
SPECIAL ANALYSIS B 

FEDERAL TRANSACTIONS IN THE NATIONAL INCOME 
ACCOUNTS 

The budget is designed to serve several purposes: 
—It is an economic document that reflects the taxing and spend-

ing policies of the Government for promoting economic growth, 
high employment, relative price stability, and a strong bal-
ance-of-payments position. 

—It proposes an allocation of resources between the private and 
public sectors and within the public sector. Through its impact 
on consumption and investment decisions and the distribution 
of income it also affects allocation decisions within the private 
sector. 

—It sets forth the President's request to the Congress for appro-
priations action on existing or new programs and for changes 
in tax legislation. 

—It is a report to the Congress and the people on how the Govern-
ment has spent the funds entrusted to it in past years. 

No single budget concept can satisfy all these purposes fully. The 
budget document and related Treasury reports provide complete, 
detailed information on the finances of the Federal Government 
and on the tax and spending programs proposed by the President. 
For study of aggregate economic activity, however, the national 
income and product accounts (NIA) of the United States provide 
the most useful measures. This special analysis shows Federal fi-
nances as measured in the NIA. The analysis is divided into three 
major sections. The first shows the size, composition, and trends in 
Federal sector receipts and expenditures. Additional details will be 
published in the February 1984 issue of the Department of Com-
merce publication, Survey of Current Business. The second section 
of this analysis shows quarterly estimates of Federal sector receipts 
and expenditures, while the final section explains the major differ-
ences between the budget and the NIA concepts. A discussion of 
fiscal policy can be found in the main budget document and in the 
Economic Report of the President. 

FEDERAL SECTOR RECEIPTS AND EXPENDITURES 

Table B-1 shows Federal sector NIA receipts, expenditures, and 
deficits for 1983-85. 

B - l 
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A-10 THE BUDGET FOR FISCAL YEAR 1985 

Table B - l . FEDERAL RECEIPTS AND EXPENDITURES IN THE NIA 
(In billions of dollars) 

Description 1983 actual 1984 estimate 

RECEIPTS 
Personal tax and nontax receipts 
Corporate profits tax accruals 
Indirect business tax and nontax accruals., 
Contributions for social insurance 

Total receipts.. 

EXPENDITURES 
Purchases of goods and services 

Defense 
Nondefense 

Transfer payments 
Domestic (" to persons") 
Foreign 

Grants-in-aid to State and local governments 
Net interest paid 
Subsidies less current surplus of Government enterprises.. 
Wage disbursements less accruals 

Total expenditures-

Deficit ( — ) 

295.3 
54.3 
50.7 

230.4 

630.7 

274.7 
(196.5) 

(78.2) 
344.7 

(338.5) 
( 6 . 2 ) 
85.7 
90.6 
20.3 

.4 

816.4 

-185.7 

302.1 
74.8 
56.6 

257.8 

691.3 

292.6 
(224.0) 

(68.6) 
354.4 

(347.0) 
(7.4) 
91.8 

108.6 
28.1 

875.5 

-184.2 

*$50 million or less. 
Note: The estimates for 1984 and 1985 are preliminary; any revisions will be published in the February 1984 issue of the Survey of Current 

Trends in Federal sector receipts.—Table B- l divides receipts into 
four major categories, which are also illustrated in the chart on the 
distribution of Federal sector receipts by category. Table B-2 
shows, at 10-year intervals, 3-year averages of Federal sector re-
ceipts by category as a percent of the gross national product (GNP) 
for the early years of four decades to provide a perspective relative 
to the 1985 levels of receipts. For the earlier periods, 3-year aver-
ages were used in order to eliminate the impact of annual fluctu-
ations and to permit greater focus on trends. 

Table B-2. FEDERAL SECTOR RECEIPTS AS A PERCENT OF GNP 

Description 
1952-54 
average 
actual 

1962-64 
average 
actual 

1972-74 
average 
actual 

1982-84 
average 
estimate 

1985 
estimate 

Personal tax and nontax receipts 
Corporate profits tax accruals 
Indirect business tax and nontax accruals 
Contributions for social insurance 

8.5 
5.3 
2.9 
2.1 

8.5 
4.1 
2.6 
3.8 

8.8 
3.2 
1.7 
5.7 

9.3 
1.8 
1.6 
7.1 

8.8 
2.4 
1.4 
7.4 

Total receipts 18.8 18.9 19.3 19.8 20.0 

Personal tax and nontax receipts.—The largest receipt category— 
personal tax and nontax receipts—is composed primarily of individ-
ual income taxes but also includes estate and gift taxes and some 
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SPECIAL ANALYSIS A A-ll 

miscellaneous receipts. Traditionally, increases in income, because 
of both real growth and inflation, would automatically increase 
these receipts. Indeed, since personal income taxes are progressive, 
these receipts normally grow at a faster rate than personal income. 
Periodically over the past three decades tax reductions were en-
acted that offset part of the increase in effective tax rates resulting 
from the progressive tax structure. However, the Economic Recov-
ery Tax Act of 1981 has drastically altered these circumstances. 
That act provided for across-the-board tax reductions and—starting 
in 1985—indexing of income tax brackets, the zero bracket amount, 
and the personal exemption to inflation. As a result, personal tax 
and nontax receipts will increase at a much slower rate in the 
future than the increases that normally would have been called for 
under pre-existing tax law. 

Distribution of Federal Sector Receipts by Category 
Percent Percent 

' \Contributions for Social Insurance > 

Q Q 
1957 61 65 69 73 77 81 85 
Fiscal Years Estimate 

Corporate profits tax accruals.—Corporate profits tax accruals 
vary significantly from year to year because corporate profits are 
highly volatile. The NIA corporate profits taxes differ from the 
corresponding budget category primarily because: (1) the NIA in-
cludes the deposit of earnings by the Federal Reserve System as 
corporate profits taxes, whereas the budget treats these collections 
as miscellaneous receipts; and (2) the NIA records corporate profits 
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A-10 THE BUDGET FOR FISCAL YEAR 1985 

taxes when the profits are earned (that is, accrued), while the 
unified budget records the cash receipts. 

The gradual decline in corporate profits tax receipts relative to 
GNP and (as shown in the chart above) to total receipts results 
mainly from three factors: (1) a long-term decline in corporate 
profits relative to GNP; (2) a narrowing of the corporate profits tax 
base resulting from changes in the definition of corporate profits 
for tax purposes (largely increases in permissible depreciation al-
lowances); and (3) reductions in effective tax rates on corporate 
profits resulting from statutory rate reductions and tax credits. 
Provisions of the Economic Recovery Tax Act of 1981 designed to 
stimulate investment further accelerated this trend toward a rela-
tive reduction in corporate profits taxes. 

Indirect business tax and nontax accruals.—These receipts are 
composed of excise taxes, customs duties, and various miscella-
neous receipts such as the windfall profit tax, rents and royalties 
on the Outer Continental Shelf lands, import fees on crude oil and 
petroleum products, and coal-mining reclamation fees. Over time, 
indirect business tax and nontax accruals have become a much less 
important part of total Federal sector receipts, partly because they 
normally do not rise in proportion to the growth in the economy 
and partly because some of them, such as the automobile and 
telephone excise taxes, have been reduced or repealed. Despite this 
relative decline, the use of excise taxes as user charges to finance 
Federal programs such as highways and airways makes this an 
important source of financing certain specialized programs in the 
budget. 

Contributions for social insurance.—This is the second largest 
category of Federal sector receipts. The increase since World War 
II has been caused by the growth in the labor force and in wage 
rates, the expanded coverage of existing social insurance programs, 
the enactment of new ones, and increases in the taxable wage base 
and tax rates needed to finance liberalization of benefits. As a 
result of the rapid rise in social insurance taxes (mainly social 
security) and the passage of legislation reducing or eliminating 
individual income taxes for many low- and moderate-income indi-
viduals and families, millions of Americans now pay significantly 
higher social insurance taxes than income taxes. The combined 
effect of the tax reductions provided by the Economic Recovery Tax 
Act of 1981 and the social security tax increases under current 
laws—including the coverage of Federal civilian employees under 
hospital insurance taxes for the first time—dramatically reinforce 
this trend toward social insurance collections rising relative to 
total NIA receipts. 
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Major tax changes.—In 1981 the Congress enacted one of the 
most sweeping sets of changes in tax law ever enacted: the Eco-
nomic Recovery Tax Act of 1981. The Act was followed the next 
year by the Tax Equity and Fiscal Responsibility Act of 1982 and 
the Highway Revenue Act of 1982. This legislation was discussed 
extensively in last year's budget. In 1983 two major pieces of tax 
legislation were enacted—one for social security and one for rail-
road retirement. 

—The Social Security Amendments of 1983 expanded social secu-
rity coverage, accelerated previously scheduled increases in the 
social security payroll tax rates, and provided for the taxation 
of a portion of social security benefits. 

—The Railroad Retirement Revenue Act of 1983 increased rail-
road retirement and railroad unemployment taxes, enacted an 
additional temporary railroad unemployment tax to finance 
the repayment of borrowings from railroad retirement, pro-
vided for separate funds operated by the Railroad Retirement 
Board for the social security equivalent activities and for the 
rail industry pension plan, and provided for the taxation of 
benefit payments by the rail industry pension plan. 

The administration is proposing several further changes in Fed-
eral tax legislation, and the effects of these proposals are reflected 
in the NIA receipt estimates. The major changes are as follows: 

—The administration proposes that the employer and employee 
contributions to the civil service retirement fund be increased 
from the 7% matching payments to 8% starting in 1985 and 
9% starting in 1986. While the budget records only the employ-
ee share as tax collections (the employer share is offset as an 
intragovernmental receipt), the NIA records both employer 
and employee payments as social insurance contributions. 

—The administration proposes that employer paid health insur-
ance premiums above specified levels be subject to social secu-
rity, medicare, and income taxes. 

—The administration proposes a number of changes to stop unin-
tended tax benefits or eliminate tax shelters. Additionally, it 
proposes several structural reforms, including restrictions on 
tax exempt leasing, changes in the taxation of life insurance 
companies, and restrictions on industrial development bonds. 

Additional details about enacted and proposed tax changes can 
be found in Part 4 of the 1985 Budget on a unified budget basis; 
additional detail on an NIA basis will be published in the February 
1984 Survey of Current Business. 

Trends in Federal sector expenditures.—Federal sector expendi-
tures are also divided into several major NIA categories. The prin-
cipal distinction is between purchases of goods and services (which 
are divided between defense and nondefense purchases) and all 

4 2 0 - 7 0 0 0 - 84 - 4 QL : 3 
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other transactions. Purchases are that portion of the Nation's 
output that is bought directly by the Federal Government and, 
therefore, included in the GNP. The other expenditure categories 
consist primarily of payments to individuals and grants to State 
and local governments. These individuals and governments, in 
turn, can use the income to finance their own consumption or 
purchases of goods and services, to save, and—in the case of States 
and localities—to hold down taxes or to make transfer payments. 

Distribution of Federal Sector Expenditures by Category 
Percent Percent 

jiiiiijijjjiiiiijiiiiii!! 
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I;;;;;;;;;;;:;:;;;;;;;: 
Domestic Transfer:::!;;;;;;;; 

Hiijiiiii!;!!!; Rayments 
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6 9 7 3 7 7 8 1 8 5 
Estimate 

The chart on the distribution of Federal sector expenditures 
illustrates the trends in spending since 1957. As can be seen, major 
shifts in the composition of Federal sector expenditures occur over 
time. Until recently for example, for most of the years shown in 
the chart defense purchases of goods and services were a declining 
share of Federal spending. This pattern was temporarily reversed 
for 3 years during the Vietnam period, but by 1970 the defense 
share was well below the pre-Vietnam percentages. This budget 
reflects the President's continuing efforts to reverse the relative 
decline in our Nation's defense capability that accompanied these 
reductions. Defense purchases are expected to total 25.6% of Feder-
al sector expenditures in 1984 and 27.1% in 1985; they were 23.4% 
in 1982, and 24.1% in 1983. 
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SPECIAL ANALYSIS A A-ll 

As with Table B-2, table B-3 shows four decades of historical 
data on 3-year averages compared to the 1985 recommended distri-
bution. 

Table B-3. FEDERAL SECTOR EXPENDITURES AS A PERCENT OF GNP 

Description 
1952-54 
average 
actual 

1962-64 
average 
actual 

1972-74 
average 
actual 

1982-84 
average 
estimate 

1985 
estimate 

Defense purchases 12.8 8.6 5.8 6.0 6.6 
Nondefense purchases 2.0 2.3 2.3 2.3 2.1 
Domestic transfer payments 2.6 4.5 7.0 10.1 9.5 
Foreign transfer payments .6 .4 .2 .2 .2 
Grants-in-aid to State and local governments .8 1.5 3.0 2.7 2.5 
Net interest paid 1.3 1.2 1.3 2.8 3.0 
Subsidies less current surplus of Government enter-

prises .2 .7 .6 .6 .5 

Total expenditures 20.3 19.2 20.4 24.7 24.4 

Defense purchases and foreign transfer payments are, of course, 
largely devoted to the conduct of our national defense and foreign 
affairs, although in recent years a significant portion of foreign 
transfers have gone to beneficiaries of domestic transfer payments 
programs (such as social security) who live abroad. In 1952-54 
defense purchases were 12.8% of GNP; the 1952-54 period included 
the peak spending for the Korean war. Foreign transfer payments 
in 1952-54 averaged 0.6% of GNP. The total of these, 13.4%, re-
flects roughly the cost of the conduct of external affairs. The years 
1962-64, a post-Korean war peacetime period, reflected a signfl-
cantly lower level of defense expenditures relative to the GNP than 
was prevalent prior to the Korean war. In that period, defense 
purchases and foreign transfers combined were equal to 9.0% of 
GNP. Even though the 1972-74 period included some spending for 
the wind-down of the Vietnam war, defense purchases and foreign 
transfers were down to 6.0% of GNP. In the 1982-84 period, de-
fense purchases plus foreign transfer payments are estimated to be 
equal to 6.2% of the GNP—well below the 1962-64 average but 
above the 1972-74 average—and in 1985 they are expected to total 
6.8% of GNP. 

Over the past several decades, spending on most other expendi-
ture categories—especially nondefense purchases, domestic transfer 
payments, and grants-in-aid—has risen dramatically relative to 
GNP. 1952-54 spending for everything except defense purchases 
and foreign transfer payments was equal to 6.9% of GNP; in 1982-
84 such spending is estimated to equal 18.5% of GNP. The current 
effort to strengthen our national defense capability and to simulta-
neously reduce the size of the Government relative to the economy 
will have an effect by 1985. In that year, defense purchases and 
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A-10 THE BUDGET FOR FISCAL YEAR 1985 

foreign transfers are estimated at 6.8% of GNP while all other 
spending is estimated to be equal to 17.6% of GNP. 

Table B-4 displays purchases of goods and services (defense and 
nondefense) with a split by character of expenditures between com-
pensation of employees and all other purchases. 

Table B-4. PURCHASES OF GOODS AND SERVICES BY CHARACTER OF EXPENDITURE 
(In billions of dollars) 

1980 1981 1982 1983 1984 1985 
actual actual actual actual estimate estimate 

Defense purchases: 
Compensation of employees 51.5 58.8 66.3 71.4 74.9 79.9 
Other 74.5 88.3 107.0 125.1 149.1 177.2 

Total defense purchases 126.0 147.1 173.3 196.5 224.0 257.1 

Nondefense purchases: 
Compensation of employees 28.9 31.2 32.3 34.1 35.1 36.4 
Other 34.4 40.2 45.4 44.1 33.5 46.5 

Total nondefense 63.3 71.4 77.7 78.2 68.6 82.9 

Defense purchases of goods and services.—Defense purchases con-
sist of all purchases of goods and services under programs included 
in the national defense function in the budget document. In addi-
tion, defense purchases include purchases of goods and services by 
the military assistance programs that in earlier years had been 
classified in the national defense function but are now classified in 
the international affairs function in the budget. Normally about 
95% of defense purchases are made by the Department of Defense, 
Military. The bulk of the remainder is for international security 
assistance, defense stockpiles, civil defense, and nuclear weapons 
programs carried out by other agencies. 

The budget calls for an increase in defense purchases of $33.1 
billion in 1985 over 1984. This increase more than offsets the 
impact of inflation, thus continuing the recent trend of rising 
defense purchases in real terms. The pattern of real defense spend-
ing has altered significantly over the past decade. From a Vietnam 
peak in 1968, real defense purchases declined each year until 1976. 
Between 1976 and 1978 such purchases remained relatively stable, 
and starting in 1979 began the rise that is continuing in this 
budget. 

Nondefense purchases of goods and services.—This category 
covers the goods and services purchased by Federal nondefense 
agencies. These include such programs as operation of national 
forest, park, and recreation areas; space exploration; promotion of 
commerce; acquisition and disposal of agricultural commodities; 
construction of flood control and navigation projects; operation of 
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the Federal airway system; a wide variety of medical, energy, 
space, and other scientific research; the capital outlays of Govern-
ment enterprises; Federal law enforcement; and operation of veter-
ans hospitals. Table B-5 shows these purchases by agency for the 
years 1976 to 1985, reflecting the agency structure in the 1985 
Budget. 

Nondefense purchases consist mainly of the cost of operating the 
various nondefense agencies. In the case of Government enterprises 
(including the CCC and the Postal Service), however, the purchases 
figures reflect net capital formation. The most volatile major seg-
ment of nondefense purchases is CCC purchases, because the Cor-
poration buys, sells, or otherwise disposes of agricultural commod-
ities. On occasion—as in 1979 and in 1984—such sales and disposals 
may exceed new purchases. The large negative for nondefense agri-
cultural purchases in 1984 is largely due to disposition of commod-
ities through the payments-in-kind program, which is estimated to 
result in $9.3 billion of subsidies. The value of these commodities 
are reflected in the subsidies estimates in table B-8. 
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Table B-5 —NONDEFENSE PURCHASES OF GOODS AND SERVICES BY AGENCY AND ACTIVITY 
(In billions of dollars) 

Actual Estimate 

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 

Legislative and judicial branches 1.1 1.4 1.5 1.6 1.8 1.8 2.1 2.2 2.6 2.7 
Department of Agriculture 2.6 5.5 4.4 2.7 5.5 5.8 13.2 10.7 - 4 . 6 6.5 

Commodity Credit Corporation (0.2) (2.7) (0.8) ( - 1 . 0 ) (1.0) (1.2) (8.0) (5.0) ( - 1 0 . 3 ) (1.7) 
Forest Service (0.9) (1.1) (1.2) (1.5) (1.7) (1.7) (1.8) (1.8) (1.9) (1.9) 
All other (1.5) (1-7) (2.3) (2.2) (2.7) (2.9) (3.4) (3.9) (3.7) (3.0) 

Department of Commerce 0.9 1.0 1.1 1.2 1.9 1.5 1.5 1.6 1.8 1.7 
Corps of Engineers, Civil 2.2 2.3 2.6 3.0 3.3 3.2 3.0 3.0 3.1 3.1 
Department of Education 0.4 0.5 0.5 0.5 0.6 0.8 0.8 0.7 0.8 0.7 
Department of Energy 2.0 2.7 4.3 4.6 3.4 7.8 5.2 5.3 4.6 4.2 
Department of Health and Human Services 5.3 5.7 6.4 6.6 7.6 8.3 8.7 8.6 9.7 9.6 

Health, including medicare (3.6) (3.7) (4.4) (4.6) (5.3) (5.9) (5.9) (5.8) (6.4) (6.8) 
Social security, income security, and other (1.7) (2.0) (2.0) (2.1) (2.3) (2.4) (2.8) (2.8) (3.2) (2.9) 

Department of Housing and Urban Development 0.5 0.5 0.6 0.7 0.5 0.4 0.2 0.4 0.4 0.3 
Department of the Interior 2.2 2.7 2.9 3.3 3.9 4.0 3.9 4.3 4.5 4.4 
Department of Justice 1.4 1.6 1.8 1.9 2.1 2.3 2.4 2.7 3.2 3.5 
Department of Labor 0.9 1.1 1.2 1.7 1.9 1.9 1.9 1.7 1.9 1.8 
Department of State 0.9 1.0 1.2 1.4 1.5 1.4 1.7 1.9 2.2 2.3 
Department of Transportation 3.2 3.6 4.0 4.3 4.8 5.1 5.3 5.7 6.5 6.9 

Coast Guard (0.9) (1.0) (1.1) (1.3) (1.4) (1.6) (1.8) (2.1) (2.3) (2.4) 
Federal Aviation Administration (1.8) (2.0) (2.2) (2.3) (2.5) (2.7) (2.5) (2.8) (3.2) (3.6) 
Other (0.5) (0.6) (0.7) (0.8) (0.9) (0.8) (0.9) (0.8) (1.0) (1.0) 

Department of the Treasury 2.7 2.9 3.1 3.4 4.0 4.2 4.2 4.0 4.5 5.0 
Internal Revenue Service (1.7) (1.8) (1.9) (2.1) (2.3) (2.4) (2.5) (2.9) (3.3) (3.5) 
Other (1.0) (1.1) (1.2) (1.4) (1.7) (1.8) (1.7) (1.1) (1.2) (1.6) 

Environmental Protection Agency 0.5 0.6 0.6 0.8 0.9 1.0 0.9 1.0 1.1 1.4 
National Aeronautics and Space Administration 3.6 3.9 3.9 4.1 4.7 5.3 5.9 6.5 6.9 7.3 
Veterans Administration 4.7 5.2 5.8 6.2 7.1 7.6 8.1 8.9 9.7 10.4 

Hospital and medical care (3.9) (4.6) (5.1) (5.4) (6.3) (6.8) (7.3) (8.1) (8.8) (9.4) 
Administration and other (0.7) (0.6) (0.7) (0.7) (0.8) (0.8) (0.8) (0.8) (0.9) (1.0) 
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All other 5.6 6.2 6.7 7.9 7.8 9.1 8.7 9.0 9.7 11.1 
National Science Foundation (0.3) (0.3) (0.3) (0.4) (0.4) (0.4) (0.5) (0.5) (0.5) (0.6) 
Nuclear Regulatory Commission (0.2) (0.2) (0.3) (0.3) (0.4) (0.4) (0.4) (0.5) (0.5) (0.5) 
OPM: Employee health benefits and imputed employ-

ee retirement contributions (0.9) (1.0) (1.3) (1.4) (1.7) (2.0) (2.2) (2.6) (2.6) (2.4) 
Postal Service (0.7) (0.4) (0.3) (0.4) (0.4) (0.5) (0.4) (0.6) (1.0) (1.4) 
Tennessee Valley Authority J (1.1) (1.2) (1.5) (2.0) (1.7) (1.5) (1.0) (1.1) (0.8) (0.7) 
United States Information Agency J (0.3) (0.3) (0.3) (0.3) (0.4) (0.4) (0.5) (0.5) (0.6) (0.8) 
Imputed bank service charges (0.3) (0.5) (0.6) (0.4) (0.3) (0.4) (0.4) (0.5) (0.6) (0.6) 
Other (1.8) (2.3) (2.1) (2.7) (2.5) (3.5) (3.3) (2.7) (3.1) (4.1) 

Total 40.7 48.4 52.6 55.9 63.3 71.4 77.7 78.2 68.6 82.9 
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The Department of Health and Human Services and the Veter-
ans Administration are normally the two largest agencies in terms 
of nondefense purchases. Their combined spending is projected to 
be 24% of the total in 1985. In 1985 the combined nondefense 
purchases for health care, including medicare and research by the 
two agencies, is estimated at $16.2 billion, over 80% of the total 
purchases for the two agencies. Most of their remaining purchases 
are for administering social security and income security transfer 
programs. Both the National Aeronautics and Space Administra-
tion with $7.3 billion in 1985 nondefense purchases and the Depart-
ment of Energy with $9.6 billion in 1985 nondefense purchases 
conduct major research and development programs. The Transpor-
tation Department's $6.9 billion of 1985 nondefense purchases are 
mainly for the operation of the Federal Aviation Agency and the 
Coast Guard. The Corps of Engineers has an estimated $3.1 billion 
in 1985 nondefense purchases which, along with the Tennessee 
Valley Authority's $0.7 billion, is primarily for public works for 
natural resources and power activities. 

Domestic transfer payments.—This is the largest category of Fed-
eral sector expenditures. Spending for domestic transfers has ex-
panded rapidly in recent years, mainly because of more benefici-
aries and higher benefit payments under social insurance pro-
grams. As Table B-6 shows, spending on human resources pro-
grams—especially social security and medicare—dominates domes-
tic transfer payments. This spending is expected to continue to rise 
in 1985, largely due to demographic and economic conditions— 
increases in the covered population and cost-of-living adjustments. 
Social security is estimated to account for 49.8% of total domestic 
transfer payments in 1985, while medicare accounts for another 
19.8%, unemployment assistance for 5.0%, Federal civilian and 
military employee's retirement and disability for 10.8%, and veter-
ans benefits for 4.6% of the total. Program trends (on a unified 
budget basis) are discussed extensively in Part 5 of the Budget and 
elsewhere in the budget documents. The great bulk of domestic 
transfer payments is for income support and characterized by auto-
matic eligibility of coverage and automatic benefit increases with 
price changes. For these programs the demographic and economic 
conditions completely dominate the growth patterns, and the rate 
of growth is quite substantial for all years shown herein. However, 
transfer payments for unemployment benefits are estimated to 
decline by $11.1 billion between 1983 and 1985, thereby significant-
ly slowing down the rate of growth for transfer payments as a 
whole. 
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Table B-6. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS 
(In billions of dollars) 

Description 
Actual Estimate 

Description 
1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 

HUMAN RESOURCES PROGRAMS 
Social security and medicare: 

Social security (OASDI) 
Medicare (HI&SMI) 

53.2 
10.9 

61.5 
14.1 

70.3 
16.9 

81.1 
20.7 

89.3 
24.2 

99.4 
28.1 

113.7 
33.8 

134.1 
41.1 

149.6 
49.0 

163.2 
56.2 

171.5 
64.3 

183.0 
72.9 

Subtotal, social security and 
medicare 

Income security:1 

Railroad retirement 
Civil service retirement 
Military retired pay 
Unemployment benefits 
Benefits for coal miners 
Supplemental security income 
Food and nutrition 
Special payments, Treasury2 

Workmen's compensation 
Other 

64.1 75.6 87.2 101.8 113.5 127.5 147.5 175.2 198.6 219.4 235.7 255.8 
Subtotal, social security and 

medicare 

Income security:1 

Railroad retirement 
Civil service retirement 
Military retired pay 
Unemployment benefits 
Benefits for coal miners 
Supplemental security income 
Food and nutrition 
Special payments, Treasury2 

Workmen's compensation 
Other 

2.6 
5.6 
5.0 
5.6 
1.0 
1.9 
2.7 

.3 

.1 

3.0 
6.9 
6.2 

12.5 
0.9 
4.2 
4.2 
1.7 
.4 
.1 

3.4 
8.2 
7.2 

18.3 
1.0 
4.6 
4.7 

.9 

.5 

.2 

3.7 
9.4 
8.1 

14.2 
1.0 
4.7 
4.4 

.9 

.6 

.2 

3.9 
10.8 
9.0 

10.9 
1.0 
4.9 
4.5 

.9 

.6 

.1 

4.2 
12.2 
10.1 
9.9 
1.6 
5.2 
5.7 

.8 

.7 

.1 

4.7 
14.5 
11.8 
16.4 

1.8 
5.7 
7.9 
1.3 
.8 
.5 

5.2 
17.4 
13.6 
17.7 

1.7 
6.4 
9.8 
1.3 
.8 
.2 

5.6 
19.2 
14.7 
21.4 

1.7 
6.9 
9.5 
1.2 
.9 
.3 

6.0 
20.5 
15.7 
29.5 

1.7 
7.2 

11.2 
1.2 
.9 
.3 

6.1 
21.5 
16.3 
19.0 

1.6 
8.2 

10.5 
1.1 
1.0 
.3 

6.3 
22.7 
17.1 
18.4 

1.7 
8.4 
9.9 
1.0 
1.0 
.3 

Subtotal, Income security 

Health 
Education, training, employment, and 

social services: 
Education 
Training, employment, and social serv-

ices 

24.8 40.2 48.9 47.2 46.6 50.6 65.4 74.3 81.4 94.2 85.6 86.8 Subtotal, Income security 

Health 
Education, training, employment, and 

social services: 
Education 
Training, employment, and social serv-

ices 

.4 .5 .6 .6 .6 .6 .7 .7 .6 .6 .6 .6 

Subtotal, Income security 

Health 
Education, training, employment, and 

social services: 
Education 
Training, employment, and social serv-

ices 

.8 

.7 

1.2 

.6 

1.8 

.4 

2.4 

.6 

2.8 

.8 

3.4 

.9 

4.5 

1.1 

5.7 

1.1 

5.4 

.9 

5.9 

.8 

6.2 

.8 

6.0 

.8 
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Table B-6. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS—Continued 
(In billions of dollars) 

Description 
Actual Estimate 

Description 
1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 

Subtotal, education, training, em-
ployment, and social services 

Veterans benefits and services 

1.5 1.8 2.3 2.9 3.5 4.3 5.6 6.8 6.2 6.6 7.0 6.8 
Subtotal, education, training, em-

ployment, and social services 

Veterans benefits and services 10.4 12.8 14.3 13.3 13.5 14.0 14.4 15.5 16.2 16.5 16.5 16.8 

Total, human resources pro-
grams 

ALL OTHER FUNCTIONS 
Total functions not included in 

human resources grouping.... 

Total domestic transfer pay-
ments 

101.4 130.9 153.2 165.9 177.8 196.9 233.5 272.4 303.1 337.3 345.5 366.8 
Total, human resources pro-

grams 

ALL OTHER FUNCTIONS 
Total functions not included in 

human resources grouping.... 

Total domestic transfer pay-
ments 

.4 .5 .7 .7 .9 .9 1.1 1.1 1.0 1.1 1.5 1.0 

Total, human resources pro-
grams 

ALL OTHER FUNCTIONS 
Total functions not included in 

human resources grouping.... 

Total domestic transfer pay-
ments 101.8 131.4 153.8 166.6 178.7 197.8 234.6 273.5 304.1 338.5 347.0 367.8 

1 Starting in 1985, military retired pay will be funded from a trust fund in the income security function. For years prior to 1985 the budget shows these transactions in the national defense function with an alternative presentation in the 
income security function. 

2 Includes both $50 tax rebates and earned income tax credits in excess of tax liabilities. 

Note—Excludes the transition quarter. 
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SPECIAL ANALYSIS A A-ll 

Grants-in-aid.—These expenditures help State and local govern-
ments to provide general public services and to finance programs 
for the needy. Table B-7 shows detail on grants-in-aid by budget 
function and major activity. Grant expenditures are discussed in 
greater detail in Special Analysis H of this document. While the 
definition of Federal aid used in that analysis differs somewhat 
from that used in the NIA, the two sets of data largely overlap. 
Special Analysis H explains the relationship between the series. 

There is a substantial degree of substitutability between grants-
in-aid and domestic transfer payments and—to a lesser degree— 
nondefense purchases. For example, low-income veterans could be 
eligible for free medical care under medicaid (Federal grants to 
finance State and local purchases), in a veterans hospital (nonde-
fense purchases), or, perhaps under medicare (transfer payments). 
The supplemental security income transfer payments have substi-
tuted for the previous program of grants to States for public assist-
ance for the elderly and handicapped. (The State and local spend-
ing of Federal grant money for public assistance programs is classi-
fied as State and local government transfer payments.) Most grants 
in the income security function plus medicaid are grants to assist 
States to provide income support; most other grants finance State 
and local services to the public. (However, the income support may 
be aid in-kind as is the case of medicaid where the State and local 
spending is to purchase medical care for the poor.) 

One of the major thrusts of this administration is to reduce both 
the level and complexity of Federal grant programs. Despite the 
general effort to reduce the growth rates in grants-in-aid, one 
major initiative expanding Federal grants-in-aid (a major increase 
in highway construction and mass transportation grants) was en-
acted by the Congress last year and is having a major effect on the 
size and composition of grants-in-aid. 
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Table B-7. FUNCTIONAL COMPOSITION OF FEDERAL GRANTS-IN-AID 
(In billions of dollars) 

t d 
h-1 
OS 

Description 
Actual Estimate 

Description 
1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 

HUMAN RESOURCES PROGRAMS 

Income security: 
Public assistance cash 
Child nutrition and other food programs.. 
Other 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 

5.4 
1.2 
.3 

5.1 
1.7 
.7 

5.8 
2.1 
1.0 

6.3 
2.7 
1.0 

6.6 
2.8 
1.0 

6.5 
3.3 
1.2 

7.2 
3.6 
2.5 

8.4 
4.4 
3.9 

7.9 
4.2 
4.0 

7.7 
4.7 
4.7 

7.4 
5.2 
4.6 

7.0 
5.5 
4.5 

HUMAN RESOURCES PROGRAMS 

Income security: 
Public assistance cash 
Child nutrition and other food programs.. 
Other 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 

6.9 7.5 9.0 10.1 10.5 11.0 13.3 16.7 16.1 17.2 17.2 17.0 

HUMAN RESOURCES PROGRAMS 

Income security: 
Public assistance cash 
Child nutrition and other food programs.. 
Other 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 

5.8 

2.0 

6.8 

2.4 

8.6 

2.8 

9.8 

2.8 

10.6 

2.8 

12.4 

2.7 

13.9 

2.8 

16.8 

3.1 

17.3 

3.1 

18.9 

2.8 

20.2 

3.0 

22.1 

3.1 

HUMAN RESOURCES PROGRAMS 

Income security: 
Public assistance cash 
Child nutrition and other food programs.. 
Other 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 

7.8 9.2 11.4 127 13.4 15.1 16.7 19.9 20.5 21.8 23.1 25.1 

HUMAN RESOURCES PROGRAMS 

Income security: 
Public assistance cash 
Child nutrition and other food programs.. 
Other 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 0.2 0.2 0.3 0.3 0.3 0.3 0.4 0.5 0.6 0.6 0.7 0.8 

Education, training, employment, and 
social services: 
Education 
Training and employment 
Social services 

3.5 
1.9 
2.9 

4.6 
3.4 
3.6 

4.5 
5.6 
3.8 

4.9 
6.0 
4.4 

5.5 
9.5 
5.0 

6.6 
9.2 
5.8 

7.3 
8.5 
5.0 

7.4 
7.1 
5.4 

7.0 
4.0 
5.0 

6.6 
4.0 
5.4 

7.3 
3.8 
6.2 

7.5 
3.7 
6.0 

Subtotal, education, training, em-
ployment, and social services 

Veterans benefits and services 

Total, human resources pro-
grams 

8.4 11.7 13.9 15.4 20.0 21.6 20.7 19.9 16.0 16.0 17.3 17.2 
Subtotal, education, training, em-

ployment, and social services 

Veterans benefits and services 

Total, human resources pro-
grams 

* * .1 .1 .1 .1 .1 .1 .1 .1 .1 .1 

Subtotal, education, training, em-
ployment, and social services 

Veterans benefits and services 

Total, human resources pro-
grams 23.3 28.7 34.5 38.5 44.2 48.1 51.3 57.0 53.2 55.8 58.5 60.3 

ffi M 
W 
d O 
o W 

o S3 

(Xi O > 
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w > 
w 
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Natural resources and environment.. 

Community and regional development: 
Local public works 
Block grants 
Other 

Subtotal, community and regional 
development 

Transportation 

General purpose fiscal assistance: 
General revenue sharing 
Anti-recession fiscal assistance.. 
Other 

Subtotal, general purpose fiscal 
assistance 

All other functions-

Total other functions.. 

Total grants-in-aid 

2.0 

2.7 

2.7 

5.3 

6.1 
......... 

6.5 

1.9 

18.4 

41.6 

2.3 

2 . 8 

2.8 
5.8 

6.1 ......... 

6.6 

2.2 

19.7 

48.4 

2.9 

1.0 
2.4 

3 .4 

7 .5 

6 .2 
......... 

6.7 

2.6 

4.1 

.6 
2.0 
1.8 

4.4 

7.7 

3.9 

2.9 
2 .4 
1.5 

6 .8 

8.1 

4.7 

1.6 
3.1 
1.7 

6 .4 

9 .5 

5 .3 

.4 
4 .0 
1.9 

6 .3 

11.8 

4.9 

.1 
4.3 
1.6 

5.9 

12.2 

4.7 

4.1 
1.1 

5.2 

10.8 

6.8 
1.7 

.5 

6.8 
1.3 

6.8 ......... 6 .8 
......... 

5.1 
......... 

4 .6 
......... 

9 .0 8 .9 7 .8 7 .9 6 . 2 6.0 

2 . 6 2.8 2.6 4.1 3 .9 3 .5 

3 .9 

3 .9 
1.0 

4 .9 

12.1 

4 .6 

1.2 

5.9 

3 .2 

23.0 27.7 30.4 31.0 35.4 33.1 30.2 29.9 

57.5 66.3 74.7 79.1 86.7 90.1 83.4 85.7 

3.3 

4 .3 
1.0 

5.3 

15.2 

4 .6 
......... 

6.1 

3.4 

33.4 

91.8 

3.3 

........ 

1.0 

5.2 

17.2 

4 .6 

L6 

6.1 

3.4 

35.3 

95.6 

S 

> r 
m 
t—t 
(Z> 

w 
* 5 0 million or less. 

Note—Excludes the transition quarter. 

W 
I 
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A-10 THE BUDGET FOR FISCAL YEAR 1985 

Foreign transfer payments.—There are three major types of for-
eign transfer payments: expenditure of dollars to assist foreign 
economic development, grants of surplus agricultural products, and 
payments under social security and similar programs to individuals 
living abroad. Although payments to individuals are gradually 
rising (roughly in proportion with the rise in GNP), total foreign 
transfer payments have declined to less than 0.2% of GNP. The 
peak year for foreign transfer payments was 1949; in that year 
they were equal to 1.9% of GNP. 

Net interest paid.—Net interest depends on the size of Federal 
debt, loans outstanding, and the interest rates on borrowing and 
lending. In the early post-war years (1947-48), net interest paid 
amounted to over 13% of total Federal sector NIA expenditures, 
but it accounted for around 6-7% of the total each year from 1952 
to 1977. Net interest paid rose from 6.9% of Federal sector expendi-
tures in 1977 to 11.1% in 1982 and an estimated 12.4% in 1985. 

In recent years foreign holdings of Federal debt have increased 
significantly. This expansion, combined with higher interest rates, 
pushed up the amount of interest paid abroad to over $17.9 billion 
in 1983, over 4y2 times the $3.2 billion total in 1973. These foreign 
interest payments are partially offset by interest collections from 
abroad; in 1973 such collections totaled $0.9 billion and in 1983 
they totaled $4.3 billion. The increase in foreign holdings of Feder-
al debt and in interest payments on that debt is discussed further 
in Special Analysis E. 

Subsidies less current surplus of Government enterprises.—Subsi-
dies less current surplus of Government enterprises consist of two 
elements: (1) subsidy payments to resident businesses (including 
farms); and (2) the "current surplus" or "deficit" of Government 
enterprises. In this context, a subsidy is a monetary grant to a unit 
engaged in commercial activities. Examples are housing subsidies, 
subsidies for railroads, and the construction and operating differen-
tial subsidies paid to operators of U.S.-flag merchant ships. As 
table B-8 shows, normally half of the subsidies are for housing 
programs. These subsidies are designed mainly to reduce the cost of 
housing to moderate- and low-income families. The large increase 
in Commodity Credit Corporation subsidies in 1984 is due to $9.4 
billion of payment-in-kind subsidies this year. 

"Government enterprise" is the term used in the NIA to desig-
nate certain business-type operations of the Government, which 
usually appear in the budget as public enterprise revolving funds. 
The operating costs of Government enterprises are, to a great 
extent, covered by the sale of goods and services to the public 
rather than from tax receipts. The difference between the sales and 
the current operating expenses of a Government enterprise consti-
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SPECIAL ANALYSIS A A-ll 

tutes its surplus or deficit. As noted above, the capital formation of 
Government enterprises is classified as nondefense purchases. The 
largest Government enterprises are the Commodity Credit Corpora-
tion, the Postal Service (which is not now included in the budget), 
and the Tennessee Valley Authority. The large swing in the Postal 
Service deficit in 1982 is largely due to postal rate increases. 

Table B-8 shows the composition of this aggregation by major 
component. 
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Table B - 8 . SUBSIDIES LESS CURRENT SURPLUS OF GOVERNMENT ENTERPRISES 
(in billions of dollars) 

w I t o o 
Actual 

uescripnon uescripnon 
1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 

Subsidies: 
Commodity Credit Corporation 2.4 0.6 0.3 0.6 2.3 2.0 0.5 1.4 1.6 4.1 11.7 4.0 
Rural housing insurance fund .1 .2 .3 .4 .4 .6 .6 .8 1.4 1.7 1.6 1.6 
Other Department of Agriculture .3 .4 .3 .3 .4 .3 .3 .3 .2 .3 .3 .4 
Housing (HUD) 1.9 2.1 2.3 2.9 3.5 4.3 5.1 6.3 7.6 9.1 9.5 10.2 
Maritime .4 .5 .5 .5 .5 .5 .6 .5 .6 .5 .4 .4 
Railroad and mass transit .1 .5 .9 1.3 1.4 1.5 2.0 2.2 1.9 1.7 1.8 1.3 
Other1 .1 .1 .4 .3 .3 .6 .5 .2 .2 .1 .1 .1 

Subtotal 5.4 4.4 5.0 6.4 8.9 9.9 9.5 11.7 13.5 17.4 25.4 17.9 
Enterprise surpluses ( - ) or deficits: 

Commodity Credit Corporation 1.0 .3 .2 .2 .8 1.3 1.6 1.8 2.3 5.6 4.8 2.5 
Postal Service 2.2 2.5 2.6 2.0 1.9 1.0 2.1 1.6 .4 1.0 2.3 3.3 
Tennessee Valley Authority - . 3 - . 3 - . 4 - . 6 - . 6 - . 8 - 1 . 1 - 1 . 0 - 1 . 2 - 1 . 6 - 1 . 8 - 2 . 2 
Federal Housing Administration - 1 - 2 - . 2 - . 2 - . 2 - . 2 - . 4 - . 4 - . 5 - . 5 - . 6 - . 6 
Federal Deposit Insurance Corporation - . 1 - . 2 - . 2 - . 2 - . 3 - . 3 - . 3 - . 4 - . 6 - . 4 - . 8 - . 7 
Federal Savings and Loan Insurance 

Corporation - . 2 - . 2 - . 2 - . 2 - . 3 - . 3 - . 3 * - . 2 - . 3 - . 3 - . 3 
All other1 - . 4 - . 5 - . 6 - . 4 - . 6 - . 8 - . 7 - . 7 - . 5 - . 8 - 1 . 0 - 1 . 1 

Subtotal 2.2 1.5 1.2 .5 .8 _ * .9 .9 - . 3 2.9 2.7 .9 
Total subsidies less current 

surplus 7.6 6.0 6.2 6.9 9.7 9.9 10.4 12.5 13.2 20.3 28.1 18.8 

Estimate 

H 
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M 
W 
d 
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O 
M 
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W 
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t-1 

KJ 
W > 
S3 

* $50 million or less. 
1 Includes wage disbursements less accruals. 
Note—Excludes the transition quarter. 
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SPECIAL ANALYSIS A A-ll 

Wage disbursements less accruals.—This is an adjustment item 
occasionally made in the NIA when it is necessary to take account 
of the fact that wages and salaries are not always received at the 
same time as they are earned. The national income component of 
wages and salaries is counted in the GNP on an accrual basis; that 
is, when the income is earned rather than when it is received. 
Personal income, however, including wage and salary disburse-
ments, is estimated on the basis of when the cash is received. 

Ordinarily, wage and salary payments disbursed in one period 
but earned in the preceding period are approximately offset by 
payments disbursed in the next period but earned in the current 
period. The adjustment between national income and personal 
income is then small or zero. 

QUARTERLY ESTIMATES 

Table B-9 presents quarterly NIA receipts and expenditures (at 
seasonally adjusted annual rates) for 1983 to 1985. The translation 
of the budget into the NIA categories is inexact. When the annual 
NIA estimates are converted into quarterly distributions that are 
seasonally adjusted at annual rates, greater imprecision must be 
expected. The data presented in table B-9 are the best available 
estimates of the quarterly NIA receipts and expenditures consist-
ent with the 1985 budget, but should be used with clear recognition 
of their limitations. 

420-700 0 - 84 - 5 QL : 3 
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Table B - 9 . FEDERAL RECEIPTS AND EXPENDITURES IN THE NIA, QUARTERLY, 1982-85 
(In billions of dollars; seasonally adjusted at annual rates) 

Actual Estimated 
Description Oct.-Dec. Jan.-Mar. Apr.-June July-Sept. Oct.-Dec. Jan.-Mar. Apr.-June July-Sept. Oct.-Dec. Jan.-Mar. Apr.-June July-Sept. 

1982 1983 1983 1983 1983 1984 1984 1984 1984 1985 1985 1985 

RECEIPTS 
Personal tax and nontax receipts 303.0 297.7 304.2 286.9 294.3 297.1 301.9 314.6 324.8 337.4 346.3 350.6 
Corporate profits tax accruals 42.1 48.6 59.8 66.6 62.4 71.8 79.5 85.6 90.3 91.6 94.6 97.5 
Indirect business tax and nontax accruals.... 48.3 48.6 56.0 55.5 55.3 54.2 58.2 58.9 55.3 55.6 55.0 55.3 
Contributions for social insurance 219.3 228.5 232.6 236.2 240.2 257.6 262.3 267.0 272.9 288.5 293.5 297.4 

Total, receipts 612.6 623.3 652.6 645.2 652.2 680.7 701.9 726.1 743.3 773.1 789.4 800.8 

EXPENDITURES 
Purchases of goods and services 279.2 273.5 273.7 278.1 275.6 278.2 300.8 315.4 328.6 339.3 344.1 348.0 

Defense (190.8) (194.4) (199.4) (201.2) (206.2) (219.2) (228.8) (241.6) (248.0) (256.0) (260.8) (263.6) 
Nondefense (88.5) (79.1) (74.3) (76.9) (69.4) (59.0) (72.0) (73.8) (80.6) (83.3) (83.3) (84.4) 

Transfer payments 344.8 340.3 347.0 343.5 347.3 352.6 356.6 361.8 365.4 376.4 378.3 383.6 
Domestic (337.2) (335.3) (341.0) (337.5) (340.9) (345.6) (348.8) (353.4) (357.0) (367.9) (369.8) (375.0) 
Foreign (7.6) (5.0) (6.0) (6.0) (6.4) (7.0) (7.8) (8.4) (8.4) (8.5) (8.5) (8.6) 

Grants-in-aid to State and local govern-
ments 85.0 85.8 86.7 87.2 86.5 91.0 93.9 95.9 95.0 95.6 96.1 95.8 

Net interest paid 89.1 88.4 91.8 101.0 105.7 107.6 109.5 111.6 113.8 116.0 118.2 120.4 
Subsidies less current surplus of Govern-

ment enterprises 22.8 18.6 18.2 22.3 31.9 35.1 23.7 22.2 20.4 18.6 17.9 18.3 
Wage disbursements less accruals 1.3 .4 

Total expenditures 820.9 806.6 818.7 832.5 847.0 864.5 884.5 906.9 923.2 945.9 954.6 966.1 

Deficit ( - ) . , - 2 0 8 . 2 - 1 8 3 . 3 - 1 6 6 . 1 - 1 8 7 . 3 - 1 9 4 . 8 - 1 8 3 . 8 - 1 8 2 . 6 - 1 8 0 . 8 - 1 7 9 . 9 - 1 7 2 . 8 - 1 6 5 . 2 - 1 6 5 . 3 
Note—Because of the methods normally used seasonally adjusting NIA data, the average of seasonally adjusted data for the 4 quarters of a fiscal year may not be equal to the unadjusted fiscal year total. 
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SPECIAL ANALYSIS A A-ll 

RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR, N I A 

Table B-10 shows the major differences between the budget and 
the Federal sector of the NIA. These differences are explained 
below. 

Table B - 1 0 . RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR, NIA 
(In billions of dollars) 

1981 1982 1983 1984 1985 
actual actual actual estimate estimate 

RECEIPTS 

Total budget receipts 599.3 617.8 600.6 670.1 745.1 

Government contributions for employee retirement (grossing).. 9.7 10.9 12.2 13.0 14.4 
Other netting and grossing 7.9 9.4 9.4 12.1 13.5 
Adjustment to accruals - 5 . 4 - 8 . 3 9.7 - 2 . 2 8.3 
Geographic exclusions - 1 . 1 - 1 . 6 - 1 . 4 - 1 . 7 - 1 . 9 
Other - . 1 - . 4 .2 - . 2 

Federal sector, NIA receipts 610.3 627.8 630.7 691.3 779.2 

EXPENDITURES 
Total budget outlays 657.2 728.4 796.0 853.8 925.5 

Lending and financial transactions - 7 . 7 - 4 . 9 - 5 . 7 - 7 . 0 - 4 . 8 
Government contribution for employee retirement (grossing)... 9.7 10.9 12.2 13.0 14.4 
Other netting and grossing 7.9 9.4 9.4 12.1 13.5 
Defense timing adjustment - 1 . 2 - . 8 1.0 .6 - 1 . 9 
Bonuses on Outer Continental Shelf land leases 7.8 2.4 7.4 5.1 4.0 
Geographic exclusions - 4 . 5 - 4 . 9 - 4 . 9 - 5 . 1 - 5 . 3 
Other - 1 . 1 - . 5 1.0 3.0 2.4 

Federal sector, NIA expenditures 668.1 740.0 816.4 875.5 947.8 

Lending and financial transactions.—Conceptually, the national 
income and product accounts measure the Nation's current income 
and production, and therefore do not include transactions, such as 
loans, that are an exchange of existing assets and liabilities rather 
than current income or production. Loan transactions have a sig-
nificant economic impact, affecting income and output, but they 
are analyzed more appropriately within a financial market frame-
work, such as provided by the flow-of-funds data of the Federal 
Reserve Board. Special Analysis E (Borrowing and Investment) and 
Special Analysis F (Federal Credit Programs) both contain informa-
tion on the financial market implications of the budget. 

Most of the lending and financial transactions displayed in table 
B-10 are shown in Special Analysis F. However, this total differs 
from the total for direct loans shown in Special Analysis F because: 
(a) the NIA records nonrecourse agricultural commodity loans as 
purchases rather than loans; (b) capital contributions to interna-
tional financial institutions are not loans, but are financial trans-
actions excluded from the NIA; and (c) Special Analysis F includes 
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B-24 THE BUDGET FOR FISCAL YEAR 1985 

lending by off-budget Federal entities; these loans do not require 
reconciliation with the NIA because they are not included in the 
budget outlay totals. 

Government contribution for employee retirement.—The contribu-
tions of Government agencies to the retirement trust funds of their 
employees are not included in the budget totals. While the outlays 
are recorded in each agency's budget, they are offset by an intra-
governmental deduction. However, the NIA counts Government 
payments for employee retirement as part of the compensation 
paid to Government employees and, therefore, as Government ex-
penditures; this treatment maintains comparability with the treat-
ment of employee retirement contributions in the rest of the econo-
my. Contributions for employee retirement by Government enter-
prises such as the Postal Service are recorded as an increase in the 
current deficit of enterprises. Contributions by other accounts are 
recorded as purchases of goods and services. The receipt of these 
retirement contributions is treated in the NIA as contributions for 
social insurance. Since receipts and expenditures are increased by 
identical amounts, this treatment has no effect on the surplus or 
deficit. Around 80% of these payments go to the civil service retire-
ment fund, while most of the remainder is for social security and 
medicare. 

Starting in 1985, the budget will finance military retirement on 
an accrual basis akin to the financing of civil service retirement. 
This revised approach to financing military retirement will not 
affect the NIA until the NIA historical data can be adjusted on a 
comparable basis (the next "benchmark" revision). 

Other netting and grossing.—The budget normally counts as re-
ceipts only income from taxation or similar sources that arises 
from the exercise of governmental power to compel payment. 
Money received in the course of business-type transactions, there-
fore, is normally shown as offsets against outlays. For instance, 
receipts from social insurance programs operated by the Veterans 
Administration (such as the National Service Life Insurance and 
U.S. Government Life Insurance) are netted against outlays in the 
budget since these programs are voluntary, commercial-type activi-
ties. However, in the NIA these insurance premiums are treated as 
social insurance receipts just as are receipts from compulsory Gov-
ernment programs. 

Similarly, noncompulsory insurance premiums under the supple-
mentary medical insurance program (totaling $6.0 billion in 1985) 
and similar but much smaller noncompulsory hospital insurance 
premiums are classified as offsetting collections (negative outlays) 
in the budget but they are classified as social insurance contribu-
tions in the NIA. 
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Other netting and grossing includes some imputed contributions 
for social insurance for Federal employees for unemployment com-
pensation (which adds an equal amount to nondefense purchases) 
and workmen's compensation (which adds an equal amount to do-
mestic transfer payments). 

One major element of netting and grossing in recent years has 
been due to budgetary collections arising from the Outer Continen-
tal Shelf leases. All such collections are recorded in the budget as 
negative outlays. The rents and royalties component—but not the 
bonuses—are recorded in the NIA as indirect business nontaxes; 
this converts the money from an offset to outlays in the budget to a 
receipt in the NIA. 

Timing adjustments.—The budget records receipts at the time 
the cash is collected regardless of when the income is earned, and 
outlays (except interest paid to the public) are generally recorded 
at the time the checks are issued. The NIA attempts to record most 
receipts from the business sector in the time period in which the 
income is earned rather than when taxes are actually paid, while 
personal income taxes and social insurance contributions are re-
corded at the time of payment by the individual taxpayer rather 
than when the liability is accrued or the cash is received by 
Treasury. 

The principal timing adjustment to expenditures is for defense 
purchases. The major defense timing adjustment normally involves 
procurement items (such as missiles and airplanes) purchased 
under most fixed-price contracts. These items are recorded in the 
Federal sector NIA as defense purchases at the time of delivery to 
the Federal Government, rather than when the payment is made 
(as the budget does) or when they are fabricated. Work in progress 
is counted as part of private business inventories until the goods 
are completed and delivered to the Government. An additional 
defense timing adjustment is made to convert foreign military 
sales, which are recorded on a cash basis in the unified budget, to a 
basis consistent with net exports in the NIA. In addition, some 
accounting adjustments are included with the defense timing ad-
justment in this translation. 

Since both the budget and the NIA record public debt interest to 
the public when it accrues, no timing adjustment is needed for 
most interest transactions. 

Bonuses on Outer Continental Shelf land leases.—In recent years 
bonuses paid on the Outer Continental Shelf oil leases have become 
a significant reconciliation item between the unified budget and 
the NIA. As already noted, the budget records these bonuses as 
proprietary receipts and, therefore, deducts them from budget out-
lays. The NIA excludes these transactions as being a transfer of 
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assets, because the payments are not included in calculating book 
profits under current corporate accounting practice. 

Geographic exclusions.—Geographic exclusions arise because 
Puerto Rico, the Virgin Islands, and other U.S. territories are not 
included in the United States for purposes of computing the GNP 
and related data series (such as social insurance taxes, domestic 
transfer payments, and grants-in-aid) but also are not treated as 
foreign for purposes of producing data on exports, imports, and 
foreign transfer payments. Since the budget includes receipts from 
and payments to persons and local governments in these territories 
and the NIA excludes such transactions, this constitutes a major 
reconciliation item between the two data series. 

Other.—This category contains miscellaneous adjustments, such 
as the NIA expenditures by off-budget Federal entities and foreign 
currency transactions that are included in the NIA but not in the 
budget. 
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Table B-ll. FEDERAL TRANSACTIONS IN THE NATIONAL INCOME ACCOUNTS, 1 9 7 4 - 8 5 
(In billions of dollars) 

Description 
Actual Estimate 

Description 
1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 

RECEIPTS, NATIONAL INCOME BASIS 
Personal taxes and nontax receipts 
Corporate profits tax accruals 
Indirect business tax and and nontax ac-

cruals 
Contributions of social insurance 

122.7 
43.4 

21.4 
84.2 

127.5 
41.8 

22.2 
91.9 

137.2 
52.5 

24.3 
101.0 

166.4 
58.9 

24.5 
116.2 

186.5 
67.3 

27.2 
133.3 

222.6 
76.1 

29.1 
153.1 

250.4 
69.9 

35.5 
170.0 

289.3 
70.5 

53.6 
196.9 

310.4 
51.3 

50.3 
215.7 

295.3 
54.3 

50.7 
230.4 

302.1 
74.8 

56.6 
257.8 

340.8 
93.5 

55.4 
289.5 

Total receipts, national income 
basis 

EXPENDITURES, NATIONAL INCOME 
BASIS 

Purchases of goods and services 
Defense 
Nondefense 

Transfer payments 
Domestic ("to persons") 
Foreign 

Grants-in-aid to State and local govern-
ments 

Net interest paid 
Subsidies less current surplus of Govern-

ment enterprises 
Wage disbursements less accruals 

271.6 283.4 314.9 365.9 414.3 480.8 525.9 610.3 627.8 630.7 691.3 779.2 
Total receipts, national income 

basis 

EXPENDITURES, NATIONAL INCOME 
BASIS 

Purchases of goods and services 
Defense 
Nondefense 

Transfer payments 
Domestic ("to persons") 
Foreign 

Grants-in-aid to State and local govern-
ments 

Net interest paid 
Subsidies less current surplus of Govern-

ment enterprises 
Wage disbursements less accruals 

104.5 
(73.6) 
(30.9) 
104.8 

(101.8) 
(3.0) 

41.6 
19.6 

7.6 
.2 

117.9 
(80.2) 
(37.7) 
134.5 

(131.4) 
(3.1) 

48.4 
21.7 

6.0 
.4 

125.1 
(84.4) 
(40.7) 
156.8 

(153.8) 
(3.0) 

57.5 
25.2 

6.2 

139.8 
(91.4) 
(48.4) 
169.8 

(166.6) 
(3.2) 

66.3 
28.4 

6.9 

150.4 
(97.8) 
(52.6) 
182.2 

(178.7) 
(3.5) 

74.7 
33.5 

9.7 * 

164.1 
(108.2) 

(55.9) 
201.8 

(197.8) 
(4.1) 

79.1 
40.6 

9.9 * 

189.3 
(126.0) 

(63.3) 
239.4 

(234.6) 
(4.8) 

86.7 
50.7 

10.4 

218.5 
(147.1) 

(71.4) 
279.3 

(273.5) 
(5.8) 

90.1 
67.7 

12.5 
- . 1 

251.0 
(173.3) 

(77.7) 
310.2 

(304.1) 
(6.1) 

83.4 
82.2 

13.2 * 

274.7 
(196.5) 

(78.2) 
344.7 

(338.5) 
(6.2) 

85.7 
90.6 

20.3 
.4 

292.6 
(224.0) 

(68.6) 
354.4 

(347.0) 
(7.4) 

91.8 
108.6 

28.1 * 

340.0 
(257.1) 

(82.9) 
376.3 

(367.8) 
(8.5) 

95.6 
117.1 

18.8 

Total expenditures, national 
income basis 278.2 328.8 370.7 411.2 450.4 495.6 576.5 668.1 740.0 816.4 875.5 947.8 

Excess of receipts ( + ) or expendi-
tures (—) , national income basis - 6 . 6 - 4 5 . 4 - 5 5 . 8 - 4 5 . 3 - 3 6 . 1 - 1 4 . 8 - 5 0 . 7 - 5 7 . 8 - 1 1 2 . 2 - 1 8 5 . 7 - 1 8 4 . 2 - 1 6 8 . 6 

*$50 million or less. Note—Excludes the transition quarter. The estimates for 1984 and 1985 are preliminary; any revisions will be published in the February 1984 issue of the Survey of Current Business. 
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INTRODUCTION 
Part 2 provides analyses and tabulations of the budget totals that 

cover Government finances and operations as a whole, and reflect 
the ways in which Government finances affect the economy. These 
special analyses are designated C through I. 

Special Analysis C (Funds in the Budget) classifies budget infor-
mation by the groups of funds (Federal and trust) that comprise 
the budget. 

Special Analysis D (Investment, Operating, and Other Federal 
Outlays) classifies outlays in terms of the duration and nature of 
the benefits provided, distinguishing those of an investment or 
developmental type from those that primarily yield current bene-
fits. 

Special Analysis E (Borrowing and Debt) describes current devel-
opments and past trends in Federal borrowing and debt. It also 
considers interest on the Federal debt, investment by Government 
accounts in Federal securities, the statutory debt limit, and the 
total of Federal and federally assisted borrowing from the public. 

Special Analysis F (Federal Credit Programs) analyzes direct 
loan and loan guarantee programs from the perspective of the 
credit budget. It presents detailed data on these programs. It de-
scribes the activities of Government-sponsored enterprises and the 
Federal Financing Bank. It also analyzes credit subsidies, loan 
asset sales, defaults and tax-exempt financing. 

Special Analysis G (Tax Expenditures) provides a list and discus-
sion of provisions of the Federal income tax laws that allow a 
special exclusion, exemption, or deduction from gross income or 
that provide a special credit, preferential rate of tax, or deferral of 
tax liability. 

Special Analysis H (Federal Aid to State and Local Governments) 
contains information on Federal grants to State and local govern-
ments and assistance provided through loans and tax expenditures. 
It shows Federal aid for past years and compares it to the finances 
of both the Federal Government and State and local governments. 
This analysis provides a profile of Federal grants by region, a 
description of the State and local government sector of the national 
income accounts, and an identification of other grant information 
sources. 

Special Analysis I (Civilian Employment in the Executive 
Branch) deals with the levels of civilian employment in the execu-
tive branch and the systems used to control civilian employment. It 
also contains figures on total Federal personnel costs (including 
military personnel). 

2 - 2 
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SPECIAL ANALYSIS B 

F E D E R A L T R A N S A C T I O N S I N T H E N A T I O N A L I N C O M E 
A N D P R O D U C T A C C O U N T S 

The budget is designed to serve several purposes: 
—It is an economic document that reflects the taxing and spend-

ing policies of the Government for promoting economic growth, 
high employment, relative price stability, and a strong bal-
ance-of-payments position. 

—It proposes an allocation of resources between the private and 
public sectors and within the public sector. Through its impact 
on consumption, investment, and the distribution of income it 
also affects the allocation of resources within the private 
sector. 

—It sets forth the President's request to the Congress for appro-
priations action on existing or new programs and for changes 
in tax legislation. 

—It is a report to the Congress and the people on how the Govern-
ment has spent the funds entrusted to it in past years. 

No single budget concept can satisfy all these purposes fully. The 
budget document and related Treasury reports provide complete, 
detailed information on the finances of the Federal Government 
and on the tax and spending programs proposed by the President. 
For study of aggregate economic activity, however, the national 
income and product accounts (NIPA) of the United States provide 
the most useful measures. This special analysis shows Federal fi-
nances as measured in the NIPA. The analysis is divided into three 
major sections. The first shows the size, composition, and trends in 
Federal sector receipts and expenditures. Additional details will be 
published in the February 1985 issue of the Department of Com-
merce publication, Survey of Current Business. The second section 
of this analysis shows quarterly estimates of Federal sector receipts 
and expenditures. The final section explains the major differences 
between the budget and the NIPA concepts. A discussion of fiscal 
policy can be found in the main budget document and in the 
Economic Report of the President 

FEDERAL SECTOR RECEIPTS AND EXPENDITURES 

Table B-1 shows Federal sector NIPA receipts, expenditures, and 
deficits for 1984-86. 

B-l 
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A-10 THE BUDGET FOR FISCAL YEAR 1986 

Table B - l . FEDERAL SECTOR RECEIPTS AND EXPENDITURES IN THE NIPA 
(In billions of dollars) 

Description 1984 actual 1985 estimate 

RECEIPTS 
Personal tax and nontax receipts 
Corporate profits tax accruals 
Indirect business tax and nontax accruals 
Contributions for social insurance 

Total receipts.. 

EXPENDITURES 
Purchases of goods and services 

Defense 
Nondefense 

Transfer payments 
Domestic 
Foreign 

Grants-in-aid to State and local governments 
Net interest paid 
Subsidies less current surplus of Government enterprises.. 
Wage disbursements less accruals 

Total expenditures-

Deficit ( — ) 

303.2 
70.1 
55.2 

259.1 

687.6 

285.2 
(215.4) 

(69.8) 
348.4 

(340.7) 
(7.7) 
90.8 

109.7 
23.9 
- . 1 

857.9 

-170.3 

340.6 
75.7 
56.1 

286.1 

758.5 

326.8 
(241.5) 

(85.3) 
371.2 

(361.0) 
(10.2) 
100.0 
129.6 
20.8 

.1 

948.5 

- 1 9 0 . 0 

*$50 million or less. 
Note: The estimates for 1985 and 

Business. 
are preliminary; revisions will be published in the February 1985 issue of the Survey of Current 

Trends in Federal sector receipts.—Table B - l divides receipts into 
four major categories, which are also illustrated in the chart on the 
distribution of Federal sector receipts by category. Table B-2 shows 
3-year averages of Federal sector receipts by category as a percent 
of the gross national product (GNP). The receipts are shown at 10-
year intervals to provide a perspective relative to the 1986 levels. 
For the earlier periods, 3-year averages were used in order to 
eliminate the impact of annual fluctuations, thereby permitting 
greater focus on trends. 

Table B-2. FEDERAL SECTOR RECEIPTS AS A PERCENT OF GNP 

Description 
1953-55 
average 
actual 

1963-65 
average 
actual 

1973-75 
average 
actual 

1983-85 
average 
estimate 

1986 
estimate 

Personal tax and nontax receipts 
Corporate profits tax accruals 
Indirect business tax and nontax accruals 
Contributions for social insurance 

8.3 
5.0 
2.8 
2.2 

8.2 
4.1 
2.6 
3.8 

8.7 
3.1 
1.6 
6.0 

8.8 
1.9 
1.5 
7.2 

8.8 
2.2 
1.4 
7.3 

Total receipts 18.3 18.6 19.4 19.4 19.7 

Personal tax and nontax receipts.—The largest receipt category— 
personal tax and nontax receipts—is composed primarily of individ-
ual income taxes but also includes estate and gift taxes and some 
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miscellaneous receipts. Increases in income, because of both real 
growth and inflation, cause these receipts to increase automatical-
ly. Indeed, since personal income tax rates are progressive, these 
receipts normally grow at a faster rate than personal income. 
Periodically over the past three decades, tax reductions were en-
acted that partially offset the increase in effective tax rates result-
ing from the progressive tax structure. However, the Economic 
Recovery Tax Act of 1981 dramatically altered these circumstances. 
That act provided for across-the-board tax reductions and—starting 
in 1985—indexing of income tax brackets, the zero bracket amount, 
and the personal exemption to inflation. As a result, personal tax 
and nontax receipts will increase at a slower rate in the future 
than the increases that would have occurred under pre-existing tax 
law. 

Distribution of Federal Sector Receipts by Category 
Percent Percent 

Fiscal Years Estimate 

Corporate profits tax accruals.—Corporate profits tax accruals 
vary significantly from year to year because corporate profits are 
highly volatile. The NIPA corporate profits taxes differ from the 
corresponding budget category primarily because: (1) the NIPA 
include the deposit of earnings by the Federal Reserve System as 
corporate profits taxes, whereas the budget treats these collections 
as miscellaneous receipts; and (2) the NIPA record corporate profits 
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taxes when the profits are earned (that is, accrued), while the 
unified budget records the cash receipts. 

The gradual decline in corporate profits tax accruals relative to 
GNP and to total receipts as shown in the chart above, results 
mainly from three factors: (1) a long-term decline in corporate 
profits relative to GNP; (2) a narrowing of the corporate profits tax 
base resulting from changes in the definition of corporate profits 
for tax purposes (largely increases in permissible depreciation al-
lowances); and (3) reductions in effective tax rates on corporate 
profits resulting from statutory rate reductions and tax credits. 
Provisions of the Economic Recovery Tax Act of 1981 designed to 
stimulate investment further accelerated this trend, although this 
was partially offset by subsequent legislation. 

Indirect business tax and nontax accruals.—These receipts are 
composed of excise taxes, customs duties, and various miscellane-
ous receipts such as import fees on crude oil and petroleum prod-
ucts and coal-mining reclamation fees. Over time, indirect business 
tax and nontax accruals have become a much less important part 
of total Federal sector receipts. This is partly because they normal-
ly do not rise in proportion to the nominal growth in the economy, 
since most are taxes on physical quantities rather than on the 
value of a good, and partly because some of them, such as the 
automobile and telephone excise taxes, have been reduced or re-
pealed. Enactment of the Crude Oil Windfall Profit Tax Act of 1980 
resulted in a substantial increase in indirect business taxes in 1980 
and 1981. The 5 cent per gallon increase in the excise tax on 
gasoline and diesel fuel and other provisions of the Highway Reve-
nue Act of 1982 also caused indirect business tax accruals to rise. 
Despite their long-term decline, the use of excise taxes as user 
charges to finance Federal programs, such as highways and air-
ways, makes this an important source of financing for certain 
specialized programs in the budget. 

Contributions for social insurance.—This is the second largest 
category of Federal sector receipts. The increase since World War 
II has been caused by the growth in the labor force and in wage 
rates, the expanded coverage of existing social insurance programs 
and the enactment of new ones, and increases in the taxable wage 
base and tax rates needed to finance liberalization of benefits. As a 
result of the rapid rise in social insurance taxes (mainly social 
security) and the passage of legislation reducing or eliminating 
individual income taxes for many low- and moderate-income indi-
viduals and families, millions of Americans now pay significantly 
higher social insurance taxes than income taxes. The combined 
effect of the reductions in individual income tax rates provided by 
the Economic Recovery Tax Act of 1981 and the increases in social 
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security and other social insurance taxes mandated by the Social 
Security Amendments of 1983 and the Railroad Retirement Act of 
1983 dramatically reinforce this trend toward increases in social 
insurance contributions relative to total NIPA receipts. 

Major tax changes.—In the past four years, major tax legislation 
has been passed to reduce tax rates and increase investment incen-
tives; to curb tax shelter abuse, limit unwarranted tax benefits, 
and increase taxpayer compliance; to increase payroll taxes as part 
of overall legislation to restore the solvency of the social security 
system; and to increase gasoline taxes to fund infrastructure im-
provements. 

In 1985, the Administration will be working with Congress to 
further reform the tax system to make it simpler and fairer. The 
effects of these proposals are relatively small and are reflected in 
the NIPA receipt estimates. Additional details about enacted and 
proposed tax changes on a unified budget basis can be found in 
Part 4 of the 1986 Budget; additional detail on an NIPA basis will 
be published in the February 1985 Survey of Current Business. 

Trends in Federal sector expenditures.—Federal sector expendi-
tures are divided into several major NIPA categories. The principal 
distinction is between purchases of goods and services (which are 
divided between defense and nondefense purchases) and all other 
transactions. Purchases are that portion of the Nation's output 
that is bought directly by the Federal Government and, therefore, 
are included in the GNP. The other expenditure categories consist 
primarily of transfer payments to individuals, net interest pay-
ments, and grants to State and local governments. These individ-
uals and governments, in turn, can use the income to finance their 
own purchases of goods and services, to save, and—in the case of 
States and localities—to hold down taxes or to make transfer pay-
ments. 

The chart on the distribution of Federal sector expenditures 
illustrates the trends in spending since 1958. As can be seen, major 
shifts in the composition of Federal sector expenditures occur over 
time. Until 1979 for example, defense purchases of goods and serv-
ices generally claimed a declining share of Federal spending. This 
pattern was temporarily reversed for 3 years during the Vietnam 
period, but by 1970 the defense share was well below the pre-
Vietnam percentages and continued declining until 1978. The de-
fense purchases share of Federal sector expenditures rose slightly 
between 1978 and 1980, but has increased dramatically under this 
administration. This budget reflects the President's continuing ef-
forts to strengthen our Nation's defense capability. Defense pur-
chases are expected to total 25.5% of Federal sector expenditures 
in 1985 and 27.4% in 1986; they were 24.1% in 1983 and 25.1% in 
1984. 
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Distribution of Federal Sector Expenditures by Category 
Percent Percent 

1958 6 2 6 6 7 0 74 7 8 8 2 8 6 
Fiscal Years Estimate 

Table B-3 shows 3-year averages of Federal sector expenditures 
by category as a percent of GNP at 10-year intervals. 

Table B-3. FEDERAL SECTOR EXPENDITURES AS A PERCENT OF GNP 

Description 
1953-55 
average 
actual 

1963-65 
average 
actual 

1973-75 
average 
actual 

1983-85 
average 
estimate 

1986 
estimate 

Defense purchases 12.0 8.0 5.5 6.1 6.5 
Nondefense purchases 2.0 2.5 2.3 2.2 2.0 
Domestic transfer payments 2.9 4.4 7.8 9.8 9.0 
Foreign transfer payments .6 .4 .2 .2 .2 
Grants-in-aid to State and local governments .8 1.6 3.3 2.6 2.3 
Net interest paid 1.2 1.2 1.5 3.1 3.4 
Subsidies less current surplus of Government enter-

prises .2 .7 .5 .6 .3 

Total expenditures 19.7 18.8 20.9 24.6 23.6 

Note—Total expenditures include wage disbursements less accruals which are less than 0.1% in most years. 

Defense purchases and foreign transfer payments are largely 
devoted to the conduct of our national defense and foreign affairs, 
although a significant portion of foreign transfers go to benefici-
aries of domestic transfer payments programs (such as social secu-
rity) who live abroad. In 1953-55, which includes the last year of 
spending and the subsequent winding-down of the Korean war, 
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defense purchases were 12.0% of GNP, while foreign transfer pay-
ments averaged 0.6% of GNP. The total of these, 12.6%, reflects 
roughly the cost of external affairs. The years 1963-65, the period 
just prior to the large military build-up for the Vietnam war, 
reflect a signficantly lower level of defense expenditures relative to 
GNP than prevailed after the Korean war. Defense purchases and 
foreign transfers combined were equal to 8.4% of GNP. Even 
though the 1973-75 period included some spending for the winding-
down of the Vietnam war, defense purchases and foreign transfers 
were down to 5.7% of GNP. In the 1983-85 period, defense pur-
chases plus foreign transfer payments are estimated to be equal to 
6.3% of the GNP, well below the 1963-65 average but above the 
1973-75 average. In 1986 they are expected to total 6.7% of GNP. 

In contrast to the general decline over the past several decades 
in the share of GNP claimed by the Federal sector for defense 
purchases and foreign transfers, spending on most other expendi-
ture categories—especially domestic transfer payments, grants-in-
aid, and net interest—has risen dramatically relative to GNP. 
Spending for everything except defense purchases and foreign 
transfer payments equalled 7.1% of GNP in 1953-55; in 1983-85 
such spending is estimated to equal 18.3% of GNP. The current 
effort to strengthen our national defense capability and to simulta-
neously reduce the share of the economy claimed by the Federal 
Government will continue to have an effect in 1986. In that year, 
spending for everything except defense purchases and foreign 
transfers is estimated to decline to 16.9% of GNP. 

Table B-4 displays defense and nondefense purchases of goods 
and services, with a split by character of expenditures between 
compensation of employees and all other purchases. Defense pur-
chases are growing at a much faster rate than nondefense pur-
chases, with non-compensation defense purchases growing at a sig-
nificantly faster rate than all other categories. Spending for non-
compensation defense purchases is estimated to increase by rough-
ly 114% from 1981 to 1986, while spending for defense employee 
compensation will increase by 40%. In contrast, spending will in-
crease by only 16% for nondefense employee compensation and just 
17% for other nondefense purchases. 

Defense purchases of goods and services.—Defense purchases con-
sist of all purchases of goods and services under programs included 
in the national defense function in the budget document. Also 
included are purchases of goods and services by the military assist-
ance programs that in earlier years were classified in the national 
defense function but are now classified in the international affairs 
function in the budget. Normally about 95% of defense purchases 
are made by the Department of Defense, Military. The bulk of the 
remainder is for international security assistance, defense stock-
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A-10 THE BUDGET FOR FISCAL YEAR 1986 

Table B-4. PURCHASES OF GOODS AND SERVICES BY CHARACTER OF EXPENDITURE 
(In billions of dollars) 

1981 
actual 

1982 
actual 

1983 
actual 

1984 
actual 

1985 
estimate 

1986 
estimate 

Defense purchases: 
Compensation of employees 
Other 

58.8 
88.3 

66.3 
107.0 

71.4 
125.1 

76.9 
138.5 

80.9 
160.6 

82.4 
189.3 

Total defense purchases 

Nondefense purchases: 
Compensation of employees 
Other 

146.9 173.0 196.7 215.4 241.5 271.7 Total defense purchases 

Nondefense purchases: 
Compensation of employees 
Other 

31.2 
40.2 

32.3 
45.4 

34.1 
44.1 

36.2 
33.6 

37.7 
47.6 

36.2 
47.1 

Total nondefense 71.4 77.6 76.5 69.8 85.3 83.2 

piles, civil defense, and nuclear weapons programs carried out by 
other agencies. 

The budget calls for an increase of $30.2 billion in defense pur-
chases in 1986 over 1985. This increase more than offsets the 
impact of inflation, thus continuing the recent trend of rising 
defense purchases in real terms. The pattern of real defense spend-
ing has altered significantly over the past two decades. From a 
Vietnam peak in 1968, real defense purchases declined each year 
until 1976. Between 1976 and 1978 such purchases remained rela-
tively stable, and starting in 1979 began the rise that continues in 
this budget. 

Nondefense purchases of goods and services.—This category 
covers the goods and services purchased by Federal nondefense 
agencies. Included are such programs as the operation of national 
forest, park, and recreation areas; space exploration; promotion of 
commerce; acquisition and disposal of agricultural commodities; 
construction of flood control and navigation projects; operation of 
the Federal airway system; a wide variety of medical, energy, 
space, and other scientific research; the capital outlays of Govern-
ment enterprises; Federal law enforcement; and operation of veter-
ans hospitals. Table B-5 shows these purchases by agency for the 
years 1977 to 1986, reflecting the agency structure in the 1986 
budget. 

Nondefense purchases consist mainly of the cost of operating the 
various nondefense agencies. In the case of Government enterprises 
(including the CCC and the Postal Service), however, the purchases 
figures also reflect capital formation net of sales of assets and net 
changes in inventories. The most volatile major segment of nonde-
fense purchases is CCC purchases, because the Corporation buys, 
sells, or otherwise disposes of agricultural commodities. On occa-
sion—as in 1979 and in 1984—such sales and disposals may exceed 
new purchases. The negative for nondefense agricultural purchases 
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in 1984 is largely due to disposition of commodities through the 
payments-in-kind (PIK) program. The NIPA treat the reduction in 
CCC inventories due to PIK as a reduction in Federal net pur-
chases. However, PIK transactions have no effect on total Federal 
expenditures since the reduction in Federal purchases is offset by 
an equal increase in Federal subsidy payments. The value of these 
subsidies is reflected in the estimates in table B-8. 
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Table B-5—NONDEFENSE PURCHASES OF GOODS AND SERVICES BY AGENCY AND ACTIVITY 
(In billions of dollars) 

Actual Estimate 

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

Legislative and judicial branches 1.4 1.5 1.6 1.8 1.8 2.1 2.2 2.4 2.8 2.9 
Department of Agriculture 5.5 4.4 2.7 5.5 5.8 13.2 9.2 - 1 . 1 8.1 7.7 

Commodity Credit Corporation (2.7) (0.8) ( - 1 . 0 ) (1.0) (1.2) (8.0) (3.6) ( - 7 . 0 ) (2.5) (2.8) 
Forest Service ( 1 . 1 ) (1.2) (1.5) (1.7) (1.9) (1.9) (1.8) (1.8) (1.9) (1-8) 
All other (1.7) (2.3) (2.2) (2.7) (2.8) (3.3) (3.8) (4.1) (3.8) (3.2) 

Department of Commerce 1.0 1.1 1.2 1.9 1.5 1.5 1.6 1.6 1.8 1.9 
Corps of Engineers, Civil 2.3 2.6 3.0 3.3 3.2 3.0 2.9 3.0 3.1 2.7 
Department of Education 0.5 0.5 0.5 0.6 0.8 0.8 0.7 0.9 1.0 0.8 
Department of Energy 2.7 4.3 4.6 3.4 7.8 5.2 5.1 4.7 4.8 2.8 
Department of Health and Human Services 5.7 6.4 6.6 7.6 8.3 8.7 8.4 9.2 10.1 9.9 

Health, including medicare (3.7) (4.4) (4.6) (5.3) (5.9) (5.9) (5.8) (6.3) (7.1) (7.2) 
Social security, income security, and other (2.0) (2.0) (2.1) (2.3) (2.4) (2.8) (2.6) (2.9) (3.1) (2.8) 

Department of Housing and Urban Development 0.5 0.6 0.7 0.5 0.4 0.5 0.7 0.4 0.2 0.2 
Department of the Interior 2.7 2.9 3.3 3.9 4.0 3.9 4.2 4.5 4.7 4.4 
Department of Justice 1.6 1.8 1.9 2.1 2.3 2.4 2.7 3.1 3.6 3.6 
Department of Labor 1.1 1.2 1.7 1.9 1.9 1.9 1.6 1.6 1.6 1.5 
Department of State 1.0 1.2 1.4 1.5 1.5 1.7 1.9 2.0 2.3 2.6 
Department of Transportation 3.6 4.0 4.3 4.8 5.1 5.3 5.7 6.0 6.6 6.7 

Coast Guard (1.0) (1.1) (1.3) (1.4) (1.6) (1.8) (2.1) (2.2) (2.3) (2.3) 
Federal Aviation Administration (2.0) (2.2) (2.3) (2.5) (2.7) (2.5) (2.8) (3.1) (3.5) (3.8) 
Other (0.6) (0.7) (0.8) (0.9) (0.8) (0.9) (0.8) (0.7) (0.8) (0.6) 

Department of the Treasury 2.9 3.1 3.4 4.0 4.2 4.2 4.6 4.8 5.3 5.4 
Internal Revenue Service (1-8) (1.9) (2.1) (2.3) (2.4) (2.5) (2.9) (3.2) (3.5) (3.4) 
Other (1.1) (1.2) (1.4) (1.7) (1.8) (1.7) (1.7) (1.6) (1.9) (1.9) 

Environmental Protection Agency 0.6 0.6 0.8 0.9 1.0 0.9 1.0 1.1 1.3 1.5 
National Aeronautics and Space Administration 3.9 3.9 4.1 4.7 5.3 5.9 6.5 6.9 7.2 7.7 
Veterans Administration 5.2 5.8 6.2 7.1 7.6 8.1 8.9 9.6 10.5 10.8 

Hospital and medical care (4.6) (5.1) (5.4) (6.3) (6.8) (7.3) (8.1) (8.7) (9.4) (9.9) 
Administration and other (0.6) (0.7) (0.7) (0.8) (0.8) (0.8) (0.8) (0.9) (1.0) (1.0) 
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All other 
National Science Foundation 
Nuclear Regulatory Commission 
OPM: Employee health benefits and imputed employ-

ee retirement contributions 
Postal Service 
Tennessee Valley Authority 
United States Information Agency 
Imputed bank service charges 
Other 

Total nondefense purchases 

6.2 6.7 7.9 
(0.3) (0.3) (0.4) 
(0.2) (0.3) (0.3) 

(1-0) (1.3) (1.4) 
(0.4) (0.3) (0.4) 
(1.2) (1.5) (2.0) 
(0.3) (0.3) (0.3) 
(0.5) (0.6) (0.4) 
(2.3) (2.1) (2.7) 

48.4 52.6 55.9 

7.8 9.0 8.4 8.4 9.1 10.4 10.1 
(0.4) (0.4) (0.5) (0.5) (0.5) (0.6) (0.7) 
(0.4) (0.4) (0.4) (0.5) (0.5) (0.5) (0.4) 

(1.7) (2.2) (2.3) (2.6) (2.8) (3.0) (2.9) 
(0.4) (0.5) (0.4) (0.6) (0.8) (1.0) (1.5) 
(1.7) (1.5) (1.0) (0.9) (0.5) (0.8) (0.7) 
(0.4) (0.4) (0.5) (0.5) (0.5) (0.8) (0.8) 
(0.3) (0.4) (0.4) (0.4) (0.5) (0.5) (0.5) 
(2.5) (3.2) (2.8) (2.5) (2.9) (3.2) (2.5) 

63.3 71.4 77.6 76.5 69.8 85.3 83.2 
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A-10 THE BUDGET FOR FISCAL YEAR 1986 

The Department of Health and Human Services and the Veter-
ans Administration are normally the two largest agencies in terms 
of nondefense purchases. Their combined spending is projected to 
be 24.9% of the total in 1986. The combined nondefense purchases 
for health care, including medicare and research by the two agen-
cies, is estimated at $17.1 billion in 1986, over 80% of the total 
purchases for the two agencies. Most of their remaining purchases 
are for administering social security and income security transfer 
programs. Both the National Aeronautics and Space Administra-
tion, with $7.7 billion in 1986 nondefense purchases, and the De-
partment of Energy, with $2.8 billion in 1986 nondefense pur-
chases, conduct major research and development programs. The 
Transportation Department's $6.7 billion of 1986 nondefense pur-
chases are mainly for the operation of the Federal Aviation Agency 
and the Coast Guard. The Corps of Engineers has an estimated $2.7 
billion in 1986 nondefense purchases which, along with the Tennes-
see Valley Authority's $0.7 billion, is primarily used for natural 
resources public works projects and for power activities. 

Domestic transfer payments.—This is the largest category of Fed-
eral sector expenditures. Spending for domestic transfers has ex-
panded rapidly in recent years, mainly as a result of more benefici-
aries and higher benefit payments under social insurance pro-
grams. As table B-6 shows, spending on human resources pro-
grams, especially social security and medicare, dominates domestic 
transfer payments. This spending is expected to continue to rise in 
1986, largely due to increases in the covered population and cost-of-
living adjustments. Social security is estimated to account for 
51.5% of total domestic transfer payments in 1986, while medicare 
accounts for another 18.8%, unemployment assistance for 3.9%, 
Federal civilian and military employee's retirement and disability 
for 11.0%, and veterans benefits for 4.4% of the total. Program 
trends on a unified budget basis are discussed extensively in Part 5 
of the Budget and elsewhere in the budget documents. 

The bulk of domestic transfer payments is for income support 
and is characterized by automatic eligibility of coverage and auto-
matic benefit increases to account for changes in the cost-of-living. 
For these programs the demographic and economic conditions 
dominate the growth patterns, and the rate of growth is quite 
substantial for most years shown. However, due to the sharp de-
cline in the unemployment rate, transfer payments for unemploy-
ment benefits are estimated to decline by $14.6 billion between 
1983 and 1986, thereby significantly slowing the rate of growth for 
transfer payments as a whole. 
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Table B-6. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS 
(In billions of dollars) 

Actual Estimate 
Description Description Description 

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

HUMAN RESOURCES PROGRAMS 
Social security and medicare: 

Social security (OASDI) 61.5 70.3 81.1 89.3 99.4 113.7 134.1 149.6 163.2 170.8 183.2 194.3 
Medicare (HI&SMI) 14.1 16.9 20.7 24.2 28.1 33.8 41.1 49.0 56.0 60.8 68.8 71.2 

Subtotal, social security and med-
icare 75.6 87.2 101.8 113.5 127.5 147.5 175.2 198.6 219.3 231.6 252.0 265.5 

Income security: 
Railroad retirement 3.0 3.4 3.7 3.9 4.2 4.7 5.2 5.6 6.0 6.0 6.2 6.3 
Civil service retirement 6.9 8.2 9.4 10.8 12.2 14.5 17.4 19.2 20.5 21.6 22.8 23.7 
Military retired pay 6.2 7.2 8.1 9.0 10.1 11.8 13.6 14.7 15.8 16.3 15.7 17.7 
Unemployment benefits 12.5 18.3 14.2 10.9 9.9 16.4 17.9 22.0 29.2 16.8 15.2 14.7 
Benefits for coal miners 0.9 1.0 1.0 1.0 1.6 1.8 1.7 1.7 1.7 1.6 1.7 1.6 
Supplemental security income 4.2 4.6 4.7 4.9 5.2 5.7 6.4 6.9 7.3 8.1 8.6 8.9 
Food and nutrition 4.2 4.7 4.4 4.5 5.7 7.9 9.8 9.5 11.1 10.7 10.8 11.1 
Special payments, Treasury 1 1.7 .9 .9 .9 .8 1.3 1.3 1.2 1.2 1.2 1.1 1.3 
Workers' compensation .4 .5 .6 .6 .7 .8 .9 .9 .9 1.0 1.1 1.1 
Other .1 .2 .2 .1 .1 .5 .2 .3 .3 .3 .3 .4 

Subtotal, Income security 40.2 48.9 47.2 46.2 50.6 65.4 74.5 81.9 94.1 83.8 83.5 oo
 

o->
 

Health .5 .6 .6 .6 .6 .7 .7 .6 .6 .6 .6 .6 

Education, training, employment, and 
social services: 
Education 1.2 1.8 2.4 2.8 3.4 4.5 5.7 5.3 5.9 6.0 6.4 6.3 
Training, employment, and social serv-

ices .6 .4 .6 .8 .9 1.1 1.1 .9 .8 1.0 1.0 1.0 
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Table 6-6. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS—Continued 
(In billions of dollars) 

Description 
Actual Estimate 

Description 
1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

Subtotal, education, training, em-
ployment, and social services 

Veterans benefits and services 

1.8 2.3 2.9 3.5 4.3 5.6 6.8 6.2 6.7 7.0 7.4 7.3 
Subtotal, education, training, em-

ployment, and social services 

Veterans benefits and services 12.8 14.3 13.3 13.5 14.0 14.4 15.5 16.2 16.5 16.3 16.5 16.6 

Total, human resources pro-
grams 

ALL OTHER FUNCTIONS 
Total functions not included in 

human resources grouping.... 

Total domestic transfer pay-
ments 

130.9 153.2 165.9 177.8 196.9 233.5 272.7 303.6 337.2 339.3 359.9 376.7 
Total, human resources pro-

grams 

ALL OTHER FUNCTIONS 
Total functions not included in 

human resources grouping.... 

Total domestic transfer pay-
ments 

.5 .7 .7 .9 .9 1.1 1.1 1.0 1.1 1.4 1.1 0.9 

Total, human resources pro-
grams 

ALL OTHER FUNCTIONS 
Total functions not included in 

human resources grouping.... 

Total domestic transfer pay-
ments 131.4 153.8 166.6 178.7 197.8 234.6 273.7 304.5 338.3 340.7 361.0 377.6 

1 Includes both $50 tax rebates and earned income tax credits in excess of tax liabilities. 

Note—Excludes the transition quarter. 
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Grants-in-aid.—These expenditures help State and local govern-
ments provide general public services and finance programs for the 
needy. Table B-7 shows grants-in-aid by budget function and major 
activity. Grant expenditures are discussed in greater detail in Spe-
cial Analysis H of this document. While the definition of Federal 
aid used in that analysis differs somewhat from that used in the 
NIP A, the two sets of data largely overlap. Special Analysis H 
explains the relationship between the series. 

Grants-in-aid may often substitute for domestic transfer pay-
ments and, to a lesser degree, nondefense purchases. For example, 
low-income veterans could be eligible for free medical care under 
medicaid (Federal grants to finance State and local purchases), in a 
veterans hospital (nondefense purchases), or perhaps under medi-
care (transfer payments). The supplemental security income trans-
fer payments are substitutes for the previous program of grants to 
States for public assistance for the elderly and handicapped. (The 
State and local spending of Federal grant money for public assist-
ance programs is classified as State and local government transfer 
payments.) Medicaid and most grants in the income security func-
tion are grants to assist States to provide income support; most 
other grants finance State and local services to the public. (The 
income support may be aid-in-kind, as is the case for medicaid 
where the State and local spending is to purchase medical care for 
the poor.) 

The growth in most Federal grants-in-aid categories has been 
constrained over the last four years as part of the administration's 
efforts to curb the growth in overall spending. However, expendi-
tures have increased significantly for two categories—medicaid and 
transportation. Despite implementation of reforms to increase pro-
gram efficiency and effectiveness, medicaid grants rose by about 
20% from 1981 to 1984, and are expected to rise by another 19% by 
1986. Transportation grants rose by about 32% from 1982 to 1984, 
largely due to the enactment of the Surface Transportation Assist-
ance Act of 1982. They are expected to rise by another 22% from 
1984 to 1986. 
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Table B-7. FUNCTIONAL COMPOSITION OF FEDERAL GRANTS-IN-AID 
(In billions of dollars) 

w I h—1 
Ci 

Description 
Actual Estimate 

Description 
1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

HUMAN RESOURCES PROGRAMS 

Income security: 
Public assistance cash 
Child nutrition and other food programs.. 
Other 

5.1 
1.7 
.7 

5.8 
2.1 
1.0 

6.3 
2.7 
1.0 

6.6 
2.8 
1.0 

6.5 
3.3 
1.2 

7.2 
3.6 
2.5 

8.4 
4.4 
4.5 

7.9 
4.2 
4.7 

7.8 
4.7 
5.4 

8.2 
5.4 
5.4 

8.2 
5.9 
5.6 

8.0 
5.6 
5.6 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 

Education, training, employment, and 
social services: 
Education 
Training and employment 
Social services 

Subtotal, education, training, em-
ployment, and social services 

Veterans benefits and services 

Total human resources pro-
grams 

7.5 9.0 10.1 10.5 11.0 13.3 17.2 16.8 17.9 19.1 19.8 19.2 Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 

Education, training, employment, and 
social services: 
Education 
Training and employment 
Social services 

Subtotal, education, training, em-
ployment, and social services 

Veterans benefits and services 

Total human resources pro-
grams 

6.8 

2.4 

8.6 

2.8 

9.8 

2.8 

10.6 

2.8 

12.4 

2.7 

13.9 

2.8 

16.8 

3.1 

17.3 

3.1 

18.9 

2.8 

20.1 

3.0 

22.9 

3.1 

23.6 

3.2 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 

Education, training, employment, and 
social services: 
Education 
Training and employment 
Social services 

Subtotal, education, training, em-
ployment, and social services 

Veterans benefits and services 

Total human resources pro-
grams 

9.2 11.4 12.7 13.4 15.1 16.7 19.9 20.5 21.8 23.0 26.1 26.8 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 

Education, training, employment, and 
social services: 
Education 
Training and employment 
Social services 

Subtotal, education, training, em-
ployment, and social services 

Veterans benefits and services 

Total human resources pro-
grams 

.2 .3 .3 .3 .3 .4 .5 .6 .7 .7 .7 .7 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 

Education, training, employment, and 
social services: 
Education 
Training and employment 
Social services 

Subtotal, education, training, em-
ployment, and social services 

Veterans benefits and services 

Total human resources pro-
grams 

4.6 
3.4 
3.6 

4.5 
5.6 
3.8 

4.9 
6.0 
4.4 

5.5 
9.5 
5.0 

6.6 
9.2 
5.8 

7.3 
8.5 
5.0 

7.5 
6.7 
5.4 

7.0 
3.3 
5.0 

6.6 
3.3 
5.4 

6.6 
2.7 
6.3 

8.0 
3.1 
6.1 

7.8 
2.9 
5.9 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 

Education, training, employment, and 
social services: 
Education 
Training and employment 
Social services 

Subtotal, education, training, em-
ployment, and social services 

Veterans benefits and services 

Total human resources pro-
grams 

11.7 13.9 15.4 20.0 21.6 20.7 19.6 15.3 15.3 15.5 17.2 16.6 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 

Education, training, employment, and 
social services: 
Education 
Training and employment 
Social services 

Subtotal, education, training, em-
ployment, and social services 

Veterans benefits and services 

Total human resources pro-
grams 

* .1 .1 .1 .1 .1 .1 .1 .1 .1 .1 .2 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Social security and medicare 

Education, training, employment, and 
social services: 
Education 
Training and employment 
Social services 

Subtotal, education, training, em-
ployment, and social services 

Veterans benefits and services 

Total human resources pro-
grams 28.7 34.5 38.5 44.2 48.1 L 51.3 57.3 53.2 55.8 58.3 63.9 63.4 
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OTHER FUNCTIONS: 

Natural resources and environment-

Community and regional development: 
Local public works 
Block grants 
Other 

Subtotal, community and regional 
development 

Transportation. 

General purpose fiscal assistance: 
General revenue sharing 
Anti-recession fiscal assistance.. 
Other 

Subtotal, general purpose fiscal as-
sistance 

All other functions-

Total other functions.. 

Total grants-in-aid 

2.3 2.9 

2.8 

2.8 
5.8 

6.1 

.5" 

6.6 

2 . 2 

19.7 

48.4 

1.0 
2.4 

3.4 

7.5 

6.2 

.....J 

6.7 

2.6 

23.0 

57.5 

4.1 

.6 
2.0 
1.8 

4.4 

7.7 

6.8 
1.7 
.5 

9.0 

2.6 

27.7 

3.9 

2.9 
2.4 
1.5 

6.8 

8.1 

6.8 
1.3 

8.9 

2.8 

30.4 

4.7 

1.6 
3.1 
1.7 

6.4 

9.5 

6.8 

J 

7.8 

2.6 

31.0 

5.3 

.4 
4.0 
1.9 

6.3 

11.8 

6.8 

' I I 

7.9 

4.1 

35.4 

4.8 

.1 
4.3 
1.4 

5.8 

12.2 

5.1 

6.3 

3.8 

32.8 

4.7 

4.1 
1.0 

5.1 

10.8 

4.6 

'""1.4" 

5.9 

3.6 

30.2 

3.9 

3.9 
.9_ 

4.8 

12.1 

4.6 

5.9 

3.3 

29.9 

3.6 

4.2 

5.0 

14.3 

4.6 ........... 

6.2 

3.4 

32.4 

66.3 74.7 79.1 86.7 90.1 83.4 85.7 90.8 

3.8 

4.3 
.9_ 

5.2 

17.0 

4.6 

1.5 

6.1 

4.1 

36.1 

100.0 

3.5 
* 

3.9 
.9 

4.9 

17.4 

1.2 

1.2 

2.4 

4.6 

32.7 

96.1 

C/5 
w o l-H > 
r 
> 

> ^ 
co 

w 

*50 million or less. 

Note—Excludes the transition quarter. 
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B-18 THE BUDGET FOR FISCAL YEAR 1986 

Foreign transfer payments.—There are three major types of for-
eign transfer payments: expenditure of dollars to assist foreign 
economic development, grants of surplus agricultural products, and 
payments under social security and similar programs to individuals 
living abroad. Although payments to individuals are gradually 
rising, roughly in proportion with the rise in GNP, total foreign 
transfer payments have declined to less than 0.2% of GNP. The 
peak year for foreign transfer payments was 1949; in that year 
they were equal to 1.9% of GNP. 

Net interest paid.—Net interest paid depends on the size of Fed-
eral debt, loans outstanding, and the interest rates on borrowing 
and lending. In the early post-war years (1947-48), net interest paid 
amounted to over 13% of total Federal sector NIPA expenditures; 
from 1952 to 1977 it accounted for only 6-7% of the total each year. 
In contrast, it rose from 6.9% of Federal sector expenditures in 
1977 to 12.8% in 1984, and is expected to continue rising to 13.7% 
in 1985 and 14.4% in 1986. 

In recent years foreign holdings of Federal debt have increased 
significantly. This expansion, combined with higher interest rates, 
pushed up the amount of interest paid abroad to over $18.8 billion 
in 1984, almost 5 times greater than the $4.0 billion total in 1974. 
These foreign interest payments are partially offset by interest 
collections from abroad; in 1974 such collections totaled $1.0 billion, 
and in 1984 they totaled $4.8 billion. The increase in foreign hold-
ings of Federal debt and in interest payments on that debt is 
discussed further in Special Analysis E. 

Subsidies less current surplus of Government enterprises.—Subsi-
dies less current surplus of Government enterprises consist of two 
elements: (1) subsidy payments to resident businesses (including 
farms); and (2) the "current surplus" or "deficit" of Government 
enterprises. In this context, a subsidy is a monetary grant to a unit 
engaged in commercial activities. Examples are housing subsidies, 
subsidies for railroads, and the construction and operating differen-
tial subsidies paid to operators of U.S.-flag merchant ships. As 
table B-8 shows, about half of the subsidies are generally for 
housing programs. These subsidies are designed mainly to reduce 
the cost of housing to moderate- and low-income families. The large 
increase in Commodity Credit Corporation subsidies in 1984 is due 
to $8.4 billion of payment-in-kind subsidies that year. 

"Government enterprise" is the term used in the NIPA to desig-
nate certain business-type operations of the Government that usu-
ally appear in the budget as public enterprise revolving funds. The 
operating costs of Government enterprises are, to a great extent, 
covered by the sale of goods and services to the public rather than 
from tax receipts. The difference between the sales and the current 
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SPECIAL ANALYSIS B B-15 

operating expenses of a Government enterprise constitutes its sur-
plus or deficit. As noted above, the capital formation of Govern-
ment enterprises net of sales of assets is classified as nondefense 
purchases. The largest Government enterprises are the Commodity 
Credit Corporation, the Postal Service, and the Tennessee Valley 
Authority. The large swing in the Postal Service deficit in 1982 is 
largely due to postal rate increases. 

Table B-8 shows the composition of this category by major com-
ponent. 
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Table B-8. SUBSIDIES LESS CURRENT SURPLUS OF GOVERNMENT ENTERPRISES 
(In billions of dollars) 

Description 
Actual Estimate 

Description Description 
1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

Subsidies: 
Commodity Credit Corporation 0.6 0.3 0.6 2.3 2.0 0.5 1.4 1.6 5.5 10.5 7.6 2.8 
Rural housing insurance fund .2 .3 .4 .4 .6 .6 .8 1.4 1.7 1.7 1.7 1.7 
Other Department of Agriculture .4 .3 .3 .4 .3 .3 .3 .2 .3 .3 .3 .2 
Housing (HUD) 2.1 2.3 2.9 3.5 4.3 5.1 6.3 7.6 9.1 9.7 10.3 10.0 
Maritime .5 .5 .5 .5 .5 .6 .5 .6 .4 .4 .4 0.3 
Railroad and mass transit .5 .9 1.3 1.4 1.5 2.0 2.2 1.9 1.7 1.7 1.6 0.5 
Other1 .1 .4 .3 .3 .6 .5 .1 .2 .1 .1 .1 

Subtotal 4.4 5.0 6.4 8.9 9.9 9.5 11.7 13.5 18.7 24.3 21.8 15.5 

Enterprise surpluses ( - ) or deficits: 
Commodity Credit Corporation .3 .2 .2 .8 1.3 1.6 1.8 2.3 5.6 3.6 3.3 2.0 
Postal Service 2.5 2.6 2.0 1.9 1.0 2.1 1.1 - . 1 .4 .7 .7 _ * 
Tennessee Valley Authority - . 3 - . 4 - . 6 - . 6 - . 8 - 1 . 1 - 1 . 0 - 1 . 2 - 1 . 4 - 1 . 8 - 1 . 9 - 2 . 1 
Federal Housing Administration - 2 - . 2 - . 2 - . 2 - . 2 - . 4 - . 4 - . 5 - . 5 - . 8 - 1 . 4 - 1 . 7 
Federal Deposit Insurance Corporation - . 2 - . 2 - . 2 - . 3 - . 3 - . 3 - . 4 - . 6 - . 5 - 1 . 1 - . 9 - . 9 
Federal Savings and Loan Insurance 

Corporation - . 2 - . 2 - . 2 - . 3 - . 3 - . 3 * - . 2 .1 - . 4 - . 6 - . 6 
All other1 - . 5 - . 6 - . 4 - . 6 - . 8 - . 7 - . 2 - . 1 - . 2 - . 6 - . 2 - . 8 

Subtotal 1.5 1.2 .5 .8 _ * .9 .9 - . 4 3.5 - . 4 - 1 . 0 - 4 . 2 

Total subsidies less current 
surplus 6.0 6.2 6.9 9.7 9.9 10.4 12.5 13.0 22.2 23.9 20.8 11.4 

* $50 million or less. 
1 Includes wage disbursements less accruals. 
Note.—Excludes the transition quarter. 
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SPECIAL ANALYSIS B B - 1 5 

Wage disbursements less accruals.—This is an adjustment occa-
sionally made in the NIPA to bridge between the sum of the 
expenditure components and the totals. This is necessary when 
wages and salaries are received in a time period that is different 
from when they are earned. The budget records these payments on 
a cash basis (when they are paid). The NIPA treat such payments 
on an accrual basis (when they are earned) for nondefense pur-
chases and the current surplus of government enterprises, but on a 
cash basis for total expenditures. Wage disbursements less accruals 
is the timing adjustment necessary to allow the individual expendi-
ture categories to sum to the total expenditures. The net adjustment 
made is normally small since wage and salary payments disbursed 
in one year but earned in another are approximately offset by 
payments disbursed in the next year but earned in the current one. 

QUARTERLY ESTIMATES 

Table B-9 presents quarterly NIPA receipts and expenditures at 
seasonally adjusted annual rates for 1984 to 1986. The translation 
of the budget into the NIPA categories is inexact. When the annual 
NIPA estimates are converted into quarterly distributions that are 
seasonally adjusted at annual rates, greater imprecision must be 
expected. The data presented in table B-9 are the best available 
estimates of the quarterly NIPA receipts and expenditures consist-
ent with the 1986 budget, but should be used with clear recognition 
of their limitations. 
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Table B-9. FEDERAL RECEIPTS AND EXPENDITURES IN THE NIPA, QUARTERLY, 1983-86 
(In billions of dollars; seasonally adjusted at annual rates) 

Actual Estimated 
Description Oct.-Dec. Jan-Mar. Apr-June July-Sept. Oct.-Dec. Jan-Mar. Apr-June July—Sept. Oct.-Dec. Jan-Mar. Apr-June July—Sept. 

1983 1984 1984 1984 1984 1985 1985 1985 1985 1986 1986 1986 

RECEIPTS 

Personal tax and nontax receipts 293.3 301.6 310.7 319.7 327.3 331.1 341.0 350.7 361.9 357.9 371.3 384.9 
Corporate profits tax accruals 66.5 73.0 75.6 66.4 64.7 75.6 78.9 83.5 87.9 92.0 94.9 97.4 
Indirect business tax and nontax accruals.... 54.5 54.1 55.9 56.2 56.5 56.5 55.6 55.8 55.9 58.1 58.0 56.4 
Contributions for social insurance 240.7 257.6 262.0 265.2 268.8 285.6 289.6 294.2 299.7 308.0 311.7 315.2 

Total, receipts 655.0 686.4 704.3 707.4 717.3 748.8 765.1 784.2 805.4 816.0 835.9 853.9 

EXPENDITURES 
Purchases of goods and services 266.3 267.6 296.4 302.8 316.1 322.9 330.2 337.5 343.7 350.7 358.8 366.7 

Defense (207.2) (213.4) (220.8) (220.4) (231.4) (239.4) (245.0) (250.1) (257.4) (267.4) (276.6) (285.3) 
Nondefense (59.1) (54.2) (75.6) (82.4) (84.6) (83.5) (85.2) (87.4) (86.3) (83.3) (82.2) (81.4) 

Transfer payments 350.1 347.7 350.1 351.8 357.6 373.8 375.7 376.6 378.6 388.3 390.4 392.3 
Domestic (340.0) (341.1) (343.7) (346.1) (347.8) (363.6) (365.1) 366.4) (368.6) (378.4) (380.5) (382.5) 
Foreign (10.1) (6.6) (6.4) (5.7) (9.8) (10.2) (10.6) (10.2) (10.0) (9.9) (9.9) (9.8) 

Grants-in-aid to State and local govern-
ments 86.5 90.6 93.2 92.1 95.8 98.5 102.5 102.5 101.1 95.1 94.2 93.3 

Net interest paid 102.0 107.6 110.9 121.9 126.6 128.6 130.6 132.6 136.5 140.5 144.8 149.0 
Subsidies less current surplus of Govern-

ment enterprises 30.6 34.4 17.7 15.3 21.5 20.5 20.2 21.5 13.2 11.4 11.2 9.7 
Wage disbursements less accruals * - . 2 - . 2 .4 - . 2 .5 

Total expenditures 835.5 847.6 868.0 884.3 917.3 944.8 959.2 970.7 973.1 986.0 999.4 1,011.0 

Deficit ( - ) - 1 8 0 . 5 -161 .3 -163 .7 -176 .9 - 2 0 0 . 0 - 1 9 6 . 0 - 1 9 4 . 1 - 1 8 6 . 5 - 167 .7 - 1 7 0 . 0 - 1 6 3 . 5 - 1 5 7 . 1 

*$50 million or less. 
Note—Because of the methods normally used to seasonally adjust NIPA data, the average of seasonally adjusted data for the 4 quarters of a fiscal year may not be equal to the unadjusted fiscal year total. 
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SPECIAL ANALYSIS B B-15 

RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR, N I P A 

Table B-10 shows the major differences between the budget and 
the Federal sector in the NIPA. In order to be consistent with the 
administration's proposal to include on-budget those Federal enti-
ties that are off-budget under current law, the budget outlay totals 
in table B-10 include the outlays made by all Federal entitites for 
all years shown. This is a major departure from presentations in 
previous years when the outlays of off-budget federal entities were 
not included in total budget outlays. Their inclusion raises total 
budget outlays by an amount equal to off-budget outlays, but has 
no effect on Federal sector expenditures because the NIPA have 
always taken these outlays into account. Since most outlays of the 
currently off-budget Federal entities are for loans, the major 
impact is to increase the exclusion made for lending and financial 
transactions. These and other adjustments made to reconcile the 
budget to the Federal sector in the NIPA are explained below. 

Table B-10. RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR, NIPA 
(In billions of dollars) 

1982 1983 1984 1985 1986 Description actual actual actual estimate estimate 

RECEIPTS 
Total budget receipts 617.8 600.6 666.5 736.9 793.7 

Government contributions for employee retirement (grossing).. 10.7 12.2 13.1 14.7 15.1 
Other netting and grossing 9.4 9.3 12.3 13.9 16.1 
Timing adjustments - 9 . 9 6.5 - 2 . 8 - 5 . 3 3.4 
Geographic exclusions - 1 . 5 - 1 . 6 - 1 . 8 - 1 . 9 - 2 . 1 
Other - . 1 .1 .3 .2 .4 

Federal sector, NIA receipts 626.4 627.1 687.6 758.5 826.6 

EXPENDITURES 
Total budget outlays 745.8 808.3 851.8 959.1 973.7 

Lending and financial transactions - 1 9 . 3 - 1 4 . 4 - 1 8 . 2 - 3 6 . 5 - 1 3 . 0 
Government contributions for employee retirement (grossing).. 10.7 12.2 13.1 14.7 15.1 
Other netting and grossing 9.4 9.3 12.3 13.9 16.1 
Defense timing adjustment - 1 . 1 .9 2.2 1.5 .9 
Bonuses on Outer Continental Shelf land leases 2.4 7.5 3.5 1.7 4.0 
Geographic exclusions - 4 . 9 - 4 . 9 - 5 . 0 - 5 . 2 - 5 . 2 
Other - 3 . 0 - 2 . 3 - 1 . 8 - . 7 1.1 

Federal sector, NIA expenditures 740.0 816.4 857.9 948.5 992.7 

Note—Data for 1982-85 are revised to include the outlays of Federal entities that are off-budget under current and proposed to be included 
on-budget. 

Lending and financial transactions.—The national income and 
product accounts conceptually measure the Nation's current 
income and production, and therefore do not include transactions, 
such as loans, that are an exchange of existing assets and liabilities 
rather than current income or production. Loan transactions have 
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B-18 THE BUDGET FOR FISCAL YEAR 1986 

a significant economic impact, affecting the allocation and distribu-
tion of income and output, but they are analyzed more appropriate-
ly within a financial market framework, such as that provided by 
the flow-of-funds data of the Federal Reserve Board. Special Analy-
sis E (Borrowing and Debt) and Special Analysis F (Federal Credit 
Programs) both contain information on the financial market impli-
cations of the budget. 

Most of the lending and financial transactions included in table 
B-10 are shown in Special Analysis F. However, this total differs 
from the total for direct loans shown in Special Analysis F because: 
(a) the NIPA record nonrecourse agricultural commodity loans as 
purchases rather than loans; and (b) capital contributions to inter-
national financial institutions are not loans, but are financial 
transactions excluded from the NIPA. 

Government contributions for employee retirement.—The contribu-
tions of Government agencies to the retirement trust funds of their 
employees constitute the largest netting and grossing adjustment. 
These contributions are not included in the budget totals. While 
the outlays are recorded in each agency's budget, they are offset by 
an intragovernmental deduction. However, the NIPA count Gov-
ernment payments for employee retirement as part of the compen-
sation paid to Government employees and, therefore, as Govern-
ment expenditures. This treatment maintains comparability with 
the treatment of employee retirement contributions in the rest of 
the economy. Contributions for employee retirement by Govern-
ment enterprises such as the Postal Service are recorded as an 
increase in the current deficit of enterprises. Contributions by 
other accounts are recorded as purchases of goods and services. The 
receipt of these retirement contributions is treated in the NIPA as 
contributions for social insurance. Since receipts and expenditures 
are increased by identical amounts, this treatment has no effect on 
the surplus or deficit. Around 80% of these payments go to the 
civil service retirement fund, while most of the remainder is for 
social security and medicare. 

In 1985, the budget began financing military retirement on an 
accrual basis akin to the financing of civil service retirement. This 
revised approach to financing military retirement will not affect 
the NIPA until the NIPA historical data can be adjusted on a 
comparable basis (the next "benchmark" revision). 

Other netting and grossing.—The budget normally counts as re-
ceipts only income from taxation or similar sources that arises 
from the exercise of governmental power to compel payment. 
Money received in the course of business-type transactions is nor-
mally shown as offsets against outlays. For instance, receipts from 
social insurance programs operated by the Veterans Administra-
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tion (such as the National Service Life Insurance and U.S. Govern-
ment Life Insurance) are netted against outlays in the budget since 
these programs are voluntary, commercial-type activities. However, 
in the NIPA these insurance premiums are treated as social insur-
ance receipts just as are receipts from compulsory Government 
programs. 

Likewise, noncompulsory insurance premiums under the supple-
mentary medical insurance program and similar but much smaller 
noncompulsory hospital insurance premiums are classified as off-
setting collections (negative outlays) in the budget, but are classi-
fied as social insurance contributions in the NIPA. 

Other netting and grossing includes some imputed contributions 
for social insurance for Federal employees for unemployment com-
pensation (which adds an equal amount to nondefense purchases) 
and workers' compensation (which adds an equal amount to domes-
tic transfer payments). 

One major element of netting and grossing in recent years has 
been due to budgetary collections arising from the Outer Continen-
tal Shelf leases. All such collections are recorded in the budget as 
negative outlays. The rents and royalties component—but not the 
bonuses—are recorded in the NIPA as indirect business nontaxes; 
this converts the collections from an offset to outlays in the budget 
to a receipt in the NIPA. 

All netting and grossing items, including government contribu-
tions for employee retirement, have an equal impact on receipts 
and expenditures, so they have no effect on the calculation of the 
NIPA deficit. 

Timing adjustments.—The budget records receipts at the time 
the cash is collected regardless of when the liability is incurred. In 
contrast, the NIPA attempt to record most receipts from the busi-
ness sector in the time period in which the liability is incurred 
rather than when taxes are actually collected, while personal 
income taxes and social insurance contributions are recorded at the 
time of payment by the individual taxpayer rather than when the 
liability is incurred or the cash is received by Treasury. Hence, 
receipts recorded in the budget for one fiscal year are sometimes 
recorded in the prior fiscal year in the NIPA due to the lags 
between the time when liability is incurred or payment made and 
time of collection. The timing adjustments made to budget receipts 
attempt to account for these time lags. 

The principal timing adjustment to expenditures is for defense 
purchases. The major defense timing adjustment normally involves 
procurement items (such as missiles and airplanes) purchased 
under most fixed-price contracts. These items are recorded in the 
Federal sector NIPA as defense purchases at the time of delivery to 
the Federal Government, rather than when the payment is made 
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(as the budget does) or when they are fabricated. Work in progress 
is counted as part of private business inventories until the goods 
are completed and delivered to the Government. An additional 
defense timing adjustment is made to convert foreign military 
sales, which are recorded on a cash basis in the unified budget, to a 
basis consistent with net exports in the NIPA. In addition, some 
accounting adjustments are included with the defense timing ad-
justment in this translation. Nondefense timing adjustments are 
normally small and are included in the "other" category in table 
B-10. 

Bonuses on Outer Continental Shelf land leases.—In recent years 
bonuses paid on the Outer Continental Shelf oil leases have become 
a significant reconciliation item between the unified budget and 
the NIPA. As already noted, the budget records these bonuses as 
proprietary receipts and, therefore, deducts them from budget out-
lays. The NIPA exclude these transactions as being a transfer of 
assets, because the payments are not included in calculating book 
profits under current corporate accounting practice. 

Geographic exclusions.—Geographic exclusions arise because 
Puerto Rico, the Virgin Islands, and other U.S. territories are not 
included in the United States for purposes of computing the GNP 
and related data series (such as social insurance taxes, domestic 
transfer payments, and grants-in-aid) but also are not treated as 
foreign for purposes of producing data on exports, imports, and 
foreign transfer payments. Since the budget includes receipts from 
and payments to persons and local governments in these territories 
and the NIPA exclude such transactions, this constitutes a major 
reconciliation item between the two data series. 

Other.—This category contains miscellaneous adjustments, such 
as foreign currency transactions that are included in the NIPA but 
not in the budget. 
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Table B - l l . FEDERAL TRANSACTIONS IN THE NATIONAL INCOME AND PRODUCT ACCOUNTS, 1975-86 
(In billions of dollars) 

Actual Estimate 
Description Description 

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

RECEIPTS, NIPA BASIS 
Personal tax and nontax receipts 127.5 137.2 166.4 186.5 222.6 250.4 289.4 311.4 294.1 303.2 340.6 368.8 
Corporate profits tax accruals 41.8 52.5 58.9 67.3 76.1 69.9 69.3 50.9 53.8 70.1 75.7 93.1 
Indirect business tax and and nontax ac-

cruals 22.2 24.3 24.5 27.2 29.1 35.5 53.5 50.3 51.0 55.2 56.1 57.1 
Contributions for social insurance 91.9 101.0 116.2 133.3 153.1 170.0 197.0 213.9 228.3 259.1 286.1 307.6 

Total receipts, national income 
basis 283.4 314.9 365.9 414.3 480.8 525.9 609.2 626.4 627.1 687.6 758.5 826.6 

EXPENDITURES, NIPA BASIS 
Purchases of goods and services 117.9 125.1 139.8 150.4 164.1 189.3 218.4 250.6 273.2 285.2 326.8 354.9 

Defense (80.2) (84.4) (91.4) (97.8) (108.2) (126.0) (147.0) (173.0) (196.7) (215.4) (241.5) (271.7) 
Nondefense (37.7) (40.7) (48.4) (52.6) (55.9) (63.3) (71.4) (77.6) (76.5) (69.8) (85.3) (83.2) 

Transfer payments 134.5 156.8 169.8 182.2 201.8 239.4 279.5 310.6 344.6 348.4 371.2 387.5 
Domestic (131.4) (153.8) (166.6) (178.7) (197.8) (234.6) (273.7) (304.5) (338.3) (340.7) (361.0) (377.6) 
Foreign (3.1) (3.0) (3.2) (3.5) (4.1) (4.8) (5.7) (6.1) (6.3) (7.7) (10.2) (9.9) 

Grants-in-aid to State and local govern-
ments 48.4 57.5 66.3 74.7 79.1 86.7 90.1 83.4 85.7 90.8 100.0 96.1 

Net interest paid 21.7 25.2 28.4 33.5 40.6 50.7 67.7 82.3 90.3 109.7 129.6 142.8 
Subsidies less current surplus of Govern-

ment enterprises 6.0 6.2 6.9 9.7 9.9 10.4 12.5 13.0 22.2 23.9 20.8 11.4 
Wage disbursements less accruals .4 _ * * - . 1 * .4 - . 1 .1 

Total expenditures, NIPA basis- 328.8 370.7 411.2 450.4 494.6 576.5 668.2 740.0 L 816.4 857.9 948.5 992.7 

Excess of receipts ( + ) or expendi-
tures (—) , NIPA basis - 4 5 . 4 - 5 5 . 8 - 4 5 . 3 - 3 6 . 1 - 1 4 . 8 - 5 0 . 7 - 5 8 . 9 - 1 1 3 . 6 - 1 8 9 . 3 - 1 7 0 . 3 - 1 9 0 . 0 - 1 6 6 . 1 
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*$50 million or less. Note—Excludes the transition quarter. The estimates for 1985 and 1986 are preliminary; any revisions will be published in the February 1984 issue of the Survey of Current Business. 
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SPECIAL ANALYSIS B 

F E D E R A L T R A N S A C T I O N S I N T H E N A T I O N A L I N C O M E 
A N D P R O D U C T A C C O U N T S 

The budget is designed to serve several purposes: 
• It sets forth the President's request to the Congress for appro-

priations action on existing or new programs and for changes 
in tax legislation. 

• It proposes an allocation of resources between the private and 
public sectors and within the public sector. Through its 
impact on consumption, investment, and the distribution of 
income it also affects the allocation of resources within the 
private sector. 

• It is an economic document that reflects the taxing and spend-
ing policies of the Government for promoting economic 
growth, high employment, and a stable price level. 

• It is a report to the Congress and the people on how the 
Government has spent the funds entrusted to it in past years. 

No single budget concept can satisfy all these purposes fully. The 
budget documents and related Treasury reports provide complete, 
detailed information on the finances of the Federal Government 
and on the tax and spending programs proposed by the President. 
For study of aggregate economic activity, however, the national 
income and product accounts (NIPA) of the United States provide 
the most useful measures. This special analysis shows Federal fi-
nances as measured in the NIPA. The analysis is divided into three 
major sections. The first shows the size, composition, and trends in 
Federal sector receipts and expenditures. Additional details will be 
published in the February 1986 issue of the Department of Com-
merce publication, Survey of Current Business. The second section 
of this analysis shows quarterly estimates of Federal sector receipts 
and expenditures. The final section explains the major differences 
between the budget and the NIPA concepts. A discussion of fiscal 
policy can be found in the main budget document and in the 
Economic Report of the President. 

FEDERAL SECTOR RECEIPTS AND EXPENDITURES 

Table B-1 shows Federal sector NIPA receipts, expenditures, and 
deficits for 1985-87. These estimates reflect the conceptual and 
statistical changes made in the benchmark revision of the NIPA, 

B- l 
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which was released by the Bureau of Economic Analysis in Decem-
ber 1985. The change that has the largest impact by far is the 
imputation of an employer contribution for military retirement, 
which raises both contributions for social insurance and defense 
purchases. Other changes that affect Federal sector receipts and 
expenditures include the imputation of a Federal contribution for 
unemployment insurance for former military personnel, treating 
the Civilian Health and Medical Plan of the Uniformed Services 
(CHAMPUS) as an employer-paid health insurance plan, imputing 
bank service charges to foreigners, and reclassifying military ship-
ments financed by forgiven loans. A detailed discussion of these 
and other changes to the Federal sector in the NIPA can be found 
in the October 1985 Survey of Current Business. 

Table B - l . FEDERAL SECTOR RECEIPTS AND EXPENDITURES IN THE NIPA 
(In billions of dollars) 

Description 1985 actual 1986 estimate 1987 estimate 

RECEIPTS 

Personal tax and nontax receipts 
Corporate profits tax accruals 
Indirect business tax and nontax accruals. 
Contributions for social insurance 

Total receipts.. 

EXPENDITURES 

Purchases of goods and services 
Defense 
Nondefense 

Transfer payments 
Domestic ("to persons") 
Foreign 

Grants-in-aid to State and local governments 
Net interest paid 
Subsidies less current surplus of Government enterprises.. 
Wage disbursements less accruals 

Total expenditures.. 

Deficit ( — ) 

345.2 
67.6 
56.4 

304.0 

773.1 

342.2 
(255.7) 

(86.5) 
373.0 

(359.9) 
(13.1) 
97.8 

128.7 
21.4 

.1 

963.2 

- 1 9 0 . 1 

360.1 
84.8 
55.8 

322.5 

823.2 

358.6 
(269.9) 

(88.7) 
393.9 

(378.4) 
(15.5) 
102.6 
139.8 
21.0 

1,015.9 

- 1 9 2 . 7 

Note: The estimates for 1986 and 1987 are preliminary; revisions will be published in the February 1986 issue of the Survey of Current 
Business. 

Trends in Federal sector receipts.—Table B-l divides receipts into 
four major categories, which are also illustrated in the chart on the 
distribution of Federal sector receipts by category. Table B-2 shows 
3-year averages of Federal sector receipts by category as a percent 
of the gross national product (GNP). The receipts are shown at 10-
year intervals to provide a perspective relative to the 1987 levels. 
For the earlier periods, 3-year averages were used in order to 
eliminate the impact of annual fluctuations, thereby permitting 
greater focus on trends. 
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Table B-2. FEDERAL SECTOR RECEIPTS AS A PERCENT OF GNP 1 

1954-56 1964-66 1974-76 1984-86 1Q87 
Description average average average average 130/ pctimatp actual actual actual estimate COlllllfllv 

Personal tax and nontax receipts 8.0 7.8 8.4 8.5 8.6 
Corporate profits tax accruals 4.9 4.1 3.0 1.9 2.3 
Indirect business tax and nontax accruals 2.7 2.3 1.5 1.4 1.3 
Contributions for social insurance 2.4 4.0 6.4 7.6 7.7 

Total receipts 17.9 18.2 19.2 19.5 19.9 

1 GNP calculated as the average of seasonally adjusted data for the four quarters of the fiscal year, which may not equal the unadjusted fiscal 
year total due to the methods used to seasonally adjust the NIPA. Unadjusted fiscal year GNP data are not yet available. 

Personal tax and nontax receipts.—The largest receipt category— 
personal tax and nontax receipts—is composed primarily of individ-
ual income taxes but also includes estate and gift taxes and some 
miscellaneous receipts. Increases in income, because of both real 
growth and inflation, cause these receipts to increase automatical-
ly. Since personal income tax rates are progressive, in the past 
these receipts normally grew at a faster rate than personal income. 
Periodically over the past 3 decades, tax reductions were enacted 
that partially offset the increase in effective tax rates resulting 
from the progressive tax structure. However, the Economic Recov-
ery Tax Act of 1981 (ERTA) dramatically altered these circum-
stances. That act provided for across-the-board tax reductions 
and—starting in 1985—indexing of income tax brackets, the zero 
bracket amount, and the personal exemption to inflation. As dis-
cussed in Part 4 of the Budget, subsequent legislation has limited 
the reduction in personal tax and nontax receipts anticipated in 
ERTA, but its central components—rate reductions and index-
ation—remain largely intact. As a result, personal tax and nontax 
receipts now grow at rates roughly equal to the growth rates for 
the general economy. Largely due to the rate reductions enacted in 
1981, personal tax and nontax receipts fell from a peak of 9.9% of 
GNP in 1982 to 8.8% in 1985. They are estimated to be 8.6% in 
both 1986 and 1987. 
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Distribution of Federal Sector Receipts by Category 

Fiscal Years Estimate 

Corporate profits tax accruals.—Corporate profits tax accruals 
vary significantly from year to year because corporate profits are 
highly volatile. The NIPA corporate profits taxes differ from the 
corresponding budget category primarily because: (1) the NIPA 
include the deposit of earnings by the Federal Reserve System as 
corporate profits taxes, whereas the budget treats these collections 
as miscellaneous receipts; and (2) the NIPA record corporate profits 
taxes when the profits are earned (that is, accrued), while the 
unified budget records the cash receipts. 

The gradual decline in corporate profits tax accruals relative to 
GNP and to total receipts, as shown in the chart above, results 
mainly from three factors: (1) a long-term decline in corporate 
profits relative to GNP; (2) a narrowing of the corporate profits tax 
base resulting from changes in the definition of corporate profits 
for tax purposes (largely increases in permissible depreciation al-
lowances); and (3) reductions in effective tax rates on corporate 
profits resulting from statutory rate reductions and tax credits. 
Provisions of the Economic Recovery Tax Act of 1981 designed to 
stimulate investment further accelerated this trend, although this 
was partially offset by subsequent legislation. 
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Indirect business tax and nontax accruals.—These receipts are 
composed of excise taxes, customs duties, and various miscellane-
ous receipts such as import fees on crude oil and petroleum prod-
ucts and coal-mining reclamation fees. Over time, indirect business 
tax and nontax accruals have become a much less important part 
of total Federal sector receipts. This is partly because they normal-
ly do not rise in proportion to the nominal growth in the economy, 
since most are taxes on physical quantities rather than on the 
value of a good, and partly because some of them, such as the 
automobile and telephone excise taxes, have been reduced or re-
pealed. Enactment of the Crude Oil Windfall Profit Tax Act of 1980 
resulted in a substantial increase in indirect business taxes in 1980 
and 1981. The 5 cent per gallon increase in the excise tax on 
gasoline and diesel fuel and other provisions of the Highway Reve-
nue Act of 1982 also caused indirect business tax accruals to rise. 
Despite their long-term decline, the use of excise taxes as user 
charges to finance Federal programs, such as highways and air-
ways, makes this an important source of financing for certain 
specialized programs in the budget. 

Contributions for social insurance.—This is the second largest 
category of Federal sector receipts, and the levels in all years are 
significantly higher relative to previous estimates due to conceptu-
al and statistical changes incorporated in the benchmark revision 
issued in December 1985. The largest revision, the imputation of a 
social insurance contribution for military retirement, added $15.8 
billion to the 1985 level. 

The increase in contributions for social insurance since World 
War II has been caused by the growth in the labor force and in 
wage rates, the expanded coverage of existing social insurance 
programs and the enactment of new ones, and increases in the 
taxable wage base and tax rates needed to finance liberalization of 
benefits. As a result of the rapid rise in social insurance taxes 
(mainly social security) and the passage of legislation reducing or 
eliminating individual income taxes for many low- and moderate-
income individuals and families, millions of Americans now pay 
significantly higher social insurance taxes than income taxes. The 
combined effect of the reductions in individual income tax rates 
provided by the Economic Recovery Tax Act of 1981 and the in-
creases in social security and other social insurance taxes mandat-
ed by the Social Security Amendments of 1983 and the Railroad 
Retirement Act of 1983 dramatically reinforce this trend toward 
increases in social insurance contributions relative to total NIPA 
receipts. 

Major tax changes.—In the past 5 years, major tax legislation 
has been passed to reduce tax rates and increase investment incen-
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tives; to curb tax shelter abuse, limit unwarranted tax benefits, 
and increase taxpayer compliance; to increase payroll taxes as part 
of overall legislation to restore the solvency of the social security 
system; and to increase gasoline taxes to fund infrastructure im-
provements. 

In 1986, the administration will be working with Congress to 
further reform the tax system to make it simpler and fairer. These 
changes are intended to be revenue neutral (i.e., decreases and 
increases essentially offsetting), but the distribution of receipts by 
major category could be changed. However, since the administra-
tion's major tax reform proposals are excluded from the budget 
estimates, their effect is also excluded from the NIPA receipt esti-
mates. The administration is also proposing several minor modifi-
cations of the existing tax system, the effects of which are included 
in both the budget and the NIPA estimates. Details about enacted 
and proposed tax changes on a unified budget basis can be found in 
Part 4 of the 1987 Budget; additional details on a NIPA basis will 
be published in the February 1986 Survey of Current Business. 

Trends in Federal sector expenditures.—Federal sector expendi-
tures are divided into several major NIPA categories. The principal 
distinction is between purchases of goods and services (which are 
divided between defense and nondefense purchases) and all other 
transactions. Purchases are that portion of the Nation's output 
that is bought directly by the Federal Government and, therefore, 
are included in the GNP. The other expenditure categories consist 
primarily of transfer payments to individuals, net interest pay-
ments, and grants to State and local governments. These individ-
uals and governments, in turn, can use the income to finance their 
own purchases of goods and services, to save, and—in the case of 
States and localities—to hold down taxes or to make transfer pay-
ments. 

Major changes in composition.—As can be seen in the chart on 
the distribution of Federal sector expenditures since 1959, major 
shifts in the composition of Federal sector expenditures occur over 
time. 
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Distribution of Federal Sector Expenditures by Category 

Over most of this period, defense purchases of goods and services 
constituted a declining share of Federal spending. This trend was 
temporarily reversed for 3 years during the Vietnam period, but by 
1970 the defense share was well below the pre-Vietnam percent-
ages and continued declining until 1978. The defense share rose 
slightly in 1979 and 1980, and has increased significantly under 
this administration, reflecting the President's commitment to 
strengthen our Nation's defense capability while reducing total 
Federal spending relative to the GNP. Defense purchases are ex-
pected to account for 26.6% of Federal sector expenditures in 1986 
and 27.7% in 1987; they were 26.2% in 1984 and 26.5% in 1985. 

Spending for domestic transfer payments contrasts sharply with 
the general decline in the defense purchases share during the 
previous six administrations. After remaining relatively stable at 
just below 25% of total expenditures for most of the 1960s, domes-
tic transfer payments began growing rapidly in the latter part of 
the decade, and reached a peak share of about 40% in 1976. This 
growth is largely explained by higher expenditures for retirement 
and other social insurance programs, due to increases in the 
number of beneficiaries and the automatic increases in benefit 
levels enacted over a period of years beginning in 1962, and by the 
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creation and expansion of the medicare program. Domestic transfer 
payments have declined slightly below the 1976 share in recent 
years. 

For the remaining categories of Federal sector expenditures, two 
patterns stand out. Grants-in-aid to State and local governments 
grew rapidly in earlier years, but their share began declining in 
1979 and is expected to decline further in part due to the expira-
tion of general revenue sharing in 1987. Conversely, the net inter-
est share roughly doubled in the past decade and a half—from just 
over 6% throughout the 1960s to over 13.4% in 1985—and is ex-
pected to continue increasing to 14.0% in 1987. In earlier years this 
increase was due to a combination of growth in Federal debt and 
higher interest rates; the current increase is due entirely to debt 
increases. 

Expenditures as a share of GNP.—The preceding section dis-
cussed the various categories of Federal sector expenditures rela-
tive to total expenditures. An alternative way to compare spending 
trends is to look at changes in the share of the Nation's current 
output claimed by the major expenditure categories. Table B-3, 
which shows 3-year averages of Federal sector expenditures by 
category as a percent of GNP at 10-year intervals, presents this 
alternative comparison. 

Table B-3. FEDERAL SECTOR EXPENDITURES AS A PERCENT OF GNP 1 

Description 
1954-56 
average 
actual 

1964-66 
average 
actual 

1974-76 
average 
actual 

1984-86 
average 
estimate 

1987 
estimate 

Defense purchases 10.7 7.7 5.5 6.4 6.4 
Nondefense purchases 1.7 2.5 2.3 2.1 1.8 
Domestic transfer payments (to "persons") 3.0 4.3 8.3 9.1 8.7 
Foreign transfer payments .5 .3 .2 .3 .3 
Grants-in-aid to State and local governments .8 1.6 3.2 2.5 2.1 
Net interest paid 1.2 1.2 1.4 3.2 3.2 
Subsidies less current surplus of Government enter-

prises .3 .6 .4 .5 .5 

Total expenditures 18.2 18.3 21.5 24.1 23.0 

1 GNP calculated as the average of seasonally adjusted data for the four quarters of the fiscal year, which may not equal the unadjusted fiscal 
year total due to the methods used to seasonally adjust the NIPA. Unadjusted fiscal year GNP data are not yet available. 

Note.—Total expenditures include wage disbursements less accruals which are less than 0.1% in most years. 

In 1954-56, which covers the cutback in defense spending in the 
immediate post-Korean war years, defense purchases were 10.7% of 
GNP. The years 1964-66 include the beginning of the large military 
build-up for the Vietnam war, yet the defense expenditures share 
of GNP (7.7%) was significantly lower than the post-Korean war 
level. Even though the 1974-76 period included some spending for 
the winding-down of the Vietnam war, defense purchases declined 
to 5.5% of GNP. For 1984-86 defense purchases are estimated to 
average 6.4% of the GNP, well below the 1964-66 average, but 
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above the 1974-76 average. In 1987 they are also expected to be 
6.4% of GNP. 

In contrast to the general decline over the past several decades 
in the share of GNP claimed by the Federal sector for defense 
purchases, spending on domestic transfer payments and net inter-
est rose dramatically relative to GNP, while grants-in-aid spending 
relative to GNP increased rapidly for several years but declined 
significantly in recent years. Spending for everything except de-
fense purchases averaged 7.5% of GNP in 1954-56. In 1984-86 such 
spending is estimated to average 17.8% of GNP; in 1987 it will 
decline to 16.6% of GNP. 

Defense purchases of goods and services.—Defense purchases con-
sist of all purchases of goods and services under programs included 
in the national defense function in the budget document. Also 
included are purchases of goods and services by the military assist-
ance programs that in earlier years were classified in the national 
defense function but are now classified in the international affairs 
function in the budget. Normally about 95% of defense purchases 
are made by the Department of Defense-Military. Most of the 
remainder is for international security assistance, defense stock-
piles, civil defense, and nuclear weapons programs carried out by 
other agencies. 

The budget calls for an increase of $19.5 billion in defense pur-
chases in 1987 over 1986. This increase more than offsets the 
impact of inflation, thus continuing the recent trend of rising 
defense purchases in real terms. The pattern of real defense spend-
ing has altered significantly over the past 2 decades. From a Viet-
nam peak in 1968, real defense purchases declined each year until 
1976. Between 1976 and 1978 such purchases remained relatively 
stable, and starting in 1979 began the rise that continues in this 
budget. 

Table B-4. PURCHASES OF GOODS AND SERVICES BY CHARACTER OF EXPENDITURE 
(In billions of dollars) 

1982 
actual 

1983 
actual 

1984 
actual 

1985 
actual 

1986 
estimate 

1987 
estimate 

Defense purchases: 
Compensation of employees 
Other 

82.5 
104.9 

88.6 
122.7 

93.5 
137.3 

98.6 
157.1 

102.2 
167.7 

107.9 
181.5 

Total defense purchases 

Nondefense purchases: 
Compensation of employees 
Other 

187.3 211.3 230.8 255.7 269.9 289.4 Total defense purchases 

Nondefense purchases: 
Compensation of employees 
Other 

32.7 
44.4 

34.7 
42.2 

36.7 
32.0 

38.9 
47.6 

39.7 
49.0 

40.7 
42.6 

Total nondefense 77.1 76.9 68.7 86.5 88.7 83.3 
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Table B-4 displays defense and nondefense purchases of goods 
and services, with a split by character of expenditures between 
compensation of employees and all other purchases. Defense pur-
chases are growing much more rapidly than nondefense purchases, 
with non-compensation defense purchases growing at a significant-
ly faster rate than all other categories. Spending for non-compensa-
tion defense purchases is estimated to increase by roughly 73% 
from 1982 to 1987, while spending for defense employee compensa-
tion will increase by 31%. In contrast, spending will increase by 
only 24% for nondefense employee compensation, while other non-
defense purchases will decline by 4%. 

Nondefense purchases of goods and services.—This category 
covers the goods and services purchased by Federal nondefense 
agencies. Included are such programs as the operation of national 
forest, park, and recreation areas; space exploration; promotion of 
commerce; acquisition and disposal of agricultural commodities; 
construction of flood control and navigation projects; operation of 
the Federal airway system; a wide variety of medical, energy, 
space, and other scientific research; the capital outlays of Govern-
ment enterprises; Federal law enforcement; and operation of veter-
ans hospitals. Table B-5 shows these purchases by agency for the 
years 1978 to 1987, reflecting the agency structure in the 1987 
budget. 

Nondefense purchases consist mainly of the cost of operating the 
various nondefense agencies. In the case of Government enter-
prises, including the Commodity Credit Corporation (CCC) and the 
Postal Service, the data also reflect capital formation net of sales of 
assets and changes in inventories. The most volatile major segment 
of nondefense purchases is CCC purchases, because the CCC buys, 
sells, or otherwise disposes of agricultural commodities. On occa-
sion—as in 1979 and in 1984—CCC sales and other disposals may 
exceed new purchases. The negative in 1984 is largely due to dispo-
sition of commodities through the payments-in-kind (PIK) program. 
The NIPA treat the reduction in CCC inventories due to PIK as a 
reduction in net Federal purchases. However, PIK transactions 
have no effect on total Federal expenditures since the reduction in 
Federal purchases is offset by an equal increase in Federal subsidy 
payments. The value of these subsidies is reflected in the estimates 
in Table B-8. 

The Department of Health and Human Services and the Veter-
ans Administration are normally the two largest agencies in terms 
of nondefense purchases. Their combined purchases for health care, 
including medicare and research, are estimated at $17.1 billion in 
1987, over 80% of the total purchases for the two agencies. Most of 
their remaining purchases are for administering social security and 
income security transfer programs. Both the National Aeronautics 
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and Space Administration, with $7.3 billion in 1987 nondefense 
purchases, and the Department of Energy, with $3.2 billion in 1987 
nondefense purchases, conduct major research and development 
programs. The Transportation Department's $6.6 billion of 1987 
nondefense purchases are mainly for the Federal Aviation Agency 
and the Coast Guard. The Corps of Engineers has an estimated $3.0 
billion in 1987 nondefense purchases which, along with the Tennes-
see Valley Authority's $0.9 billion, is primarily used for natural 
resources public works projects and for power activities. 
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Table B-5. NONDEFENSE PURCHASES OF GOODS AND SERVICES BY AGENCY AND ACTIVITY 
(In billions of dollars) 

Actual Estimate 

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 

Legislative and judicial branches 1.5 1.6 1.8 1.8 2.1 2.2 2.4 2.6 3.0 3.2 
Department of Agriculture 4.3 2.6 5.4 5.6 12.9 9.6 - 2 . 0 11.9 12.9 5.1 

Commodity Credit Corporation (0.9) ( - 1 . 0 ) (1-0) (1.2) (8.0) (4.3) ( - 7 . 6 ) (5.9) (7.1) (0.1) 
Forest Service (1.2) (1.5) (1.7) (1.9) (1.9) (1.8) (1.8) (2.0) (2.0) (1.7) 
All other (2.2) (2.1) (2.7) (2.6) (3.0) (3.5) (3.8) (4.1) (3.8) (3.3) 

Department of Commerce 1.1 1.2 1.9 1.5 1.5 1.6 1.6 1.7 1.7 2.0 
Corps of Engineers, Civil 2.6 2.9 3.2 3.2 3.0 3.0 3.0 3.0 2.8 3.0 
Department of Education 0.5 0.5 0.7 0.8 0.8 0.7 0.9 0.8 0.8 0.8 
Department of Energy 4.2 5.1 2.6 7.8 5.2 5.1 4.7 5.3 3.4 3.2 
Department of Health and Human Services 6.3 6.6 7.5 8.3 8.7 8.6 9.2 9.8 10.4 10.2 

Health, including medicare (4.4) (4.6) (5.3) (5.9) (5.9) (5.8) (6.2) (7.1) (7.4) (7.3) 
Social security, income security, and other (2.0) (2.1) (2.2) (2.4) (2.8) (2.7) (2.9) (2.8) (3.0) (2.9) 

Department of Housing and Urban Development 0.6 0.7 0.5 0.4 0.5 0.7 1.0 0.3 0.2 0.1 
Department of the Interior 2.9 3.3 3.9 4.0 3.9 4.2 4.3 4.6 4.6 4.5 
Department of Justice 1.8 1.9 2.1 2.3 2.4 2.7 3.0 3.4 3.6 3.9 
Department of Labor 1.3 1.7 1.9 1.9 1.9 1.6 1.5 1.4 1.6 1.4 
Department of State 0.8 0.9 1.0 1.0 1.1 1.3 1.4 1.7 1.9 2.6 
Department of Transportation 4.0 4.3 4.8 5.1 5.3 5.7 6.0 6.3 6.4 6.6 

Coast Guard (1.1) (1.3) (1.4) (1.6) (1.8) (2.1) (2.2) (2.3) (2.1) (2.3) 
Federal Aviation Administration (2.2) (2.3) (2.5) (2.7) (2.5) (2.8) (3.1) (3.5) (3.6) (3.7) 
Other (0.7) (0.8) (0.9) (0.8) (0.9) (0.8) (0.8) (0.6) (0.7) (0.6) 

Department of the Treasury 3.1 3.4 4.0 4.2 4.2 4.6 4.7 5.3 5.6 5.9 
Internal Revenue Service (1-9) (2.1) (2.3) (2.4) (2.5) (2.9) (3.2) (3.6) (3.8) (4.0) 
Other (1.2) (1.4) (1-7) (1.8) (1.7) (1.7) (1.5) (1.7) (1.8) (1.9) 

Environmental Protection Agency 0.6 0.8 0.9 1.0 0.9 1.0 1.1 1.2 1.4 1.7 
National Aeronautics and Space Administration 3.9 4.1 4.7 5.3 5.9 6.5 6.9 7.1 7.2 7.3 
Veterans Administration 5.8 6.2 7.1 7.6 8.1 8.9 9.6 10.3 10.5 10.2 

Hospital and medical care (5.1) (5.4) (6.3) (6.8) (7.3) (8.1) (8.7) (9.5) (9.8) (9.8) 
Administration and other (0.7) (0.7) (0.8) (0.8) (0.8) (0.8) (0.9) (10.8) (0.6) (0.4) 
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All other 
National Science Foundation 
Nuclear Regulatory Commission 
OPM: Employee health benefits and imputed employ-

ee retirement contributions 
Postal Service 
Tennessee Valley Authority 
United States Information Agency 
Imputed bank service charges 
Other 

Total nondefense purchases 

6.5 6.7 7.9 
(0.3) (0.4) (0.4) 
(0.3) (0.3) (0.4) 

(1.5) (1.6) (1.9) 
(0.3) (0.4) (0.4) 
(1.5) (2.0) (1.7) 
(0.3) (0.4) (0.4) 
(0.6) (0.4) (0.3) 
(1.7) (1.2) (2.4) 
52.2 55.5 62.8 

8.4 8.0 8.6 9.1 10.0 11.1 12.8 
(0.4) (0.5) (0.5) (0.5) (0.6) (0.6) (0.7) 
(0.4) (0.4) (0.5) (0.5) (0.5) (0.4) (0.4) 

(2.3) (2.5) (2.7) (3.0) (3.3) (3.0) (3.2) 
(0.5) (0.4) (0.6) (0.9) (1.0) (1.4) (1.5) 
(1.5) (1.0) (0.9) (0.2) (0.9) (0.9) (0.9) 
(0.4) (0.5) (0.5) (0.5) (0.6) (0.7) (0.8) 
(0.4) (0.4) (0.4) (0.5) (0.5) (0.5) (0.5) 
(2.4) (2.2) (2.5) (3.0) (2.7) (3.4) (4.7) 
71.1 77.1 76.9 68.7 86.5 88.7 83.3 
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A-10 THE BUDGET FOR FISCAL YEAR 1987 

Domestic transfer payments.—This is the largest category of Fed-
eral sector expenditures. Spending for domestic transfers has ex-
panded rapidly in recent years, mainly as a result of more benefici-
aries and higher benefit payments under social insurance pro-
grams. As Table B-6 shows, spending on human resources pro-
grams, especially social security and medicare, dominates domestic 
transfer payments. This spending is expected to continue to rise in 
1987, largely due to increases in the covered population and cost-of-
living adjustments. Social security is estimated to account for 52% 
of total domestic transfer payments in 1987, while medicare ac-
counts for another 19%, unemployment assistance for 4%, Federal 
civilian and military employees' retirement and disability for 11%, 
and veterans benefits for 4% of the total. Program trends on a 
unified budget basis are discussed extensively in Part 5 of the 
Budget and elsewhere in the budget documents. 

Most domestic transfer payments are for income support and are 
characterized by automatic eligibility of coverage and automatic 
benefit increases to account for changes in the cost-of-living. For 
these programs the demographic and economic conditions dominate 
the growth patterns, and the rate of growth is quite substantial for 
most years shown. However, due to the sharp decline in the unem-
ployment rate, transfer payments for unemployment benefits are 
estimated to decline by $14.2 billion between 1983 and 1987. This, 
combined with legislative and administrative efforts to slow the 
growth of Federal spending, is thereby significantly slowing the 
rate of growth for transfer payments as a whole. 
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Table B - 6 . FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS 
(In billions of dollars) 

Actual Estimate 
Description Description Description 

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 

HUMAN RESOURCES PROGRAMS 
Social security (OASDI) 70.3 81.1 89.3 99.4 113.7 134.1 149.6 163.2 170.9 181.2 192.0 203.6 

Medicare (HI&SMI) 16.9 20.7 24.2 28.1 33.8 41.1 49.0 56.1 60.8 68.3 72.3 75.3 

Income security: 
Railroad retirement 3.4 3.7 3.9 4.2 4.7 5.2 5.6 6.0 6.1 6.2 6.4 6.5 
Civil service retirement 8.2 9.5 10.8 12.4 14.6 17.6 19.4 20.7 21.8 23.0 24.0 24.7 
Military retired pay 7.2 8.1 9.0 10.1 11.8 13.6 14.7 15.8 16.3 15.8 17.5 17.9 
Unemployment benefits 18.3 14.2 10.9 9.9 16.4 17.9 22.0 29.4 17.0 16.0 14.9 15.2 
Benefits for coal miners 1.0 1.0 1.0 1.6 1.8 1.7 1.7 1.7 1.6 1.6 1.6 1.6 
Supplemental security income 4.6 4.7 4.9 5.2 5.7 6.4 6.9 7.2 8.1 8.5 9.1 9.6 
Food and nutrition 4.7 4.4 4.5 5.7 7.9 9.8 9.5 11.1 10.7 10.7 10.7 10.4 
Special payments, Treasury .9 .9 .9 .8 1.3 1.3 1.2 1.2 1.2 1.1 1.3 1.2 
Workers' compensation .5 .6 .6 .7 .8 .9 .9 .9 1.0 1.1 1.1 1.2 
Other * * * .1 .1 .1 .1 .1 .1 .1 .2 .2 

Subtotal, Income security 48.8 47.1 46.7 50.6 65.0 74.5 81.9 94.2 83.9 84.0 86.7 88.4 

Health .6 .6 .6 .6 .7 .7 .6 .6 .6 .6 .7 .6 

Education, training, employment, and 
social services: 

Education 1.8 2.4 2.8 3.4 4.5 5.7 5.3 5.9 6.0 5.8 6.5 5.5 
Training, employment, and social serv-

ices .4 .6 .8 .9 1.5 1.1 .9 .8 1.0 1.0 1.0 1.0 
Subtotal, education, training, em-

ployment, and social services 2.2 2.9 3.5 4.3 6.0 6.8 6.2 6.7 7.0 6.8 7.5 6.4 
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Table B - 6 . FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS—Continued 
(In billions of dollars) 

Description 
Actual Estimate 

Description 
1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 

Veterans benefits and services 
Total, human resources pro-

grams 

ALL OTHER FUNCTIONS 
National defense: CHAMPUS 1 

Other 
Total functions not included in 

human resources grouping 

Total domestic transfer pay-
ments 

14.3 13.3 13.5 14.0 14.4 15.5 16.2 16.5 16.3 16.5 16.6 16.7 Veterans benefits and services 
Total, human resources pro-

grams 

ALL OTHER FUNCTIONS 
National defense: CHAMPUS 1 

Other 
Total functions not included in 

human resources grouping 

Total domestic transfer pay-
ments 

153.1 165.8 177.8 196.9 233.5 272.7 303.6 337.4 339.5 357.4 375.7 391.1 

Veterans benefits and services 
Total, human resources pro-

grams 

ALL OTHER FUNCTIONS 
National defense: CHAMPUS 1 

Other 
Total functions not included in 

human resources grouping 

Total domestic transfer pay-
ments 

.5 

.8 
.5 
.8 

.6 

.9 
.7 
.9 

.7 
1.1 

.9 
1.1 

1.1 
1.0 

1.2 
1.1 

1.5 
1.3 

1.4 
1.1 

1.4 
1.3 

1.7 
1.0 

Veterans benefits and services 
Total, human resources pro-

grams 

ALL OTHER FUNCTIONS 
National defense: CHAMPUS 1 

Other 
Total functions not included in 

human resources grouping 

Total domestic transfer pay-
ments 

1.3 1.3 1.5 1.5 1.8 1.9 2.1 2.3 2.8 2.5 2.7 2.7 

Veterans benefits and services 
Total, human resources pro-

grams 

ALL OTHER FUNCTIONS 
National defense: CHAMPUS 1 

Other 
Total functions not included in 

human resources grouping 

Total domestic transfer pay-
ments 154.3 167.1 179.3 198.5 235.4 274.6 305.6 339.7 342.3 359.9 378.4 393.8 

*$50 million or less. 1

 Health care for dependents of active duty personnel and retired military personnel and their dependents. 

Note—Excludes the transition quarter. 
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SPECIAL ANALYSIS B B-17 

Grants-in-aid.—These expenditures help State and local govern-
ments provide general public services and finance programs for the 
needy. Table B-7 shows grants-in-aid by budget function and major 
activity. Grant expenditures are discussed in greater detail in Spe-
cial Analysis H of this document. While the definition of Federal 
aid used in that analysis differs somewhat from that used in the 
NIPA, the two sets of data largely overlap. Special Analysis H 
explains the relationship between the series. 

Grants-in-aid may often substitute for domestic transfer pay-
ments and, to a lesser degree, nondefense puchases. For example, 
low-income veterans could be eligible for free medical care under 
medicaid (Federal grants to finance State and local transfer pay-
ments), in a veterans hospital (nondefense purchases), or perhaps 
under medicare (transfer payments). The supplemental security 
income transfer payments are substitutes for the previous program 
of grants to States for public assistance for the elderly and handi-
capped. (The State and local spending of Federal grant money for 
public assistance programs is classified as State and local govern-
ment transfer payments.) Medicaid and most grants in the income 
security function are grants to assist States to provide income 
support; most other grants finance State and local services to the 
public, (The income support may be aid-in-kind, as is the case for 
medicaid, where much of the State and local spending is to reim-
burse for the cost of providing medical care for the poor.) 

The growth in most Federal grants-in-aid categories has been 
constrained over the last 5 years as part of the administration's 
efforts to curb the growth in overall spending. However, expendi-
tures have increased significantly for two categories—medicaid and 
transportation. Despite implementation of reforms to increase pro-
gram efficiency and effectiveness, medicaid grants rose by about 
42% from 1982 to 1986. The administration's proposals to contain 
medicaid costs will keep expenditures in 1987 at about the 1986 
level. Transportation grants rose by about 46% from 1982 to 1986, 
largely due to the enactment of the Surface Transportation Assist-
ance Act of 1982. Reflecting the administration's proposals to re-
strain domestic discretionary spending, they are expected to de-
cline slightly in 1987. The administration also proposes to reduce 
expenditures for most other grants-in-aid categories, including gen-
eral revenue sharing grants, which the administration proposes to 
terminate with the expiration of the program's authorization in 
1987. 
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Table B - 7 . FUNCTIONAL COMPOSITION OF FEDERAL GRANTS-IN-AID 
(In billions of dollars) 

td i 
00 

Description 
Actual Estimate 

Description 
1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 

HUMAN RESOURCES PROGRAMS 

Income security: 
Public assistance cash 
Child nutrition and other food programs-
Other 

5.8 
2.1 
1.3 

6.3 
2.7 
1.6 

6.6 
2.8 
1.6 

6.5 
3.3 
1.7 

7.2 
3.9 
2.2 

8.4 
4.4 
4.5 

7.9 
4.2 
4.7 

7.8 
4.7 
5.4 

8.2 
5.4 
5.4 

8.5 
5.8 
5.6 

9.0 
6.1 
5.5 

8.1 
5.9 
5.8 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 
Subtotal, health 

Education, training, employment, and 
social services: 

Education 
Training and employment 
Social services 

9.2 10.6 11.0 11.5 13.3 17.2 16.7 17.9 19.0 19.9 20.6 19.7 Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 
Subtotal, health 

Education, training, employment, and 
social services: 

Education 
Training and employment 
Social services 

8.6 

2.8 

9.8 

2.7 

10.6 

2.7 

12.4 

2.7 

13.9 

3.0 

16.8 

3.1 

17.3 

3.1 

18.9 

2.8 

20.0 

3.0 

22.6 

3.2 

24.6 

3.4 

24.6 

3.2 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 
Subtotal, health 

Education, training, employment, and 
social services: 

Education 
Training and employment 
Social services 

11.4 12.5 13.4 15.1 16.9 19.9 20.5 21.8 23.0 25.7 28.0 27.8 

Subtotal, income security 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 
Subtotal, health 

Education, training, employment, and 
social services: 

Education 
Training and employment 
Social services 

4.5 
5.1 
3.8 

4.9 
5.5 
4.4 

5.4 
8.9 
5.0 

6.6 
8.5 
5.3 

7.3 
7.7 
6.3 

7.5 
6.7 
5.4 

7.0 
3.3 
5.0 

6.6 
3.3 
5.4 

6.6 
2.6 
6.2 

7.9 
2.9 
5.8 

7.6 
3.0 
6.2 

7.4 
2.5 
6.0 

Subtotal, education, training, em-
ployment, and social services ,. 

Other (social security, medicare, and vet-
erans benefits and services) 

Total human resources pro-
grams 

13.3 14.8 19.3 20.3 21.3 19.6 15.3 15.3 15.5 16.6 16.8 15.9 
Subtotal, education, training, em-

ployment, and social services ,. 

Other (social security, medicare, and vet-
erans benefits and services) 

Total human resources pro-
grams 

.3 .4 .4 .4 .5 .6 .7 .8 .8 .1 .2 .9 

Subtotal, education, training, em-
ployment, and social services ,. 

Other (social security, medicare, and vet-
erans benefits and services) 

Total human resources pro-
grams 34.3 38.3 44.1 47.4 52.0 57.2 53.2 55.8 58.2 62.4 65.6 64.3 
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OTHER FUNCTIONS: 
Natural resources and environment: 

EPA 
Other 

Subtotal, natural resources and 
environment 

Community and regional development: 
Local public works 
Block grants 
Other 

Subtotal, community and regional 
development 

Transportation. 
General purpose fiscal assistance: 

General revenue sharing 
Anti-recession fiscal assistance.. 
Other 

Subtotal, general purpose fiscal as-
sistance 

All other functions 
Total other functions.. 

Total grants-in-aid 

2.5 3.7 3.4 3.9 4.6 4.1 4.0 3.2 2.9 3.2 3.1 2.8 
.3 .4 .5 .6 .7 .7 .7 .6 .8 .8 .6 .4 

2.8 4.1 3.8 4.5 5.2 4.8 4.7 3.9 3.7 3.9 3.7 3.2 

.6 2.9 1.6 .4 .1 * * * 

1.0 2.0 2.4 3.2 4.0 4.3 4.1 3.9 4.1 4.2 3.9 3.4 
2.4 1.8 1.5 1.6 1.8 1.5 1.1 .9 .8 .8 .8 .7 

3.3 4.4 6.8 6.4 6.2 5.9 5.2 4.8 5.0 4.9 4.8 4.1 
7.5 7.7 8.1 9.6 11.8 12.2 10.8 12.1 14.3 16.0 17.7 17.0 

6.2 6.8 6.8 6.8 6.8 5.1 4.6 4.6 4.6 4.6 4.4 
1.7 
.6 

1.3 
.5 

1.7 
.6 .9 .9 1.1 1.1 1.4 1.2 1.6 1.4 1.4 1.3 

6.7 9.0 9.1 7.8 7.9 6.3 5.9 5.9 6.1 6.0 5.8 1.3 
2.9 2.7 2.8 3.5 3.5 3.7 3.6 3.3 3.4 4.5 5.0 4.1 

23.3 27.9 30.6 31.7 34.7 32.9 30.3 29.9 32.5 35.4 37.0 29.6 

57.5 66.3 74.7 79.1 86.7 90.1 83.4 85.7 90.7 97.8 102.6 93.9 

co hd M o > 
r > 
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*50 million or less. 

Note—Excludes the transition quarter. 
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A-10 THE BUDGET FOR FISCAL YEAR 1987 

Foreign transfer payments.—There are three major types of for-
eign transfer payments: expenditure of dollars to assist foreign 
economic development, grants of surplus agricultural products, and 
payments under social security and similar programs to individuals 
living abroad. Although payments to individuals are gradually 
rising, roughly in proportion with the rise in GNP, total foreign 
transfer payments have declined to less than 0.2% of GNP. The 
peak year for foreign transfer payments was 1949; in that year 
they were equal to 1.9% of GNP. 

Net interest paid.—Net interest paid depends on the size of Fed-
eral debt, loans outstanding, and the interest rates on borrowing 
and lending. In the early post-war years (1947-48), net interest paid 
amounted to over 13% of total Federal sector NIPA expenditures; 
from 1952 to 1977 it accounted for only 6-7% of the total each year. 
In contrast, it rose from 6.8% of Federal sector expenditures in 
1977 to 13% in 1985, and is expected to continue rising to 14% in 
1986 and in 1987. 

In recent years foreign holdings of Federal debt have increased 
significantly. This expansion, combined with higher interest rates 
for several years, pushed up the amount of interest paid abroad to 
over $21.2 billion in 1985, almost five times greater than the $4.5 
billion paid in 1975. These foreign interest payments are partially 
offset by interest collections from abroad; in 1975 such collections 
totaled $1.1 billion, and in 1985 they totaled $5.1 billion. The in-
crease in foreign holdings of Federal debt and in interest payments 
on that debt is discussed further in Special Analysis E. 

Subsidies less current surplus of Government enterprises.—This 
category of expenditures consists of two elements: (1) subsidy pay-
ments to resident businesses (including farms); and (2) the "current 
surplus" or "deficit" of Government enterprises. In this context, a 
subsidy is a monetary grant to a unit engaged in commercial 
activities. Examples are housing subsidies, railroad subsidies, and 
the construction and operating differential subsidies paid to opera-
tors of U.S.-flag merchant ships. As Table B-8 shows, normally over 
half of the subsidies are for housing programs (including Depart-
ment of Agriculture housing programs). These subsidies are de-
signed mainly to reduce the cost of housing to low- and moderate-
income families. The large increase in Commodity Credit Corpora-
tion subsidies in 1984 was due to $8.6 billion of payment-in-kind 
subsidies that year. 

"Government enterprise" is the term used in the NIPA to desig-
nate certain business-type operations of the Government that usu-
ally appear in the budget as public enterprise revolving funds. The 
operating costs of Government enterprises are, to a great extent, 
covered by the sale of goods and services to the public rather than 
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SPECIAL ANALYSIS B B - 1 7 

from tax receipts. The difference between the sales and the current 
operating expense of a Government enterprise constitutes its sur-
plus or deficit. As noted above, the capital formation of Govern-
ment enterprises net of sales of assets is classified as nondefense 
purchases. The largest Government enterprises are the Commodity 
Credit Corporation, the Postal Service, and the Tennessee Valley 
Authority. The large swing in the Postal Service from deficit to 
surplus in 1982 was largely due to postal rate increases. 
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Table B - 8 . SUBSIDIES LESS CURRENT SURPLUS OF GOVERNMENT ENTERPRISES 

(In billions of dollars) 

Actual Estimate 
Description Description Description 

1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 

Subsidies: 
Commodity Credit Corporation 0.3 0.6 2.3 2.0 0.5 1.4 1.6 4.9 10.6 8.0 6.2 9.0 
Rural housing insurance fund .3 .4 .4 .6 .6 .8 1.4 1.7 1.8 1.9 2.0 1.8 
Other Department of Agriculture .3 .3 .4 .3 .3 .3 .2 .3 .3 .3 .6 1.3 
Housing (HUD) 2.3 2.9 3.5 4.3 5.1 6.3 7.6 9.2 9.7 10.9 11.0 10.0 
Maritime .5 .5 .5 .5 .6 .5 .6 .4 .4 .4 .3 .3 
Railroad and mass transit .9 1.3 1.4 1.5 2.0 2.2 1.9 1.7 1.7 1.6 .9 .4 
Other1 .4 .3 .3 .6 .5 .2 .2 .1 .1 .1 .8 .8 

Subtotal 5.0 6.4 8.9 9.9 9.5 11.7 13.5 18.2 24.5 23.2 21.7 23.8 
Enterprise surpluses ( - ) or deficits: 

Commodity Credit Corporation .2 .2 .8 1.4 1.5 1.8 2.3 5.5 2.5 2.2 5.3 4.6 
Postal Service 2.3 1.6 1.5 0.6 1.6 1.1 - . 1 .4 .6 1.1 .4 .9 
Bonneville Power - . 2 - . 2 - . 2 - . 2 - . 2 - . 3 - . 2 - . 4 - . 7 - . 7 - . 8 - . 8 
Tennessee Valley Authority - . 4 - . 6 - . 6 - . 8 - 1 . 1 - 1 . 0 - 1 . 2 - 1 . 4 - 1 . 5 - 1 . 9 - 2 . 1 - 2 . 2 
Federal Housing Administration - . 2 - . 2 - . 2 - . 2 - . 4 - . 4 - . 5 - . 5 - . 4 - 1 . 2 - 1 . 3 - 1 . 4 
Federal Deposit Insurance Corporation ... - . 2 - . 2 - . 3 - . 3 - . 2 - . 4 - . 6 - . 6 - 1 . 2 - 1 . 3 - 1 . 4 - 1 . 5 
Federal Savings and Loan Insurance 

Corporation - . 2 - . 2 - . 3 - . 3 - . 3 * - . 2 .3 - . 4 - . 4 - . 3 - . 2 
All other1 - . 1 .1 * - . 2 * * * .2 .2 .2 - . 5 - . 1 

Subtotal 1.2 .5 .7 * .9 .9 - . 5 3.0 - . 9 - 1 . 8 - . 7 - . 6 
Total subsidies less current 

surplus 6.2 6.9 9.7 9.9 10.4 12.5 13.0 22.2 23.5 21.4 21.0 23.1 

* $50 million or less. 
1

 Includes wage disbursements less accruals. 
Note—Excludes the transition quarter. 
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SPECIAL ANALYSIS B B-17 

Wage disbursements less accruals.—This is an adjustment occa-
sionally made in the NIPA to bridge between the sum of the 
expenditure components and the totals. This is necessary when 
wages and salaries are received in a time period that is different 
from when they are earned. The budget records these payments on 
a cash basis (when they are paid). The NIPA treat such payments 
on an accrual basis (when they are earned) for nondefense pur-
chases and the current surplus of Government enterprises, but on 
a cash basis for total expenditures. Wage disbursements less accru-
als is the timing adjustment necessary to allow the individual 
expenditure categories to sum to the total expenditures. The net 
adjustment made is normally small since wage and salary pay-
ments disbursed in one year but earned in another are approxi-
mately offset by payments disbursed in the next year but earned in 
the current one. 

Quarterly Estimates 

Table B-9 presents quarterly NIPA receipts and expenditures at 
seasonally adjusted annual rates for 1985 to 1987. The translation 
of the budget into the NIPA categories is inexact. When the annual 
NIPA estimates are converted into quarterly distributions that are 
seasonally adjusted at annual rates, greater imprecision must be 
expected. The data presented in Table B-9 are the best available 
estimates of the quarterly NIPA receipts and expenditures consist-
ent with the 1987 budget, but should be used with clear recognition 
of their limitations. 
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Table B - 9 . FEDERAL RECEIPTS AND EXPENDITURES IN THE NIPA, QUARTERLY, 1985 -87 

(In billions of dollars; seasonally adjusted at annual rates) 

Cd 
i to 

Actual Estimate 

Description Oct.-Dec. Jan-Mar. Apr-June July—Sept. Oct.-Dec. Jan-Mar. Apr.-June July—Sept. 0ct.-Dec. Jan-Mar. Apr.-June July-Sept. 
1984 1985 1985 1985 1985 1986 1986 1986 1986 1987 1987 1987 

RECEIPTS 

Personal tax and nontax receipts 327.8 363.9 321.3 355.4 363.8 354.9 361.8 369.4 377.8 381.6 395.6 410.0 
Corporate profits tax accruals 69.2 65.9 65.0 68.9 72.7 84.2 88.7 93.2 97.4 103.2 106.5 109.4 
Indirect business tax and nontax accruals.... 56.2 55.5 60.2 55.4 57.0 55.0 55.8 55.4 58.7 60.6 60.6 60.8 
Contributions for social insurance 288.9 304.4 308.4 311.0 315.9 323.0 326.2 329.3 335.8 346.0 351.5 356.9 

Total, receipts 742.1 789.7 754.9 790.7 809.4 817.1 832.5 847.3 869.7 891.4 914.2 937.1 
EXPENDITURES 

Purchases of goods and services 332.9 334.4 337.8 364.8 378.6 362.3 345.9 348.1 361.1 369.9 378.5 381.8 
Defense (247.5) (249.5) (256.0) (269.9) (272.5) (270.0) (267.2) (270.0) (279.6) (286.4) (294.4) (297.2) 
Nondefense (85.4) (84.9) (81.7) (95.0) (106.1) (92.3) (78.7) (78.1) (81.5) (83.5) (84.1) (84.6) 

Transfer payments 361.9 374.1 376.7 383.5 384.3 393.6 396.3 401.0 399.2 408.1 410.2 414.3 
Domestic (346.4) (362.9) (364.2) (368.8) (369.7) (378.4) (380.6) (384.6) (384.2) (393.8) (396.4) (401.0) 
Foreign (15.5) (11.2) (12.5) (14.7) (14.7) (15.2) (15.7) (16.4) (15.0) (14.3) (13.8) (13.3) 

Grants-in-aid to State and local govern-
ments 97.3 95.7 97.6 100.6 101.5 103.1 104.4 101.3 95.6 94.2 93.4 92.4 

Net interest paid 124.8 126.4 130.1 127.1 132.5 138.5 142.5 145.7 145.9 146.0 146.2 146.4 
Subsidies less current surplus of Govern-

ment enterprises 18.5 21.9 20.9 15.9 26.6 20.0 19.2 18.2 26.2 23.7 22.2 20.5 
Wage disbursements less accruals - . 6 - . 1 1.0 - . 1 1.0 

Total expenditures 934.7 952.4 964.0 992.0 1,023.4 1,017.5 1,008.3 1,014.3 1,028.0 1,041.9 1,050.5 1,055.4 
Deficit ( - ) - 1 9 2 . 7 - 1 6 2 . 6 -209 .1 -201 .3 - 2 1 4 . 1 - 2 0 0 . 4 - 1 7 5 . 8 - 1 6 7 . 0 - 1 5 8 . 3 - 1 5 0 . 5 - 1 3 6 . 3 - 1 1 8 . 3 
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Note—Because of the methods normally used to seasonally adjust NIPA data, the average of seasonally adjusted data for the 4 quarters of a fiscal year may not be equal to the unadjusted fiscal year total. 
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Relationship of the Budget to the Federal Sector, NIPA 

Table B-10 shows the major differences between the budget and 
the Federal sector in the NIPA. The budgetary totals in the table 
include the receipts and outlays of the Federal Old-Age and Survi-
vors Insurance and the Federal Disability Insurance trust funds 
(social security), which were moved off-budget by the Balanced 
Budget and Emergency Deficit Control Act of 1985. Since social 
security receipts and outlays are included in the NIPA transac-
tions, it is simpler and clearer to bridge from the Federal totals 
(including social security) than from the on-budget totals. The 
budgetary totals in the table also include the outlays of the previ-
ously off-budget Federal entities (primarily the Federal Finacing 
Bank), which were moved on-budget by the Balanced Budget and 
Emergency Deficit Control Act of 1985. Their inclusion raises the 
budget totals by an amount equal to off-budget outlays, but has no 
effect on Federal sector estimates since the NIPA have always 
included the transactions of the off-budget Federal entities. Adjust-
ments required to reconcile the budget to the Federal sector in the 
NIPA are explained below. 

Table B - 1 0 . RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR, NIPA 
(In billions of dollars) 

Description 1983 
actual 

1984 
actual 

1985 
actual 

1986 
estimate 

1987 
estimate 

RECEIPTS 
Total receipts 1 600.6 666.5 734.1 777.1 850.4 

Government contributions for employee retirement (grossing).. 
Other netting and grossing 
Timing adjustments 

600.6 666.5 734.1 777.1 850.4 

Government contributions for employee retirement (grossing).. 
Other netting and grossing 
Timing adjustments 

28.3 
9.7 
7.1 

- 1 . 3 
.2 

29.7 
13.0 
2.5 

- 1 . 5 
- . 1 

32.4 
14.6 

- 6 . 4 
- 1 . 9 

.3 

33.9 
13.7 

.3 
- 1 . 9 

.1 

36.0 
17.4 
3.2 

- 1 . 9 
.1 

Geographic exclusions 

28.3 
9.7 
7.1 

- 1 . 3 
.2 

29.7 
13.0 
2.5 

- 1 . 5 
- . 1 

32.4 
14.6 

- 6 . 4 
- 1 . 9 

.3 

33.9 
13.7 

.3 
- 1 . 9 

.1 

36.0 
17.4 
3.2 

- 1 . 9 
.1 Other 

28.3 
9.7 
7.1 

- 1 . 3 
.2 

29.7 
13.0 
2.5 

- 1 . 5 
- . 1 

32.4 
14.6 

- 6 . 4 
- 1 . 9 

.3 

33.9 
13.7 

.3 
- 1 . 9 

.1 

36.0 
17.4 
3.2 

- 1 . 9 
.1 

Federal sector, NIA receipts 

EXPENDITURES 
Total outlays 1 

644.6 710.1 773.1 823.2 905.2 Federal sector, NIA receipts 

EXPENDITURES 
Total outlays 1 808.3 851.8 946.3 979.9 994.0 

Lending and financial transactions 
Government contribution for employee retirement (grossing)... 
Other netting and grossing 
Defense timing adjustment 
Bonuses on Outer Continental Shelf land leases 
Geographic exclusions 

808.3 851.8 946.3 979.9 994.0 

Lending and financial transactions 
Government contribution for employee retirement (grossing)... 
Other netting and grossing 
Defense timing adjustment 
Bonuses on Outer Continental Shelf land leases 
Geographic exclusions 

- 1 5 . 7 
28.3 

9.7 
1.0 
7.5 

- 4 . 8 
- . 8 

- 1 7 . 6 
29.7 
13.0 
2.7 
3.4 

- 5 . 0 
- 2 . 3 

- 2 5 . 3 
32.4 
14.6 

1.3 
2.0 

- 5 . 3 
- 2 . 8 

- 1 0 . 5 
33.9 
13.7 
3.5 
1.9 

- 5 . 4 
- 1 . 1 

- 6 . 3 
36.0 
17.4 
7.0 
1.6 

- 5 . 4 
- . 6 Other 

- 1 5 . 7 
28.3 

9.7 
1.0 
7.5 

- 4 . 8 
- . 8 

- 1 7 . 6 
29.7 
13.0 
2.7 
3.4 

- 5 . 0 
- 2 . 3 

- 2 5 . 3 
32.4 
14.6 

1.3 
2.0 

- 5 . 3 
- 2 . 8 

- 1 0 . 5 
33.9 
13.7 
3.5 
1.9 

- 5 . 4 
- 1 . 1 

- 6 . 3 
36.0 
17.4 
7.0 
1.6 

- 5 . 4 
- . 6 

Federal sector, NIA expenditures 833.5 875.6 963.2 1,015.9 1,043.7 
1

 Includes off-budget as well as budget totals. 

Lending and financial transactions.—The NIPA conceptually 
measure the Nation's current income and production, and there-
fore do not include transactions, such as loans, that are an ex-
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A-10 THE BUDGET FOR FISCAL YEAR 1987 

change of existing assets and liabilities rather than current income 
or production. Loan transactions have a significant economic 
impact, affecting the allocation and distribution of income and 
output, but they are analyzed more appropriately within a finan-
cial market framework, such as that provided by the flow-of-funds 
data of the Federal Reserve Board. Special Analysis E (Borrowing 
and Debt) and Special Analysis F (Federal Credit Programs) both 
contain information on the financial market implications of the 
budget. 

Most of the lending and financial transactions included in Table 
B-10 are shown in Special Analysis F. However, this total differs 
from the total for direct loans shown in Special Analysis F because: 
(a) the NIPA record nonrecourse agricultural commodity loans as 
purchases rather than loans; and (b) capital contributions to inter-
national financial institutions are not loans, but are financial 
transactions excluded from the NIPA. 

The sharp increase in lending and financial transactions in 1985 
is largely due to lending for the Public and Indian Housing Au-
thorities. Changes in tax law in the Deficit Reduction Act of 1984 
raised questions about the tax-exempt status of these loans. As a 
consequence, tax-exempt financing was suspended and replaced by 
direct Federal lending until the Internal Revenue Service ruled 
that the tax-exempt status was not jeopardized by this act. The 
exclusion for lending declines in 1986 and 1987, reflecting the 
administration's commitment to reduce direct Federal lending. 

Government contributions for employee retirement.—The contribu-
tions of Government agencies to the retirement trust funds of their 
employees constitute the largest netting and grossing adjustment. 
Since, these contributions are made by Government accounts to 
other Government accounts, they are not included in the budget 
totals, which conceptually measure the Government's current 
transactions with the public. While the contributions are recorded 
as outlays of the agencies, they are offset by an intragovernmental 
deduction. However, the NIPA have long counted Government pay-
ments for civilian employee retirement as part of the compensation 
paid to Government employees and, therefore, as Government ex-
penditures. This treatment maintains comparability with the treat-
ment of employee retirement contributions in the rest of the econo-
my. Contributions for employee retirement by Government enter-
prises such as the Postal Service are recorded as an increase in the 
current deficit of enterprises. Contributions by other non-military 
accounts are recorded as purchases of goods and services. The 
receipt of these retirement contributions is treated in the NIPA as 
contributions for social insurance. Since receipts and expenditures 
are increased by identical amounts, this treatment has no net 
effect on the surplus or deficit. Around 80% of these payments go 
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to the civil service retirement trust fund, while most of the remain-
der is for social security and medicare. 

Due to a conceptual change incorporated in the benchmark revi-
sion issued in December 1985, the NIPA treatment of Government 
contributions for military retirement is now similar to the treat-
ment of contributions for civilian employees. In 1985, the budget 
began financing military retirement on an accrual basis akin to the 
financing of civil service retirement. A trust fund was created to 
pay retirement benefits to current and future military retirees. 
Benefits are financed by payments to the retirement trust fund 
from three sources: employing agencies, for services currently ren-
dered (the "accrual charge"); the general fund, to cover the unfund-
ed liability that existed when the new retirement trust fund was 
created; and the interest earned on trust fund balances. These 
payments are not included in the budget totals since they are offset 
by intragovernmental deductions. In the revised NIPA, a new 
social insurance fund and an employer contribution for military 
retirement are imputed. The imputed contribution is equal to ben-
efits paid. Since an equal amount is added to both receipts and 
expenditures, imputed accruals have no impact on the surplus or 
deficit. However, the contributions imputed in the NIPA differ 
significantly from the budget accruals in many years. The budget 
estimates are based on benefits earned in the time period when 
service was rendered, while the NIPA use the cash benefits paid in 
one period as a proxy for the contributions required to fund bene-
fits earned in that period but paid in a succeeding period. 

Other netting and grossing.—The budget normally counts as re-
ceipts only income from taxation or similar sources that arises 
from the exercise of Governmental power to compel payment. 
Money received in the course of business-type transactions is nor-
mally shown as offsets against outlays. For instance, receipts from 
social insurance programs operated by the Veterans Administra-
tion (such as the National Service Life Insurance and U.S. Govern-
ment Life Insurance) are netted against outlays in the budget since 
these programs are voluntary, commercial-type activities. However, 
in the NIPA these insurance premiums are treated as social insur-
ance receipts just as are receipts from compulsory Government 
programs. Likewise, noncompulsory insurance premiums under the 
supplementary medical insurance program and similar but much 
smaller noncompulsory hospital insurance premiums are classified 
as offsetting collections (negative outlays) in the budget, but are 
classified as social insurance contributions in the NIPA. 

Other netting and grossing includes some imputed contributions 
for social insurance for Federal employees for unemployment com-
pensation (which adds an equal amount to purchases of goods and 
services) and workers' compensation (which adds an equal amount 
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to domestic transfer payments). As part of the conceptual changes 
introduced in the NIPA benchmark revisions, social insurance con-
tributions are now imputed for medical care for military personnel 
and their dependents and for unemployment benefits for former 
military personnel. 

One major element of netting and grossing in recent years has 
been due to budgetary collections arising from the Outer Continen-
tal Shelf leases. All such collections are recorded in the budget as 
negative outlays. The rents and royalties component—but not the 
bonuses—are recorded in the NIPA as indirect business nontaxes; 
this converts the collections from an offset to outlays in the budget 
to a receipt in the NIPA. 

All netting and grossing items, including Government contribu-
tions for employee retirement, have an equal impact on receipts 
and expenditures, so they have no effect on the calculation of the 
NIPA deficit. 

Timing adjustments.—The budget records receipts at the time 
the cash is collected regardless of when the liability is incurred. In 
contrast, the NIPA attempt to record most receipts from the busi-
ness sector in the time period in which the liability is incurred 
rather than when taxes are actually collected, while personal 
income taxes and social insurance contributions are recorded at the 
time of payment by the individual taxpayer rather than when the 
liability is incurred or the cash is received by Treasury. Hence, 
receipts recorded in the budget for one fiscal year are sometimes 
recorded in the prior fiscal year in the NIPA due to the lags 
between the time when liability is incurred or payment made and 
time of collection. The timing adjustments made to budget receipts 
attempt to account for these time lags. 

The principal timing adjustment made to expenditures is for 
defense purchases. The major defense timing adjustment normally 
involves procurement items (such as missiles and airplanes) pur-
chased under most fixed-price contracts. The Federal Government 
normally makes progress payments for work in process for major 
procurement programs. Progress payments are excluded from 
NIPA Federal sector expenditures, because work in progress is 
counted in the NIPA as part of private business inventories until 
the goods are completed and delivered to the Government, when 
they are recorded as defense purchases. An additional defense 
timing adjustment is made to convert foreign military sales, which 
are recorded on a cash basis in the unified budget, to a basis 
consistent with net exports in the NIPA. In addition, some account-
ing adjustments are included with the defense timing adjustment 
in this translation. Nondefense timing adjustments are normally 
small and are included in the "other" category in Table B-10. 
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Bonuses on Outer Continental Shelf land leases.—In recent years 
bonuses paid on the Outer Continental Shelf oil leases have become 
a significant reconciliation item between the unified budget and 
the NIPA. As already noted, the budget records these bonuses as 
proprietary receipts and, therefore, deducts them from budget out-
lays. The NIPA exclude these transactions as being a transfer of 
assets, because the payments are not included in calculating book 
profits under current corporate accounting practice. 

Geographic exclusions.—Geographic exclusions arise because 
Puerto Rico, the Virgin Islands, and other U.S. territories are not 
included in the United States for purposes of computing the GNP 
and related data series (such as social insurance taxes, domestic 
transfer payments, and grants-in-aid) but also are not treated as 
foreign for purposes of producing data on exports, imports, and 
foreign transfer payments. Since the budget includes receipts from 
and payments to persons and local governments in these territo-
ries, and the NIPA exclude such transactions, this constitutes a 
major reconciliation item between the two data series. 

Other.—This category contains miscellaneous adjustments, such 
as foreign currency transactions that are included in the NIPA but 
not in the budget. 
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Table B - l l . FEDERAL TRANSACTIONS IN THE NATIONAL INCOME AND PRODUCT ACCOUNTS, 1976-87 
(In billions of dollars) 

Description 
Actual Estimate 

Description 
1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 

RECEIPTS, NIPA BASIS 
Personal tax and nontax receipts 
Corporate profits tax accruals 
Indirect business tax and and nontax ac-

cruals 
Contributions for social insurance 

137.1 
52.1 
24.2 

109.1 

165.9 
59.0 
24.5 

125.4 

186.5 
67.8 
27.1 

142.9 

222.9 
75.7 
29.0 

163.6 

250.7 
70.2 
35.3 

182.3 

289.6 
69.4 
53.4 

211.4 

310.0 
52.1 
50.0 

231.1 

292.9 
54.5 
50.2 

247.0 

304.0 
73.6 
54.9 

277.6 

345.2 
67.6 
56.4 

304.0 

360.1 
84.8 
55.8 

322.5 

392.1 
104.1 
60.7 

348.3 
Total receipts, national income 

basis 

EXPENDITURES, NIPA BASIS 
Purchases of goods and services 

Defense 
Nondefense 

Transfer payments 
Domestic 
Foreign 

Grants-in-aid to State and local govern-
ments 

Net interest paid 
Subsidies less current surplus of Govern-

ment enterprises 
Wage disbursements less accruals 

322.6 374.7 424.3 491.2 538.6 623.8 643.3 644.6 710.1 773.1 823.2 905.2 
Total receipts, national income 

basis 

EXPENDITURES, NIPA BASIS 
Purchases of goods and services 

Defense 
Nondefense 

Transfer payments 
Domestic 
Foreign 

Grants-in-aid to State and local govern-
ments 

Net interest paid 
Subsidies less current surplus of Govern-

ment enterprises 
Wage disbursements less accruals 

132.2 
(91.5) 
(40.8) 
158.0 

(154.3) 
(3.7) 

57.5 
25.1 

6.2 
- . 1 

146.8 
(99.2) 
(47.6) 
171.2 

(167.1) 
(4.1) 
66.3 
28.5 
6.9 

- . 1 

158.6 
(106.3) 

(52.2) 
183.6 

(179.3) 
(4.4) 

74.7 
33.5 

9.7 
- . 1 

173.1 
(117.7) 

(55.5) 
203.5 

(198.5) 
(5.1) 
79.1 
40.7 
9.9 * 

199.9 
(137.2) 

(62.8) 
241.1 

(235.4) 
(5.8) 
86.7 
50.8 
10.4 

231.8 
(160.7) 

(71.1) 
281.3 

(274.6) 
(6.7) 
90.1 
66.7 
12.5 
- . 1 

264.4 
(187.3) 

(77.1) 
312.8 

(305.6) 
(7.2) 
83.4 
82.2 
13.0 * 

288.2 
(211.3) 

(76.9) 
347.4 

(339.7) 
(7.7) 
85.7 
90.6 
21.2 

.4 

299.5 
(230.8) 

(68.7) 
352.2 

(342.3) 
(9.9) 

90.7 
109.7 
23.5 
- . 1 

342.2 
(255.7) 

(86.5) 
373.0 

(359.9) 
(13.1) 
97.8 

128.7 
21.4 

.1 

358.6 
(269.9) 

(88.7) 
393.9 

(378.4) 
(15.5) 
102.6 
139.8 
21.0 

372.7 
(289.4) 

(83.3) 
407.9 

(393.8) 
(14.1) 
93.9 

146.1 
23.1 

Total expenditures, NIPA basis.. 

Excess of receipts ( + ) or expendi-
tures ( - ) , NIPA basis 

378.9 419.6 459.9 506.4 589.0 682.4 755.9 833.5 875.6 963.2 1,015.9 1,043.7 Total expenditures, NIPA basis.. 

Excess of receipts ( + ) or expendi-
tures ( - ) , NIPA basis - 5 6 . 3 - 4 4 . 8 - 3 5 . 6 - 1 5 . 2 - 5 0 . 4 - 5 8 . 5 - 1 1 2 . 6 - 1 8 8 . 9 - 1 6 5 . 5 - 1 9 0 . 1 - 1 9 2 . 7 - 1 3 8 . 6 

*$50 million or less. Note.—Excludes the transition quarter. The estimates for 1986 and 1987 are preliminary; any revisions will be published in the February 1986 issue of the Survey of Current Business. 
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SPECIAL ANALYSIS B 

FEDERAL TRANSACTIONS IN THE NATIONAL INCOME 
AND PRODUCT ACCOUNTS 

The budget is designed to serve several purposes: 
• It sets forth the President's request to the Congress for appro-

priations action on existing or new programs and for changes 
in tax legislation. 

• It proposes an allocation of resources between the private and 
public sectors and within the public sector. Through its 
impact on consumption, investment, and the distribution of 
income it also affects the allocation of resources within the 
private sector. 

• It is an economic document that reflects the taxing and spend-
ing policies of the Government for promoting economic 
growth, high employment, and a stable price level. 

• It is a report to the Congress and the people on how the 
Government has spent the funds entrusted to it in past years. 

No single budget concept can satisfy all these purposes fully. The 
budget documents and related Treasury reports provide complete, 
detailed information on the finances of the Federal Government 
and on the tax and spending programs proposed by the President. 
For study of aggregate economic activity, however, the national 
income and product accounts (NIPA) of the United States provide 
the most useful measures. This special analysis shows Federal fi-
nances as measured in the NIPA. The analysis is divided into three 
major sections. The first shows the size, composition, and trends in 
Federal sector receipts and expenditures. Additional details will be 
published in the February 1987 issue of the Department of Com-
merce publication, Survey of Current Business. The second section 
of this analysis shows quarterly estimates of Federal sector receipts 
and expenditures. The final section explains the major differences 
between the budget and the NIPA concepts. A discussion of fiscal 
policy can be found in Part 3a of the Budget—Supplement and in 
the Economic Report of the President. 

FEDERAL SECTOR RECEIPTS AND EXPENDITURES 

Table B-1 shows Federal sector NIPA receipts, expenditures, and 
deficits for 1986-88. 

B- l 
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A-10 THE BUDGET FOR FISCAL YEAR 1988 

Table B - l . FEDERAL SECTOR RECEIPTS AND EXPENDITURES IN THE NIPA 
(In billions of dollars) 

Description 1986 actual 1987 estimate 

RECEIPTS 
Personal tax and nontax receipts 
Corporate profits tax accruals 
Indirect business tax and nontax accruals. 
Contributions for social insurance 

Total receipts.. 

EXPENDITURES 
Purchases of goods and services 

Defense 
Nondefense 

Transfer payments 
Domestic ("to persons") 
Foreign 

Grants-in-aid to State and local governments 
Net interest paid 
Subsidies less current surplus of Government enterprises.. 
Wage disbursements less accruals 

Total expenditures.. 

Deficit (—) 

355.8 
83.0 
52.2 

323.7 
814.7 

367.1 
(274.8) 
(92.3) 
394.2 

(380.4) 
(13.8) 
107.4 
136.8 
19.9 

1,025.4 

-210.7 

368.7 
108.9 
53.8 

343.2 

874.6 

384.8 
(291.0) 
(93.8) 
409.5 

(395.3) 
(14.2) 
104.6 
138.5 
25.1 

- 2 . 0 

1,060.5 

-185.9 
Note: The estimates for 1987 and 1988 are preliminary; revisions will be published in the February 1987 issue of the Survey of Current 

Trends in Federal sector receipts.—Table B-l divides receipts into 
four major categories, which are also illustrated in the chart on the 
distribution of Federal sector receipts by category. Table B-2 shows 
3-year averages of Federal sector receipts by category as a percent 
of the gross national product (GNP). The receipts are shown at 10-
year intervals to provide a perspective relative to the 1988 levels. 
For the earlier periods, 3-year averages eliminate the impact of 
annual fluctuations, thereby permitting greater focus on trends. 

Table B-2. FEDERAL SECTOR RECEIPTS AS A PERCENT OF GNP 

Description 
1955-57 
average 
actual 

1965-67 
average 
actual 

1975-77 
average 
actual 

1985-87 
average 
estimate 

1988 
estimate 

Personal tax and nontax receipts 
Corporate profits tax accruals 
Indirect business tax and nontax accruals 
Contributions for social insurance 

8.0 
4.9 
2.6 
2.6 

7.8 
4.0 
2.2 
4.2 

8.3 
3.0 
1.4 
6.5 

8.5 
2.1 
1.3 
7.8 

8.4 
2.8 
1.2 
8.1 

Total receipts 18.1 18.3 19.2 19.7 20.5 

Personal tax and nontax receipts.—The largest receipt category— 
personal tax and nontax receipts—is composed primarily of individ-
ual income taxes but also includes estate and gift taxes and some 
miscellaneous receipts. Increases in income, because of both real 
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growth and inflation, cause these receipts to increase automatical-
ly. Since personal income tax rates are progressive, in the past 
these receipts normally grew at a faster rate than personal income. 
Periodically, tax reductions were enacted that partially offset the 
increase in effective tax rates resulting from the progressive tax 
structure. However, the Economic Recovery Tax Act of 1981 
(ERTA) dramatically altered those circumstances. That act provid-
ed for across-the-board tax reductions and—starting in 1985—in-
dexing of income tax brackets, the zero bracket amount, and the 
personal exemption to inflation. Although subsequent legislation 
limited the reduction in personal tax and nontax receipts anticipat-
ed in ERTA, its central components—rate reductions and index-
ation—remained largely intact. Largely due to the rate reductions 
enacted in 1981, personal tax and nontax receipts fell from a peak 
of 9.9 percent of GNP in 1982 to 8.5 percent in 1986. 

The Tax Reform Act of 1986, which was enacted after a compre-
hensive review of the income tax law by the Treasury Department 
and the Congress, is expected to reduce further the personal tax 
and nontax receipts share of GNP—to 8.4 percent in 1988. 

Corporate profits tax accruals.—Corporate profits tax accruals 
change significantly from year to year because corporate profits 
are highly volatile. The NIPA corporate profits taxes differ from 
the corresponding budget category primarily because: (1) the NIPA 
include the deposit of earnings by the Federal Reserve System as 
corporate profits taxes, whereas the budget treats these collections 
as miscellaneous receipts; and (2) the NIPA record corporate profits 
taxes when the profits are earned (that is, accrued), while the 
unified budget records the cash receipts. 

The gradual decline in corporate profits tax accruals relative to 
GNP and to total receipts, as shown in the chart on the next page, 
resulted mainly from three factors: (1) a long-term decline in corpo-
rate profits relative to GNP; (2) a narrowing of the corporate 
profits tax base resulting from changes in the definition of corpo-
rate profits for tax purposes (largely increases in permissible depre-
ciation allowances); and (3) reductions in effective tax rates on 
corporate profits resulting from statutory rate reductions and tax 
credits. Provisions of ERTA designed to stimulate investment fur-
ther accelerated this trend, but subsequent legislation offset their 
effect on corporate profits tax accruals, which are now expected to 
increase. 

Indirect business tax and nontax accruals.—These receipts are 
composed of excise taxes, customs duties, and various miscellane-
ous receipts. Over time, indirect business tax and nontax accruals 
have become a much less important part of total Federal sector 
receipts for two reasons. First, they normally do not rise in propor-
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[Insert chart: DISTRIBUTION OF FEDERAL 
SECTOR RECEIPTS BY CATEGORY] 

Distribution of Federal Sector Receipts by Category 

Percent Percent 

1960 64 68 72 76 80 84 88 
Fiscal Years Estimate 

tion to the nominal growth in the economy; most are taxes on 
physical quantities rather than on the value of a good. Second, 
some excise taxes have been reduced or repealed. 

Despite their long-term decline as a general-purpose source of 
tax receipts, the use of excise taxes as user charges to finance 
Federal programs, such as highways and airports and airways, 
makes them an important source of financing for certain special-
ized programs in the budget. 

Contributions for social insurance.—This is the second largest 
category of Federal sector receipts. The increase in contributions 
for social insurance since World War II has been caused by the 
growth in the labor force and in wage rates, the expanded coverage 
of existing social insurance programs, the enactment of new ones, 
and increases in the taxable wage base and tax rates needed to 
finance liberalization of benefits. As a result of the rapid rise in 
social insurance taxes (mainly social security) and the passage of 
legislation reducing or eliminating individual income taxes for 
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many low- and moderate-income individuals and families, millions 
of Americans now pay significantly higher social insurance taxes 
than income taxes. The reductions in individual income tax rates 
provided by the Economic Recovery Tax Act of 1981 and the Tax 
Reform Act of 1986, combined with the increases in social security 
and other social insurance taxes mandated by the Social Security 
Amendments of 1983 and the Railroad Retirement Act of 1983, 
reinforce the trend toward increases in social insurance contribu-
tions relative to total NIPA receipts. 

Major tax changes.—In the past 6 years, major tax legislation 
has been passed to reduce tax rates and increase investment incen-
tives; to curb tax shelter abuse, limit unwarranted tax benefits, 
and increase taxpayer compliance; to increase payroll taxes as part 
of overall legislation to restore the solvency of the social security 
system; and to increase gasoline taxes to fund infrastructure im-
provements. 

One of the most sweeping overhauls of the Federal income tax 
code in the Nation's history became law in October 1986, when the 
President signed the Tax Reform Act of 1986. The major provisions 
of this Act, which broadened the individual and corporation income 
tax bases and substantially lowered individual and corporation 
income tax rates, were designed to restore simplicity and fairness 
to the tax code. 

In this budget, the administration proposes several minor modifi-
cations of the existing tax system, the effects of which are included 
in both the budget and the NIPA estimates. Details about enacted 
and proposed tax changes on a unified budget basis can be found in 
Part 4 of the Budget—Supplement; additional details on an NIPA 
basis will be published in the February 1987 Survey of Current 
Business. 

Trends in Federal sector expenditures.—Federal sector expendi-
tures are divided into several major NIPA categories. The principal 
distinction is between purchases of goods and services (which are 
divided between defense and nondefense purchases) and all other 
transactions. Purchases are that portion of the Nation's output 
that is bought directly by the Federal Government and, therefore, 
are included in the GNP. The other expenditure categories consist 
primarily of transfer payments to individuals, net interest pay-
ments, and grants to State and local governments. These individ-
uals and governments, in turn, can use the income to finance their 
own purchases of goods and services, to save, and—in the case of 
States and localities—to hold down taxes or to make transfer pay-
ments. 
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Major changes in composition—As can be seen in the chart on 
the distribution of Federal sector expenditures since 1960, major 
shifts in the composition of Federal sector expenditures occur over 
time. 

Distribution of Federal Sector Expenditures by Category 

Percent Percent 

1 1 1 1 I 1 
1960 64 68 72 76 80 84 88 

Fiscal Years Estimate 

Over most of this period, defense purchases of goods and services 
constituted a declining share of Federal spending. This trend was 
temporarily reversed for 3 years during the Vietnam period, but by 
1970 the defense share was well below the pre-Vietnam percent-
ages and continued declining through 1978. The defense share rose 
slightly in 1979 and 1980, and has increased significantly under 
this administration, reflecting the President's commitment to 
strengthen the Nation's defense capability while reducing total 
Federal spending relative to the GNP. Defense purchases are ex-
pected to account for 27.4 percent of Federal sector expenditures in 
1987 and 27.7 percent in 1988; they were 26.4 percent in 1985 and 
26.8 percent in 1986. 

Spending for domestic transfer payments contrasts sharply with 
the general decline in the defense purchases share during previous 
administrations. After remaining relatively stable at just below 24 
percent of total expenditures for most of the 1960s, domestic trans-
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fer payments began growing rapidly in the latter part of the 
decade, and reached a share of nearly 41 percent in 1976. This 
growth is largely explained by higher expenditures for retirement 
and other social insurance programs, due to increases in the 
number of beneficiaries and the automatic increases in benefit 
levels enacted over a period of years beginning in 1962, and by the 
creation and expansion of the medicare program. Domestic transfer 
payments are now several percentage points below the 1976 share. 

For the remaining categories, two patterns stand out. Grants-in-
aid to State and local governments grew rapidly in earlier years, 
but their share of Federal sector expenditures has declined from 16 
percent in 1978 to less than 10 percent in 1987. Conversely, the net 
interest share doubled in the past decade—from about 6Y2 percent 
throughout the 1960s and early 1970s to over 13 percent in 1985 
and 1986. This increase was due to a combination of growth in 
Federal debt and higher interest rates. By 1988, however, the in-
crease in the net interest share is expected to have stopped, be-
cause of lower interest rates and lower deficits that are slowing the 
growth of Federal debt. 

Expenditures as a share of GNP\—The preceding section dis-
cussed the various categories of Federal sector expenditures rela-
tive to total expenditures. An alternative way to compare spending 
trends is to look at changes in the share of the Nation's current 
output represented by the major expenditure categories. Table B-3, 
which shows 3-year averages of Federal sector expenditures by 
category as a percent of GNP at 10-year intervals, presents this 
alternative comparison. 

Table B-3. FEDERAL SECTOR EXPENDITURES AS A PERCENT OF GNP 

1955-57 1965-67 1975-77 1985-87 1 QQQ 
Description average average average 

actual 
average 1300 

pctimatp 
actual actual 

average 
actual estimate GoUMIulG 

Defense purchases 9.8 7.8 5.4 6.5 6.4 
Nondefense purchases 1.4 2.4 2.4 2.2 2.0 
Domestic transfer payments ("to persons") 3.2 4.4 8.8 9.1 8.7 
Foreign transfer payments 0.5 0.3 0.2 0.3 0.3 
Grants-in-aid to State and local governments 0.8 1.7 3.3 2.5 2.1 
Net interest paid 1.2 1.2 1.5 3.2 3.0 
Subsidies less current surplus of Government enter-

prises 0.4 0.6 0.4 0.5 0.6 

Total expenditures 17.3 18.6 22.0 24.4 23.0 

Note—Total expenditures also include wage disbursements less accruals, which are less than 0.1 percent in most years. 

In 1955-57, after the Korean war, defense purchases were nearly 
10 percent of GNP. The years 1965-67 include the large military 
build-up for the Vietnam war, yet the defense expenditures share 
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of GNP (7.8 percent) was significantly lower than the post-Korean 
war level. By the 1975-77 period after the Vietnam war, defense 
purchases had declined to 5.4 percent of GNP. For 1985-87 defense 
purchases are estimated to average 6.5 percent of GNP, which is 
below the 1965-67 average, but above the 1975-77 average. In 1988 
they are expected to be 6.4 percent of GNP. 

Over the last 2 decades, spending on domestic transfer payments 
and net interest rose dramatically relative to GNP, while grants-in-
aid spending relative to GNP increased rapidly before declining 
significantly in recent years. Spending for everything except de-
fense purchases averaged 7.5 percent of GNP in 1955-57. In 1985-
87 such spending is estimated to average 17.8 percent of GNP; in 
1988 its share is estimated to decline to 16.6 percent of GNP. 

Defense purchases of goods and services.—Defense purchases con-
sist of all purchases of goods and services under programs included 
in the national defense function in the budget document. Also 
included are purchases of goods and services by the military assist-
ance programs that are classified in the international affairs func-
tion. Normally about 95 percent of defense purchases are made by 
the Department of Defense-Military. Most of the remainder is for 
international security assistance, defense stockpiles, civil defense, 
and nuclear weapons programs carried out by other agencies. The 
budget calls for an increase of $10.0 billion in defense purchases in 
1988 over 1987. 

Table B-4. PURCHASES OF GOODS AND SERVICES BY CHARACTER OF EXPENDITURE 
(In billions of dollars) 

1983 
actual 

1984 
actual 

1985 
actual 1986 actual 1987 

estimate 
1988 

estimate 

Defense purchases: 
Compensation of employees 
Other 

88.6 
121.8 

93.4 
135.7 

99.2 
154.3 

103.5 
171.3 

107.0 
184.0 

113.2 
187.8 

Total defense purchases 

Nondefense purchases: 
Compensation of employees 
Other 

210.4 229.1 253.6 274.8 291.0 301.0 Total defense purchases 

Nondefense purchases: 
Compensation of employees 
Other 

34.7 
42.2 

36.6 
32.0 

39.1 
48.4 

40.0 
52.4 

41.8 
52.0 

44.9 
48.9 

Total nondefense purchases 77.0 68.7 87.5 92.3 93.8 93.8 

Table B-4 displays defense and nondefense purchases of goods 
and services, with a split by character of expenditures between 
compensation of employees and all other purchases. Defense pur-
chases have been growing much more rapidly than nondefense 
purchases, with noncompensation defense purchases growing at a 
significantly faster rate than all other categories. Spending for 
noncompensation defense purchases is estimated to increase by 
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54.2 percent from 1983 to 1988, while other nondefense purchases 
increase by only 15.8 percent. 

Nondefense purchases of goods and services.—This category 
covers the goods and services purchased by Federal nondefense 
agencies. Included are such programs as the operation of national 
forest, park, and recreation areas; space exploration; promotion of 
commerce; acquisition and disposal of agricultural commodities; 
construction of flood control and navigation projects; operation of 
the Federal airway system; a wide variety of medical, energy, 
space, and other scientific research; the capital outlays of Govern-
ment enterprises; Federal law enforcement; and operation of veter-
ans hospitals. Table B-5 shows these purchases by agency for the 
years 1979 to 1988, reflecting the agency structure in the 1988 
budget. 

Nondefense purchases consist mainly of the cost of operating the 
various nondefense agencies. In the case of Government enter-
prises, including the Commodity Credit Corporation (CCC) and the 
Postal Service, the data also reflect capital formation net of sales of 
assets and changes in inventories. The most volatile major segment 
of nondefense purchases is CCC purchases, because the CCC buys, 
sells, or otherwise disposes of agricultural commodities. On occa-
sion—as in 1979 and in 1984—CCC sales and other disposals may 
exceed new purchases. The negative in 1984 is largely due to dispo-
sition of commodities through the payments-in-kind (PIK) program. 
The NIPA treat the reduction in CCC inventories due to PIK as a 
reduction in net Federal purchases. However, PIK transactions 
have no effect on total Federal expenditures since the reduction in 
Federal purchases is offset by an equal increase in Federal subsidy 
payments. The value of these subsidies is reflected in the estimates 
in Table B-8. 

The Department of Health and Human Services and the Veter-
ans Administration are normally the two largest agencies in terms 
of nondefense purchases. Their combined purchases for health care, 
including medicare and research, are estimated at $18.6 billion in 
1988, over 82 percent of the total purchases for the two agencies. 
Most of their remaining purchases are for administering social 
security and income security transfer programs. Both the National 
Aeronautics and Space Administration, with $9.5 billion in 1988 
nondefense purchases, and the Department of Energy, with $2.9 
billion in 1988 nondefense purchases, conduct major research and 
development programs. The Transportation Department's $7.4 bil-
lion of 1988 nondefense purchases are mainly for the Federal Avia-
tion Administration and the Coast Guard. The Corps of Engineers 
has an estimated $3.3 billion in 1988 nondefense purchases, which, 
along with the Tennessee Valley Authority's $1.0 billion, is primar-
ily used for natural resources public works projects and for power 
activities. 
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Table B-5.—NONDEFENSE PURCHASES OF GOODS AND SERVICES BY AGENCY AND ACTIVITY 
(In billions of dollars) 

Actual Estimate 

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 

Legislative and judicial 
branches 1.6 1.8 1.8 2.1 2.2 2.4 2.6 2.7 3.4 3.6 

Department of 
Agriculture 2.6 5.4 5.6 12.9 9.6 - 2 . 0 12.1 15.7 10.7 6.2 
Commodity Credit 

Corporation ( - 1 . 0 ) (1.0) (1.2) (8.0) (4.3) ( - 7 . 6 ) (6.3) (10.7) (5.1) (1.6) 
Forest Service (1.5) (1.7) (1.9) (1.9) (1.8) (1.8) (2.0) (1.9) (2.0) (1.9) 
All other (2.1) (2.7) (2.6) (3.0) (3.5) (3.9) (3.9) (3.1) (3.6) (2.7) 

Department of 
Commerce 1.2 1.9 1.5 1.5 1.6 1.6 1.7 1.9 2.0 2.2 

Corps of Engineers, 
Civil 2.9 3.2 3.2 3.0 3.0 3.0 3.0 2.8 3.1 3.3 

Department of 
Education 0.5 0.7 0.8 0.8 0.7 0.9 0.8 0.8 1.1 0.8 

Department of Energy.... 5.1 2.6 7.8 5.2 5.1 4.8 4.9 3.7 3.3 2.9 
Department of Health 

and Human Services- 6.6 7.5 8.3 8.7 8.6 9.2 9.8 10.0 10.9 11.0 
Health, including 

medicare (4.6) (5.3) (5.9) (5.9) (5.8) (6.3) (7.1) (7.4) (7.9) (8.1) 
Social security, 

income security, 
and other (2.1) (2.2) (2.4) (2.8) (2.7) (2.8) (2.7) (2.6) (3.0) (2.9) 

Department of Housing 
and Urban 
Development 0.7 0.5 0.4 0.5 0.7 1.0 1.1 0.8 0.5 0.4 

Department of the 
Interior 3.3 3.9 4.0 3.9 4.2 4.3 4.5 4.5 4.6 4.3 

Department of Justice.... 1.9 2.1 2.3 2.4 2.7 3.0 3.4 3.5 4.4 5.3 
Department of Labor 1.7 1.9 1.9 1.5 1.5 1.4 1.5 1.6 1.7 
Department of State 0.9 1.0 1.1 1.3 1.4 1.6 1.9 2.3 2.5 
Department of 

Transportation 4.3 4.8 5.1 5.3 5.7 6.0 6.3 6.5 6.7 7.4 
Coast Guard (1.3) (1.4) (1.6) (1.8) (2.1) (2.2) (2.2) (2.1) (2.2) (2.4) 
Federal Aviation 

Administration (2.3) (2.5) (2.7) (2.5) (2.8) (3.1) (3.4) (3.8) (3.8) (4.3) 
Other (0.8) (0.9) (0.8) (0.9) (0.8) (0.8) (0.6) (0.6) (0.7) (0.7) 

Department of the 
Treasury 3.4 4.0 4.2 4.2 4.6 4.7 5.4 5.7 6.6 7.3 
Internal Revenue 

Service (2.1) (2.3) (2.4) (2.5) (2.9) (3.2) (3.6) (3.8) (4.4) (5.0) 
Other (1.4) (1.7) (1.8) (1.7) (1.7) (1.5) (1.9) (2.0) (2.2) (2.3) 

Environmental 
Protection Agency , 0.8 0.9 0.9 1.0 1.1 1.3 1.4 1.5 1.9 

National Aeronautics 
and Space 
Administration , ,, 4.1 4.7 5.3 5.9 6.5 6.9 7.2 7.3 7.8 9.5 

Veterans Administration. 6.2 7.1 7.6 8.1 8.9 9.6 10.3 10.6 11.1 11.5 
Hospital and medical 

care (5.4) (6.3) (6.8) (7.3) (8.1) (8.7) (9.3) (9.7) (10.1) (10.5) 
Administration and 

other (0.7) (0.8) (0.8) (0.8) (0.8) (0.9) (1.0) (0.9) (1.0) (1.0) 
All other 7.6 8.8 9.3 8.8 9.0 9.1 1 10.1 11.0 12.1 12.1 
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Table B-5 —NONDEFENSE PURCHASES OF GOODS AND SERVICES BY AGENCY AND ACTIVITY— 
Continued 

(In billions of dollars) 

Actual Estimate 

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 

National Science 
Foundation (0.4) (0.4) (0.4) (0.5) (0.5) (0.5) (0.6) (0.7) (0.7) (0.8) 

Nuclear Regulatory 
Commission (0.3) (0.4) (0.4) (0.4) (0.5) (0.5) (0.5) (0.4) (0.4) (0.4) 

Office of Personnel 
Management: 
Employee health 
benefits and 
imputed 
employee 
retirement 
contributions (1.6) (1.9) (2.3) (2.5) (2.7) (3.0) (3.3) (3.0) (3.2) (3.0) 

Postal Service (0.4) (0.4) (0.5) (0.4) (0.6) (0.9) (1.0) (1.3) (1.7) (2.0) 
Tennessee Valley 

Authority (2.0) (1.7) (1.5) (1.0) (0.9) (0.2) (0.8) (1.3) (1.6) (1.0) 
United States 

Information 
Agency (0.4) (0.4) (0.4) (0.5) (0.5) (0.5) (0.6) (0.7) (0.8) (0.8) 

Imputed bank 
service charges (0.4) (0.3) (0.4) (0.4) (0.4) (0.5) (0.5) (0.5) (0.6) (0.6) 

Other (2.1) (3.3) (3.3) (3.1) (2.8) (3.0) (2.7) (3.1) (3.2) (3.5) 

Total non-
defense 
purchases.. 55.5 62.8 71.1 77.1 77.0 68.7 87.5 92.3 93.8 93.8 

Domestic transfer payments.—This is the largest category of Fed-
eral sector expenditures. Spending for domestic transfers has ex-
panded rapidly in recent years, mainly as a result of more benefici-
aries and higher benefit payments under social insurance pro-
grams. As Table B-6 shows, spending on human resources pro-
grams, especially social security and medicare, dominates domestic 
transfer payments. This spending is expected to continue to rise in 
1988, largely due to increases in the covered population and cost-of-
living adjustments. Social security is estimated to account for 52 
percent of total domestic transfer payments in 1988, while medi-
care accounts for another 20 percent, unemployment assistance for 
4 percent, Federal civilian and military employees' retirement and 
disability for 11 percent, and veterans benefits for 4 percent of the 
total. Program trends on a unified budget basis are discussed ex-
tensively in Part 5 of the Budget—Supplement and elsewhere in 
the budget documents. 

Most domestic transfer payments are for income support and are 
characterized by automatic eligibility of coverage and automatic 
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benefit increases to adjust for changes in the cost of living. For 
these programs the demographic and economic conditions dominate 
the growth patterns, and the rate of growth is quite substantial for 
most years shown. However, due to the sharp decline in the unem-
ployment rate, transfer payments for unemployment benefits are 
estimated to decline by $13.3 billion between 1983 and 1988. This, 
combined with legislative and administrative efforts to slow the 
growth of Federal spending, is thereby significantly slowing the 
rate of growth for transfer payments as a whole. 
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Table B-6. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS 
(In billions of dollars) 

Description 
Actual 

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

Estimate 

1987 

HUMAN RESOURCES PROGRAMS 
Social security (OASDI) 

Medicare (HI&SMI) 

Income security: 
Railroad retirement 
Civil service retirement 
Military retired pay 
Unemployment benefits 
Benefits for coal miners 
Supplemental security income 
Food and nutrition 
Special payments, Treasury 
Workers' compensation 
Other 

Subtotal, income security 

Health 

Education, training, employment, and 
social services: 

Education 
Training, employment, and social serv-

ices 

Subtotal, education, training, em-
ployment, and social services.... 

Veterans benefits and services 

81.1 

20.7 

3.7 
9.5 
8.1 

14.2 
1.0 
4.7 
4.4 
0.9 
0.6 

47.1 

0.6 

2.4 

0.6 

2.9 

13.3 

89.3 

24.2 

3.9 
10.8 
9.0 

10.9 
1.0 
4.9 
4.5 
0.9 
0.6 

46.7 

0.6 

2.8 

0.8 

3.5 

13.5 

99.4 113.7 134.1 149.6 163.3 170.9 181.2 190.9 

28.1 33.8 41.1 49.0 56.1 60.8 68.3 73.8 

4.2 
12.4 
10.1 
9.9 
1.6 
5.2 
5.7 
0.8 
0.7 
0.1 

4.7 
14.6 
11.8 
16.4 

1.8 
5.7 
7.9 
1.3 
0.8 
0.1 

5.2 
17.6 
13.6 
17.9 

1.7 
6.4 
9.8 
1.3 
0.9 
0.1 

5.6 
19.4 
14.7 
22.0 

1.7 
6.9 
9.5 
1.2 
0.9 
0.1 

6.0 
20.7 
15.8 
29.4 

1.7 
7.2 

11.1 
1.2 
0.9 
0.1 

6.1 
21.8 
16.3 
16.9 

1.6 
8.1 

10.7 
1.2 
1.0 
0.1 

6.2 
23.0 
15.6 
16.0 

1.6 
8.7 

10.7 
1.1 
1.1 
0.1 

6.3 
23.9 
17.5 
16.2 

1.6 
9.4 

10.6 
1.4 
1.1 
0.4 

50.6 65.0 74.5 81.9 94.2 83.9 84.1 88.4 

0.6 0.7 0.7 0.6 0.6 0.6 0.6 0.7 

3.4 

0.9 

4.5 

1.5 

5.7 

1.1 

5.3 

0.9 

5.9 

0.8 

6.1 

1.0 

6.3 

1.0 

6.1 

1.0 

4.3 6.0 6.8 6.2 6.7 7.1 7.3 7.1 

14.0 14.4 15.5 16.2 16.5 16.3 16.5 16.6 

199.6 

75.9 

6.5 
26.4 
17.8 
16.5 

1.6 
9.8 

10.6 
1.5 
1.1 
0.6 

92.4 

0.8 

6.3 

1.0 

7.3 

16.5 

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

1988



Table B-6. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS—Continued 
(In billions of dollars) 

Description 
Actual Estimate 

Description 
1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 

Total human resources pro-
grams 165.8 177.8 196.9 233.5 272.7 303.6 337.4 339.6 358.1 377.4 392.4 409.5 

ALL OTHER FUNCTIONS 
National defense: CHAMPUS 1 

Other 
0.5 
0.8 

0.6 
0.9 

0.7 
0.9 

0.7 
1.1 

0.9 
1.1 

1.1 
1.0 

1.2 
1.1 

1.3 
1.4 

1.5 
1.1 

1.7 
1.3 

1.5 
1.3 

2.3 
1.1 

Total functions not included in 
human resources grouping.... 

Total domestic transfer pay-
ments 

1.3 1.5 1.5 1.8 1.9 2.1 2.3 2.7 2.6 3.0 2.9 3.4 
Total functions not included in 

human resources grouping.... 

Total domestic transfer pay-
ments 167.1 179.3 198.5 235.4 274.6 305.6 339.8 342.3 360.8 380.4 395.3 412.9 

*$50 million or less. 
1 Health care for dependents of active duty personnel and retired military personnel and their dependents. 
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Grants-in-aid.—These expenditures help State and local govern-
ments provide general public services and finance programs for the 
needy. Table B-7 shows grants-in-aid by budget function and major 
activity. Grant expenditures are discussed in greater detail in Spe-
cial Analysis H in this document. While the definition of Federal 
aid used in that analysis differs somewhat from that used in the 
NIPA, the two sets of data largely overlap. Special Analysis H 
explains the relationship between the series. 

Grants-in-aid may often substitute for domestic transfer pay-
ments and, to a lesser degree, nondefense purchases. For example, 
low-income veterans could be eligible for free medical care under 
medicaid (Federal grants to finance State and local transfer pay-
ments), in a veterans hospital (nondefense purchases), or perhaps 
under medicare (transfer payments). Medicaid and most grants in 
the income security function are grants to assist States to provide 
income support; most other grants finance State and local services 
to the public. (The income support may be aid-in-kind, as is the 
case for medicaid, where much of the State and local spending is to 
reimburse for the cost of providing medical care for the poor.) 

The growth in most Federal grants-in-aid categories has been 
constrained over the last 6 years as part of the administration's 
efforts to curb the growth in overall spending. However, expendi-
tures have increased significantly for two categories—medicaid and 
transportation. Despite reforms to increase program efficiency and 
effectiveness, medicaid grants rose by 53.5 percent from 1982 to 
1987. The administration's proposals to contain medicaid costs 
would keep expenditures in 1988 at about the 1987 level. Transpor-
tation grants rose by 54 percent from 1982 to 1987, largely due to 
the enactment of the Surface Transportation Assistance Act of 
1982. Reflecting the administration's proposals to restrain domestic 
discretionary spending, they are expected to decline slightly in 
1988. The administration also proposes to reduce expenditures for 
most other grants-in-aid categories. 
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Table B-7. FUNCTIONAL COMPOSITION OF FEDERAL GRANTS-IN-AID 
(In billions of dollars) 

W I h-1 
Ci 

Description 
Actual Estimate 

Description 
1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 

HUMAN RESOURCES PROGRAMS 

Income security: 
Family support payments 
Child nutrition and other food programs-
Other 

6.3 
2.7 
1.6 

6.6 
2.8 
1.6 

6.5 
3.3 
1.7 

7.2 
3.9 
2.2 

8.4 
4.4 
4.5 

7.9 
4.2 
4.7 

8.3 
4.7 
4.9 

8.7 
5.4 
4.9 

9.1 
5.8 
4.9 

9.8 
6.2 
5.7 

10.5 
6.8 
6.1 

9.7 
6.3 
5.3 

Subtotal, income security 10.6 11.0 11.5 13.3 17.2 16.7 17.9 19.0 19.8 21.7 23.4 21.3 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Education, training, employment, and 
social services: 

Education 
Training and employment 
Social services 

9.8 

2.7 

10.6 

2.7 

12.4 

2.7 

13.9 

3.0 

16.8 

3.1 

17.3 

3.1 

18.9 

2.8 

20.0 

3.0 

22.6 

3.2 

24.9 

3.3 

26.6 

3.6 

26.8 

3.5 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Education, training, employment, and 
social services: 

Education 
Training and employment 
Social services 

12.5 13.4 15.1 16.9 19.9 20.5 21.8 23.0 25.7 28.2 30.2 30.3 

Health: 
Medicaid 
Other (includes research, construction, 

services, and medical training) 

Subtotal, health 

Education, training, employment, and 
social services: 

Education 
Training and employment 
Social services 

4.9 
5.5 
4.4 

5.4 
8.9 
5.0 

6.6 
8.5 
5.3 

7.3 
7.7 
6.3 

7.5 
6.7 
5.4 

7.0 
3.3 
5.0 

6.6 
3.3 
5.4 

6.6 
2.6 
6.2 

7.9 
2.9 
5.8 

8.3 
3.1 
6.3 

7.9 
2.8 
6.6 

7.2 
3.1 
6.6 

Subtotal, education, training, em-
ployment, and social services ... 

Other (social security, medicare, and vet-
erans benefits and services) 

Total human resources pro-
grams 

14.8 19.3 20.3 21.3 19.6 15.3 15.3 15.5 16.6 17.7 17.3 16.9 
Subtotal, education, training, em-

ployment, and social services ... 

Other (social security, medicare, and vet-
erans benefits and services) 

Total human resources pro-
grams 

0.4 0.4 0.4 0.5 0.6 0.7 0.8 0.8 0.8 0.9 1.0 1.0 

Subtotal, education, training, em-
ployment, and social services ... 

Other (social security, medicare, and vet-
erans benefits and services) 

Total human resources pro-
grams 38.3 44.1 47.4 52.0 57.2 53.2 55.7 58.2 62.9 | 68.5 71.8 69.4 

I 
ta 

H 

W 

W 
oo 00 
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OTHER FUNCTIONS: 
Natural resources and environment: 

EPA 
Other 

3.7 
0.4 

3.4 
0.4 

3.9 
0.6 

4.6 
0.7 

4.1 
0.7 

4.0 
0.7 

3.2 
0.6 

2.9 
0.8 

3.2 
0.8 

3.4 
0.8 

2.9 
0.8 

2.7 
0.6 

Subtotal, natural resources and 
environment 4.1 3.8 4.5 5.2 4.8 4.7 3.9 3.7 4.0 4.2 3.8 3.4 

Community and regional development: 
Local public works 
Block grants 
Other 

0.6 
2.0 
1.8 

2.9 
2.4 
1.5 

1.6 
3.1 
1.7 

0.4 
3.8 
2.0 

0.1 
3.9 
1.9 

* 

3.7 
1.5 

* 

3.4 
1.3 

* 

3.7 
1.2 

* 

3.7 
1.3 

* 

3.2 
1.2 

* 

3.2 
1.1 

* 

3.0 
0.8 

Subtotal, community and regional 
development 4.4 6.8 6.4 6.2 5.9 5.2 4.8 4.9 4.9 4.5 4.3 3.8 

Transportation 7.7 8.1 9.6 11.8 12.2 10.8 12.1 14.3 16.0 17.7 16.7 16.3 

General purpose fiscal assistance: 
General revenue sharing 6.8 

1.7 
0.6 

6.8 
1.3 
0.9 

6.8 6.8 5.1 4.6 4.6 4.6 4.6 5.1 0.1 
Anti-recession fiscal assistance 

6.8 
1.7 
0.6 

6.8 
1.3 
0.9 

6.8 6.8 5.1 4.6 4.6 4.6 4.6 5.1 0.1 

Other 

6.8 
1.7 
0.6 

6.8 
1.3 
0.9 0.9 1.1 1.1 1.4 1.2 1.6 1.6 1.5 1.7 1.1 

Subtotal, general purpose fiscal as-
sistance 9.0 9.1 7.8 7.9 6.3 5.9 5.9 6.1 6.1 6.6 1.8 1.1 

All other functions 2.7 2.8 3.5 3.5 3.7 3.6 3.3 3.4 3.7 6.1 6.2 6.1 

Total other functions 27.9 30.6 31.7 34.7 32.9 30.3 29.9 32.5 34.8 39.0 32.8 30.6 

Total grants-in-aid 66.3 74.7 79.1 86.7 90.1 83.4 85.7 90.7 97.7 107.4 104.6 100.0 

CZ3 hd 
8 

> 
> r * 
a CO 
w 

*50 million or less. 
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C-14 • THE BUDGET FOR FISCAL YEAR 1988 

Foreign transfer payments.—There are three major types of for-
eign transfer payments: expenditures to assist foreign economic 
development, grants of surplus agricultural products, and pay-
ments under social security and similar programs to individuals 
living abroad. Although payments to individuals are gradually 
rising, roughly in proportion to the rise in GNP, total foreign 
transfer payments have declined to just 0.3 percent of GNP. The 
peak year for foreign transfer payments was 1949; in that year 
they were equal to 1.9 percent of GNP. 

Net interest paid.—Net interest paid depends on the size of Fed-
eral debt, loans outstanding, and the interest rates on borrowing 
and lending. As noted above, the steady increase in net interest 
paid is being halted by lower interest rates and smaller deficits, 
which are slowing the growth of Federal debt. 

Subsidies less current surplus of Government enterprises.—This 
category of expenditures consists of two elements: (1) subsidy pay-
ments to resident businesses (including farms); and (2) the "current 
surplus" or "deficit" of Government enterprises. In this context, a 
subsidy is a monetary grant to a unit engaged in commercial 
activities. Examples are housing subsidies, railroad subsidies, and 
the construction and operating differential subsidies paid to opera-
tors of U.S.-flag merchant ships. As Table B-8 shows, normally 
about half of the subsidies are for housing programs (including 
Department of Agriculture housing programs). These subsidies are 
designed mainly to reduce the cost of housing to low- and moder-
ate-income families. The large increase in Commodity Credit Corpo-
ration subsidies in 1984 was due to $8.6 billion of payment-in-kind 
subsidies that year. 

"Government enterprise" is the term used in the NIPA to desig-
nate certain business-type operations of the Government that usu-
ally appear in the budget as public enterprise revolving funds. The 
operating costs of Government enterprises are, to a great extent, 
covered by the sale of goods and services to the public rather than 
from tax receipts. The difference between the sales and the current 
operating expense of a Government enterprise constitutes its sur-
plus or deficit. As noted above, the capital formation of Govern-
ment enterprises net of sales of assets is classified as nondefense 
purchases. The largest Government enterprises are the Commodity 
Credit Corporation, the Postal Service, and the Tennessee Valley 
Authority. 
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Table B-8. SUBSIDIES LESS CURRENT SURPLUS OF GOVERNMENT ENTERPRISES 
(In billions of dollars) 

Actual Estimate 
Description Description Description 

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 

Subsidies: 
Commodity Credit Corporation 0.6 2.3 2.0 0.5 1.4 1.6 4.9 10.6 8.0 9.4 11.6 12.0 
Rural housing insurance fund 0.4 0.4 0.6 0.6 0.8 1.4 1.7 1.7 1.9 2.0 1.9 1.6 
Other Department of Agriculture 0.3 0.4 0.3 0.3 0.3 0.2 0.3 0.3 0.3 0.2 0.3 1.5 
Housing (HUD) 2.9 3.5 4.3 5.1 6.3 7.6 9.2 9.7 11.0 11.0 10.6 11.3 
Maritime 0.5 0.5 0.5 0.6 0.5 0.6 0.4 0.4 0.3 0.3 0.3 0.2 
Railroad and mass transit 1.3 1.4 1.5 2.0 2.2 1.9 1.7 1.7 1.6 1.3 1.3 0.8 
Other1 0.3 0.3 0.6 0.5 0.2 0.2 0.1 0.1 0.1 0.1 0.1 0.1 

Subtotal 6.4 8.9 9.9 9.5 11.7 13.5 18.2 24.4 23.2 24.2 26.1 27.6 

Enterprise surpluses ( - ) or deficits: 
Commodity Credit Corporation 0.2 0.8 1.4 1.5 1.8 2.3 5.5 2.5 2.0 3.6 6.9 6.2 
Postal Service 1.6 1.5 0.6 1.6 1.1 - 0 . 1 0.4 0.6 1.1 0.3 0.8 1.2 
Bonneville Power Administration - 0 . 2 - 0 . 2 - 0 . 2 - 0 . 2 - 0 . 3 - 0 . 2 - 0 . 4 - 0 . 7 - 0 . 7 - 0 . 5 - 0 . 7 - 0 . 6 
Tennessee Valley Authority - 0 . 6 - 0 . 6 - 0 . 8 - 1 . 1 - 1 . 0 - 1 . 2 - 1 . 4 - 1 . 5 - 2 . 0 - 2 . 3 - 2 . 6 - 2 . 8 
Federal Housing Administration - 0 . 2 - 0 . 2 - 0 . 2 - 0 . 4 - 0 . 4 - 0 . 5 - 0 . 5 - 0 . 4 - 0 . 5 - 2 . 3 - 2 . 4 - 2 . 0 
Federal Deposit Insurance Corporation - 0 . 2 - 0 . 3 - 0 . 3 - 0 . 2 - 0 . 4 - 0 . 6 - 0 . 6 - 1 . 2 - 1 . 3 - 1 . 5 - 1 . 7 - 1 . 7 
Federal Savings and Loan Insurance 

Corporation - 0 . 2 - 0 . 3 - 0 . 3 - 0 . 3 * - 0 . 2 - 0 . 3 - 0 . 4 - 0 . 5 - 1 . 5 - 1 . 6 - 1 . 7 
Allother1 0.1 * - 0 . 2 * _ * 0.2 - 0 . 4 - 0 . 1 0.2 0.1 

Subtotal 0.5 0.7 _ * 1.0 0.9 - 0 . 5 2.7 - 0 . 9 - 2 . 3 - 4 . 3 - 1 . 0 - 1 . 4 

Total subsidies less current 
surplus 6.9 9.7 9.9 10.4 12.5 13.0 20.9 23.5 20.9 19.9 25.1 26.1 

* $50 million or less. 
1 Includes wage disbursements less accruals. 
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C-14 • THE BUDGET FOR FISCAL YEAR 1988 

Wage disbursements less accruals.—This is an adjustment occa-
sionally made in the NIPA to bridge between the sum of the 
expenditure components and the totals. This is necessary when 
wages and salaries are received in a time period that is different 
from when they are earned. The unified budget records these pay-
ments on a cash basis (when they are paid). The NIPA treat such 
payments on an accrual basis (when they are earned) for nonde-
fense purchases and the current surplus of Government enter-
prises, but on a cash basis for total expenditures. Wage disburse-
ments less accruals is the timing adjustment necessary to allow the 
individual expenditure categories to sum to the total expenditures. 
The net adjustment made is normally small since wage and salary 
payments disbursed in one year but earned in another are approxi-
mately offset by payments disbursed in the next year but earned in 
the current one. 

QUARTERLY ESTIMATES 

Table B-9 presents quarterly NIPA receipts and expenditures 
estimates at seasonally adjusted annual rates for 1986 to 1988. The 
translation of the budget into the NIPA categories is inexact. 
When the annual NIPA estimates are converted into quarterly 
distributions that are seasonally adjusted at annual rates, greater 
imprecision must be expected. The data presented in Table B -9 are 
the best available estimates of the quarterly NIPA receipts and 
expenditures consistent with the 1988 budget, but should be used 
with clear recognition of their limitations. 
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Table B-9. FEDERAL RECEIPTS AND EXPENDITURES IN THE NIPA, QUARTERLY, 1986-88 
(In billions of dollars; seasonally adjusted at annual rates) 

Actual Estimate 
Description Oct.-Dec. Jan-Mar. Apr-June July-Sept. 

1986 
Oct-Dec. Jan-Mar. Apr-June July-Sept. 

1987 
Oct.-Dec. Jan-Mar. Apr.-June 

1988 
July-Sept. 

1985 1986 1986 
July-Sept. 

1986 1986 1987 1987 
July-Sept. 

1987 1987 1988 
Apr.-June 

1988 1988 

RECEIPTS 
Personal tax and nontax receipts 355.6 350.3 355.5 365.8 375.6 340.5 379.3 372.9 382.4 390.0 402.4 398.7 
Corporate profits tax accruals 77.2 77.8 80.1 84.3 88.5 111.9 116.1 119.0 120.7 132.0 133.5 134.6 
Indirect business tax and nontax accruals.... 56.0 52.7 50.7 53.4 52.5 53.8 54.3 54.4 57.7 55.7 56.3 56.7 
Contributions for social insurance 317.0 325.8 327.2 329.6 333.1 339.2 345.4 352.4 360.3 381.5 389.0 396.5 

Total receipts 805.8 806.6 813.5 833.1 849.7 845.4 895.1 898.7 921.1 959.2 981.2 986.5 

EXPENDITURES 
Purchases of goods and services 380.9 355.7 367.6 369.3 376.3 381.6 389.5 391.4 397.0 394.8 394.1 393.7 

Defense (268.0) (266.4) (278.4) (286.8) (281.9) (287.5) (296.4) (298.0) (301.6) (301.7) (300.7) (300.2) 
Nondefense (112.9) (89.3) (89.2) (82.6) (94.4) (94.1) (93.1) (93.4) (95.4) (93.1) (93.4) (93.5) 

Transfer payments 385.9 389.3 396.7 403.0 401.1 408.1 411.6 417.3 416.1 428.0 430.0 434.9 
Domestic ("to persons") (370.4) (378.8) (381.6) (387.5) (387.4) (394.5) (397.1) (402.2) (400.9) (414.0) (416.0) (420.9) 
Foreign (15.4) (10.5) (15.0) (15.5) (13.6) (13.6) (14.5) (15.1) (15.2) (14.0) (14.0) (14.0) 

Grants-in-aid to State and local govern-
ments 101.6 103.5 106.9 108.0 97.7 105.9 108.6 106.2 102.1 99.9 99.4 98.9 

Net interest paid 133.9 135.0 138.1 134.7 135.4 137.9 140.0 140.4 140.4 140.5 140.5 140.6 
Subsidies less current surplus of Govern-

ment enterprises 21.1 18.0 36.5 15.4 32.5 41.4 13.3 14.2 27.0 35.3 21.0 21.3 
Wage disbursements less accruals - 8 . 0 

Total expenditures 1,023.4 1,001.5 1,045.7 1,030.5 1,043.0 1,074.9 1,063.0 1,061.5 1,082.6 1,098.5 1,085.0 1,089.4 

Deficit ( - ) - 217 .6 - 1 9 5 . 0 - 2 3 2 . 2 - 1 9 7 . 4 - 1 9 3 . 3 - 2 2 9 . 5 - 1 6 7 . 9 - 1 6 2 . 8 - 1 6 1 . 5 - 1 3 9 . 3 - 1 0 3 . 8 -102 .8 

Note—Because of the methods normally used to seasonally adjust NIPA data, the average of seasonally adjusted data for the 4 quarters of a fiscal year may not be equal to the unadjusted fiscal year total. 
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C-14 • THE BUDGET FOR FISCAL YEAR 1988 

RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR, N I P A 

Table B-10 shows the major differences between the budget and 
the Federal sector in the NIPA. Adjustments required to reconcile 
the budget to the Federal sector in the NIPA are explained below. 

Table B-10. RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR, NIPA 
(In billions of dollars) 

Description 1984 
actual 

1985 
actual 

1986 
actual 

1987 
estimate 

RECEIPTS 

Total budget receipts 1 

Government contributions for employee retirement (grossing). 
Other netting and grossing 
Timing adjustments 
Geographic exclusions 
Other 

666.5 
29.7 
13.0 

5.1 
- 1 . 2 
- 0 . 3 

734.1 
32.3 
14.7 

- 5 . 2 
- 1 . 3 

769.1 
33.8 
12.3 
0.8 

- 1 . 4 

842.4 
35.8 
13.5 

- 1 5 . 6 
- 1 . 5 

916.6 
41.5 
17.7 

- 6 . 1 
- 1 . 7 

Federal sector, NIPA receipts.. 712.6 774.6 814.7 874.6 968.1 

EXPENDITURES 
Total budget outlays 1 

Lending and financial transactions 
Government contributions for employee retirement (grossing).. 
Other netting and grossing 
Defense timing adjustment 
Bonuses on Outer Continental Shelf land leases 
Geographic exclusions 
Other 

851.8 
- 1 8 . 2 

29.7 
13.0 

1.0 
3.4 

- 5 . 0 
- 1 . 8 

946.3 
- 2 6 . 4 

32.3 
14.7 

1.4 
1.9 

- 5 . 4 
- 2 . 7 

- 1 2 . 5 
33.8 
12.3 
3.2 
2.0 

- 5 . 4 
2.0 

1,015.6 
- 6 . 3 

35.8 
13.5 
6.5 
1.3 

- 5 . 6 
- 0 . 4 

1,024.3 
4.5 

41.5 
17.7 
3.9 
0.8 

- 5 . 5 
1.5 

Federal sector, NIPA expenditures 873.9 962.1 1,025.4 1,060.5 1,088.6 
1 Includes off-budget amounts. 

Lending and financial transactions.—The NIPA conceptually 
measure the Nation's current income and production, and there-
fore do not include transactions, such as loans, that are an ex-
change of existing assets and liabilities rather than current income 
or production. Loan transactions have a significant economic 
impact, affecting the allocation and distribution of income and 
output, but they are analyzed more appropriately within a finan-
cial market framework, such as that provided by the flow-of-funds 
data of the Federal Reserve Board. Special Analysis E, "Borrowing 
and Debt", and Special Analysis F, "Federal Credit Programs", 
both contain information on the financial market implications of 
the budget. 

Most of the lending and financial transactions included in Table 
B-10 are shown in Special Analysis F. However, this total differs 
from the total for direct loans shown in Special Analysis F because: 
(a) the NIPA record nonrecourse agricultural commodity loans as 
purchases rather than loans; and (b) capital contributions to inter-
national financial institutions are not loans, but are financial 
transactions excluded from the NIPA. 

The sharp increase in lending and financial transactions in 1985 
was largely due to lending for the Public and Indian Housing 
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Authorities. Changes in tax law in the Deficit Reduction Act of 
1984 raised questions about the tax-exempt status of these loans. 
As a consequence, tax-exempt financing was suspended and re-
placed by direct Federal lending until the Internal Revenue Service 
ruled that the tax-exempt status was not jeopardized by this act. 
The exclusion for lending declines in 1987 and 1988, reflecting the 
administration's commitment to reduce direct Federal lending. 

Government contributions for employee retirement.—The contribu-
tions of Government agencies to the retirement trust funds of their 
employees constitute the largest netting and grossing adjustment. 
Since these contributions are made by Government accounts to 
other Government accounts, they are not included in the unified 
budget totals, which conceptually measure the Government's cur-
rent transactions with the public. While the contributions are re-
corded as outlays of the agencies, they are offset by an intragovern-
mental deduction. However, the NIPA have long counted Govern-
ment payments for civilian employee retirement as part of the 
compensation paid to Government employees and, therefore, as 
Government expenditures. This treatment maintains comparability 
with the treatment of employee retirement contributions in the 
rest of the economy. Contributions for employee retirement by 
Government enterprises such as the Postal Service are recorded as 
an increase in the current deficit of enterprises. Contributions by 
other civilian accounts are recorded as purchases of goods and 
services. The receipt of these retirement contributions is treated in 
the NIPA as contributions for social insurance. Since receipts and 
expenditures are increased by identical amounts, this treatment 
has no net effect on the surplus or deficit. Around 80 percent of 
these payments go to the civil service retirement and disability 
trust fund, while most of the remainder is for social security and 
medicare. 

The NIPA treatment of Government contributions for military 
retirement is similar to the treatment of contributions for civilian 
employees. In 1985, the budget began financing military retirement 
on an accrual basis akin to the financing of civil service retire-
ment. A trust fund was created to pay retirement benefits to 
current and future military retirees. Benefits are financed by pay-
ments to the retirement trust fund from three sources: employing 
agencies, for services currently rendered (the "accrual charge"); the 
general fund, to cover the unfunded liability that existed when the 
new retirement trust fund was created; and the interest earned on 
trust fund balances. These payments are not included in the budget 
totals since they are offset by intragovernmental deductions. In the 
NIPA, a social insurance fund and an employer contribution for 
military retirement are imputed. The imputed contribution is equal 
to benefits paid. Since an equal amount is added to both receipts 
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and expenditures, imputed accruals have no impact on the surplus 
or deficit. However, the contributions imputed in the NIPA differ 
significantly from the budget accruals in many years. The budget 
estimates are based on benefits earned in the time period when 
service was rendered, while the NIPA use the cash benefits paid in 
one period as a proxy for the contributions required to fund bene-
fits earned in that period but paid in a succeeding period. 

Other netting and grossing.—The budget normally counts as re-
ceipts only income from taxation or similar sources that arises 
from the exercise of Governmental power to compel payment. 
Money received in the course of business-type transactions is nor-
mally shown as offsets against outlays. For instance, receipts from 
social insurance programs operated by the Veterans Administra-
tion (such as the National Service Life Insurance and U.S. Govern-
ment Life Insurance) are netted against outlays in the budget since 
these programs are voluntary, commercial-type activities. However, 
in the NIPA these insurance premiums are treated as social insur-
ance receipts just as are receipts from compulsory Government 
programs. Likewise, noncompulsory insurance premiums under the 
supplementary medical insurance program and similar but much 
smaller noncompulsory hospital insurance premiums are classified 
as offsetting collections (negative outlays) in the budget, but are 
classified as social insurance contributions in the NIPA. 

Other netting and grossing includes some imputed contributions 
for social insurance for Federal employees for unemployment com-
pensation (which adds an equal amount to purchases of goods and 
services) and workers' compensation (which adds an equal amount 
to domestic transfer payments). Social insurance contributions are 
imputed for medical care for military personnel and their depend-
ents and for unemployment benefits for former military personnel. 

One major element of netting and grossing in recent years has 
been due to budgetary collections arising from the Outer Continen-
tal Shelf leases. All such collections are recorded in the budget as 
negative outlays. The rents and royalties component—but not the 
bonuses—are recorded in the NIPA as indirect business nontaxes; 
this converts the collections from an offset to outlays in the budget 
to a receipt in the NIPA. 

All netting and grossing items, including Government contribu-
tions for employee retirement, have an equal impact on receipts 
and expenditures, so they have no effect on the calculation of the 
NIPA deficit. 

Timing adjustments.—The budget records receipts at the time 
the cash is collected regardless of when the liability is incurred. In 
contrast, the NIPA attempt to record most receipts from the busi-
ness sector in the time period in which the liability is incurred 
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rather than when taxes are actually collected, while personal 
income taxes and social insurance contributions are recorded at the 
time of payment by the individual taxpayer rather than when the 
liability is incurred or the cash is received by Treasury. Hence, 
receipts recorded in the budget for one fiscal year are sometimes 
recorded in the prior fiscal year in the NIPA due to the lags 
between the time when liability is incurred or payment made and 
time of collection. The timing adjustments made to budget receipts 
attempt to account for these time lags. 

The principal timing adjustment made to expenditures is for 
defense purchases. The major defense timing adjustment normally 
involves procurement items (such as missiles and airplanes) pur-
chased under fixed-price contracts. The Federal Government nor-
mally makes progress payments for work in process for major 
procurement programs. Progress payments are excluded from 
NIPA Federal sector expenditures, because work in progress is 
counted in the NIPA as part of private business inventories until 
the goods are completed and delivered to the Government, when 
they are recorded as defense purchases. An additional defense 
timing adjustment is made to convert foreign military sales, which 
are recorded on a cash basis in the unified budget, to a basis 
consistent with net exports in the NIPA. In addition, some account-
ing adjustments are included with the defense timing adjustment 
in this translation. Nondefense timing adjustments are normally 
small and are included in the "other" category in Table B-10. 

Bonuses on Outer Continental Shelf land leases.—In recent years 
bonuses paid on the Outer Continental Shelf oil leases have become 
a significant reconciliation item between the unified budget and 
the NIPA. As already noted, the budget records these bonuses as 
proprietary receipts and, therefore, deducts them from budget out-
lays. The NIPA exclude these transactions as being a transfer of 
assets, because the payments are not included in calculating book 
profits under current corporate accounting practice. 

Geographic exclusions.—Geographic exclusions arise because 
Puerto Rico, the Virgin Islands, and other U.S. territories are not 
included in the United States for purposes of computing the GNP 
and related data series (such as contributions for social insurance, 
domestic transfer payments, and grants-in-aid). Nor are they treat-
ed as foreign for purposes of producing data on exports, imports, 
and foreign transfer payments. Since the budget includes receipts 
from and payments to persons and local governments in these 
territories, and the NIPA exclude such transactions, this consti-
tutes a major reconciliation item between the two data series. 

Other.—This category contains miscellaneous adjustments, such 
as foreign currency transactions that are included in the NIPA but 
not in the budget. 
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Table B - l l . FEDERAL TRANSACTIONS IN THE NATIONAL INCOME AND PRODUCT ACCOUNTS, 1977-88 
(In billions of dollars) 

Description 
Actual Estimate 

Description Description 
1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 

RECEIPTS 
Personal tax and nontax receipts 165.9 186.5 222.9 250.7 289.6 310.0 292.5 302.4 340.2 355.8 368.7 396.5 
Corporate profits tax accruals 59.0 67.8 75.7 70.2 69.4 52.1 55.7 76.3 71.7 83.0 108.9 130.2 
Indirect business tax and nontax accruals.... 24.5 27.1 29.0 35.3 53.4 50.0 50.2 54.9 56.5 52.2 53.8 56.6 
Contributions for social insurance 125.4 142.9 163.6 182.3 211.4 231.1 247.3 279.0 306.2 323.7 343.2 384.8 

Total receipts 374.7 424.3 491.2 538.6 623.8 643.3 645.7 712.6 774.6 814.7 874.6 968.1 

EXPENDITURES 
Purchases of goods and services 146.8 158.6 173.1 199.9 231.8 264.4 287.4 297.8 341.1 367.1 384.8 394.8 

Defense (99.2) (106.3) (117.7) (137.2) (160.7) (187.3) (210.4) (229.1) (253.6) (274.8) (291.0) (301.0) 
Nondefense (47.6) (52.2) (55.5) (62.8) (71.1) (77.1) (77.0) (68.7) (87.5) (92.3) (93.8) (93.8) 

Transfer payments 171.2 183.6 203.5 241.1 281.3 312.8 347.5 352.3 374.2 394.2 409.5 427.2 
Domestic ("to persons") (167.1) (179.3) (198.5) (235.4) (274.6) (305.6) (339.8) (342.3) (360.8) (380.4) (395.3) (412.9) 
Foreign (4.1) (4.4) (5.1) (5.8) (6.7) (7.2) (7.7) (9.9) (13.4) (13.8) (14.2) (14.3) 

Grants-in-aid to State and local govern-
ments 66.3 74.7 79.1 86.7 90.1 83.4 85.7 90.7 97.7 107.4 104.6 100.0 

Net interest paid 28.5 33.5 40.7 50.8 66.7 82.2 90.6 109.7 128.3 136.8 138.5 140.5 
Subsidies less current surplus of Govern-

ment enterprises 6.9 9.7 9.9 10.4 12.5 13.0 20.9 23.5 20.9 19.9 25.1 26.1 
Wage disbursements less accruals - 0 . 1 - 0 . 1 * - 0 . 1 * 0.4 - 0 . 1 0.1 - 2 . 0 

Total expenditures 419.6 459.9 506.4 589.0 682.4 755.9 832.4 873.9 962.1 1,025.4 1,060.5 1,088.6 

Deficit ( - ) - 4 4 . 8 - 3 5 . 6 - 1 5 . 2 - 5 0 . 4 - 5 8 . 5 - 1 1 2 . 6 - 1 8 6 . 7 - 1 6 1 . 3 - 1 8 7 . 5 - 2 1 0 . 7 - 1 8 5 . 9 - 1 2 0 . 5 

*$50 million or less. 
Note—The estimates for 1987 and 1988 are preliminary; revisions will be published in the February 1987 issue of the Survey of Current Business. 
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