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BUDGET TRENDS IN THE 1980s

This final budget of the Reagan administration comes at the end
of a decade of significant changes in both the growth and the
composition of Federal spending. These changes have sometimes
been overlooked and sometimes been misunderstood, as attention
has focused on the deficit. The 1990 budget is a convenient vantage
point from which to review the changes of this decade and place
them in a longer perspective.

Overall, the 1980s have witnessed a sharp reduction in the rate
of growth of Federal spending. Real outlays in 1990 are expected to
be 26 percent above their 1980 level; through 1988, the cumulative
growth rate has also been 26 percent.1 This is a much smaller
increase than in any previous decade since at least the 1920s, when
the Budget Act of 1921 established the Bureau of the Budget and
the modern budgeting process. Before then, the role of the Federal
Government and its budgeting system were so different that mean-
ingful comparisons are not possible.

PERCENTAGE

Real growth of Federal spending

NCREASE IN REAL FEDERAL SPENDING BY DECADE

Decase

1920s

- 3 0 . 7

1930s

212.4

1940s

165.0

1950s

54.4

1960s

49.6

1970s

37.2

1980s

26.0

Because of the slowdown in the rate of growth of Federal outlays,
they will account for a slightly smaller share of GNP in 1990 than
they did in 1980—21.0 percent vs. 22.1 percent. This will be the
first decline over a full decade since the 1920s.

GOVERNMENT SPENDING AS A SHARE OF GROSS NATIONAL PRODUCT

Spending/GNP

Year

1920

6.9

1930

4.2

1940

9.9

1950

16.2

I960

18.0

1970

19.8

1980

22.1

1990

21.0

It is worth emphasizing that the 1980s have seen slower growth
and a restructuring of Federal Government spending, but not an
actual reduction in expenditures. Even after adjusting for inflation,
the level of Federal spending will be higher in 1990 than it was in

1 Unless otherwise indicated, all dollar magnitudes in this section are expressed in 1982 dollars.
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BUDGET TRENDS IN THE 1980s 2-3

1980. The only sense in which the Government is smaller is in
relation to the national economy, and even in these terms the
reduction is slight; Government's share of economic output has
been stabilized rather than lowered significantly. But the changes
in the composition of the budget have been substantial.

MAJOR CHANGES IN THE 1980'S

An increasingly popular classification system for federal outlays
is the division into national defense, entitlements and other man-
datory programs, and discretionary programs. This basic frame-
work was used in the Bipartisan Budget Agreement negotiated in
late 1987 between the President and the leaders of Congress.
During this decade, outlays for these broad budget categories have
shifted in very different ways.

• Defense spending has been increased above the levels of the
late 1970s, but defense still constitutes a smaller share of the
budget and of GNP than at any time during the 1950s and
1960s.

• Entitlements and other mandatory programs have continued
to grow in real terms, albeit more slowly than in the past,
and now constitute about the same share of GNP as they did
15 years ago.

• Domestic discretionary programs have been cut back in real
terms; however, not all discretionary programs have been
scaled back—important priorities have been maintained and
expanded.

This is not a full picture. The broad domestic budget categories
mask substantial differences among various functions and pro-
grams. Entitlements for the elderly have grown as a share of GNP;
entitlements for the poor have increased in real terms, and have
about kept pace with the growth of the economy. Health outlays,
for both the elderly and the poor, have increased more rapidly
than other benefits, and are the most rapidly growing large pro-
grams in this decade, as they were in the 1970s. This is true of both
Medicare and Medicaid. Other entitlements have been reduced for
various reasons; unemployment compensation, for example, has
declined mainly because the strength of the economy has led to a
drop in the unemployment rate.

Among the discretionary programs, the administration has em-
phasized the basic traditional roles and functions of central govern-
ment. More resources have been devoted to law enforcement activi-
ties; the war on drugs has received especially high priority. The
other core executive, legislative, and judicial functions, including
the conduct of foreign policy, have also been maintained and
strengthened. Administration priorities in drug education, basic
science, space, and AIDS prevention and research, have also re-
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2-4 THE BUDGET FOR FISCAL YEAR 1990

ceived increased funding. At the same time, other domestic discre-
tionary programs have been cut in real terms. These include grants
to state and local governments, for programs other than payments
to poor individuals.

The remainder of this section describes these changes in more
detail.

COMPOSITION OF BUDGET OUTLAYS, 1970-1990
(As percentages of GNP)

1970 1988 1990

National Defense
Net Interest
Entitlements and other mandatory programs
Payments to elderly and retirees
Low-income benefits
Other
Discretionary programs
Housing Assistance
Basic government functions
Administration priorities
Grants to State and local governments
Remaining programs
Undistributed offsetting receipts

Total outlays

8.3
1.5
6.4
4.2
1.0
1.2
4.5
0.1
0.7
0.5
1.6
1.7

- 0 . 9

5.0
2.0

10.1
6.7
1.7
1.7
5.8
0.2
0.7
0.3
2.2
2.4

- 0 . 7

6.1
3.2

10.2
7.2
1.6
1.4
3.8
0.3
0.5
0.3
1.3
1.4

- 0 . 8

5.5
3.1
9.6
7.1
1.5
1.0
3.6
0.3
0.5
0.4
1.2
1.2

- 0 . 8

19.8 22.1 22.3 21.0

NATIONAL DEFENSE

The administration has increased defense expenditures in order
to rebuild the nation's military capability, which had been allowed
to deteriorate in the aftermath of the Vietnam War. Annual real
outlays were cut by $100 billion, almost 40 percent, between 1968
and 1977, then rose by a modest $10 billion through 1980. Spending
by the late 1970s had fallen to levels well below those prevailing at
any time since the outbreak of the Korean War, measured either
in real terms or as a share of GNP. Strategic forces were in need of
modernization; conventional equipment was not receiving proper
maintainance, hampering our ability to engage in sustained oper-
ations; and the armed services were enlisting too many poorly-
qualified recruits, and losing too many of their experienced person-
nel.

Thus when this administration took office, there was a broad
consensus that it was necessary to strengthen the defense program.
Between 1980 and 1988, real outlays were increased by $88 billion,
or 54 percent. Real funding for strategic and conventional forces
increased by more than 50 percent, and military pay was increased
to levels competitive with the private sector. As a share of GNP,
defense outlays are now at 6.1 percent, compared to 5.0 percent in
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BUDGET TRENDS IN THE 1980s 2-5

1980. The American economy can readily sustain this level of ex-
penditure. Indeed, during the prosperous peacetime decade of
1955-1964, the United States devoted 10 percent of GNP annually
to national defense.

As a result of the increase in spending, improvements have been
achieved in all aspects of defense: strategic and conventional weap-
ons have been modernized; training, readiness, and the ability to
engage in sustained combat have been improved; and new weapons
systems have been developed. Naval and air forces have been
strengthened, and the quality of armed forces personnel has im-
proved.

Since 1987, real outlays have been essentially constant. They
rose by $2.6 billion between 1987 and 1988 and will decline by $2.9
billion in 1989. In 1990 and later years, real outlays will be below
$250 billion. The lower level of outlays reflects the fact that de-
fense program expenditures occur over several years after pro-
grams are authorized. Budget authority has declined in both nomi-
nal and real terms between 1985 and 1988, after rising by more
than 50 percent in 1982 dollars during the first half of the 1980s.
This budget projects a 2 percent real annual increase in budget
authority through 1994.

Although national defense objectives remain unchanged, the re-
building of national security capabilities will proceed at a slower
pace, even with the real increase contained in this budget. The
proposals for 1990 and beyond represent an essential program for
maintaining the strength that has enabled us to negotiate fair
agreements with our adversaries, and to reduce the risk of major
military conflicts.

ENTITLEMENTS AND OTHER MANDATORY PROGRAMS

Entitlement spending in this decade, and indeed since 1975, has
generally fluctuated within the range of 10 to 11 percent of GNP.2

In 1988 entitlements and other mandatory programs accounted for
10.2 percent of GNP, not very different from the 10.0 percent
prevailing in 1980, or the 10.1 percent in 1975. This period of
relative stability has come after a decade of unsustainably rapid
growth, during which entitlements more than doubled, starting
from 4.2 percent of GNP in 1965.

Mandatory programs have grown substantially in real terms.
Total spending amounted to $270 billion in 1975, $314 billion in
1980, and $391 billion in 1988. This budget proposes changes in
several programs which will slow the growth of mandatory spend-
ing and reduce their share of GNP modestly in the early 1990s.

2 Most entitlement programs provide payments to individuals, and most programs providing payments to
individuals are also entitlements. The major exceptions are farm price support payments (an entitlement but
not a payment to individuals), and housing subsidies (a payment to low-income individuals, but not an entitle-
ment).
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2-6 THE BUDGET FOR FISCAL YEAR 1990

REAL OUTLAYS ON ENTITLEMENTS, 1965-1990

(In billions of dollars)

Retirement programs 57 6
Social security
Medicare
Other

Low-income benefits
Medicaid
Other

Veterans entitlements....
Farm income stabilization
Allother

Total

ADDENDUM

Total Low-Income Benefits 1

1965

98.2
47.8

0.0
9.8

14.6
0.8

13.8
11.5
10.1
0.7

94.6

15.3

1970

162.2
69.8
13.3
15.1
23.8

6.5
17.3
15.3
10.1
3.0

150.6

24.8

1975

209.8
110.1
21.2
30.9
43.6
11.9
31.7
21.6

0.7
42.0

270.1

47.7

1980

285.3
137.0
36.2
36.6
52.0
16.3
35.7
16.4

1.2
35.2

314.4

60.9

1988

302.7
173.9
68.8
42.6
61.5
24.4
37.1
14.1
11.2
18.7

390.7

75.0

1990

181.9
79.0
41.8
62.0
26.7
35.3
12.6
9.2
5.9

392.5

77.7

1 Includes discretionary benefits: housing assistance, commodity programs, low-income energy assistance, and refugee and entrant assistance.
Does not include administrative costs.

Although the overall share of GNP devoted to mandatory pro-
grams was constant, Social Security, Medicare, and Medicaid have
grown steadily over the last 15 years, and are now the three largest
mandatory programs. Medicare has grown the most rapidly, as a
share of GNP; indeed, it has grown almost as rapidly in constant
dollars as the much larger Social Security program. These in-
creases have been offset by declines in unemployment compensa-
tion and veterans entitlements. Low-income benefit programs (in-
cluding Medicaid) have fluctuated narrowly between 1.8 and 2.0
percent of GNP.

Social Security.—Real benefits for Social Security recipients have
been maintained in this decade. Social Security has grown slightly
as a share of GNP from 4.4 to 4.5 percent between 1980 and 1988;
total real outlays have increased from $137 billion in 1980 to $174
billion over the same period. The number of beneficiaries has in-
creased from 35.1 million to 38.2 million individuals. By 1990, 39.5
million people will be receiving payments. Reforms to preserve
Social Security were enacted in 1983, that have put the program on
a sound actuarial basis well into the next century by bringing the
taxes paid by (and on behalf of) workers into closer balance with
the retirement benefits they can expect to receive. The Social
Security trust fund is projected to develop a substantial surplus
over the next 40 years, to fund retirement benefits for the "baby
boom" generation.

Medicare.—Medicare has grown rapidly in this decade, and
indeed since its inception in 1966. It has increased from 1.1 percent
of GNP in 1980 to 1.6 percent in 1988. Real outlays have nearly
doubled, from $36.2 billion in 1980 to $68.8 billion in 1988, while
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BUDGET TRENDS IN THE 1980s 2-7

the number of Medicare enrollees has risen by only 1.5 percent.
The growth in Medicare outlays has been a serious fiscal problem
throughout this decade. The administration has proposed reforms,
and Congress has enacted them, almost every year. The enacted
reforms have differed from the administration's proposals in vari-
ous ways, but there has clearly been a consensus that costs need to
be contained. This budget contains further proposals to restrain the
rise in program costs. Nonetheless, real Medicare outlays will still
increase to $79.0 billion in 1990, in large part because inflation in
health care has rapidly outpaced the overall rate of inflation in the
American economy. The catastrophic health bill enacted in 1988
will increase outlays in the future, as the new benefits are phased
in.

Federal Retirement Programs.—Federal civilian and military re-
tirement outlays have risen in this decade, along with the number
of retirees. This is an inevitable result of the growth of Govern-
ment employment over the last half century, beginning with the
New Deal. Retirement outlays have remained at almost exactly 1.0
percent of GNP over this decade, while rising in real terms from
$31.1 billion to $38.1 billion. Reforms in both the civilian and
military retirement systems are expected to save money in the
very long run; new systems have been established for newly hired
workers that will eventually reduce the cost of the retirement
programs, while maintaining income security for retired workers.

Low-Income Benefit Programs.—Spending on programs for the
poor and needy doubled as a share of GNP between 1965 and 1975,
and the share has remained almost constant since then. Outlays
amounted to 1.8 percent of GNP in 1975, 1.9 percent in 1980, and
1.9 percent in 1988; they are expected to be 1.8 percent in 1990.
Real outlays have therefore risen as the economy has grown, from
$47.7 billion in 1975 to $60.9 billion in 1980, $67.7 billion in 1985,
and $75.0 billion in 1988. Outlays have also risen relative to the
number of poor people; real benefits per person below the poverty
line reached a record high level of $1,920 in 1987, compared to
$1,816 in 1980 and $1,603 in 1975. This ratio has been rising for
several years, and will probably continue to do so. Real benefits in
1988 increased by $3.6 billion, and the continued strong economic
performance in 1988 makes it likely that the number of poor
people declined. (Data on poverty and income in 1988 will not be
available until the summer of 1989.)

The ratio does not measure benefits actually received by individ-
uals and families below the poverty line, because many programs
provide benefits to individuals not classified as poor. One goal of
this administration has been to target benefits more narrowly to
the poorest part of the population.
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2-8 THE BUDGET FOR FISCAL YEAR 1990

LOW-INCOME BENEFITS, 1960-1987

(1982 dollars)

1960 1965 1970 1975 1980 1987

Outlays/GNP (percentage points)

Real outlays ($ billions)
Cash
Noncash

Real outlays/persons in poverty-
Cash
Noncash

0.7

11.2
10.1

1.1

281
253

28

0.8

15.3
13.1
2.2

460
395

65

1.1

24.8
15.3
9.5

975
600
375

1.8

47.7
21.2
26.5

160
821
782

1.9

60.8
22.7
38.2

318
777

1,039

1.9

71.5
23.4
48.1

161
718

1,202

The composition of benefits has changed substantially. There has
been a long-term shift from cash to in-kind transfers. Real cash
outlays have not kept pace with the number of poor people since
about 1973, and while real cash outlays per poor person are higher
in 1987 than they were in 1985, they are still below the 1980 level.
The decline in the 1980s is entirely accounted for by a $1 billion
reduction in veterans non-service pensions for poor elderly and
disabled veterans. From year to year, fewer of the veterans who
turn 65 are poor, and therefore fewer receive non-service pensions.
This is consistent with the steady decline in the proportion of the
elderly who are poor in the United States as a whole.

In-kind benefits, meanwhile, have been increasing. Total real
benefits were $11 billion higher in 1988 than in 1980, and $10
billion higher in 1980 than in 1975. Medicaid is responsible for
about three-quarters of this growth since 1980, partly because of
the relatively rapid increase in medical costs, and partly because
benefits have increased since 1984. Housing accounts for the rest of
the growth since 1980. So far in this decade, real outlays for
housing assistance have risen by $4.9 billion, and the number of
assisted families has grown from 4.2 million to 5.4 million (includ-
ing both HUD and Farmers Home Administration programs), as
policy has shifted from building costly projects to utilizing the
existing stock of available decent housing.3 There has been a small
decline in real outlays for food stamps, of less than $0.5 billion; the
precise amount cannot be ascertained because the nutritional as-
sistance block grant for Puerto Rico, enacted in 1981, combined
food stamps with other programs. The reduction is due primarily to
the economic recovery of the past six years. The number of food
stamp recipients is quite sensitive to economic conditions. It peaked
in early 1983 at 22.6 million; as of July 1988, the number is down
to 18.4 million.

3 Housing is the only major low-income benefit programs that is not classified as an entitlement; it is included
here to give a full picture of programs for the poor. Other small discretionary programs for refugees, energy
assistance, and commodity distribution are also included, for the same reason.
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BUDGET TRENDS IN THE 1980s 2-9

Unemployment Compensation.—Outlays for unemployment com-
pensation have come down dramatically since 1983, in a typical
business cycle pattern, reflecting the steady economic expansion of
the past six years, and the sustained decline in the unemployment
rate. As a share of GNP, outlays have been cut by more than half
so far in this decade, from 0.8 to 0.3 percent, and real outlays have
fallen by $10 billion. This is the most cyclically sensitive program
included in the federal budget.

Veterans Entitlements.—Changes in the eligible population,
rather than changes in policy, have led to reductions in real out-
lays for service-connected pensions and education benefits (the GI
Bill). Real outlays for veterans compensation have grown by 15
percent, from $8.7 billion in 1980 to $10.0 billion in 1988, while the
number of assisted veterans and survivors has fallen by 3.8 per-
cent. Real outlays for veterans education benefits have decreased
sharply, from $2.9 billion in 1980 to $0.4 billion in 1988, as the
number of Vietnam-era veterans receiving education and training
has declined. This pattern is beginning to change, however, as the
Montgomery GI Bill has started to provide benefits to peacetime
veterans. Outlays are expected to rise rapidly until 1992.

Agriculture.—Farm price supports have grown during most of
this decade, continuing a trend that began in the mid-1970s. Real
outlays in 1980 were $8.9 billion; by 1986 they had grown to $24.6
billion. Since then, farm prices have risen, agricultural exports
have increased significantly, the financial position of the farm
sector has improved, and farm loan default rates have declined.
Despite additional Government payments because of the drought in
1988, real outlays have fallen from their peak to $12.2 billion in
1988, and are projected to decline further to $11.8 billion in 1990.

DISCRETIONARY PROGRAMS

Total outlays for nondefense discretionary programs have been
reduced in this decade, both in real dollars and as a share of GNP.
In 1980, these programs accounted for 5.8 percent of GNP; by 1988,
this was cut by one-third, to 3.8 percent. Real outlays have been
reduced by about 20 percent, from $182 billion to $146 billion. Real
outlays grew by about 50 percent during the 1970s, and this growth
has been reversed in the present decade; discretionary outlays are
now down to about their level in 1976. As a share of GNP, discre-
tionary outlays are now lower than they have been for at least a
quarter century.

There has been a substantial reshaping of the nondefense discre-
tionary budget, as well as an overall reduction. The President has
identified a number of national priorities that have received fund-
ing increases. They include the war on drugs, education and re-
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2-10 THE BUDGET FOR FISCAL YEAR 1990

search to prevent and treat AIDS, basic scientific research, and the
space program. Total real outlays for these priorities will double in
this decade, from $9.1 billion in 1980 to $18.5 billion in 1990. At the
same time, the basic legislative, executive, and judicial functions of
the government have been maintained, and the nation's role in
international affairs has been strengthened. Other discretionary
programs have been given lower priority, and total real spending
on these programs has been reduced by more than 25 percent.

Drug Enforcement and Prevention Programs.—The war on drugs
has been one of the administration's top priorities. Since 1980, the
Federal budget for anti-drug programs has grown from just over $1
billion to a proposed level of $5.0 billion in 1990. In real terms,
outlays have grown from about $1.2 billion to $3.9 billion. Precise
comparisons are not possible before 1981, because activities are
carried out by several agencies and previous administrations did
not identify the share of agency outlays devoted to drug programs
as precisely as this administration has. Nonetheless, it is clear that
outlays have grown much more in the 1980s than in any previous
period. Agencies with major responsibilities in the war on drugs
include the Drug Enforcement Administration, the Coast Guard,
the Customs Service, and the FBI. All of these have received signif-
icant real increases in this decade, and will receive further in-
creases in 1990.

AIDS.—Acquired Immune Deficiency Syndrome (AIDS) is the
highest public health concern of this administration. Real outlays
have risen from $30 million in 1982 to $1.4 billion in 1988; the
administration is proposing a further increase to $2.5 billion for
1990. Federal funds are spent for research on the causes and poten-
tial treatments for the disease, and also for health education, risk
prevention and treatment. Under a policy established in 1988, inno-
vative treatments will be made available more rapidly to victims of
this disease, without requiring extensive testing by the Food and
Drug Administration.

Science.—Basic scientific research is an essential investment in
the Nation's economic future. Total real outlays for basic research
have risen from $5.2 billion in 1980 to $7.5 billion in 1988, and this
budget proposes a further increase to $8.3 billion in 1990, an in-
crease of 60 percent during this decade. Nearly all of the increase
has come in nondefense basic research; real outlays for such re-
search by all Federal agencies have risen from $4.6 billion in 1980
to $6.8 billion in 1988, with a further increase to $7.6 billion in
1990. Construction of the superconducting supercollider, which will
be the world's most powerful high energy physics accelerator, will
begin in 1990, with outlays of $206 million. While outlays for basic
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BUDGET TRENDS IN THE 1980s 2-11

research have increased, expenditures on applied research and de-
velopment have been reduced, from $14.0 billion in 1980 to $8.1
billion in 1988. Funding was curtailed for most exotic higher-cost
energy technologies. Many of these projects proved to be miscon-
ceived, and the sharp decline in oil prices in this decade undercuts
their original justification.

Space.—This administration has recognized the economic and
scientific value of space, as well as its importance for national
security. Real federal outlays for non-defense space activities have
risen from $5.4 billion in 1980 to $7.5 billion in 1988, and a further
increase to $9.7 billion is proposed for 1990. This will support nine
shuttle flights during the year and further essential development
of the space station Freedom, which will serve as a base for signifi-
cant research projects and a catalyst for commercial development
of space.

Core Functions of Government—The legislative, judicial, and cen-
tral executive functions are fundamental to the conduct of Govern-
ment. Real outlays for these activities have increased from $9.1
billion in 1980 to $12.9 billion in 1988, and are projected to rise to
$14.7 billion in 1990. Growth is occurring mainly in law enforce-
ment and revenue collection activities.

International Affairs.—This administration has given high prior-
ity to increased spending for international programs, including
security assistance, the conduct of foreign affairs, and international
information and exchange programs. The administration has sup-
ported democratic governments and movements throughout the
world, and thanks in part to its efforts there has been a renais-
sance of democracy in this decade. The citizens of Argentina,
Brazil, the Phillippines, and the Republic of Korea have replaced
military or authoritarian regimes with democratic governments.
Soviet forces in Afghanistan are scheduled to leave that country by
February 15 of this year, and negotiations are well under way for
the removal of Cuban forces from Angola. A peaceful transition to
independence for Namibia is also in prospect. Democracy has been
restored to Grenada and strengthened in El Salvador. The adminis-
tration has strongly supported the freedom fighters in Nicaragua.

Real outlays for discretionary international affairs programs
averaged about $14.5 billion annually during the first seven years
of this decade, a substantial increase above the $11.6 billion annual
average of the 1970s. Outlays were cut back by Congress, however,
to $12.6 billion in 1987 and have remained near that level under
the Bipartisan Budget Agreement. This budget proposes an in-
crease to $13.7 billion for 1990, to stimulate further progress
toward democracy and freedom throughout the world.

240-000 O - 1989 - 2 QL 3
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2-12 THE BUDGET FOR FISCAL YEAR 1990

Higher Education.—Real federal outlays for student aid have
increased during the 1980s, from $6.0 billion in 1980 to $7.1 billion
in 1988.4 They are projected to rise further, to $8.0 billion by 1990.
Program reforms have reduced loan and grant subsidies to students
from middle- and upper-income families, while increasing funds for
poor students.

Federal programs have worked in conjunction for additional pri-
vate and State government spending on education. The private
sector provides funds for loans that are guaranteed by the Federal
Government, and States and educational institutions provide
matching funds for Federal grants, direct loans, and work-study
funds. The total annual value of the aid generated by these Federal
programs increased by more than 20 percent in real dollars be-
tween 1980 and 1988.

Grants to State and Local Governments.—Federal grants to State
and local governments have been cut back sharply in this decade.5

Grants have been cut almost in half as a share of GNP, from 2.2
percent in 1980 to 1.3 percent in 1988, and by more than a third in
real terms, from $68 billion in 1980 to $43 billion in 1988. Grants
have been reduced for programs where the benefits are primarily
local rather than national, among them local economic develop-
ment, transportation systems, and State and local justice assistance
grants. Some unnecessary or unsatisfactory grant programs have
been eliminated, such as general revenue sharing and public serv-
ice employment. Other grants have been restructured, such as
Federal job training programs, where the Comprehensive Employ-
ment and Training Act (CETA) was replaced in 1982 by the Job
Training Partnership Act (JTPA). In many areas, categorical pro-
grams were consolidated into block grants, simplifying State and
local program administration: several CETA programs for training
economically disadvantaged individuals were combined into a
single block grant under JTPA, numerous health and social serv-
ices programs were combined into block grants, and 29 small ele-
mentary and secondary education programs were combined in the
Chapter 2 block grant. As part of the Omnibus Budget and Recon-
cilation Act of 1981, 57 categorical programs were combined into
nine block grants.

Other Domestic Programs.—Taken as a whole, the remaining
domestic discretionary programs have been substantially cut
during this decade. Real outlays were reduced by more than 25

4 Most student aid programs are discretionary, but Guaranteed Student Loans are regarded as mandatory.
This discussion includes all higher education programs administered by the Education Department, to give a full
picture of Federal Government involvement in higher education. Outlays for Guaranteed Student Loans are
included in the tables for mandatory programs.

5 This discussion excludes payments for individuals, primarily programs for the poor included in the previous
discussion of entitlements.
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BUDGET TRENDS IN THE 1980s 2-13

percent, from $75 billion in 1980 to $56 billion in 1988, and the
share of GNP devoted to these programs has been cut from 2.4
percent to 1.4 percent. Many of these programs provide direct or
indirect subsidies to private business; the administration has been
successful in substantially reducing such subsidies. Nominal out-
lays for a number of small programs have been cut substantially.^
Regional economic development activities have been curtailed; dut-
lays by the Appalachian Regional Commission have been cut from
$348 million to $147 million, and a number of other regional eco-
nomic commissions have been terminated. Amtrak subsidies have
been cut from $861 million to $581 million, and Conrail has been
sold, enabling the Federal Government to save annual subsidies
that amounted to $550 million in 1980 as well as to realize $1.9
billion from the sale itself. The Synfuels corporation was terminat-
ed in 1987, saving $200 to $300 million annually. Free and reduced-
rate mail appropriations were cut almost in half, in real terms,
from $782 million in 1980 to $577 million in 1988.

Where the beneficiaries of Federal Government activities can be
identified, the administration has sought to require payments such
as user fees for the services that it provides. This has had the effect
of reducing net outlays, both because of the receipts from the fees
and because the imposition of the fees has caused beneficiaries to
evaluate their need for the services more carefully. The Water
Resources Development Act of 1986 authorized fees for the use of
commercial harbors, amounting to $148 million in 1988, to help pay
for operating and maintenance costs. Customs service user fees
were established in 1986 and 1987 for processing passengers and
inspecting commercial cargo. These fees produced combined reve-
nues of $787 million in 1988. Existing fees, such as the FHA mort-
gage insurance premium, have been brought into better alignment
with the value of the service. Finally, the Government has sold
some physical and financial assets, where appropriate. The Great
Plains Coal Gasification Plant, and Conrail, mentioned above, are
examples of physical asset sales. In 1988 the Government realized
$7.8 billion from the sale of loan assets; there were no such sales
prior to 1987. The proceeds of these sales are counted as offsetting
receipts, and therefore reduce the reported outlays in their respec-
tive budget functional categories. Their main purpose, however,
has been to improve the management of Federal direct loan pro-
grams and loan portfolios, by requiring the administering agencies
to improve their loan documentation and servicing practices, in
order to conduct the sales.

6 Dollar figures in this subsection are expressed in current dollars rather than constant dollars.
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CONCLUSION

Significant changes have indeed occurred in the budget during
this decade, but they should be put in the context of longer-term
trends. The year 1980 is sometimes taken as a reference point
against which succeeding budget policy should be evaluated, but it
should not be taken as a normative standard. In 1980, the public
was generally dissatisfied with both the rapid growth and the
composition of Federal spending. Defense outlays, which had been
declining in real terms for several years in the aftermath of the
Vietnam War, were too low, while domestic discretionary pro-
grams, which had been growing rapidly and in some cases haphaz-
ardly during the preceding decade, were too high. Entitlements
also were growing in real terms, though their share of the budget
stabilized after 1975. The policy of this administration has been to
reverse some of these trends, restoring national defense capabilities
and cutting back sharply on lower priority domestic discretionary
programs. Many of the entitlement programs have been restruc-
tured to a greater or lesser extent over the course of this adminis-
tration but the basic entitlement programs for the elderly, the
poor, and other important groups have been preserved.

The President's budget for fiscal year 1990 is in many respects a
continuation and extension of the changes that have occurred
during this decade to date. The proposals contained in this budget
are designed to meet the Gramm-Rudman-Hollings deficit target of
$100 billion for 1990, and the subsequent targets, including a bal-
anced budget in fiscal year 1993.
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PRIORITIES IN THE 1990 BUDGET

Under the 1990 budget proposals, outlays would increase by $14.8
billion from 1989 to 1990. Rather than allow all programs to grow
at the same rate, the administration has selectively proposed pro-
gram reforms and initiatives to strengthen high priority programs
while reducing programs of lower priority. Entitlements and other
mandatory programs would grow by $4.6 billion between 1989 and
1990, slowing growth in programs that have exploded in size in
recent years. Spending for defense programs would increase by $4.7
billion while spending for international discretionary and domestic
discretionary programs would grow by $1.1 billion and $4.1 billion,
respectively.

1990 BUDGET PROPOSAL
(In billions of dollars)

1989 1990 change

Receipts
Outlays:

Defense
International discretionary-
Domestic discretionary:

Initiatives
Terminations
Other

975.5

298.3
16.3

47.5
17.0

112.8

1,059.3

303.0
17.5

53.9
13.8

113.8

83.8

4.7
1.1

6.3
- 3 . 3

1.0

Subtotal, domestic discretionary..
Entitlements and other mandatory
Asset salesx

User fees
Other collections
Net interest
Undistributed offsetting receipts

177.4
523.3
- 7 . 1

165.7
- 3 6 . 9

181.5
528.0
- 6 . 1
- 1 . 0
- 4 . 4
170.2

- 3 6 . 6

4.1
4.6
0.9

- 1 . 0
- 4 . 4

4.5
0.3

Total, outlays
Deficit ( - )
MEMORANDUM:
Deficit ( —) without asset sales..

1,137.0
-161 .5

-168 .6

1,151.8
- 9 2 . 5

- 9 8 . 6

14.8
69.0

69.9

* $50 million or less.
1 Includes related debt service.

The budget:
• Meets the deficit target for 1990 called for in the G-R-H Act.

The budget also meets the Act's requirement for a balanced
budget by 1993.

• Does not require new taxes.
• Does not tamper with social security, and assures that truly

needy beneficiaries are protected.
• Provides sufficient funding for national security needs as well

as high priority non-defense initiatives.
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• Includes appropriate entitlement reforms that affect only pro-
viders, states or local governments and middle and upper-
income recipients.

• Reduces or terminates unnecessary Federal programs.
• Only includes increased revenues from extending existing rev-

enues, reproposing user fees and proposing a moderate level
of loan and physical asset sales that are considered to be
"good government" proposals and are not needed to meet the
G-R-H targets.

• Includes expanded privatization initiatives, including efforts
to encourage marketplace competition in the public sector.

• Continues and expands management improvement initiatives.
• Proposes credit and budget process reform.

Under the 1990 budget proposals, the deficit is estimated to
decline from $161.5 billion in 1989 to $92.5 billion in 1990, $7.5
billion below the requirements of the G-R-H Act. Adoption of Presi-
dential proposals would bring the budget into surplus by 1993. By
1994, the surplus would reach $33.4 billion and this is being accom-
plished without raising new taxes or reducing any benefits to
needy beneficiaries.

This section discusses the major proposals in the 1990 budget.
The following table shows the budget plan by category. The re-
mainder of this section discusses proposals in each category. It also
discusses the administration's management and privatization ini-
tiatives.

COMPREHENSIVE BUDGET PLAN
(In billions of dollars)

1989 1990 1991 1992 1993 1994

Receipts
Outlays:

Defense
International discretionary
Domestic discretionary
Entitlements and other mandatory..
Asset salesx

User fees
Other collections
Net interest
Undistributed offsetting receipts

Total, outlays

Surplus/deficit ( - )

975.5

298.3
16.3

177.4
523.3
- 7 . 1

165.7
- 3 6 . 9

1,059.3

303.0
17.5

181.5
528.0
- 6 . 1
- 1 . 0
- 4 . 4
170.2

- 3 6 . 6

1,140.5

314.4
17.4

187.3
566.2
- 2 . 4
- 1 . 3
- 1 . 6
165.8

- 3 8 . 4

1,212.2

326.4
18.0

189.8
599.4
- 2 . 0
- 1 . 7

0.4
154.4

- 4 0 . 2

1,281.4

339.9
17.8

192.2
630.7
- 0 . 8
- 2 . 0
- 0 . 9
143.8

- 4 1 . 7

1,345.0

354.3
17.9

194.6
659.6
- 0 . 8
- 2 . 2

0.1
132.1

- 4 3 . 9

1,137.0

-161 .5

1,151.8

- 9 2 . 5
1,207.3

- 6 6 . 8

1,244.4

- 3 2 . 2

1,279.0
2.4

1,311.6
33.4

* $50 million or less.
1 Includes related debt service.

NATIONAL DEFENSE

The budget proposes $315.2 billion in budget authority for na-
tional defense for 1990 and $330.8 billion for 1991. These levels
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would provide about 2 percent annual real growth above the 1989
level, reversing a trend of four straight years of real decline in
defense funding. The budget proposal provides the funds needed to
continue modernization of U.S. strategic and conventional forces,
maintain readiness, and improve combat sustainability. These in-
creases are sorely needed if a strong national defense is to be
maintained. The budget also proposes several initiatives for im-
proving defense program management.

REQUEST FOR NATIONAL DEFENSE
(In billions of dollars)

1989 1990 1991 1992 1993 1994

DoD—Military:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level..

Atomic energy defense and other:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level..

Total, national defense:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level..

290.2
289.8

8.6
8.5

305.6
253.8

4.0

9.5
9.2
0.7

320.9
304.7

14.9

9.9
9.7
1.3

335.7
316.2

26.4

10.4
10.2

1.7

350.7
329.4

39.6

10.7
10.5
2.1

365.6
343.5

53.7

11.0
10.8
2.4

298.8
298.3

315.2
303.0

4.7

330.8
314.4

16.2

346.1
326.4

28.2

361.4
339.9

41.7

376.6
354.3

56.1

The administration's strategic modernization program remains a
high priority. The budget requests $5.9 billion for the Strategic
Defense Initiative in 1990—an increase of $1.8 billion above the
level provided in 1989. Funds are provided to acquire the new B-2
strategic bomber, to continue acquisition of the Trident submarine
and missile system, and to develop rail garrison basing for the
Peacekeeper intercontinental ballistic missile. The budget also re-
quests funds to modernize and upgrade strategic arms verification
capabilities. These capabilities will help our nation verify future
arms control agreements, assure compliance with these agree-
ments, and keep pace with changes in technologies in other na-
tions.

Conventional force capability improvements would continue as
new systems such as the A-12 attack aircraft complete develop-
ment and enter production. Combat readiness would be maintained
at a high level, although there will be some delays in equipment
maintenance. The budget provides for military pay raises of 3.6
percent in 1990 and 3.2 percent in 1991, effective in January of
each year. These increases, which are higher than those requested
for Federal civilian employees, will help assure the continuation of
a high quality military force.

The budget requests $9.0 billion in budget authority for atomic
energy defense activities, an increase above the 1989 level of 8
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2-18 THE BUDGET FOR FISCAL YEAR 1990

percent in real terms. This funding level includes $2.0 billion for
environmental, safety, health, and waste disposal activities and
$1.3 billion for modernization of the atomic energy defense produc-
tion complex.

As budget pressures have increased there has been emphasis on
improved management of defense programs. Stretchouts of procure-
ment programs are avoided and production rates are maintained at
or above minimum economic levels. Six low priority weapons pro-
grams and five ammunition lines have been terminated with
1990-91 savings of more than $1.0 billion. To improve program
stability, the budget proposes multi-year procurement of 32 addi-
tional weapons programs. These new multi-year programs are ex-
pected to result in savings of $8.6 billion over the next 8 years. The
budget also proposes a two-year pilot program to introduce co-
payments in the provision of health care to non-active duty benefi-
ciaries. The purpose of this program is to explore how co-payments
can reduce costs and improve the quality of health care in military
medical facilities. Funds are included to initiate the base closings
recommended by the Secretary's Base Closures Commission. Ex-
pected savings from base closings are estimated to be $2.0 billion
by 1994.

DISCRETIONARY PROGRAMS

Funding for discretionary programs is determined by annual
appropriations actions. This category includes a wide diversity of
Federal programs ranging from basic activities of government such
as the conduct of foreign affairs, to grants to State and local
governments for education, highway construction and community
development.

International Affairs

This budget requests increased funding for international affairs
discretionary programs to meet emerging needs of developing coun-
tries, to respond to reform by the United Nations, and to enhance
U.S. Government and Government-sponsored radio broadcasting
abroad. The increases are partly offset by a program termination
and selective reductions. Overall, international discretionary pro-
grams are funded at $19.4 billion in budget authority, $1.1 billion
above the 1989 enacted level. Under the budget proposals, 1990
outlays are estimated to be $1.1 billion above 1989.

For the foreign aid component of international affairs the budget
proposes a $0.8 billion budget authority increase over 1989. One
major element of this increase is international security assistance
which provides grants for the export of U.S. military goods and
services and for related support of the economies of key recipient
governments. The $8.5 billion in budget authority proposed ($0.4
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REQUEST FOR INTERNATIONAL DISCRETIONARY PROGRAMS
(In billions of dollars)

1989 1990 1991 1992 1993 1994

Foreign aid:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level..

Export-Import Bank:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level..

Other-.
Proposed budget authority
Proposed outlays
Outlay change from 1989 level..

Total, international discretionary:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level..

13.8
12.7

0.7
-0.3

3.8
3.9

14.6
13.4

0.6

0.1
- 0 . 2

0.1

4.7
4.3
0.4

14.7
13.4

0.7

14.8
14.1

1.3

14.9
13.9

1.2

15.1
14.0

1.3

- 0 . 4
- 0 . 1

4.4
4.4
0.4

- 0 . 5
- 0 . 2

4.5
4.4
0.5

- 0 . 6
- 0 . 3

4.5
4.5
0.6

- 0 . 7
- 0 . 4

4.6
4.6
0.6

18.3
16.3

19.4
17.5

1.1

19.1
17.4

1.0

19.3
18.0

1.6

19.5
17.8

1.5

19.6
17.9

1.6

* $50 million or less.

billion over 1989) will continue or enhance activities promoting the
security of countries in such areas as the Middle East, Central
America and South Asia. Other increases in foreign aid would pay
arrearages on contributions due in past years to multilateral lend-
ing institutions such as the World Bank and finance the U.S. share
of a major multilateral effort to further democracy in the Philip-
pines by strengthening that country's economy.

The budget also proposes a $0.3 billion increase in payments to
the United Nations and related agencies including some arrear-
ages. This responds to the budget reforms these entities are under-
taking at U.S. insistence and also would finance vital international
peacekeeping operations in the Persian Gulf, Southern Africa and
elsewhere. Further, the budget would provide for the construction
of new radio transmitters in three countries to be used by the
Voice of America and/or Radio Free Europe/Radio Liberty to
broadcast to Eastern Europe, the Soviet Union and other regions.

The budget proposes that the direct lending program of the
Export-Import Bank be terminated. This proposal is largely the
result of the successful efforts of the administration to reduce
subsidized export lending by all developed countries through inter-
national credit restraint agreements. The Bank's broad range of
guaranteed loan and insurance programs will continue to provide
comprehensive support for U.S. exporters.

Domestic Discretionary

As in the international affairs area, requests for domestic discre-
tionary programs are based on the relative merits of each program.
Increases are requested for high priority programs, while those
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that are either of low priority or the responsibility of State and
local governments are proposed for termination or deep reductions.
Budget authority of $145.0 billion is requested for domestic discre-
tionary programs in 1990, $1.4 billion over the 1989 enacted level.
Outlays for discretionary programs are estimated to total $181.5
billion in 1990.

REQUEST FOR DOMESTIC DISCRETIONARY PROGRAMS
(In billions of dollars)

1989 1990 1991 1992 1993 1994

Space and science:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level

Transportation and public works:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level

Economic subsidies and development:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level

Education and social services:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level

Health research and services:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level

Law enforcement and other:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level

Allowances:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level

Total, domestic discretionary:
Proposed budget authority
Proposed outlays
Outlay change from 1989 level

12.7
12.6

16.2
32.2

27.6
33.8

40.6
47.0

25.7
24.8

20.8
27.0

143.5
177.4

15.5
14.8

2.3

15.5
32.3

0.1

26.0
31.8

- 2 . 0

40.8
49.1

2.1

26.3
25.9

1.1

21.3
27.9

0.9

- 0 . 4
- 0 . 4
- 0 . 4

17.4
16.6

4.1

15.3
32.4

0.2

25.8
30.1

- 3 . 7

49.6
51.0

4.0

27.4
26.8

2.0

21.7
29.4

2.4

0.8
0.9
0.9

18.9
18.0

5.4

15.3
32.1

- 0 . 1

25.2
28.7

- 5 . 1

49.1
52.1

5.1

27.9
27.5

2.7

22.2
29.4

2.4

1.9
2.0
2.0

145.0
181.5

4.1

157.9
187.3

9.9

160.5
189.8

12.4

19.9
19.1

6.5

15.4
31.9

- 0 . 3

25.1
27.3

- 6 . 5

48.3
53.1

6.1

28.5
28.0

3.2

22.4
29.8

2.8

2.9
3.1
3.1

162.5
192.2

14.8

20.7
20.1

7.5

15.4
31.6

- 0 . 6

24.3
26.4

- 7 . 4

48.0
54.1

7.1

29.1
28.6

3.8

22.3
29.4

2.9

3.7
4.0
4.0

163.5
194.6

17.2

* $50 million or less.

Space and Science.—The programs in this category—the National
Science Foundation (NSF), space programs in the National Aero-
nautics and Space Administration (NASA) and the general science
programs of the Department of Energy—help ensure U.S. strength
and leadership in science and space technology. The budget re-
quests $15.5 billion in budget authority for these programs, 22
percent more than the 1989 enacted level.

The budget includes a major initiative to increase 1990 budget
authority for the National Science Foundation (NSF) to $2.1 billion,
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14 percent more than the 1989 enacted level. NSF would emphasize
the need for academic basic research and for science and engineer-
ing education. Continued U.S. leadership in science and industry
depends on the future availability of high-quality scientists and
engineers. Also proposed is a second competition for interdiscipli-
nary basic science and technology centers to complement the 11
established in 1989. These centers would focus on research across
scientific disciplines and encourage substantial participation by in-
dustry and the States to speed the transfer of new knowledge from
the laboratory to the marketplace. Support for basic research is a
key element in helping to ensure, over the long-term, the ability of
the United States to compete in increasingly global markets. Uni-
versity-based research not only generates the "intellectual capital"
of new knowledge, but also, through the training of future scien-
tists and engineers, the essential "human capital" necessary for
continued economic growth.

Budget authority of $12.2 billion is proposed for space-related
activities of NASA, a $2.3 billion increase above the 1989 level. The
administration continues to place a high priority on a safe and
sustainable space shuttle flight rate. The budget request would
allow for the completion of modifications and redesigns identified
by post-Challenger accident reviews. The total cost of these activi-
ties will be about $3.6 billion through 1991. Continued development
of a new advanced solid rocket motor is also proposed to improve
the safety, reliability, and performance of the shuttle fleet. Im-
provements to the shuttle that would extend the length of time in
orbit would also be continued with private sector financing sought
for elements of this program. A continued national commitment to
a permanently manned space station is essential to technological
and economic progress. The budget provides for continued expan-
sion of the manned space station, which is to become operational in
the mid-1990's. Through 1989, $2.0 billion will have been spent on
definition and development of the space station. The administra-
tion proposes advance funding for 1991 and 1992 and a total devel-
opment cost ceiling both to provide stable funding and to control
program costs. The administration reaffirms and strengthens its
commitment to private sector investment and involvement in the
space station. NASA is preparing guidelines and criteria for pri-
vate sector participation in the space station. NASA will rely, to
the extent feasible, on private sector design, financing, construc-
tion, and operation of future space station requirements.

The budget requests $1.2 billion in budget authority in 1990, an
increase of 27 percent over the 1989 enacted level for Department
of Energy general science programs. This includes $0.2 billion for
the Federal share of the initiation of construction of the Supercon-
ducting Super Collider (SSC). The SSC will be the world's most
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powerful proton-proton collider, producing particle collisions with
total energies 20 times greater than can be produced today. The
actual start of site specific construction will depend on settling the
details of non-Federal cost sharing commitments to the project. The
budget projections assume one-third cost sharing by the host State
and by other nations, with the first cost sharing beginning in 1990.

Transportation and Public Works.—This category includes air,
water, and ground transportation programs as well as Federal
water resource projects. The budget requests $15.5 billion in budget
authority for these programs, a 4.5 percent decrease from the 1989
enacted level. Increases for modernizing the air traffic control
system would be offset by reductions in low priority programs such
as mass transit. The budget also proposes termination of unneces-
sary subsidy programs, such as payments to air carriers for provid-
ing service to certain communities, and grants to Amtrak.

The administration requests $0.1 billion in budget authority for
eleven new construction starts for the Corps of Engineers, including
the Santa Ana flood control project in southern California. Con-
struction of these projects would be contingent on the willingness
of State and local governments, and other non-Federal project
sponsors, to share in project costs in accordance with the Water
Resources Development Act of 1986 (WRDA). By requiring non-
Federal cost-sharing for water development projects, WRDA cre-
ated a new partnership with project beneficiaries. This partnership
helps ensure that projects are supported locally, that they are the
appropriate size, and that they provide the benefits claimed.

For 1990, the administration requests $2.0 billion in budget au-
thority to continue the Federal Aviation Administration's (FAA)
airspace modernization program, $0.6 billion more than the $1.4
billion enacted for 1989. This 41 percent increase above the 1989
level reflects the administration's continued strong commitment to
improving the reliability, capacity, and safety of the air traffic
control system. The increased funds would be used for a variety of
important activities and improvements, including acquisition of
terminal doppler weather radar systems designed to detect deadly
wind shears. It is estimated that the total cost of airspace modern-
ization and other critical improvements from 1982 through 2000
will equal about $25 billion.

In addition, the budget includes a proposed 14 percent increase
in funding for FAA's operations. The administration requests $3.9
billion in budget authority for 1990 to continue the augmentation
and upgrading of FAA's safety-critical workforces, $0.5 billion more
than the $3.4 billion enacted for 1989. This increase in funding will
be used to provide for an additional 695 air traffic controllers, an
additional 400 aviation safety inspectors and support positions, and
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an additional 120 civil aviation security specialists. Funding will
also be provided to modernize the air traffic training program.

The budget recommends legislation to reform the operating dif-
ferential subsidy program. The legislation would increase the com-
petitiveness of the U.S. flag fleet by expanding carriers' operating
flexiblity, implementing certain cost-saving reforms and allowing
additional carriers to participate in the program.

In keeping with the administration's policy of reducing Federal
responsibility for rail activities unrelated to safety, the administra-
tion proposes terminating subsidies for Amtrak. Since 1970, the
Federal Government has provided Amtrak with about $14 billion
in direct and indirect subsidies, including $0.6 billion in 1989.
Amtrak serves less than one percent of all intercity travel. Given
limited budgetary resources and competing demands of higher pri-
ority Federal programs, the administration believes the Federal
Government cannot afford to continue subsidizing the trips of busi-
ness travellers and vacationers.

The budget proposes an immediate end to mass transit discre-
tionary grant funding, which has promoted the construction of
local transit systems that often have been too costly and underuti-
lized. Funding for these grants is provided by the one cent of the
Federal motor fuel tax that is dedicated to transit. The administra-
tion believes it is inequitable to continue subsidizing the projects of
fewer than 20 cities by motor fuel taxes paid throughout the
Nation. The administration proposes terminating operating subsi-
dies to large and medium-sized cities, but not those to small urban
and rural areas. Most of the operating subsidies are absorbed by
high wages and low labor productivity in public mass transit sys-
tems. Given that State and local support for transit accounts for
less than 2 percent of combined State and local spending, more
should be done at that level to address transit systems operating
costs.

Economic Subsidies and Development—This category includes
programs for energy, natural resources and the environment, agri-
culture, commerce and housing credit, and community and region-
al development. Many programs in this area are proposed for re-
duction or termination in the 1990 budget because they no longer
warrant Federal support. Many reward inefficient private activities
and support State and local development more appropriately fi-
nanced by State and local governments or the private sector. The
administration proposes reducing budget authority for this catego-
ry from $27.6 billion in 1989 to $26.0 billion in 1990.

The budget increases funding over the 1989 level for basic oper-
ations and maintenance by the Federal land management agencies:
the National Park Service, Forest Service, Fish and Wildlife Serv-
ice, and the Bureau of Land Management. The budget also includes
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a proposal to fund future forest fire fighting costs (projected at $0.4
billion in 1990) outside the annual appropriations process. Fire
protection is an integral part of the maintenance of Federal land.
The budget proposes deducting these costs from timber and miner-
al receipts generated from Federal lands prior to the sharing of
those receipts between the Federal Treasury, States and counties.
The administration also proposes capping budget authority for the
Wallop-Breaux Sport Fish Restoration and the Pittman-Robertson
Federal Aid in Wildlife programs at $0.1 billion each, beginning in
1990. Savings from this proposal will allow continuation of other
Federal programs directly contributing to fish and wildlife restora-
tion.

The administration proposes to increase funding for the Super-
fund hazardous waste cleanup program by $0.3 billion over the
1989 enacted level. The proposed level of $1.7 billion continues the
Superfund program's momentum and supports a stronger enforce-
ment role. This level would keep the Environmental Protection
Agency on target to meet the statutory deadline for cleanup starts.

The budget proposes direct funding to fill the strategic petroleum,
reserve at an average rate of 50,000 barrels per day over the two
year period 1989-90. As a result of recent oil price reductions, a
portion of the planned 50,000 barrels per day rate in 1990 will be
accelerated into 1989. The budget also proposes to sell the Govern-
ment-run naval petroleum reserves as discussed in the revenues
section below. Proceeds from the sale would include oil that would
be used to provide additional inventory for defense purposes and
accelerate the strategic petroleum reserve fill rate to an average
75,000 barrels per day from 1990 through 1994.

The budget proposes termination of the Small Business Adminis-
tration's disaster assistance program, which provides loans to home-
owners and businesses for uninsured losses suffered as a result of
physical disaster. Elimination of this program would encourage
homeowners and businesses to obtain and maintain adequate pri-
vate insurance coverage against disaster-related losses instead of
relying on the availability of direct Federal loans at preferential
interest rates.

The administration again proposes to implement most of the
Postal Rate Commission's 1986 recommendations for reform of the
postal subsidy program, including elimination of nearly all postal
service subsidies that allow certain preferred mailers to receive
reduced postal rates. The American taxpayer should not be bur-
dened with these inefficient subsidies, which are often misused.
Subsidies would be eliminated for materials with high commercial
advertising content, political advocacy mail, and "educational"
mail from organizations that do not maintain teacher/student rela-
tionships. The administration would continue lower rates for most
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religious and charitable mailings but shift the residual cost of these
lower subsidies from taxpayers to commercial mailers. In 1989, $0.4
billion in budget authority was provided for postal subsidies.

The budget requests $1.2 billion in budget authority for sewage
treatment construction grants for 1990, $0.8 billion less than the
1989 enacted level. This level is consistent with the administra-
tion's long-term plan of providing $12.0 billion for the period 1986
to 1993, first proposed in the 1988 budget. This program level was
designed to be sufficient to fund the Federal share for all projects
needed to meet the 1988 municipal compliance requirements, com-
plete all treatment plants that were started with Federal funds,
and give States and localities the flexibility they need to make the
transition back to financial independence in this area.

The budget proposes major reforms in the repayment practices of
the Power Marketing Administrations (PMAs). The PMAs currently
have wide discretion in amortizing the Federal investments to be
repaid, including the ability to unilaterally re-schedule principal
payments. The PMAs also pay interest costs well below Treasury
borrowing costs. As a result of these financial subsidies, PMA
power rates are often significantly below prevailing electric power
rates. The proposed reforms would establish sound business prac-
tices by requiring a fixed straight line amortization schedule for
principal repayments and by establishing interest rates on unpaid
principal at the rate paid by equivalent private electric utilities.

The administration proposes shifting the Rural Electrification
Administration (REA) loan program from direct loans to partially
guaranteed loans. Since most REA borrowers are financially
healthy, they can and should increase their reliance on private
sector financing. Under the budget proposal, power supply borrow-
ers would be eligible for 90 percent guarantees of private loans,
and electric distribution and telephone borrowers would be eligible
for 70 percent guarantees. A priority system would be established
to target guarantee assistance to borrowers of highest need.

Reforms are also proposed for Farmer's Home Administration
(FmHA) loan programs. The rural housing insurance fund would
reduce its direct loan program and rely more heavily on housing
vouchers. Vouchers increase family housing choices and permit
more efficient use of existing private market housing. The agricul-
tural credit insurance fund, the "lender of last resort" to agricul-
tural producers, would continue to shift toward guaranteed loans
as directed by the 1985 Farm Bill. The rural development insur-
ance fund would also shift to greater use of guaranteed loans. This
assistance, part of the administration's rural development initia-
tive, provides a bridge between rural borrowers and private lend-
ers. Loans would be used by rural communities to obtain necessary
water, waste and community facilities, as well as to assist business
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development. No funding is requested for the rural development
grants program in 1990. This program has been poorly targeted
and is duplicative of other FmHA programs.

The administration proposes elimination of several grant pro-
grams currently providing support for local community develop-
ment projects, including the Economic Development Administration
(EDA) and the Appalachian Regional Commission (ARC). There is
no evidence that these programs have resulted in net job creation
nationwide. EDA does not target assistance to those in need, but
instead serves narrow and specialized local and regional political
interests at the Nation's expense. Similarly, ARC development pro-
grams target resources to rural districts that are no worse off
economically than rural communities in other parts of the country,
and therefore not deserving of special injections of Federal re-
sources.

Education and Social Services.—This category includes funding
for elementary, secondary, and higher education, job training, and
a variety of social services. The Federal Government's role in this
area is primarily to provide support for meeting the educational,
social services, and training needs of the disadvantaged through
programs that allow States and localities flexibility to tailor solu-
tions to their individual problems. The administration believes that
States and localities must continue to bear the major financial
responsibility for these programs. Programs in this category have
been strengthened with these priorities in mind, and the adminis-
tration proposes termination and phase out of numerous programs
that are either highly categorical and thus restrict State options,
are duplicative of other Federal activities, have relatively low pri-
ority purposes or are best carried out by the private sector. Pro-
grams that serve the needs of the disadvantaged are maintained at
the 1989 level or increased. The request for budget authority for
this category is $40.8 billion, $0.2 billion above the 1989 enacted
level.

For the Education Department's programs, the budget requests
$21.9 billion in budget authority for 1990, the same as the 1989
enacted level. The administration proposes to increase compensato-
ry education programs (grants to State and local school districts
that partially finance remedial education services for the educa-
tionally disadvantaged) by $0.2 billion in budget authority above
the 1989 enacted level. These programs provide the Federal Gov-
ernment's major contribution to improving the quality of education
for children most in need. Most of the increase is for concentration
grants, which provide aid to school districts with the highest pro-
portions of disadvantaged children.

The administration proposes terminating 25 of the over 200 Edu-
cation Department programs including impact aid 'b' payments.
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Under impact aid, the Federal Government makes payments to
school districts whose revenues are deemed to be adversely affected
by Federal activities. The budget proposes to terminate the portion
of impact aid funding Ob' payments) that is based on a category of
children who pose little or no burden to school districts. Other
programs proposed for termination are narrowly focused and pro-
vide benefits already available under one or more of the larger
education programs.

The budget maintains most job training programs assisting low-
income unemployed adults and youth at the 1989 enacted level.
However, a $0.1 billion increase over 1989 is requested for a new
program that helps dislocated workers find or train for new jobs
bringing the total amount for this program to $0.4 billion in 1990.

The budget proposes adding 132,000 new housing subsidies for
low-income households. Most of these are housing vouchers, the
cornerstone of the administration's housing policy. Vouchers,
which are targeted to very low-income households, provide tenants
with more housing choices, including the opportunity to live in
better neighborhoods with access to available jobs and higher qual-
ity schools. They also make more efficient use of private sector
housing and are far less costly than other housing programs. For
example, a new public housing unit costs over $700 per month for
each family served, while a voucher can provide the same assist-
ance for around $300 a month. The administration also proposes a
new method of financing housing for elderly and handicapped per-
sons using credit vouchers to generate private lending.

The administration again proposes terminating Federal funding
for the Legal Services Corporation, a private, non-profit organiza-
tion that funds State and local agencies providing free civil legal
assistance to the poor. State and local bar associations have devel-
oped programs to provide assistance to indigent clients, and these
efforts are expected to continue to grow, consistent with private
attorneys' ethical obligations to provide such services. In 1989, $0.3
billion in budget authority was provided for this program. The
administration also reproposes termination of community services
block grants, which have been estimated to provide less than 15
percent of the funding for community action agencies. States may
continue community services programs using funds from the social
services block grant program.

The administration proposes $0.3 billion less in budget authority
than the 1989 enacted level of $1.4 billion for the low-income home
energy assistance program, which provides block grants to States to
help pay fuel bills for low-income families. With lower energy
prices, low-income households spend a much lower percentage of
their income for heat. Since many assistance programs include a
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component for energy, there is a decreasing need for a program
specializing in energy assistance.

Health Research and Services.—This category includes research
at the National Institutes of Health, block grants to States for
health, and hospital and medical care for veterans. The President's
budget recognizes the importance of many programs in this area.
The budget authority request for health research and services is
$26.3 billion, a $0.6 billion increase over the 1989 enacted level.
Proposed increases for high-priority Human Immunodeficiency
Virus (HIV) research would be partially offset by reductions in
some programs of lesser priority such as subsidies for clinical
health professions training.

Combatting HIV is the administration's highest public health
priority. Supplementing State and local programs, the Federal
effort encompasses health education and prevention as well as
research on the causes of, potential treatment for, and vaccination
against HIV. The budget authority request for Public Health Serv-
ice (PHS) HIV programs is $1.6 billion, a 24 percent increase over
the 1989 enacted level.

The budget requests $0.9 billion in budget authority for 1990 for
PHS drug abuse treatment, research, prevention, and deterrence
programs, a 9 percent increase over the comparable 1989 enacted
level. These funds will support the President's initiative to combat
drug abuse. The budget also requests an increase in budget author-
ity over the 1989 enacted level for veterans medical care to $10.7
billion for 1990. This increase would provide the necessary re-
sources to meet the objective of sustaining quality medical care for
American's disabled and needy veterans who use veterans' medical
services.

Law Enforcement and Other Core Functions of Government—
Programs in this category include the Federal Bureau of Investiga-
tion (FBI), Drug Enforcement Administration (DEA), and other
agencies involved in law enforcement, as well as the Internal Reve-
nue Service and administrative expenses for the major entitlement
programs. The budget requests $21.3 billion in budget authority for
these programs in 1990, $0.5 billion more than the 1989 enacted
level.

The administration places a high priority on law enforcement
activities of the Federal Government. Budget authority requested
for criminal investigations of the FBI and DEA for 1990 is $2.1
billion, an increase of 10 percent over the 1989 enacted level. The
FBI and DEA frequently work together with other Federal agen-
cies in 13 regional task forces on organized crime drug enforce-
ment, and have concurrent jurisdiction to combat drug trafficking.
The increased funding would provide 275 new positions for DEA
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and allow for improved technical capabilities. It would also allow
the FBI to intensify its drug enforcement and other field investiga-
tive activities and enhance capital investment funding in automat-
ed data processing and technical field support.

The budget also requests increased funding for Federal prisons.
In response to the continuing growth of the Federal prison popula-
tion, the administration is proposing to acquire three new facilities,
lease two new facilities, and expand capacity at nine existing facili-
ties. This expansion would respond to the demands of tougher law
enforcement and longer sentencing created by a number of recent
initiatives. Budget authority requested for funding Federal prisons
in 1990 is $1.6 billion, a 14 percent increase over the 1989 enacted
level.

The budget provides a 19 percent increase for various civil and
criminal litigation activities, including organized crime, drug en-
forcement, environmental enforcement, and commercial litigation.
In addition, enhancements to continue implementation of office
automation for Department of Justice attorneys and computerized
litigation support are included. Resources are also requested to
administer payments authorized by the Civil Liberties Act of 1988
providing compensation for persons of Japanese ancestry who were
deprived of liberty or property during World War II.

The budget also requests an increase in budget authority for the
Internal Revenue Service to $5.5 billion, $0.3 billion above the 1989
enacted level. This funding would allow expanded tax law enforce-
ment programs and improved accuracy and accessibility in taxpay-
er information services as well as redesigned tax processing sys-
tems.

Allowances.—This category includes budgetary transactions that
are expected to occur but are not reflected in program detail.
Allowances include funding to cover civilian agency pay raises and
savings from two proposed reforms. The proposed civilian agency
pay raises for 1990 are 2 percent for civilian personnel and 3.6
percent for Coast Guard military personnel. It is assumed that
agencies will absorb 75 percent of the increased costs associated
with the civilian pay raise in 1990. Reductions in the government
contribution for Federal employee health benefits, resulting from
reforms discussed in the Entitlements and Other Mandatory Pro-
grams section below, would save $0.3 billion in 1990. Savings from
the proposed establishment of new government mail subclasses
would also total $0.3 billion in 1990. Government mail is easier and
cheaper to handle than other mail and should be priced according-
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ENTITLEMENTS AND OTHER MANDATORY PROGRAMS
Spending for entitlement and other mandatory programs is de-

termined by eligibility criteria and benefit formulas set in substan-
tive law. Entitlements and other mandatory programs have been
one of the fastest growing parts of the budget. If currently enacted
policy continued unchanged, this category would grow by 4.5 per-
cent between 1989 and 1990 and by an additional 27.3 percent by
1994. The administration seeks a number of important reforms in
these programs to slow their growth. Under the budget proposals,
this category would grow by 0.9 percent between 1989 and 1990 and
by an additional 24.9 percent by 1994.

ENTITLEMENTS AND OTHER MANDATORY PROGRAMS
(In billions of dollars)

1989 1990 1991 1992 1993 1994

Social security benefits:
Proposed outlays
Proposed savings

Unemployment compensation and aid to the
poor:
Proposed outlays
Proposed savings

Medicare and medicaid:
Proposed outlays
Proposed savings

Federal employee health and retirement bene-
fits:
Proposed outlays
Proposed savings

Agriculture:
Proposed outlays
Proposed savings

Other:
Proposed outlays
Proposed savings

Total, entitlements and other mandatory:
Proposed outlays

I savings

230.0 244.3 259.9 274.5 288.2

60.3
- 0 . 1

118.8
- 0 . 1

51.3

16.9
0.9

46.1
0.2

58.6
- 2 . 0

128.5
- 6 . 7

51.5
- 4 . 4

12.4
- 2 . 6

32.7
- 2 . 3

61.0
- 1 . 7

143.7
- 1 0 . 4

53.8
- 5 . 5

12.5
- 2 . 1

35.3
- 3 . 3

63.7
- 1 . 6

161.1
- 1 3 . 5

56.8
- 6 . 5

11.0
- 2 . 5

32.5
- 2 . 9

66.5
- 1 . 7

176.1
- 1 6 . 5

60.0
- 7 . 2

8.5
- 2 . 2

31.3
- 3 . 0

523.3
1.0

528.0
- 1 8 . 0

566.2
- 2 3 . 1

599.4
- 2 6 . 9

630.7
- 3 0 . 6

301.0

70.0
- 1 . 8

190.7
- 1 9 . 9

63.0
- 7 . 8

5.8
- 2 . 1

29.1
- 3 . 6

659.6
- 3 5 . 1

* $50 million or less.

Social Security.—The budget does not propose any reductions in
social security benefits. Social security affects most Americans,
either through benefits received or through payroll taxes deducted
from earnings. Primarily because of benefit increases tied to the
consumer price index and increases in the number of beneficiaries,
outlays for social security benefits are expected to grow from $230.0
billion in 1989 to $244.3 billion in 1990.

Unemployment compensation and aid to the poor.—The budget
proposals also exempt unemployment compensation and aid to the
truly needy from fiscal restraint. No benefit reductions are pro-
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posed for regular unemployment compensation, food stamps, aid to
families with dependent children (AFDC), the earned income tax
credit, or supplemental security income. Improved targeting of nu-
trition aid is proposed. Under current law, over 15 percent of child
nutrition funding provides subsidies to families who earn more
than 185 percent of the poverty line—approximately $21,553 per
year for a family of four. Under the budget proposals, schools and
institutions would no longer receive Federal subsidies for meals
served to upper and middle-income households. Meal subsidies to
households with income below 185 percent of the poverty line
would be unaffected. One major program termination is also pro-
posed— Trade Adjustment Assistance (TAA)9 which provides addi-
tional weeks of cash assistance and training to workers who have
lost their jobs to imports. This program inequitably favors one
group of unemployed workers over others. Workers who lose their
job because of imports would continue to receive the full range of
unemployment benefits paid to other unemployed workers and
would be eligible for training and adjustment services in other
programs.

Medicare and medicaid.—The Federal Government is the largest
payor of health care costs in the Nation. Spending for medicare,
which provides health care for the elderly, and medicaid, which
provides health care for low-income Americans, is projected to
increase by $16.3 billion from 1989 to 1990 and by $75.4 billion
from 1990 to 1994. The administration proposes reforms in both
programs to slow this rapid growth rate.

Medicare is one of the fastest growing segments of the budget.
The program expanded from $6.8 billion in 1970 to $34.0 billion in
1980 to $84.5 billion in 1989, an increase of more than twelve fold
since 1970. Under administration proposals, medicare would be
reduced by $5.0 billion from the current services level in 1990,
which would reduce growth between 1989 and 1990 from 15.4 per-
cent to 9.5 percent. The administration proposes a moderate in-
crease in the medicare prospective payment reimbursement rate
(one modestly below the inflation rate for hospital costs), and re-
ductions in hospital capital payments as well as in medical educa-
tion payments. In an attempt to restrain excessive growth in sup-
plementary medical insurance (SMI) costs, the administration also
seeks the extension of the current law SMI premium, limitations
on physician payments, reductions in payments for certain over-
priced procedures, and reforms in the durable medical equipment
payment system.

The administration also proposes reforms in the medicaid pro-
gram that would reduce the growth between 1989 and 1990 to $1.7
billion rather than the $3.3 billion that would occur under current
law. The administration proposes renewal of cost containment in-
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centives that were originally authorized by the Omnibus Budget
Reconciliation Act of 1981, but which expired at the end of 1984.
This proposal provides the States with incentives to constrain pro-
gram growth in order to receive a rebate on their reduced Federal
matching rate. The budget also proposes to restructure Federal
financing of administrative expenses from a matching formula to a
block grant indexed by inflation. The proposal to extend the cur-
rent law medicare part B premium would moderately increase
costs for the medicaid program.

Federal employee retirement and health benefits.—Under current
law, outlays for Federal employee retirement and health benefits
are estimated to grow from $51.3 billion in 1989 to $55.9 billion in
1990. The administration proposes reforms in these benefits that
would reduce this growth by $4.4 billion in 1990. The administra-
tion proposes two reforms in the Federal employee health benefits
program, the world's largest multiple-choice health program. The
formula used to determine the Government's contribution to enroll-
ees' health premiums would be changed from the current Big Six
formula (based on the premiums of six of the largest FEHB plans)
to reflect a weighted average of all plans. The new formula would
lead to a more equitable distribution of cost sharing between the
Government and its employees because it would reflect the premi-
ums of all FEHB plans and the distribution of enrollees among
these plans. Under the weighted average formula, trends in the
program, such as the shift of enrollees from high to low option
plans, would be accounted for when the Government contribution
is determined. The budget also proposes that employer health in-
surance costs for all annuitants of the District of Columbia govern-
ment and the Postal Service, who participate in Federal personnel
benefits, be paid by those entities rather than the Federal taxpay-
er. Costs for Postal Service annuitants who retired after October 1,
1986 are already funded in this manner.

The budget proposes that no cost-of-living adjustment (COLA) be
given to Federal retirees in 1990. After 1990, retirees would receive
cost-of-living adjustments equal to 1 percentage point less than the
annual percentage change in the consumer price index (CPI). This
would make the treatment of COLAs for Federal retirement pro-
grams generally consistent with the Federal Employees' Retire-
ment System (FERS), which covers employees hired after January
1, 1984, and with the new Military Retirement System, which
covers members entering active duty after August 1, 1986. Between
1969 and 1976, COLAs exceeded inflation by 1 percent and were
made twice each year. Although COLAs have since been scaled
back to the CPI, and awarded on an annual basis, much remains to
be done to bring program costs under control. Consistent with the
administration's efforts to scale back overly generous features of
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the civilian retirement program, the administration also proposes
to end the ability of retirees covered by civilian employee retire-
ment systems to receive lump-sum payments based on their contri-
butions to the retirement system. Private sector and state retire-
ment plans generally do not have such a provision. The budget also
proposes that, beginning in 1991, the Postal Service and D.C. Gov-
ernment make annual payments to the retirement fund to cover
the full cost of COLA liabilities for their annuitants.

Agriculture.—Under current service estimates, farm price and
income supports are projected to decline from $13.0 billion in 1989
to $12.6 billion in 1990, a level still far above normal historical
levels. In order to mitigate the adverse effect of the 1988 drought
on farm income, and to ensure that our farmers have a sufficient
level of operating funds for the 1989 crop year, the administration
proposes to increase the level of advance deficiency payments to 50
percent, the maximum allowable under current law. This increase
in advance payments adds $0.9 billion to 1989 outlays while reduc-
ing 1990 outlays by a like amount.

The administration's goal of developing more market-oriented
agricultural programs and enhanced competitiveness in export
markets is working. A limited number of actions are proposed to
bring program outlays back to historical levels. These proposals
would reduce farm price and income support outlays by $1.1 billion
in 1990. Outlay reductions could be achieved by a 5 percent reduc-
tion in target prices for the 1990 crops, with slightly higher per-
centage reductions for the 1991-1993 crops. It would also be possi-
ble to reduce the share of production eligible for deficiency pay-
ments. Either approach would continue the administration's policy
of shifting to a more market-oriented sector. In addition, outlays
for non-target price commodities would be reduced by a fixed per-
centage—5 to 7 percent—to lower costs and provide equitable re-
ductions across the farming sector. Further, the counterproductive
sugar price support program needs to be modified. This program
poses significant problems in the areas of trade policy, foreign
policy and agricultural policy.

The Farm Credit System Financial Assistance Corporation (FAC)
provides assistance to Farm Credit System (FCS) institutions
mainly by purchasing their preferred stock using proceeds from
federally guaranteed debt issuances. Legislation enacted last year
transferred an unacceptable amount of the financial risks for the
corporation from the private sector to the Federal Government. As
a result, FAC outlays will be counted in the budget totals begin-
ning in 1990. The administration proposes repealing the legislation
enacted last year, thus reducing 1990 budget outlays by $0.7 billion
below current law.
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Federal Savings and Loan Insurance Corporation (FSLIC).—
During 1988 the FSLIC spent over $16.4 billion (net budget outlays
were $8.1 billion) as it accelerated its efforts to close or merge the
burgeoning number of insolvent thrift institutions. The 1990 budget
projects FSLIC spending another $15.9 billion in 1989 and $9.1
billion in 1990 to continue resolving insolvent thrift institution
cases. This spending would be offset, in part, by continuation of
normal and special assessment insurance premiums and receipts
from the Financing Corporation (FICO), an off-budget subsidiary of
the Federal Home Loan Banks created in the 1987 Competitive
Equality Banking Act to help recapitalize FSLIC. Net budget out-
lays for FSLIC are estimated to be $8.7 billion in 1989 and $2.1
billion in 1990. These projected levels of spending would allow
FSLIC to close at least 100 of the most unprofitable and insolvent
institutions, which accounted for over 77 percent of the third quar-
ter losses realized by all insolvent thrifts. The administration has
also initiated an effort to formulate a comprehensive plan to re-
solve remaining thrift insolvency problems and reform the Federal
depository insurance system. It is expected to be presented to the
new President within 60 days.

FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION

(In billions of dollars)

Disbursements
Receipts

Net outlays

1989

15.9
- 7 . 2

8.7

1990

9.1
- 7 . 0

2.1

1991

10.2
- 3 . 6

6.6

1992

8.6
- 3 . 7

4.9

1993

10.0
- 5 . 1

4.9

1994

10.2
- 6 . 8

3.4

REVENUES

In addition to the programmatic changes discussed above, the
budget proposes a number of revenue changes, including increased
user fees, and sales of both loans and real assets—but no new
taxes.

Asset sales.—The budget estimates include proceeds from loan
asset sales and loan prepayments of $3.4 billion above the current
services level in 1990. The loans are to be sold without recourse.
Sales of new loans, which provide an incentive for agencies to
improve loan origination and documentation, and assist in deter-
mining the subsidies inherent in Federal credit programs, are esti-
mated to yield $0.7 billion in 1990. In addition, the budget includes
$1.7 billion from the 1990 sale of loan assets for programs that are
proposed to be terminated.

The administration continues to promote the sale of real assets.
It again proposes that the Federal Government sell the two oil
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ASSET SALES
(In billions of dollars)

1990 1991 1992 1993 1994

Savings from loan asset sales:
Rural housing insurance fund
REA prepayments
Elderly and handicapped housing.
Other

Asset sale offsets

-1.7
-0.5
-0.5
-0.7

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

-0.4
-0.2
-0.6

- 0 . 4 - 0 . 4

-0.2
0.7

-0.2
0.9

-0.2
1.1

-0.2
1.1

Subtotal, loan asset sales
Savings from real asset sales:

Naval Petroleum Reserve
Power marketing adminstrations..
Other

Asset sale offsets

Subtotal, real asset sales

- 3 . 4

- 1 . 0
- 1 . 3
- 0 . 1

- 0 . 8 - 0 . 6 0.5 0.5

-1.5
-0.2

0.6

-1.2
-0.2

0.5

-1.0
-0.2

0.5

-1.0
-0.2

0.5

- 2 . 4 - 1 . 1 - 0 . 8 - 0 . 6

Total, asset sales savings.. - 5 . 9 - 1 . 9 - 1 . 4 - 0 . 1

- 0 6

-0.1

fields it operates—Elk Hills, California and Teapot Dome, Wyo-
ming. Running an oil field is a business, not a Government activi-
ty. In addition to an estimated $1.0 billion in revenues from the
sale, the buyer of the fields would be required to provide oil to the
strategic petroleum reserve in order to accelerate the fill rate to
75,000 barrels per day for 1990 through 1994.

The administration is also reproposing the sale, by the end of
1990, of the Alaska Power Administration (APA), which supplies
electricity in the Anchorage and Juneau areas. State and local
groups in Alaska have offered to buy APA's two hydropower
projects. The administration believes that the divestiture of APA
would make operation of these systems more responsive to local
and customer needs, without significant increases in power rates.
The budget also proposes sale of the Southeastern Power Market-
ing Administration in 1990, as well as the sale of selected assets of
the other power marketing administrations in 1991 through 1994.

Other real assets proposed for sale are helium-processing oper-
ations of the Bureau of Mines and additional surplus property held
by the General Services Administration.

User fees.—The Federal Government provides numerous services
that directly benefit clearly-identifiable, narrow groups of business
and private users. Because these services evolved over time, the
Federal agencies providing them recover widely varying propor-
tions of their costs through fees levied on the users. User fee
financing has several important advantages over general fund fi-
nancing. It is more equitable for those receiving benefits to pay for
them. Also, it is more efficient for these types of Government
services to be allocated to those willing to pay for them. User fees
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for Government services also allow the private sector to compete
more effectively to provide such services. The budget proposes es-
tablishing or increasing a variety of fees that in total will reduce
the deficit by $1.0 billion in 1990 and $8.2 billion for 1990 through
1994. The fees include:

Credit fees.— The administration proposes increasing loan origi-
nation fees for a variety of Federal credit programs. The proposed
increases would bring Federal credit terms more in line with pri-
vate sector alternatives. Fees for some Government-sponsored en-
terprises are also proposed. These enterprises would help pay for
the benefits they receive through lower interest costs due to their
association with the Government.

USER FEES AND OTHER REVENUE INITIATIVES
(In billions of dollars)

1990 1991 1992 1993 1994

Savings from user fees:
Credit fees
Coast Guard
FDA fees
Other

- 0 . 6
- 0 . 2
- 0 . 1
- 0 . 2

-0.9
-0.2
-0.1
-0.2

-1.2
-0.2
-0.1
-0.2

-1.5
-0.2
-0.1
-0.2

-1.8
-0.2
-0.1
-0.2

Subtotal, savings from user fees
Savings from other revenues:

Customs fees:1

Offsetting collections
Governmental receipts

Offsetting collections:
FCC competitive bidding
CFC production rights
Arctic National Wildlife Refuge
OCS receipts

Governmental receipts:
HI coverage of State & local employees2..
R&E revisions
Airport and airway trigger repeal2

IRS enforcement initiative
NRCfees
Other

- 1 . 0

0.8
-0.6

-2.3
-0.4
-2.1
-0.5

- 1 . 3

0.9
-0.8

-1.1
-1.4

- 1 . 7

0.9
-0.8

- 2 . 0

1.0
-0.9

- 2 . 2

1.1
-0.9

- 0 . 6 -0.6
-1.3

- 1 . 0

-1.8
2.1

-0.9
-0.3
-0.3

0.1

-1.9
1.4

-1.6
-0.6
-0.3

-1.9
1.8

-1.7
-0.7
-0.3

-1.9
2.0

-1.8
-0.7
-0.4

0.2

-1.9
2.3

-1.9
-0.7
-0.4

0.2

Subtotal, savings from other revenues.

Total, revenue initiatives

- 6 . 2 - 5 . 4 - 3 . 2 - 4 . 2 - 3 . 1

- 7 . 3 - 6 . 7 - 4 . 9 - 6 . 2 - 5 . 3

* $50 million or less.1 Part of the customs fee proposal involves repeal of a provision that requires OMB to account for the existing customs user fee as an
offsetting collection. Under the proposal, the fees would be classified as governmental receipts consistent with budget principles.

2 Net of income tax offsets.
NOTE: Increases in receipts are shown as negatives since they reduce the deficit.

Coast Guard.—A fee on recreational boaters who use the naviga-
ble waters of the United States is proposed. This largely high-
income group receives substantial benefits from Coast Guard activi-
ties. Commercial boaters would be assessed similar fees and major
shipping companies would share licensing and inspection costs.

Food and Drug Administration (FDA).—The FDA protects con-
sumers from unsafe and impure foods, unnecessary exposure to
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radiation from household and medical devices, and unsafe or inef-
fective drugs, medical devices, and biological products. User fees
totalling $0.1 billion are proposed to enhance these activities. The
fees will benefit consumers and lessen the economic cost of FDA
regulations by shortening the review time for drugs, medical de-
vices, and consumer safety activities.

Other revenues.—Other revenue proposals include:
Customs Service.—The administration proposes reforms in the

existing ad valorem fee charged by the Customs Service. The cur-
rent fee is inconsistent with provisions of the General Agreement
on Tariffs and Trade (GATT). Among other concerns, GATT has
ruled that the ad valorem structure of the merchandise processing
fee is not indicative of the cost of processing individual entries. The
proposed reforms would enable Customs to collect user fees that
conform to GATT requirements.

Competitive bidding of unassigned spectrum.—Beginning in 1990,
the United States Government will use a competitive bidding proc-
ess to issue licenses for the exclusive use of unassigned spectrum.
The bids will reflect the economic value of the spectrum. The
competitive bidding process, expected to be more efficient than
current procedures, will raise an estimated $2.3 billion in 1990.

Charges for chlorofluorocarbon (CFC) production rights.—Because
CFCs deplete the ozone layer, CFC production has been limited by
international agreement, which will result in higher prices and
potential windfall profits to CFC producers. Charging market value
for these limited CFC production rights would eliminate this wind-
fall and raise an estimated $0.4 billion in revenue in 1990.

Arctic National Wildlife Refuge (ANWR).—The budget includes
receipts from ANWR oil and gas lease sales. The sales are expected
to yield revenue of $2.1 billion in 1990 and $1.3 billion in 1993.
Congressional authorization for the leases is needed soon in order
to achieve ANRW's economic, energy-security, and deficit-reduction
benefits in 1990.

Outer Continental Shelf (OCS) receipts.—The budget proposes to
proceed in 1990 with four OCS lease sales currently or previously
under one-year oil and gas leasing moratoria for certain areas.
These sales are expected to generate $0.5 billion in 1990 receipts.
The leasing moratoria are costly and counterproductive, and cir-
cumvent effective OCS resource management as set forth in the
OCS Lands Act.

Extension of medicare hospital insurance (HI) coverage to all
State and local government employees.—Because of eligibility
through their spouse or short periods of work in covered employ-
ment, as many as three out of four State and local employees who
are not contributors to the program are entitled to the full range of
medicare benefits. Coverage of these employees, who are the only

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

1990



2-38 THE BUDGET FOR FISCAL YEAR 1990

major group of employees not assured medicare coverage, would
eliminate this drain on the medicare trust fund and make eligibil-
ity uniform.

Initiation of a permanent research and experimentation (R&E)
tax credit and revision in R&E allocation rules.—To reduce taxpay-
ers' uncertainty about future availability of incentives for research
and experimentation, the administration proposes to establish a
permanent R&E tax credit. The current law credit is scheduled to
expire on December 31, 1989. In addition, the administration pro-
poses allowing companies to allocate at least 67 percent of total
R&E expenditure to domestic source income.

Repeal airport and airway tax trigger.—Under current law, air-
port and airway trust fund taxes will automatically decline by
about 50 percent, beginning in calendar year 1990. The administra-
tion proposes repealing the tax trigger so that the taxes would
remain at their current rates. This will avoid a loss of $1.2 billion
in 1990 aviation tax revenues. These revenues will be needed in
future years to support improvements to the national aviation
system.

Internal Revenue Service (IRS) enforcement initiative.—To reduce
the gap between taxes owed and taxes voluntarily paid, the admin-
istration proposes to increase IRS funding for tax law enforcement.
This high yield initiative is designed to ensure that taxpayers are
correctly reporting income and to improve collections from past
due amounts.

Nuclear Regulatory Commission (NRC) fees.— The administration
proposes funding 100 percent of the expenses of the NRC through
user fees. Under current law, NRC fees would decrease from 45
percent of expenses in 1989 to 33 percent in 1990. The administra-
tion believes that the industry that benefits from these services
should pay for them.

CREDIT REFORM INITIATIVE

The administration proposes changing the way Federal credit
programs are treated in the budget. The proposal would charge the
true economic cost of credit—the present value of the subsidy—to
any agency making or guaranteeing loans. This proposal would be
a significant improvement over current practice. It would:

• put the cost of credit programs on an expenditure basis equiv-
alent to other Federal spending;

• improve the allocation of resources among credit programs
and between credit and other spending;

• measure accurately and equitably the benefits of Federal
credit programs; and

• encourage delivery of benefits in the form most appropriate to
the needs of beneficiaries.
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The administration's proposed legislation makes a major change
in accounting for direct and guaranteed loans. For direct loans,
agency accounts would reflect only subsidy amounts provided by
the loans, while the balance of the loan would be reflected in the
central direct loan fund; currently, net flows from direct loans
(disbursements minus repayments) are shown in the agency ac-
counts. For guaranteed loans, agency accounts after implementa-
tion would reflect the subsidy provided by the loans; currently,
only defaults and receipts of fees associated with guarantees are
reflected in agency accounts.

The credit reform proposal does not affect the deficit. Estimates
for individual credit accounts reflect the new accounting structure.
However, all outlay effects of the proposal within the credit ac-
counts are exactly offset in financing accounts. The credit reform
proposal does require an additional $10.9 billion in budget author-
ity in 1990 over what would be required under the current account-
ing treatment.

PRIVATIZATION INITIATIVES

Privatization is an important management tool to raise produc-
tivity, cut costs and improve the quality of Government services.
Privatization, defined as the transfer of Government services,
assets and/or enterprises to private sector providers, replaces mo-
nopolies with competition, thereby allowing the competitive pres-
sures of the marketplace to encourage efficiency, quality, and inno-
vation in the delivery of goods and services within the Govern-
ment. Privatization does not imply abrogation of Government re-
sponsibility for any of these services. Rather, it recognizes what
matters most is the service provided, not who provides it.

In order for Government departments and agencies to take full
advantage of the potential savings opportunities afforded by privat-
ization, the administration has developed the following initiatives
designed to realize immediate cost efficiencies as well as long-term
fiscal savings.

Competition for Federal Services.—Reducing expenditures and
improving quality of service is a top priority of the administration.
An important method of achieving this is to inject the incentives of
marketplace competition into the public sector. At the Federal
level this competitive process is embodied in OMB Circular A-76,
which requires the Government to rely on the private sector for
the provision of commercially available goods and services. The
Circular provides for precise, measurable standards to determine
whether the private sector or the Government is best able to meet
Federal needs in the most cost effective manner. The administra-
tion proposes a series of revisions to the Circular to make greater
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use of competitive pressures within the Government framework.
These revisions should lead to further improvements in productivi-
ty and more contracting with private sector providers.

Specific areas where the Government could place greater reli-
ance on private sector providers include arbitration and legal serv-
ices, postal delivery, map-making activities, specialized weather
services, mass transit, financial services, prisons, prison hospital
operations, U.S. and Foreign Commercial Service domestic services,
and aircraft services.

Meeting Infrastructure Needs.—Despite significant Federal sup-
port, our Nation's public infrastructure (highways, bridges, air-
ports, and harbors) needs improvement. The private sector repre-
sents an untapped source of capital resources and management
expertise of the magnitude needed to meet these infrastructure
needs. The administration proposes a series of initiatives that fur-
ther the role of the private sector in these areas. In addition to
these areas, a major part of the national communications infra-
structure is the United States Postal Service, which has increased
rates while service has declined. Comprehensive competitive
reform of the Postal Service is a top priority of the privatization
agenda.

Continuing Initiatives.—The administration continues to support
privatization proposals in previous budgets. These include pilot
projects on allowing conservation and other groups to manage
public lands, customs audit and inspection, and prison construction;
privatizing the railroad retirement system; and evaluating options
for the eventual transfer of the Transportation Systems Center to
the private sector. Finally, the administration continues to support
establishing a Government corporation for uranium enrichment as
a first step toward privatizing this commercial activity.

OTHER MANAGEMENT INITIATIVES

Improved management of the Federal Government has been a
high priority of this administration. The administration has suc-
cessfully mobilized the extensive resources of the Federal Govern-
ment to pursue its management improvement agenda.

The cornerstone of the administration's management improve-
ment effort has been Reform '88. This program offered five strate-
gies for achieving better Government through better management.
The first strategy was to eliminate the Federal Government role in
activities not properly Federal responsibilities. In the process, the
administration eliminated excessive and overlapping Federal regu-
lations on State and local Governments, and reduced paperwork
burdens on the public. Activities more appropriately State or local
government responsibilities were returned to those entities or ter-
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minated, and enterprises that should have remained in the private
sector, like Conrail, were sold to private bidders.

The second strategy was to make full use of Inspectors General
and build on their significant record of accomplishment. This in-
cluded launching an all-out campaign against fraud, waste, and
abuse. There have been over 27,000 successful prosecutions, and
almost 11,000 suspensions and debarments since 1981. Internal con-
trols were made a part of every agency's management program and
Inspectors General were added in agencies where they did not
exist. In addition, the President's Council on Integrity and Efficien-
cy was created to coordinate the activities of agency Inspectors
General.

The third strategy was to improve individual agency operations
through intensive management reviews and effective corrective ac-
tions. This strategy involved making formal management reviews
an inherent part of the annual budget review process and imple-
menting recommendations of the President's Private Sector Survey
on Cost Control (the Grace Commission).

The fourth strategy was to put in place Government-wide man-
agement systems. Modern financial systems based on common
standards are being put in place by every executive branch agency.
All phases of loan programs are being coordinated between agen-
cies. In addition, methods of handling cash receipts and disburse-
ments have been improved vastly. New technology is being applied
to bring Government services into line with the private sector.

The fifth strategy was to improve the timeliness, quality, and
efficiency of Government services. Improvements in those pro-
grams with which the average taxpayer would have the most con-
tact, including passport applications, income tax processing, and
social security benefits and payments have been realized. As the
strategy continues, all Federal programs will be subject to intense
quality improvement scrutiny.

CONCLUSION

In summary, the proposals put forth in this budget represent a
comprehensive program for reducing Federal spending that will
enable the Gramm-Rudman-Hollings deficit target for 1990 to be
met without an increase in taxes. It contains no cuts in social
security and preserves benefits for the truly needy. It provides for
strong national defense and high-priority non-defense initiatives
while eliminating programs that are ineffective or inappropriate to
the Federal Government.
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