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II. DIRECTOR'S INTRODUCTION TO THE NEW 
BUDGET 

GREEN EYESHADES AND THE 
COOKIE MONSTER 

If anything were meant for viewing through 
proverbial green eyeshades, it would seem to 
be the Federal budget. The typeface is small. 
The text is tedious. Tables are seemingly end-
less. 

The sheer size of the budget makes it seem 
like a monster. It contains almost 190,000 ac-
counts. At the rate of one per minute, eight 
hours per day, it would take over a year to 
reflect upon these! The budget's annual out-
lays are larger than all countries' economies 
except those of the United States, Japan, and 
the Soviet Union. (The Federal budget is 
roughly the size of the entire West German 
economy.) Clearly, at some point, green eye-
shades must be put aside. Detail must be con-
sidered; but the capacity to abstract should not 
be lost. 

Of course, with or without green eyeshades, 
monsters do not naturally invite examination. 
Still, if a monster is present, one might ad-
dress certain threshold questions: Is it threat-
ening or potentially helpful, and how is one to 
tell? The answers are not always as obvious as 
the questions. 

On "Sesame Street," the children's educa-
tional television program, there is a wonderful 
character known as Cookie Monster. As all 
monsters are, Cookie Monster is initially in-
timidating. His manner is gruff. His clumsi-
ness occasionally causes damage. 

But quickly, Cookie Monster comes to be 
seen as benign—indeed, downright friendly. 
He has a few bad habits. He cannot resist 
gobbling up anything and everything that 
might be consumed—especially cookies. And 
he cannot quite control the way in which he 
spews forth crumbs. He is the quintessential 
consumer. Yet clearly, he means no harm. 

The budget, for all its intimidating detail, 
might be seen similarly: as the Ultimate 
Cookie Monster. Its excessive tendencies 
toward consumption are not exactly ennobling. 
(It does not ordinarily present itself as serious-
ly concerned with investment.) But at the 
same time, its underlying motivation is clearly 
not malevolent. What harm it may cause is 
largely unintended. Its massive presence might 
be understood as little more than a compila-
tion of cookies received, cookies crumbled, and 
crumbs spewed forth. 

Yet apt though the Cookie Monster perspec-
tive may be, it does not suffice. It is not quite 
fair to either Cookie Monster or the budget. In 
reality, a budget is not just a monstrous mass 
of cookies and crumbs. It is more: an implicit 
statement of values and expectations for the 
future. Inescapably, it is headed somewhere— 
or other. To gain a meaningful sense of the 
whole, and where it may be headed, one must 
look beyond green eyeshades and the Cookie 
Monster. One must frame the budget from sev-
eral broader (and more serious) perspectives. 
This introduction tries to help do that. 

Among the additional perspectives are these: 
a global historical perspective; a conventional 
deficit-estimating perspective; a capital budget-
ing perspective; a perspective that gives great-
er weight to future liabilities; another that at-
tends to investment in the future; and finally, 
a congressional perspective. These are dis-
cussed (sequentially) below. 

AND THE WALL CAME 
A'TUMBLIN' DOWN . . . 

Looking a bit beyond Cookie Monster to the 
television news, one is struck with a rare im-
pression: there may be a compelling pattern to 
the flow of current events. It is not represent-
ed in the budget detail by any quantitative 
"baseline," nor any conventional statistical 
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8 THE BUDGET FOR FISCAL YEAR 1991 

measure. It was captured visually by a single 
dramatic symbol, beamed around the world, 
and etched in the mind of people everywhere: 
the fall of the Berlin wall. 

To put the symbolic fact more clinically: 
State-centered, command-and-control systems 
seem to be decomposing. The Soviet Union has 
been forced to explore the virtues of restruc-
turing, decentralization, and openness. Com-
munist regimes in Eastern Europe have been 
falling like dominoes. The Iron Curtain has 
been opened. And the drama has not been con-
fined to Eastern Europe. Just as liberated cele-
brants have cheered the opening of the Berlin 
wall and the decline of communist dictators, so 
too have liberated Panamanians celebrated the 
fall of the dictator in near-by Panama. 

While it would be naively euphoric to consid-
er this pattern "the end of history" (even in 
the limited Hegelian sense), clearly the sudden 
and dramatic shift toward pluralist democracy 
has far more than the ordinary historical sig-
nificance. The events of 1989, and what they 
will have unleashed, may one day rise to a 
place with those of 1688, 1776, or 1789. This is 
not small stuff. It is another giant leap of the 
human spirit yearning to breathe free. 

Yet this great historical shift has been 
almost trivialized in its translation into public 
debate about the budget. The issue has been 
framed as: "How big is the 'peace divi-
dend'?^—and, in effect, "How can I get mine?" 
These are issues that the budget and the politi-
cal system must treat. They are discussed fur-
ther in the budget. But they are second-order 
issues at best. 

Ahead of them in line, surely, ought to be 
these points: 

• The favorable pattern of recent events has 
not been caused exclusively by the politi-
cal and economic bankruptcy of particular 
state-centered regimes. It has also resulted 
from U.S. (and allied) military and eco-
nomic strength. These, in turn, have re-
sulted from market-oriented economic poli-
cies and sound public and private invest-
ment policies. It would be a highly unfor-
tunate irony if—just as the world were 
affirming more market-oriented and in-
vestment-oriented principles—the United 
States were to do anything other than 

strengthen its commitment to these very 
principles. 

• As the world moves away (at whatever 
pace) from an emphasis on the risk of tra-
ditional military superpower conflict, the 
relative importance of U.S. economic 
strength only increases. Increased econom-
ic strength is essential to inspire and to 
assist evolving lesser powers. And it is fun-
damental to success in the global competi-
tion with rising economic superpowers. 

• Thus, there is a first-order issue for the 
budget (and the economic policy it repre-
sents): How can it best preserve and build 
on America's strengths, while advancing 
the American economy toward even great-
er capacities for leadership and growth? If 
the "dividend" metaphor must be applied 
to the budget: How can policy best assure 
that there is a continuing growth divi-
dend? 

HOW BIG IS THE DEFICIT?—LET 
ME COUNT THE WAYS 

In considering this issue, many traditional 
analysts turn first to the size of the budget 
deficit. This is not necessarily as relevant a 
starting point as many argue. But it is rele-
vant. 

Unfortunately, a meaningful answer to the 
question—How big is the deficit?—is not quite 
as simple as the question. This budget at-
tempts to answer the question from a wide 
range of relevant perspectives. 

• The " Gramm-Rudman-Hollings (G-R-H) 
Baseline Deficit"— This perspective is 
flawed. It biases analysis toward excessive 
outlay growth. But it is required by law. It 
constructs an estimate that uses the Ad-
ministration's economic and technical as-
sumptions; assumes entitlements grow 
with the beneficiary population and with 
prescribed benefit changes; and assumes 
discretionary programs grow with infla-
tion (in effect, treating them as permanent 
entitlements). It assumes no change in cur-
rent law. From this perspective, the esti-
mated deficit for the current fiscal year 
(1990) is $122 billion; and for the coming 
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II. DIRECTOR'S INTRODUCTION TO THE NEW BUDGET 9 

budget year, 1991, it drops to $84.7 billion. 
It moves to surplus in fiscal year 1994. 

• "Adjusted G-R-H Baseline Deficit9—The 
G-R-H baseline, an artificial construct, is 
used by some for reference purposes. Even 
for its advocates, it can be misleading. 
This year, for example, the Food Stamp 
authorization for appropriations expires. It 
will almost certainly be extended in some 
form, but G-R-H does not assume that. 
Conversely, the decennial census of 1990 

• The "President's Policy Deficit"—The 
President's investment-oriented proposals 
would help assure that the economic 
growth assumed in the baseline is actually 
achieved. Other policy proposals would 
further improve the rate of deficit reduc-
tion by reducing spending on low-return 
programs, reforming selected mandatory 
programs, and charging appropriate fees. 
These additional program savings (relative 

will not be repeated in 1991. But G-R-H 
implicitly assumes that it will be. If one 
adjusts for these anomalies, the adjusted 
G-R-H baseline deficit for 1991-95 would 
be as in the chart below. 

This suggests that without major legislative 
action—but assuming continued economic 
growth—the deficit would move toward surplus 
in 1995. This would mark a steady, although 
slow, pattern of correction from the deficit 
high of $221.2 billion reached in 1986. 

to the G-R-H baseline) are discussed fur-
ther in Parts V and VII below. Their total 
contribution is $36.5 billion for 1991, rising 
to $95.8 billion for 1995. 

As a result, the Administration estimates 
that implementation of the President's budget 
would meet (and slightly surpass) the legally 
required G-R-H deficit targets of $64 billion in 
1991 and zero in 1993. The President's Policy 
deficit would be $63.1 billion in 1991, moving 

Deficit 
-260-

ADJUSTED G-R-H BASELINE ESTIMATE 
(In Billions of Dollars) 

- 2 0 0 -

-160-

- 1 0 0 -

-50-

k -221.2 

-149.7 
-166.1 

ACTUAL DEFICIT 

ADJUSTED G-R-H 
BASELINE ESTIMATE 

-152.0 

^ -122.0 

^-100.5 

V-72.9 

-39.2 

-13.1 

• +13.4 

50 i i i i i i i i i i 
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FISCAL YEAR 
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10 THE BUDGET FOR FISCAL YEAR 1991 

to surplus for 1993-95 (even after adjusting to 
assure Social Security integrity). (See table.) 

Overall spending for 1991 would still in-
crease—by about 3.0 percent. Almost every De-
partment of the government would have 
higher budget outlays than it did the previous 
year. But the deficit would be reduced because 
estimated receipts would increase even more— 

by $96.8 billion or 9.0 percent (without 
"ducks"). This reflects the "flexible freeze" at 
work: spending growth is held at a level slight-
ly below the inflation rate; while revenues in-
crease at a higher rate on the strength of eco-
nomic growth. This is summarized in the table, 
"President's Policy: Outlays, Receipts, and Def-
icit Improvement for 1991." 

PRESIDENT'S POLICY: OUTLAYS, RECEIPTS, AND DEFICIT 
IMPROVEMENT FOR 1991 

(In billions of dollars) 

Change 
1990 1991 Amount Percent 

Outlays: 
Department of Defense 
Non-Department of Defense.. 

286.8 
910.4 

292.1 
941.2 

+5.4 
+30.7 

+1.9% 
+3.4% 

Total Outlays 1,197.2 1,233.3 +36.1 +3.0% 

Receipts: 
Current Law 
New Measures 

1,072.8 
0.6 

1,156.3 
13.9 

+83.5 
+13.3 

+7.8% 
+1.2% 

Total Receipts 1,073.5 1,170.2 +96.8 +9.0% 

Deficit 123.8 63.1 -60.7 -49.0% 

• The Treatment of Social Security—Current 
law defines Social Security as "off-budget", 
but requires its inclusion for purposes of 
G-R-H deficit calculations. Social Security 
is also included in traditional "consolidat-
ed" or "unified" deficit estimates. There 
are many good and important reasons to 
continue to include Social Security in 
these calculations. 

But in recent years a problem has arisen. 
The increasing annual Social Security op-
erating surpluses have masked the true 
size of the underlying non-Social Security 
operating deficit. In effect, the surpluses 

have allowed more non-Social Security 
spending than might otherwise have been 
the case. If this were long to continue, it 
would result in an excessive burden of 
debt for future generations. It would thus 
undermine the effect of the build-up of re-
serves intended for retiring baby-boomers. 

To address this problem, without doing vi-
olence to the traditional concept of a con-
solidated budget, the Administration pro-
poses to establish a "Social Security Integ-
rity and Debt Reduction Fund." It would 
receive each year, as outlays, an amount 
equivalent to an increasing portion of the 
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II. DIRECTOR'S INTRODUCTION TO THE NEW BUDGET 11 

projected Social Security operating surplus 
(reaching 100 percent in 1996). It would be 
obliged to use these outlays to reduce Fed-
eral debt and thus leave a more managea-
ble financing burden for fu ture genera-
tions. This Fund would be linked with a 
continuing obligation to meet a G-R-H def-
icit target of zero (i.e., a permanent bal-
anced budget) start ing in 1993. Thus, the 

proposal would effectively prevent the gov-
ernment from spending Social Security re-
ceipts on non-Social Security purposes. The 
proposal is discussed fur ther in Par ts 
VI-A and VII-A below. Its effects on the 
deficit are displayed along with the other 
ways of looking at the deficit in the table: 
"Deficit/Surplus—Under Selected Defini-
tions." 

DEFICIT/SURPLUS—UNDER SELECTED DEFINITIONS 
(In billions of dollars) 

1990 1991 1992 1993 1994 1995 

"G-R-H Baseline Deficit/Surplus" ... -122.0 -84.7 -55.5 -20.1 7.9 36.3 

Adjust for outlay anomalies: 
Food Stamps — -16.2 -17.0 -17.7 -18.6 -19.5 
Census — 1.0 1.3 1.3 1.5 1.5 
Debt service ... -0.6 -1.7 -2.6 -3.9 -5.0 

Total "Adjusted G-R-H Baseline 
Deficit/Surplus" , -122.0 -100.5 -72.9 -39.2 -13.1 13.4 

Adjust for policy recommendations 0.6 36.5 46.9 57.5 75.6 95.8 

Adjust for "Social Security Integrity 
and Debt Reduction Fund" __ -14.1 -53.6 -101.8 

Total "President's Policy Deficit/Surplus" 
excluding "gimmicks" (speed-ups) ... -121.4 -64.0 -26.0 4.2 8.9 7.4 

Adjust for on-off budget: 
Exclude Social Security ... -62.0 -80.3 -93.1 -107.4 -124.2 -137.2 

Total "On-Budget Policy Deficit/Surplus". -183.4 -144.3 -119.1 -103.2 -115.3 -129.8 

Adjust for G-R-H and speed-ups: 
Include Social Security 62.0 80.3 93.1 107.4 124.2 137.2 
Include withholding and other speed-ups ... 1.0 — — — — 

Total "President's Policy Deficit/Surplus" 
including speed-ups -121.4 -63.0 -26.0 4.2 8.9 7.4 

Adjust for "Consolidated Budget": 
Include asset sales — 1.6 1.6 1.6 1.6 1.6 
Include Postal Service -2.4 -1.7 -0.7 -0.1 0.1 0.4 
Remove nondefense spendout adjustment.... ... 0.1 — — — — 

Total "Consolidated Budget Deficit/Surplus" . -123.8 -63.1 -25.1 5.7 10.7 9.4 
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12 THE BUDGET FOR FISCAL YEAR 1991 

• The Effect of Alternative Economic Sce-
narios—In considering the deficit—by 
whatever definition—it is important to 
consider its sensitivity to economic varia-
bles. For a discussion of these sensitivities, 
see Section Two, Part I: "Note on Econom-
ic Assumptions and Sensitivities." The 
single most important variable affecting 
the size of the deficit is probably the real 
economic growth rate. As a practical 
matter, the net deficit-reducing effects of 
economic growth (or its absence) are likely 
to be far greater than the effects of a so-
called peace dividend. 

As a general rule of thumb, a sustained 
one percent additional increase in real 
GNP growth—with all else equal—would 
reduce the deficit by an additional $18 bil-
lion in 1991 and an additional $98 billion 
in 1995. (A sustained one percent lesser 
increase in real GNP growth—all else 
equal—would have roughly the equivalent 
numerical effect, but with the sign 
changed.) For those seriously interested in 
either achieving greater deficit reduction 
or freeing up resources for greater spend-
ing, this underlines the importance of pur-
suing policies likely to maximize the 
growth dividend. 

The economic assumptions used by the Ad-
ministration are toward the optimistic end 

• Deficits as a Share of GNP—Meeting the 
G-R-H deficit target for 1991, as proposed 
by the President, would reduce the consoli-

of the credible range. But the Administra-
tion's assumptions are plausible and 
achievable. 

The Administration first presented its own 
economic assumptions in July 1989—at 
which point they were also judged to be at 
the optimistic end of the credible range. 
Intervening performance has, in fact, been 
highly consistent with the Administra-
tion's forecast. But that does not mean 
either that macroeconomic science has im-
proved substantially, or that the Adminis-
tration will always be so fortunate as to be 
correct. 

In developing the budget, the Administra-
tion formally considered several alterna-
tive economic scenarios. Two of these are 
discussed in the "Note" in Section Two, 
Part I. Both of these are also plausible. 
One is slightly more optimistic, and one 
more pessimistic, than the scenario actual-
ly adopted. These alternative scenarios are 
specifically described in the Note. If the 
President's Policy deficit were presented 
with either the higher growth or the lower 
growth assumptions, the deficit (or sur-
plus) would appear as follows (after adjust-
ing to assure Social Security integrity). 

dated deficit to about 1 percent of GNP. 
The deficit would thus fall clearly within 
the "normal" range for most of America's 

DEFICIT (-)/SURPLUS (+) UNDER ALTERNATIVE 
ASSUMPTIONS 

(In billions of dollars) 

1991 1992 1993 1994 1995 

Higher growth scenario -54.6 -16.9 +15.1 +24.7 +31.6 

Lower growth scenario -77.5 -48.4 -27.2 -32.9 -42.4 
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II. DIRECTOR'S INTRODUCTION TO THE NEW BUDGET 13 

major trading partners. In any case, it 
would mark a significant improvement 
from the 5.2 percent level of 1983 (6.3 per-
cent for the fiscal year). The pattern is 
suggested by the chart, "Deficits as a 
Share of GNP: U.S. vs. Major Trading 
Partners." While the trend is favorable, 
however, it should not be given excessive 

weight. The United Kingdom and Japan 
are both running surpluses—but with very 
different real growth rates. As with all 
measures of the deficit, it is necessary to 
get beyond this somewhat superficial meas-
ure, to an examination of the underlying 
economic policies and their relation to the 
future. 

DEFICITS AS A SHARE OF GNP: 
J^SSff U.S. VS. MAJOR TRADING PARTNERS 
6 

6 

4 

3 

2 

1 

i i i i I i i i i 
1983 84 85 86 87 88 89 90 91 

CALENDAR YEAR 

• Deficit Effects of Capital Budgets—The 
current budget concept—essentially a 
"cash" budget—was developed to conform 
with the President's Commission on 
Budget Concepts (1967). The "cash" per-
spective is especially useful for determin-
ing needs for financing in the public debt 
market. Indeed, it is essential. That is 
why, regardless of whether trust funds are 
treated as "on" or "off ' budget, there 
must be some consolidated accounting that 
shows the total governmental cash posi-
tion. But if one is seriously interested in 
the effects of budget policy on the future, 

one must get beyond the cash budget frame 
of reference represented by the G-R-H and 
consolidated deficit calculations. One 
needs a better sense of future liabilities 
and of the extent to which current income 
and borrowing are financing investment 
for the future (as opposed to current con-
sumption and transfers). 
With this perspective in view, many have 
criticized the Federal Government's 
"cash" budget. Some have argued that the 
Federal Government should adopt one 
form or another of capital budget and/or a 
budget that better distinguishes between 
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14 THE BUDGET FOR FISCAL YEAR 1991 

trust funds, governmental operating needs, 
and activities conducted by Government-
sponsored enterprises. 

In order to begin to address this thorough-
ly appropriate interest in getting beyond 
cash budgeting, the President's budget is 
re-configured as it might appear under the 
conceptual approach suggested by the Gen-
eral Accounting Office and the approach 
used by the state of California. These ap-
proaches are strictly illustrative—and are 
presented in Section Two, Part II: "Note 
on Alternate Approaches to Budget Pres-
entation." They are not intended—now, or 
in the future—to displace the cash budget; 
but rather, they are intended to supple-
ment it. 

While these additional perspectives are 
useful, it is clear that they, too, are not 
fully satisfactory. In going only as far as 
they do, they tend to do little more than 
confirm what is now generally accepted 
wisdom: that the Federal Government in-
vests a relatively small percent of its 
annual expenditures in capital;, and that 
there is a sharp dichotomy between the 
operating surpluses in certain trust funds 
and the operating deficits that character-
ize the rest of government. They necessari-
ly suggest, but do not satisfactorily settle, 
many difficult issues of definition as to 
what is and is not investment. They do not 
adequately treat "intellectual capital" and 
"human capital," for example. And they 
do not provide a dynamic picture of ex-
pected future liabilities and future re-
turns. 

Stepping back from this surfeit of deficits— 
all differently conceived and defined—one 
might summarize where the collection of dif-
ferent deficit pictures suggests things may be, 
and where they may be headed. 

• First, by several different deficit measures, 
the consolidated Federal deficit seems, at 
worst, to have stabilized. If the President's 
policies were adopted, this pattern of stabi-

lization would obtain, in the near term, 
even if Social Security were excluded from 
deficit calculation. The pattern of continu-
ous erosion that characterized the early-
and mid-1980s seems to have been broken. 
By many measures, the deficit is headed 
toward improvement—assuming that eco-
nomic growth continues. Although further 
progress is not guaranteed, the change in 
the underlying pattern must be viewed as 
welcome. See chart: "Alternative Deficit 
Paths." 

The proviso concerning the necessity for 
continued economic growth is fundamen-
tal, however. The economy is in its eighth 
consecutive year of growth. This is the 
second-longest period of continuous growth 
in America's history. (Post-War Japan has 
enjoyed two longer periods of growth: one 
of 20 years, 1953-73 and one of 15 years, 
1975 to the present.) There is reason to 
suggest that the traditional notion of the 
inevitability of a tight business cycle may 
be overtaken. But, to underline the obvi-
ous: Growth is not automatic. It depends 
on growth-oriented policies being pursued 
not only by the Administration, but also 
by Congress and the Federal Reserve. 

• But second, stabilization of the underlying 
deficit should not lead to complacency. 
Complacency would lead to a loss of fiscal 
discipline. And even with stabilization, 
deficits mean rising debt. America's re-
corded Federal debt is already approach-
ing three trillion dollars. (See Parts III-A 
and VI-A.) That is not necessarily bad per 
se. It depends on whether or not the debt 
is being used in conjunction with policies 
that will increase future productivity, 
growth, and capacities for debt service— 
and whether future hidden liabilities are 
being kept within reasonable bounds. 
Here, unfortunately, is where convention-
al Federal deficit accounting and budget 
presentation have been woefully inad-
equate. And here is where there is legiti-
mate cause for concern—as is discussed 
further below. 
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II. DIRECTOR'S INTRODUCTION TO THE NEW BUDGET 15 

ALTERNATIVE DERCIT PATHS 
(In Billions of Dollars) 

Deficit 

HIDDEN PACMEN 

The problem with relying solely on the con-
solidated cash budget—or even on that plus a 
capital budget—is that it does not give a full 
picture of the Federal "balance sheet." There 
is a host of technical reasons why it is not now 
possible to present a complete and valid Feder-
al balance sheet—not to mention a valid pro-
jection of the future balance sheet. But it is 
possible to do a better job of highlighting po-
tential liabilities, as well as important areas of 
investment, which have significant future ef-
fects. This budget presentation attempts to 
move in that direction. 

One curious thing about future Federal li-
abilities is that many of them are not yet fully 
visible. Their particular nature varies. But 
each is like a hidden PACMAN, waiting to 
spring forward and consume another line of 
resource dots in the budget maze. These 
hidden PACMEN are discussed in some detail 

in Parts VI-A and VI-B below. A few intro-
ductory points may help outline the problem: 

• Rising Costs of Health Care—A quarter of 
a century ago, health care expenditures 
consumed about 6 percent of America's 
GNP. Now, that share has almost doubled, 
to 12 percent. Within the growing Federal 
budget, the share has risen even more rap-
idly, from less than 5 percent in 1970 to a 
projected 15 percent in the early 1990s. 
Obviously, this is a trend that cannot be 
sustained forever—or health care costs 
would drive out all else. There are, none-
theless, increasing demands to assure 
health insurance coverage for those not 
now covered, and to provide better financ-
ing for long term care. Each of these could 
entail an additional multi-billion dollar 
annual bill. Yet the projected health ex-
penditure obligations of current law are 
not fully covered by projected future re-
ceipts. The estimated present value of un-
funded liabilities (the actuarial deficiency) 
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16 THE BUDGET FOR FISCAL YEAR 1991 

for Medicare hospital insurance alone 
could be over $250 billion. (See Parts V 
and VI-A.) 

• Rising Budgetary Claims of Mandatory 
Programs—In President Kennedy's Ad-
ministration, transfer payments to individ-
uals comprised about a quarter of the Fed-
eral budget. Now they consume almost 
half. So-called "mandatory" programs—se-
lected payments to individuals (entitle-
ments) and other automatic spending pro-
grams—have grown from 34 percent of the 
budget in 1970 to roughly half the 1991 
budget—and will reach a projected 57 per-
cent for 1995. (Mandatory programs plus 
net interest expenditures account for 
almost 62 percent of the budget.) Since 
these programs generally have broad-
based and well-represented beneficiary 
populations, they tend to have a powerful 
claim on resources, and grow faster than 
the economy as a whole. Yet again: It 
would seem obvious that this pattern of 
more rapid growth cannot be extended in-
definitely. (See Part V.) 

• Unfunded Retirement Program Liabil-
ities—There is much talk about the pro-
jected build-up of Social Security reserves 
to cover the anticipated obligations to the 
baby-boom generation when it reaches re-
tirement. The medium term build-up in-
tended by (and projected under) current 
law is, indeed, enormous. But even so, over 
the long term, under some assumptions, 
the present value of current-law obliga-
tions minus projected receipts could be a 
negative number. This is a speculative 
matter with a high degree of uncertainty. 
(See Part VI-A.) Somewhat less specula-
tively, there are clearly identifiable major 
shortfalls in unfunded Federal employee 
retirement programs—although these 
should be able to be serviced by future 
contributions. And the Railroad Retire-
ment System, although not fully a Federal 
responsibility, is substantially underfund-
ed—with a reported actuarial deficiency of 
$14 billion. 

• Obligations to Clean Up Federal Facili-
ties—For a variety of reasons, the Federal 
Government historically has not been 
prompt in attending to environmental 

clean-up at many of its facilities. For rea-
sons of both law and policy, the pattern of 
the past is now changing. But the bills are 
yet to be fully paid. The present-value cost 
of already-identified future clean-up obli-
gations and waste management improve-
ments at Federal facilities over the next 
30 years is on the order of $140-200 bil-
lion. (See Part VI-C.) 

• Contingent Risks of Federal Credit Pro-
grams and Government-sponsored Enter-
prises (GSEs)—The Federal Government's 
direct and indirect credit subsidies are far 
more extensive than is commonly appreci-
ated. In housing, over a trillion dollars in 
outstanding mortgages have been guaran-
teed by Federal agencies or securitized by 
GSEs. In agriculture, the Farmers Home 
Administration has accounted for 15 per-
cent of all farm debt outstanding, and the 
Farm Credit System has financed another 
26 percent—for a combined total of about 
$55 billion. In education, nearly all stu-
dent loans are Federally guaranteed. The 
government helps provide credit for export 
finance, rural utilities, small businesses, 
and minority-owned businesses. The pur-
poses of all this credit support are general-
ly worthy. But there can be no denying 
that there is an enormous and increasing 
Federal exposure—approaching one tril-
lion dollars in direct and federally guaran-
teed loans alone. This necessarily involves 
a risk of substantial future claims against 
the government. These claims are virtual-
ly certain to be in the tens of billions of 
dollars. Without continued economic 
growth, and the credit reforms proposed 
by the President, the claims would be sub-
stantially higher. (See Part VI-B.) 

• Contingent Risks of Federal Insurance Pro-
grams—The Federal Government funds 
programs that directly insure individuals 
and firms against many hazards not cov-
ered by private insurance. These formal 
insurance programs cover bank deposits, 
pensions, veterans life insurance, crops, 
floods, overseas private investment, nucle-
ar risks, and war risks. The total face 
value of this insurance coverage (excluding 
Medicare) exceeds four trillion dollars. De-
posit insurance accounts for about 70 per-
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cent of this total. But the remainder is 
still over one trillion dollars. Clearly, the 
Federal Government is not at risk for the 
entire face value of the insurance. But 
again: The likely future claims are virtual-
ly certain to be in the tens of billions of 
dollars. (See Part VI-B.) 

When one adds up all these likely future 
claims—unfunded health and retirement pro-
grams, environmental clean-up obligations, 
credit risks, and insurance risks—one can 
produce a rather intimidating total. (See espe-
cially Parts VI-A and VI-B.) But it is impor-
tant to put this, too, in perspective. The claims 
do not come due all at once. Indeed, they come 
due over an extended period of time. If one 
assumed that the likely range of unfunded 
claims were spread smoothly over the exten-
sive time period in which they are to come 
due, one would reduce the total to a much less 
intimidating—indeed, a manageable—level. 

This is not to say that there is not a built-in 
shortfall. There is. (See Part VI.) It is to say, 
rather, that the "amortized" annual amount of 
the projected shortfall may be on the order of 
one-half to one percent of GNP—assuming the 
problem is managed on an orderly basis. 

Over the long term, there are five ways this 
shortfall could be handled: 

• by reducing the growth of future obliga-
tions—through "mandatory" program re-
forms, credit reforms, and insurance re-
forms (these are discussed in Parts V, 
VI-A, and VI-B below); 

• by reducing spending on other Federal 
programs where returns on investment 
are judged to be of lower relative value 
(these are discussed in Part VII-B-1 
below); 

• by increasing the government's manageri-
al integrity and efficiency (this is discussed 
in Part VII below); 

• by pursuing growth-oriented economic and 
budgetary policies—investing in the 
future—so that future economic productiv-
ity and Federal receipts are higher than 
otherwise projected (this is the principal 
area of emphasis in Section One, the Over-
view, and is discussed especially in Part 
III below); or 

• by increasing the relative burden of debt 
and/or new taxes (these latter approaches 
are not a part of the President's program). 

INVESTING IN THE FUTURE 

As noted, "Investing in the Future" is a 
theme given special emphasis in the Budget 
Overview. It was first introduced to the presen-
tation of the budget by the President, last 
year, in Building a Better America. 

The emphasis is consistent with three funda-
mental points: First, a budget must be viewed 
as more than a static snapshot; it necessarily 
influences the future, and the nature of that 
influence must be examined. Second, there is a 
generally accepted moral obligation to try to 
leave future generations in a better position 
than their predecessors. Third, the obligations 
for future expenditures and debt service are 
more manageable insofar as current expendi-
tures and tax policy contribute to increased 
growth. Together, these three points argue 
compellingly for attention to the extent to 
which a budget (and its associated economic 
policy) encourage investment—investment in 
the future. 

The President's budget encourages invest-
ment in a host of ways that are discussed in 
greater detail in the Overview. These are out-
lined here—with references to appropriate 
Parts of the Overview noted parenthetically: 

• Deficit reduction—By reducing the deficit, 
meeting the G-R-H targets, and then 
buying down debt, the President's budget 
policy would improve the U.S. savings rate 
and reduce the cost of capital. (This is dis-
cussed further in Part III-A below.) 

• Incentives for Private Savings and Long-
term Investment—The President's program 
would improve the incentives for saving 
and investment through Individual Retire-
ment Accounts (IRAs); create a new all-
purpose savings incentive through Family 
Savings Accounts; and encourage growth-
oriented, job-creating investment through 
a new long-term capital gains incentive. 
(These are discussed further in Part III-A 
below.) 
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• Research and Development—The Presi-
dent's budget funds initiatives to expand 
human frontiers in space—NASA would 
grow 24 percent over 1990 to a record 
$15.2 billion—and in biotechnology; to ad-
vance the development of the superconduc-
tive supercollider and to increase invest-
ment across the full range of basic re-
search ($12.3 billion—up almost $1 billion); 
to advance applied research in areas as 
diverse as defense and health, agriculture 
and high speed rail transportation, semi-
conductor development and materials 
processing. The President also proposes to 
enact and extend major tax incentives to 
encourage greater investment in R&D by 
the private sector. Total proposed govern-
mental expenditures for R&D would 
exceed $70 billion. (These are discussed in 
Parts III-B and III-C below.) In the design 
and implementation of Government pro-
grams, the President's budget also recog-
nizes and encourages the innovative role 
of "States as Laboratories" (discussed in 
Part IV below). 

• Investment in Human Capital—Although 
Federal money is not the key to solving 
the nation's serious education problems, 
the President does propose to increase the 
discretionary budget authority of the De-
partment of Education by $1.2 billion— 
bringing the Departmental total to a 
record $24.6 billion. Program increases are 
principally in areas of investment that are 
consistent with the Federal Government's 
role and responsibilities—reflecting the 
basic understanding that true solutions 
must depend heavily on states, localities, 
parents, and a system that promotes great-
er innovation, flexibility, and accountabil-
ity. The budget re-proposes the President's 
child care initiative—on which the Con-
gress failed to act last year. And the Presi-
dent proposes not only to reauthorize 
Head Start, but to increase it by half a 
billion dollars in a single year—bringing 
Head Start to an unprecedented $1.9 bil-
lion. (These and other investments in 
human capital are discussed in Part III-D 
below.) 

• Drug Control Strategg—Clearly, it makes 
little sense to invest in human capital only 
to have drug abuse undermine that invest-

ment and, indeed, destroy the very social 
fabric that makes human growth and in-
vestment worthwhile. Drug abuse negates 
investment. It is fundamentally destruc-
tive. It must be stopped. Like education, 
drug abuse is a problem that cannot be 
solved by Federal funds alone—or by 
funds alone whatever their source. None-
theless, the 1991 budget proposes $10.6 bil-
lion in budget authority and $9.7 billion in 
outlays to combat drug abuse. These levels 
represent increases of 12 percent in budget 
authority and $2.8 billion (41 percent) in 
outlays relative to 1990. They are neces-
sary to advance the next stage of the com-
prehensive National Drug Control Strate-
gy (and are discussed further in the Strat-
egy, which is published separately, and in 
Part III-E below). 

• HOPE and Enterprise Zones—The prob-
lems of economically distressed areas will 
be alleviated some by the job-creating ef-
fects of continued economic growth. The 
problems will be mitigated also by the 
President's anti-drug abuse strategy. But 
more needs to be done to bring hope and 
opportunity to severely distressed areas. 
Thus, the President is re-proposing his ini-
tiative to stimulate growth through the 
creation of special incentives for invest-
ment and job creation in Enterprise 
Zones—a proposal on which the Congress 
has failed to act. And he is introducing 
legislation to advance project HOPE— 
Homeownership and Opportunity for Peo-
ple Everywhere. (These proposals are dis-
cussed further in Part III-H below.) 

• Transportation Infrastructure—Improving 
the U.S. transportation system is essential 
to economic efficiency and growth. It is a 
shared responsibility involving the private 
sector, Federal, state, and local govern-
ment. The Federal contribution is substan-
tial. For example, the President proposes a 
record $8.6 billion for aviation in 1991 to 
help keep the U.S. commercial aviation 
system the best in the world. Of this, $2.5 
billion—an increase of 45 percent—is pro-
posed to modernize the FAA's air traffic 
control system. (These and related trans-
portation issues are discussed in Part 
III-G below.) 
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• Environmental Protection—The emphasis 
on the importance of economic growth 
must, of course, be accompanied by a re-
sponsible concern for the protection and 
preservation of the environment. The 
President proposes over $2 billion in new 
spending to fund: "America the Beauti-
ful," a new program to improve the stew-
ardship of public lands and natural re-
sources, and to promote reforestation; a 
major increase in the U.S. Global Change 
Research Program; an acceleration of haz-
ardous waste clean-up; and a 12 percent 
increase in the EPA operating budget. 
(These are discussed in Part III-F below.) 

• The American Heritage—To the extent 
that investment tends to emphasize rapid 
technological advance, there is need for a 
complementary emphasis on aesthetic 
values, history, and the traditional cultur-
al values that have made America unique-
ly strong. Although the Federal role in 
this area must be limited—for important 
reasons of pluralistic philosophy—it must 
not be overlooked. America's progress in 
the future will be the greater for building 
on its diverse cultural strengths. Thus pro-
grams to foster and preserve the American 
Heritage are treated as themselves an 
issue of investment. (These are discussed 
in Part III-J below.) 

• National Security—None of the foregoing 
would be worth very much if the budget 
failed to provide for the protection of U.S. 
national security. Though responsible ana-
lysts may differ about the best means of 
protecting it, national security holds a fun-
damental claim on governmental invest-
ment. Without adequate investment in na-
tional security, ultimately, all that Amer-
ica holds dear could be lost. There is, fur-
ther, an obligation that America has long 
championed: the advancement of pluralis-
tic, market-oriented democracy throughout 
the world. These fundamental interests 
and obligations are dependent upon U.S. 
economic growth. But they are also, in 
some respects, preconditional to it. (They 
are discussed in Part III—I below.) 

• Management Oversight—Federal invest-
ments in the future will only achieve their 
objectives if they are effectively managed. 

Improved returns on investment require a 
better budget process and more effective 
management oversight. Americans are en-
titled to greater assurance that their tax 
dollars are being invested wisely and man-
aged with efficiency and integrity. Propos-
als to manage America's government 
better are discussed in Part VII below. 

WONDERLAND REVISITED—THE 
CURRENT CONGRESSIONAL PATH 

In the presentation of the first Bush Admin-
istration budget, a critique of "Wonderland" 
budgeting was offered. It focused on the curi-
ous Washington habit (indeed, legal require-
ment) of "current services baseline" budgeting. 
Under this system, a "cut" may really be an 
increase; and a deficit said to be going "down" 
may really be going up. With "current serv-
ices'" built-in bias toward increasing expendi-
tures, it should be little wonder that the 
system has failed to bring the deficit under 
satisfactory control. 

In the Mid-session Review of the Budget, 
OMB introduced a new budget projection: the 
"Current Congressional Path." This was done 
in order to underline what some might think 
an obvious point. That is, the deficit is not 
determined, in the end, by either "current 
services" projections or by mathematical ex-
tensions of a "President's Policy." Forecasts 
based on such projections are almost always 
bound to be wrong. Budgets are legislated. 
Congressional action (or inaction) is, therefore, 
a fundamental determinant of actual deficits. 
In trying to forecast realistically, it is impor-
tant to have some sense of the "Current Con-
gressional Path." 

Unfortunately, however, the Current Con-
gressional Path is not entirely clear. Indeed, 
Wonderland seems to be running wild with 
attractive fantasies, but without yet having es-
tablished coherent direction. One might consid-
er, for example, the two big games now in 
play—and a third that is soon to be: 

• The Spend-the-Peace-Dividend-Game—This 
is a new game, premised on the assump-
tion of a substantial, near-term "peace div-
idend." It starts by over-estimating the 
dividend. Then each player plans to spend 
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the dividend in his or her preferred way. 
The sum of all such planned expenditures 
totals about ten times the over-estimated 
dividend, which is itself perhaps five times 
the actual dividend. Thus, Washington en-
tertains the notion of spending fifty times 
a dividend that has not yet definitively 
materialized—a true Wonderland phe-
nomenon. 

In reality, the near-term peace dividend is 
likely to be smaller than is commonly as-
sumed for three reasons: First, the true 
cost of the previously planned and Con-
gressionally-approved defense program is 
substantially higher than the current DoD 
funding levels (and higher than "current 
services"). Much of the dividend will have 
to be used just to adjust the previous pro-
gram downward toward current levels. 
Second, this adjustment—while politically 
popular in the abstract—will not be politi-
cally popular in all its particulars. Third, 
any tendency to cut further would likely 
focus on reducing U.S. troop strength 
abroad at a more rapid rate than proposed 
by the President—a more rapid rate than 
consistent with preserving a strong alli-
ance and negotiating equitable and en-
forceable agreements with the Soviet 
Union. Presumably, these countervailing 
interests will be better appreciated as the 
debate about the "peace dividend" unfolds. 

• The Cut-Social-Security Game—This is or-
dinarily a very dangerous game politically. 
But in its most recent form, it has started 
with a superficially attractive proposal: to 
cut Social Security taxes. Clearly, that 
would be desirable if it could be done with-
out significant cost to the people paying 
the taxes and to the economy as a whole. 
Unfortunately, the most recent proposal to 
attract significant attention fails that test. 

It is ironic in three respects. First, some of 
its advocates have argued, until recently, 
that the government was under-financed 
(and under-taxed) not cwer-financed. Yet 
few, in fact, can seriously argue that the 
government as a whole is over-financed. 
Second, the emerging conventional wisdom 
had been that one needed to do more to 
protect the capacity to pay future Social 
Security benefits, not less. Cutting Social 

Security taxes now would mean giving up 
on that objective—giving up on the bipar-
tisan commitment to build up reserves for 
the future retirement needs of the baby 
boom generation. Third, and perhaps most 
telling: Cutting Social Security taxes now 
would likely hurt the very people it is os-
tensibly intended to benefit, today's work-
ers. It would either force an increase in 
their non-Social Security taxes (to compen-
sate for the enormous revenue loss—$55 
billion in 1991 alone); or it would force a 
reduction in their future retirement bene-
fits. (See Part VI-A.) 

The President's proposal to establish a 
"Social Security Integrity and Debt Reduc-
tion Fund" is a responsible way to protect 
the future interests of today's workers. 
But Social Security is a notoriously vola-
tile subject when it enters the political 
domain; and whether rationality will pre-
vail remains to be determined. 

• The Beat-the-Budget Game—This is the 
game that begins with the reaction to the 
President's budget. It has become an 
annual ritual. At the start, it is predict-
ably partisan. Priorities are judged to be 
incorrect. Economic assumptions are ridi-
culed (but later adopted). Gimmicks are 
scorned (but later outdone). The failure of 
the budget process is lamented (but ideas 
for evasion proliferate). The refusal to 
raise "new taxes" is condemned (as propos-
als to cut taxes are advanced). Incentives 
for savings and investment are criticized 
for their alleged adverse effects on the def-
icit (as alternative proposals to increase 
the deficit are advocated). Stalemates are 
followed by "heroic compromises" that 
earn the parties self-congratulation, but 
somehow manage to leave much of the se-
rious job to the future. And the public, 
understandably, grows more skeptical. 

It may be apt to view all this metaphorically 
as a set of children's games: the Budget as 
Cookie Monster; its future threatened by 
hidden PACMEN; its path a journey through 
Wonderland. But at some point, it is appropri-
ate to put games aside—at least for a while. At 
some point, there is an obligation to be serious. 
At some point, partisan posturing must yield 
to the responsibility to govern. 
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Sooner or later, the American political 
system will rise to the responsibility to be seri-
ous: to complete the job of fiscal policy correc-
tion. It may do this in small steps or large. It 
cannot do it with side-steps. 

This year's budget meets the responsibility 
to be serious. It is seriously presented—giving 
a more complete and balanced perspective on 
both the present and the future than has pre-
viously been characteristic. Its emphasis on in-
vestment and growth-oriented policies and its 
realistic attention to long-term liabilities 
should be welcome. Its economic assumptions 
are not outside the credible range. It meets the 
Gramm-Rudman-Hollings deficit targets with 
specific and defensible deficit-reduction meas-

ures—and without gimmicks. It seeks to pre-
serve a meaningful consolidated budget, while 
tightening the budget process. If implemented, 
it would reach balance in 1993 (as required by 
law), and would thereafter begin the process of 
reducing Federal debt. 

This, of course, is not to assert that the 
budget will be treated seriously in the very 
next round of the Beat-the-Budget game. It is 
simply to suggest that it should be. 

Richard G. Darman 
Director, 
Office of Management and Budget 

Note: This budget is presented in a new, 
comprehensive, single-volume form. There is 
no formal record of the number of individuals 
who may have read, cover-to-cover, the previ-
ous seven-volume editions of the budget. (Nor 
are there epidemiological studies of their fate.) 
This new single-volume form is provided with 
the hope that it may be more convenient for 
the reader; and with the belief that it may 
actually provide more, not less, useful informa-
tion. If any reader finds important information 
to have been dropped, OMB will try to remedy 
that unintended effect. 
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