the Federal
funds and the trust funds and, as shown in the next table, deducts
the various transactions that occur between them. The budget
totals for receipts and outlays therefore generally display the net
transactions of the Federal Government with the public. The
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BUDGET TOTALS BY FUND GROUP
(In billions of dollars)

Budget receipts:
Federal funds
Trust funds
Interfund transactions

Total, budget receipts
Budget outlays:

Federal funds
Trust funds
Interfund transactions

Total budget outlays
Budget surplus or deficit ( - ) :

Federal funds
Trust funds ....

Total, budget surplus or deficit (—)
Addendum-.

Deficit (-), off-budget Federal entitiesx

Total, surplus or deficit (—) including
off-budget Federal entities

1982 actual

409.3
268.4

- 5 9 . 9

617.8

526.1
262.2

- 5 9 . 9

728.4

-116 .9
6.3

- 110 .6

17.3

-127 .9

1983
estimate

376.9
314.8

94.2

597.5

603.0
296.4
94.2

805.2

- 2 2 6 . 1
18.4

- 2 0 7 . 7

17.0

- 2 2 4 . 8

1984
estimate

404.7
330.2

- 7 5 . 3

659.7

610.5
313.3

- 7 5 . 3

848.5

-205 .7
16.9

- 1 8 8 . 8

14.0

202.8

1985
estimate

436.7
369.2

- 8 1 . 6

724.3

666.2
333.9

81.6

918.5

229.5
35.3

- 1 9 4 . 2

10.5

- 204 .7

1986
estimate

525.9
404.7

- 8 8 . 7

841.9

719.3
359.0

- 8 8 . 7

989.6

-193 .4
45.7

-147 .7

- 9 . 4

- 1 5 7 . 1

1 No off-budget Federal entities collect governmental receipts, so receipts are not adjusted when on and off-budget totals are consolidated.
The off-budget outlays would be classified as Federal funds outlays if they were included in the budget.

budget does not, however, include the net transactions with the
public of the Federal Financing Bank and the other off-budget
Federal entities, which have been excluded from the budget under
provisions of law.

Thus, as shown in the table on the next page, the combined deficit or
surplus of the budget and the off-budget entities is the principal
determinant of the change in the Federal debt held by the public.12

The budget and off-budget deficits, together with the other factors
noted in this table, are estimated to increase the Federal debt held
by the public from $929.4 billion at the end of 1982 to $1,347.4
billion at the end of 1984, with the increase in 1984 being a little
smaller than in 1983. Borrowing is projected consistently with the
economic assumptions that are explained in Part 2 of this volume.
The projected change in debt held by the public in 1985 and 1986
continues to be large each year but declines in 1986, when the total
Government deficit diminishes.

Gross Federal debt is the sum of the debt held by the public and
the debt held by the Government itself, which includes such invest-
ments as the Treasury debt held by the social security and other
trust funds. At the end of 1984 gross Federal debt is estimated to
be $1,606.3 billion, of which debt held by the Government itself is

12Table 11 in Part 9 of this Budget contains more detail on budget financing through 1984 and shows the
levels of debt from 1981 to 1984. Federal debt is discussed further in Special Analysis E, "Borrowing and Debt."
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BUDGET FINANCING AND CHANGE IN DEBT OUTSTANDING '
(In billions of dollars)

Description

Budget surplus or deficit (—)
Deficit (—) of off-budget Federal entities

Total, surplus or deficit ( — )

Means of financing other than borrowing from
the public:

Decrease or increase ( - ) in cash and other
monetary assets

Increase or decrease ( —) in liabilities for:
Checks outstanding, etc
Deposit fund balances ..

Seigniorage on coins

Total, means of financing other than
borrowing from the public

Total, requirements for borrowing from
the public

Change in debt held by the public
Change in Federal agency investments

in Federal debt:
Federal funds
Trust funds2

Off-budget Federal entities
Deposit funds3

Total, change in Federal agency invest-
ments in Federal debt

Change in gross Federal debt

1982 actual

- 1 1 0 . 6
- 1 7 . 3

- 1 2 7 . 9

- 1 1 . 9

4.1
.3
.4

- 7 . 1

- 1 3 5 . 0

135.0

1.0
5.7

.6

.7

8.1

143.0

1983
estimate

- 2 0 7 . 7
- 1 7 . 0

- 2 2 4 . 8

7.2

1.5
.6
.5

9.8

- 2 1 5 . 0

215.0

2.0
19.5

- 1 . 0
1.4

21.8

236.8

1984
estimate

- 1 8 8 . 8
- 1 4 . 0

- 2 0 2 . 8

.4
- 1 . 2

.6

.2

- 2 0 3 . 0

203.0

3.2
17.8

- 1 . 0
.4

19.6

222.6

1985
estimate

- 1 9 4 . 2
- 1 0 . 5

- 2 0 4 . 7

.8

.8

- 2 0 3 . 8

203.8

35.3

35.3

239.1

1986
estimate

- 1 4 7 . 7
- 9 . 4

- 1 5 7 . 1

.9

.9

- 1 5 6 . 3

156.3

45.7

45.7

201.9

'Several amounts have been assumed to be zero in 1985 and 1986 because they are usually small and cannot be estimated accurately.
2 Estimates for 1985 and 1986 are equal to the total trust fund surplus.
3 Certain deposit funds only.

$258.9 billion. Thus, gross Federal debt is much larger than the
Federal debt held by the public.

Gross Federal debt is estimated to rise by $222.6 billion during
1984. As indicated in the lower section of the table above,
$19.6 billion of this increment will be held in trust funds and other
Federal accounts. This is mainly due to the investment of trust
fund surpluses in Treasury debt.

The gross Federal debt consists almost entirely of securities
issued by the Treasury Department. However, a few Government
agencies are authorized to issue their own debt instruments to the
public or to other Government agencies and funds. These securities
are part of the gross Federal debt. At the end of 1982 the public
held $3.8 billion of agency debt, most of which was issued some
years ago. The greater part consists of revenue bonds issued by the
Tennessee Valley Authority and participation certificates in pools
of loans issued by the Government National Mortgage Association
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on behalf of several agencies. Agency debt is expected to fall by
small amounts each year as existing agency debt matures and most
new agency borrowing is from the Federal Financing Bank (FFB).
The FFB finances its purchases of agency debt by borrowing from
Treasury, which in turn borrows from the public. To prevent
double counting, FFB's holdings of agency debt are not included in
gross Federal debt.

Almost all Treasury securities are covered by a general statutory
debt limitation. The limit through September 30, 1983, is $1,290.2
billion. However, to permit the Federal Government to meet its
obligations, the limit will have to be raised before that time.

Debt subject to the general statutory limit, like gross Federal
debt, includes debt held internally within the Government, such as
the Treasury issues held by the social security trust funds. Debt
subject to the statutory limit is therefore much larger than the
debt held by the public and is nearly as large as gross Federal debt.
It is a little less than gross Federal debt primarily because most
agency debt is excluded from the general statutory limitation.

FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO LIMIT

(In billions of dollars)

Description

Federal funds surplus or deficit (—)
Deficit (—) of off-budget Federal entities

Total, amount to be financed

Means of financing other than borrowing:
Decrease or increase ( —) in cash and monetary assets
Increase or decrease ( - ) in liabilities for:

Checks outstanding, etc
Deposit fund balances

Seigniorage on coins

Total, means of financing other than borrowing

Decrease or increase ( - ) in investments in Federal debt by Federal
funds, off-budget entities, and deposit funds1

Increase or decrease (—) in Federal funds and off-budget entity debt
not subject to limit

Total, requirements for borrowing subject to debt limit

Change in debt subject to limit

1982
actual

- 1 1 6 . 9
- 1 7 . 3

- 1 3 4 . 2

- 1 1 . 9

4.7
.3
.4

- 6 . 5

- 2 . 3

- 1 . 0

- 1 4 4 . 1

144.1

1983
estimate

- 2 2 6 . 1
- 1 7 . 0

- 2 4 3 . 1

7.2

.4

.6

.5

8.7

2.3

- . 2

- 2 3 7 . 0

237.0

1984
estimate

- 2 0 5 . 7
- 1 4 . 0

- 2 1 9 . 8

- . 5
- 1 . 2

.6

- 1 . 1

1.8

- . 1

222.7

222.7

* $50 million or less.
•Certain deposit funds only.

Since trust fund surpluses for the most part have been invested
in debt securities, rather than being held as cash assets, the Feder-
al funds deficit and the deficit of the off-budget Federal entities
must be financed primarily by selling Federal debt. This debt is
almost entirely subject to the statutory limit. As shown in the
table above, the Federal funds deficit plus the off-budget deficit
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6-32 THE BUDGET FOR FISCAL YEAR 1984

was $134.2 billion in 1982, and the increase in debt subject to
statutory limit was $144.1 billion. Thus, these deficits approximate-
ly accounted for the increase in the debt subject to limit.

THE INCREASE IN TOTAL 1982 OUTLAYS OVER THE
MARCH 1981 BUDGET ESTMATE

Budget outlays for 1982 were $728.4 billion, which is $40.4 billion
higher than the initial proposals made by this Administration in
its revised budget transmitted to Congress in March 1981.13 This
increase is the smallest that has occurred between the proposal of
a budget and its outcome in the past three years, both in absolute
dollars and as a percent of total spending. The average difference
in 1980 and 1981 was 8.1%, while in 1982 it was 5.9%. This section
reviews the major causes of the 1982 increase.

The table below compares the March 1981 outlay estimate
and the actual totals in current and constant (fiscal year 1972)
dollars and as a percent of GNP. It also compares defense and
nondefense outlays in current dollars. The actual outlays for de-
fense were 0.7% below the estimate. Outlays for nondefense pro-
grams were 8.4% higher than the estimate.

1982 OUTLAY INCREASES

(Dollars in billions)

Budget outlays:
Current dollars

National defense
Nondefense

Constant (fiscal year 1972) dollars
As a percent of GNP

Off-budget outlays (current dollars)

March 1981
estimate*

688.0
188.8
499.2
319.3

22.7
20.2

Actual

728.4
187.4
541.0
338.7

24.0
17.3

Percent change

5.9
- 0 . 7

8.4
6.1
5.7

- 1 4 . 4

'The March 1981 outlay estimate has been adjusted for two account ^classifications in the budget, as explained in footnote 13 in the
accompanying text.

Spending increased throughout most of the budget and in differ-
ent kinds of programs. Outlays were larger than initially estimated
in most of the 17 budget functions except defense. Relatively un-
controllable programs increased 5.3%, and relatively controllable
programs increased 7.8%. The chronology and causes of the specific
changes are described below.

Chronology of outlay increases.—The chronology of outlay in-
creases is displayed in the following table. This Administration's
initial outlay estimate for 1982, adjusted for comparability to cur-

13 The outlay estimate published in the Fiscal Year 1982 Budget Revisions has been adjusted retroactively for
comparability to reflect the reclassification of two types of transactions. (1) Noncompulsory premiums from
individuals insured under medicare were reclassified from being budget (governmental) receipts to being offset-
ting collections. This reduced estimated budget receipts and outlays by an equal amount ($3.9 billion for 1982).
(2) P.L. 97-35 provides that the outlays for the purchase of petroleum for the strategic petroleum reserve shall
be classified off-budget. Therefore, the estimated amount for 1982 ($3.5 billion) was removed from the totals.
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rent data, was $688.0 billion. In July 1981, the estimate increased
$10.1 billion due primarily to changed economic assumptions. In
September 1981, the Administration proposed additional budget
savings of $13.0 billion for discretionary, defense, and entitlement
programs. These reductions, however, were more than offset by
upward economic and technical reestimates and by congressional
action for entitlement programs that differed from Administration
proposals. Between September 1981 and July 1982, there were
more upward revisions, mainly for economic and technical reesti-
mates. Actual outlays were slightly below the final estimate, made
in July 1982.

CHRONOLOGY OF THE 1982 OUTLAY INCREASE
(In billions of dollars)

March 1981 (1982 Budget Revisions)
Accounting changes:

Shift medicare premiums to outlay side of budget
Shift petroleum purchases for strategic petroleum reserve off-budget

Subtotal, adjustments
Adjusted outlay estimate

Other changes:
July 1981 (Mid-Session Review): The largest increases were due to net interest

($8.7 billion) and other interest-related costs ($1.6 billion)
September 1981 (September Update): Increases for net interest ($6.4 billion), farm

price supports ($2.4 billion), and policy changes ($6.9 billion) were offset in part
by reductions proposed by the Administration ($13.0 billion)

February 1982 (1983 Budget): The largest increases were for net interest ($6.6
billion), unemployment compensation ($5.7 billion), and social security ($4.4
billion)

April 1982 (April Update): The largest increase was for farm price supports ($4.1
billion) and the largest decrease was for unemployment compensation ($1.8
billion)

July 1982 (Mid-Session Review): The largest increases were for farm price supports
($1.2 billion) and OCS offsetting receipts ($1.0 billion)

October 1982 (Year-end Statement)

Total increase

Actual

695.3

- 3 . 9
- 3 . 5

- 7 . 4
688.0

10.1

4.6

22.7

3.5

2.1
- 2 . 6

40.4

728.4

Major Causes of the Increase.—The following table summarizes
the reasons for the increase in budget outlays according to three
categories: (1) economic conditions that were different from the
original assumptions; (2) policy changes; and (3) estimating and
other differences. The amounts in the first two categories include
only the major items. The third category is a residual. The figures,
therefore, are approximations.

Changes in economic conditions explain 55% of the total in-
crease. The net effect of policy changes was negligible. Estimating
and other changes account for the remainder.
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6-34 THE BUDGET FOR FISCAL YEAR 1984

SUMMARY OF REASONS FOR CHANGES IN 1982 OUTLAYS
(in billions of dollars)

Total

Reasons for change (net):
Economic conditions
Policy
Estimating differences and other changes

Total

22.4
- 0 . 9

18.9

40.4

Economic conditions differed from those forecast in March 1981,
as shown in the table below. Growth in real GNP was 0.7 per-
centage points lower than projected for 1981, and 6.4 percentage
points lower for 1982. Inflation as measured by the GNP deflator
was 0.5 percentage points lower than originally projected for 1981,
and 2.3 percentage points lower for 1982. As measured by the
Consumer Price Index (CPI), inflation was 0.8 percentage points
lower than projected for 1981 and 2.3 percentage points lower for
1982. The unemployment rate was slightly lower than projected for
1981, but 2.5 percentage points higher for 1982. Interest rates were
higher than the original assumptions. The 91-day Treasury bill rate
during 1981 averaged 3.0 percentage points more than the March
1981 assumption, and the 1982 rate was 1.8 percentage points
higher.

COMPARISON OF ECONOMIC ASSUMPTIONS: MARCH 1981
(Calendar years)

Percent change:
GNP (constant 1972 dollars): 4th quar-

ter over 4th quarter
Inflation (year over year):

GNP deflator
Consumer Price Index (CPI)

Unemployment rate (annual average)
Interest rate (91-day bills, annual avsrage)

March 1981 estimate

1981

1.4

9.9
11.1
7.8

11.1

1982

5.2

8.3
8.3
7.2
8.9

AND ACTUAL

Actual

1981

0.7

9.4
10.3
7.6

14.1

1982

- 1 . 2

6.0
6.0
9.7

10.7

Difference

1981

- 0 . 7

- 0 . 5
- 0 . 8
- 0 . 2

3.0

1982

- 6 . 4

- 2 . 3
- 2 . 3

2.5
1.8

These differences in economic assumptions resulted in a net
increase in outlays of $22 billion. Higher interest rates and in-
creases in borrowing accounted for $17 billion—or about 80%—of
the increase. Higher unemployment increased outlays by more
than $6 billion, primarily for unemployment benefits. Lower infla-
tion reduced outlays for indexed programs by $1 billion. These
changes are shown in more detail in the following table.

Policy changes that differed from proposals in the 1982 Budget
Revisions reduced 1982 outlays by about $1 billion. The largest
decrease occurred for nondefense discretionary programs. In Sep-
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EFFECT OF CHANGES IN ECONOMIC ASSUMPTIONS ON 1982 OUTLAYS

(In billions of dollars)

Description

Interest rates and change in borrowing: 1

Net interest: Difference
Interest rates 12.2
Change in borrowing 3.3

Higher education, housing (GNMA), Export-Import Bank, and other L8

Subtotal, interest rates and changes in borrowing 17.3

Inflation:
Indexed programs:

Social security and railroad retirement - 0 . 6
Military pay - 0 . 2
Military retirement - 0 . 1
Civil service retirement - 0 . 1
Other - 0 . 1

Subtotal, inflation - 1 . 1

Unemployment 6.2

Total 22.4

•Change in borrowing for all reasons, including causes other than economic assumptions.

tember 1981, the Administration proposed a 12% across-the-board
reduction in the 1982 appropriations request for nondefense discre-
tionary programs. Congress enacted about half of these savings,
reducing 1982 outlays $4 billion from the March request. Outlays
for defense programs were also reduced $2 billion due to a revised
appropriation request proposed by the Administration in Septem-
ber. These decreases were almost entirely offset by congressional
action or inaction on Administration proposals for reductions in
entitlement programs, for new or increased user fees, and for other
budget savings. Congress failed to enact $3 billion in entitlement
savings and $2 billion in savings from user fees and other propos-
als.

Estimating differences and other changes increased 1982 outlays
by $19 billion. Most of this increase was due to two reasons. The
Commodity Credit Corporation spent $10 billion more for the sup-
port of agricultural commodities than expected mainly because of
unanticipated increases in farm crop production and lower than
expected demand for farm goods. Outer Continental Shelf offsetting
receipts were less by $5 billion, due to lower than expected bids for
leases and a delay in two sales from late 1982 until 1983.

COMPARISON OF RELATIVELY UNCONTROLLABLE
OUTLAYS AND OF RECEIPTS

The Congressional Budget Act requires that the budget contain
two comparisons between the initial budget estimates and the
actual amounts for the last completed fiscal year: a comparison of
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6-36 THE BUDGET FOR FISCAL YEAR 1984

the differences in relatively uncontrollable outlays by major pro-
gram, and a comparison of the differences in receipts by major
source. These comparisons are made for the 1982 budget in the
following two sections. They are based on the Fiscal Year 1982
Budget Revisions, which this Administration transmitted to the
Congress in March 1981 as its initial proposals for the fiscal year
ending on September 30, 1982.

Comparison of relatively uncontrollable outlays.—Outlays in any
one year are considered to be relatively uncontrollable when the
program level is determined by existing statutes or by contracts or
other obligations. Outlays for these programs generally depend on
factors that are beyond administrative control under existing law
at the start of the fiscal year. For example, the definition of
beneficiaries eligible for programs like medicaid and social security
is established by law. Prior-year contracts and obligations are also
legally binding.

Relatively uncontrollable outlays are grouped into two major
categories: open-ended programs and fixed costs, for which outlays
are generally mandated by law; and payments from prior-year
contracts and obligations, for which outlays are required because of
previous action, such as entering into contracts. Budget estimates
of relatively uncontrollable outlays do not include the effects of
proposed legislation.

For a number of reasons, the amounts estimated in the budget
may differ from the actual outlays that are subsequently realized.
For example, legislation may change benefit rates or coverage; the
actual number of beneficiaries may differ from the number esti-
mated; and economic conditions (such as interest rates) may differ
from what was assumed in making the estimates.

The following table shows the differences between actual outlays
for relatively uncontrollable programs in 1982 and the amounts
estimated in the 1982 budget revisions. The list of programs is the
same as in table 18 (Controllability of Budget Outlays) in Part 9.
Several categories include revisions in the program classifications,
which are shown retroactively for the March 1981 estimates.

Actual outlays for relatively uncontrollable programs in 1982
were $548.4 billion, which is $27.4 billion, or 5.3%, higher than the
estimates based on existing law in March 1981. Outlays for open-
ended programs and fixed costs were $24.4 billion higher, and
outlays from prior-year contracts and obligations were $3.0 billion
above the initial estimate.

Payments for individuals were 77% of all open-ended programs
and fixed costs in 1982. These outlays are essentially income trans-
fers rather than payments for direct Federal operations. Actual
outlays for this grouping were $1.3 billion lower than estimated.
This was caused by legislative savings, partly offset by the net
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RELATIVELY UNCONTROLLABLE OUTLAYS FOR 1982

(In billions of dollars)

Relatively uncontrollable under present law

Open-ended programs and fixed costs:
Payments for individuals-.

Social security and railroad retirement
Federal employees' retirement and insurance

(Military retired pay)
(Other)

Unemployment assistance
Medical care
Assistance to students
Food and nutrition assistance
Public assistance and related programs
All other relatively uncontrollable payments for individuals

Subtotal, payments for individuals

Net interest.. .
General revenue sharing
Farm price supports (CCC)
Other open-ended programs and fixed costs

Total, open-ended programs and fixed costs

Outlays from prior-year contracts and obligations:
National defense
Civilian programs

Total, outlays from prior-year contracts
and obligations

Total, relatively uncontrollable outlays

March 1981
estimate

(existing law) *

163.1
45.5

(15.7.)
(29.8)
21.6
66.5

3.5
4.0

21.0
3.0

328.3

68.4
4.6
2.1

- 0 . 8

402.5

51.4
67.1

118.5

521.0

Change

-3 .8
-1 .0

(-0.8)
( -0.3)

2.0
1.3
1.6
1.0

-0.3
-0 .1

-1 .3

16.3
*

9.5
0.1

24.4

5.5
- 2 . 6

3.0

27.4

Actual

159.3
44.5

(14.9)
(29.5)
23.6
67.8

5.1
3.0

20.7
2.9

327.0

84.7
4.6

11.6
- 0 . 9

426.9

56.9
64.5

121.5

548.4

*50 million or less.
•In 1982, a revision of the controllability classification resulted in some major rectif ications in the 1983 budget. This table has been

adjusted to reflect these changes so that the comparisons from the original estimates to the actuals are meaningful. The principal changes were:
—housing assistance was reclassified from being in open-ended programs to being in prior-year contracts and obligations;
—food stamps, food donations, and section 32 commodities were classified as food and nutrition assistance and are now classified as relatively

controllable outlays;
—social services and human development services were classified as public assistance and related programs and are now classified as relatively

controllable, although part of their outlays are included under prior-year contracts and obligations;
—supplementary medical insurance premiums were reclassified from being budget (governmental) receipts to being offsetting collections and are

included under other open-ended programs and fixed costs.
—outlays for the purchase of petroleum for the strategic petroleum reserve are now classified off-budget and are no longer included under

prior-year contracts and obligations.

impact of differences between actual and assumed economic condi-
tions and the number of beneficiaries. Actual payments for individ-
uals were below the estimate for the first time in 3 years. In 1980
and 1981, actual outlays for these programs were above the esti-
mate by $15.6 billion and $11.7 billion, respectively.

Outlays for social security and railroad retirement, the largest
category of payments for individuals, were $3.8 billion lower than
estimated. The orginal estimate assumed automatic benefit in-
creases (based on inflation as measured by the Consumer Price
Index) of 11.2 percent in July 1981 and 9.3 percent in July 1982.
The actual increases were 11.2 percent and 7.4 percent, respective-
ly. The original estimate also assumed that 36.5 million people
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would collect social security benefits in 1982. At mid-year the pro-
gram was making monthly payments to only 36.2 million people.

Congressional enactment of changes in both the social security
and railroad retirement programs also reduced outlays in 1982.
Major changes in the social security program were the phase-out of
post-secondary social security student benefits and restrictions on
the lump sum death payment. The changes in the railroad retire-
ment program included a provision to restructure industry pension
benefits.

Outlays for Federal employees' retirement and disability insur-
ance programs were $1.0 billion below the budget estimate. These
programs consist of military retired pay, civilian employee retire-
ment and disability, and veterans service-connected compensation.
Except for veterans service-connected compensation, these benefits
are indexed to the consumer price index. Outlays for the indexed
programs were below the initial estimate, mainly because inflation
was lower than expected in 1982. In addition, Congress adopted an
Administration proposal limiting cost-of-living adjustments for mil-
itary and civil service retirees to once each year.

Outlays for unemployment compensation programs were $2.0 bil-
lion above the initial estimate. This increase was the net result of a
higher than assumed rate of unemployment and savings from en-
acted legislation. Higher than expected unemployment raised out-
lays by $4.5 billion but this increase was partially offset by congres-
sional enactment of Administration proposals to concentrate ex-
tended benefits on States with high unemployment and to limit
trade adjustment assistance to workers displaced for long periods
by increased imports.

Outlays for medical care were $1.3 billion higher than estimated.
Medicare outlays were $2.1 billion above the initial estimate large-
ly because hospital costs increased at a rate faster than anticipat-
ed. Outlays for the medicaid program were $0.8 below the initial
estimate because Congress enacted an Administration proposal to
limit the growth in medicaid expenditures beginning in 1982.

Assistance to students consists of GI bill benefits and the guaran-
teed student loan program. Outlays for the guaranteed student
loan program were $1.3 billion higher than the estimate due to the
effect of higher interest rates than expected on the interest subsidy
for student loans. A proposal enacted by Congress to restrict the
benefits of this program to students from low-income families offset
this increase by $0.1 billion in 1982. Use of GI benefits was greater
than anticipated and accounts for $0.4 billion of the total $1.6
billion increase over estimated outlays for these programs.

Food and nutrition assistance includes the child nutrition and
special milk programs. Outlays for these programs were $1.0 billion
lower than estimated due to congressional enactment of legislation
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proposed by the Administration to reduce subsidies for middle and
upper income students.

Public assistance and related programs include public assistance
payments, supplemental security income, outlays for earned
income tax credits, and veterans non-service-connected pensions.
Outlays for these programs were $0.3 billion below the March 1981
estimate.

Uncontrollable outlays for all other payments for individuals
were $0.1 billion lower than estimated, mostly because of lower
than expected payments for black lung disabilities.

Open-ended programs and fixed costs, other than payments for
individuals, account for most of the difference between estimated
and actual relatively uncontrollable outlays. The largest difference
was for net interest, where outlays were $16.3 billion—or 24%—
higher than the original estimate. Interest on the public debt was
$19.3 billion higher than assumed, largely because interest rates
and Federal borrowing were higher than anticipated. The budget
estimate assumed a 8.9% interest rate on 91-day Treasury bills for
fiscal year 1982 whereas the actual 91-day rate averaged 11.8%.
Interest received by trust funds, which is offset against interest
costs to measure transactions with the public, was also $1.7 billion
higher than the budget estimate due to higher than anticipated
interest rates and despite lower trust fund balances.

Outlays for farm price supports were $9.5 billion above the ini-
tial estimate. This change was largely due to unanticipated in-
creases in farm production and lower than expected prices for
agricultural commodities.

Outlays for prior-year contracts and obligations for civilian and
national defense programs were $3.0 billion above the initial esti-
mate. National defense outlays were $5.5 billion—or 10.7%—above
the estimate because of faster than anticipated spending in nearly
all defense appropriation categories. Outlays for civilian programs
were $2.6 billion, or 3.9%, lower than the initial estimate. The
largest decreases from estimated to actual outlays for civilian pro-
grams were for the Export-Import Bank, and the Environmental
Protection Agency's program for construction of sewage treatment
plants.

Comparison of actual and estimated receipts.—Budget receipts in
1982 were $617.8 billion, which is $28.7 billion less than the $646.5
billion estimated in the revised budget transmitted to Congress in
March 1981.

Lower than anticipated incomes and oil prices, and higher than
expected interest rates, reduced receipts by a net $47.6 billion. This
decrease was partially offset by changes in collections patterns and
effective tax rates, which increased receipts by $5.1 billion. Differ-
ences in tax law from the legislation proposed in the budget revi-
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sions increased receipts by an additional $13.8 billion. These differ-
ences in tax law consist primarily of modifications of the proposals
reflected in the revised budget and also of changes in law that were
not proposed at that time.

Substantial reductions in individual income tax rates and busi-
ness taxes were proposed in March 1981. These proposals, which
included a 30% reduction in marginal tax rates for individuals and
a system of accelerated depreciation, were expected to reduce 1982
receipts by $53.9 billion. Other proposals, which were estimated to
increase 1982 receipts by $2.6 billion, included an increase in rail-
road retirement payroll taxes; increases in passport and visa fees;
and increases in user fees for aviation and barge operators. Togeth-
er, the March 1981 proposals were estimated to reduce 1982 re-
ceipts by $51.3 billion.

The Economic Recovery Tax Act of 1981 (ERTA), enacted on
August 13, 1981, was the only major legislated tax change affecting
1982 receipts. The provisions of this Act included across-the-board
reductions in marginal tax rates for individuals, an accelerated
cost recovery system for capital investment, reductions in estate
and gift taxes, and saving incentives. This Act and several minor
legislated changes reduced 1982 receipts by $13.8 billion less than
the Administration proposed.

COMPARISON OF ACTUAL 1982 BUDGET RECEIPTS WITH THE MARCH 1981 ESTIMATES

(In billions of dollars)

March
1981

estimate

Differences
in tax law
from 1981
proposals

Revised Technical
adjustments Net change Actual

Individual income taxes
Corporation income taxes
Social insurance taxes and contributions...
Excise taxes
Estate and gift taxes
Customs duties
Miscellaneous receipts

288.2
62.4

^210.6
55.7

7.6
7.8

14.2

16.9
0.8

- 0 . 4
- 3 . 4
- 0 . 2

0.2
- 0 . 2

- 1 2 . 8
- 1 4 . 7

- 8 . 8
- 1 2 . 9

- 0 . 1
- 0 . 2

1.9

5.5
0.6

*

-3.1
0.7
1.2
0.2

9.6
- 1 3 . 2

- 9 . 1
- 1 9 . 4

0.4
1.1
1.9

297.7
49.2

201.5
36.3

8.0
8.9

16.2

Total. 1646.5 13.8 - 4 7 . 6 5.1 - 2 8 . 7 617.8

* $ 5 0 million or less.
^ h e data have been revised to reflect the retroactive rect i f icat ion of supplemental medical insurance (SMI) premiums and voluntary hospital

insurance premiums, formerly classified as budget receipts, as offsets to outlays. These changes reduce the March 1981 receipts and outlays
estimates by $3.9 billion, this having no impact on the deficit.

Individual income taxes were $297.7 billion in 1982, $9.6 billion
greater than the budget estimate of $288.2 billion. Differences in
tax law from the legislation proposed in March 1981 increased
individual income tax receipts by $16.9 billion. This was partially
offset by lower than anticipated personal incomes, which reduced
individual income taxes by $12.8 billion. Different collection pat-
terns and effective tax rates increased receipts by $5.5 billion.

Corporation income taxes were $13.2 billion below the March
1981 estimate. Substitution of the Economic Recovery Tax Act of
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1981 for the revised budget proposals increased corporation income
taxes by $0.8 billion. This increase was more than offset by a $14.7
billion decline in corporation income taxes due to lower than an-
ticipated corporate profits.

Social insurance taxes and contributions (which are composed of
employment taxes and contributions, unemployment insurance re-
ceipts, and other retirement contributions) were $9.1 billion less
than the March 1981 estimate of $210.6 billion. A decline in em-
ployment taxes and contributions, due in large part to lower than
anticipated wages and salaries, accounts for $7.0 billion of the
reduction in social insurance receipts. Lower than anticipated col-
lections of unemployment insurance receipts, primarily due to an
overestimate of State taxes deposited in the Treasury to finance
unemployment benefits, reduced social insurance taxes and contri-
butions by an additional $2.1 billion.

Reductions in the windfall profit tax, due in large part to lower
oil prices than expected, accounted for $15.9 billion of the $19.4
billion decline in excise tax receipts. Inaction on the proposed
increase in airport and airway user taxes until August 1982, and a
reclassification of the proposed increase in inland waterway user
fees as an offset to outlays, reduced other excise taxes by $2.1
billion.

Estate and gift taxes and customs duties were above the March
1981 estimates by $0.4 billion and $1.1 billion, respectively. An
underestimate of imports accounted for most of the increase in
customs duties receipts.

An increase in deposits of earnings by the Federal Reserve
System, primarily reflecting higher interest rates than anticipated
in March 1981, accounted for most of the $1.9 billion rise in miscel-
laneous receipts.

ALLOCATION OF WINDFALL PROFIT TAX RECEIPTS

Section 102 of the Crude Oil Windfall Profit Tax Act of 1980
requires that each year the President propose the allocation of net
receipts from the tax in his budget.

This act establishes a Windfall Profit Tax Account in the Treas-
ury "for accounting purposes only." After the Secretary of the
Treasury has determined the amount of net receipts from the tax,
they are to be allocated to the Windfall Profit Tax Account. Since
the Conference Report accompanying the act stated explicitly that
the net receipts from the tax "shall not be earmarked or invested
separately from general revenues . . .", the allocations referred to
in section 102 cannot be interpreted as earmarking funds for specif-
ic purposes.

The method for these allocations is prescribed by three formulas
in subsections b(l), b(2), and b(3) of section 102. The allocations for
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1984 are compared in the following table with the amounts includ-
ed in this budget for the functional categories referred to in the
formula.

ALLOCATION OF WINDFALL PROFIT TAX, NET RECEIPTS, 1984

(In millions of dollars)

Total net receipts
Allocation:

Low-income assistance
Energy and transportation programs
Income tax reductions

Total

Section 102 Formula

6,374

1,594
956

3,824

6,374

1984 Budget

6,374

118,688
-20,555

39,243

1 This amount is the total outlays for the other income security subfunction (609 ) .
2This amount is the total outlays for all programs in the energy function (270) and the ground transportation subfunction (401) .
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