
Federal Fiscal Policy 

In fiscal years 1971 and 1972 large Federal deficits were generally 
accepted as appropriate, first to cushion the recession of 1970, and 
then to stimulate recovery. As recovery turned into vigorous expan-
sion, however, the administration recognized that continued sharp 
increases in Federal spending and large deficits would be inappro-
priate in the developing environment of high and rising levels of 
output and employment. A major effort was made, therefore, in 
the budget document released in January 1973 to limit increases 
in spending, and the expansionary thrust of fiscal policy is indicated 
to moderate greatly as calendar year 1973 progresses. 

The unified budget deficit of $23.2 billion that was realized for 
fiscal year 1972, while large, was $15.6 billion less than had been 
projected in the January 1972 budget document. Outlays did accele-
rate sharply in the spring of 1972, but the anticipated speed-up was 
not fully realized. More than half of the $4.7 billion short-fall in 
spending in fiscal year 1972 was due to the unexpected delay in the 
enactment of revenue sharing and to lower payments on unemploy-
ment insurance. Defense spending, however, increased sharply in 
the spring of 1972—about in line with budget projections. 

Federal budget receipts in fiscal year 1972 turned out to be $10.8 
billion higher than had been projected, in part because of the rapidity 
of economic expansion but mainly because of an unusual amount of 
overwithholding of personal income taxes related to the introduction 
of a new withholding schedule in January 1972. This development 
wil l reduce Federal net receipts in the spring of 1973 when individ-
uals file their tax returns for 1972. 

Prior to adjournment in October 1972, Congress enacted legisla-
tion that would increase outlays in fiscal year 1973 to a level some 
$6 billion to $8 billion above the $250 billion proposed by the 
administration in September 1972. The administration requested 
Congress to enact a ceiling of $250 billion on outlays for the fiscal 
year 1973. Although such a ceiling was not enacted, the administra-
tion has indicated that it intends to hold spending to that level by 
adopting various economies, and by impounding appropriated funds, 
if necessary. The new budget indicates that economies are planned 
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in fiscal years 1973 and 1974 in a large number of areas. In addi-
tion, the budget calls for large sales of assets (negative outlays) in 
these two fiscal years. 

Spending in the first two quarters of fiscal year 1973 (that is, 
the second half of calendar 1972) was in line with the proposed 
$250 billion. Outlays for national defense, while still strong, fell 
significantly below the levels attained in the latter half of fiscal year 
1972. As expected, nondefense spending increased very sharply in 
the last quarter of calendar year 1972, reflecting two factors: the 20 
per cent boost in social security benefits, effective in October 1972, 
which costs about $8 billion annually; and the first payment to State 
and local governments under the new general revenue-sharing pro-
gram, which is expected to cost more than $5 billion in the first ful l 
year. However, payments made for revenue sharing in December 
1972 and in January 1973 covered revenue-sharing accruals for all 
of the calendar year 1972; quarterly payments, beginning in Apr i l 
1973, wil l be much smaller. 

The budget document issued in January 1973 anticipates that the 
deficit in fiscal year 1973 will total about $25 billion—a little larger 
than the deficits realized in fiscal years 1971 and 1972—but that 
the deficit in fiscal year 1974 will be reduced to less than $13 billion. 
The full-employment budget, on a unified budget basis, is projected 
to show a deficit of around $2 billion in fiscal year 1973 and an 
approximate balance in fiscal year 1974.1 

1 The administration's estimate of full-employment receipts does not in-
corporate the effect of any overwithholding that is regarded as transitory. 
Inclusion of such overwithholding would have reduced the full-employment 
deficit in fiscal year 1972 and increased this deficit in fiscal year 1973. 

Table 6: FEDERAL BUDGET S U M M A R Y 
Fiscal-year tota ls, i n b i l l i ons o f do l la rs 

I t e m 1970 1971 1972 1973e 1974e 

Budget receipts 

Budget out lays 

Surplus or def ic i t ( —) 

Fu l l - emp loymen t surplus, or def ic i t ( —) 

193.7 
196.6 

188.4 
211.4 

208 .6 
231.9 

225 .0 
249.8 

256 .0 
268.7 

Budget receipts 

Budget out lays 

Surplus or def ic i t ( —) 

Fu l l - emp loymen t surplus, or def ic i t ( —) 

- 2 . 8 

2 . 6 

- 2 3 . 0 

4 . 9 

- 2 3 . 2 

- 3 . 9 

- 2 4 . 8 

- 2 . 3 

- 1 2 . 7 

.3 

'' Es t ima tes . 
N O T E . — D a t a f r o m the Budget of the U.S. Government, Fiscal Year 1974. 
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14. CHANGING PATTERN OF FEDERAL OUTLAYS 
PER CENT OF T O T A L O U T L A Y S 

1 9 6 5 1967 1 9 6 9 1971 1 9 7 2 1 9 7 3 1 9 7 4 
FISCAL YEARS 

• T h r e e componen ts of th is to ta l are s h o w n b e l o w (p lease no te d i f fe rences i n scales f o r 
the t w o g r i d s ) . 

N O T E . — D a t a f r o m the Budget of the U.S. Government, Fiscal Year 1974. 

As shown in Table 6, budget outlays are expected to be about 
$250 billion and $269 billion in fiscal years 1973 and 1974, re-
spectively. The projected growth of $18 billion to $19 billion in 
spending in these two fiscal years amounts to about 7.5 per cent 
annually. In the fiscal year 1972 budget outlays increased by 9.7 
per cent, and the annual increase over the previous decade had 
averaged about 8 per cent. Budget receipts are projected in the 
budget document to increase to $225 billion and $256 billion, re-
spectively, in fiscal years 1973 and 1974. No significant tax changes 
are proposed in the new budget. 

There has been a significant shift in the composition of Federal 
outlays in recent years. Although outlays for national defense are 
projected to increase absolutely, their proportion of total budget ex-
penditures, as may be seen in Chart 14, has declined from more 
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than 40 per cent in fiscal years 1967 and 1968 to a projected 
figure of about 30 per cent in fiscal years 1973 and 1974. On the 
other hand, the proportion of total budget outlays devoted to "in-
come security" has risen from less than 20 per cent a few years ago 
to about 30 per cent. (Social security benefits, including medicare, 
are the biggest component of this category, which includes also such 
other supports to income as Federal retirement benefits, veterans' 
benefits, unemployment insurance, and public assistance.) Federal 
outlays for health programs have also risen as a percentage of 
the total. 

A broadly similar picture is evident when outlays ( N I A basis) 
are shown as a proportion of full-employment GNP, as in Chart 15. 
I t is evident from this chart that direct Federal demands on resources 
have decreased as a proportion of full-employment GNP along with 
the relative decline in defense purchases. But this decline has been 
offset by a large absolute and relative increase in spending for a 
great variety of programs that add directly to incomes of individuals 
without the provision of a current service—as in the case of transfer 
payments—and by an advance in Federal grants-in-aid to help State 
and local governments provide for a wide range of needs. 

15. FEDERAL EXPENDITURES NIA 
Relative to Full-Employment GNP 

PER CENT 

1 9 6 5 1 9 6 7 1 9 6 9 1971 1 9 7 2 1 9 7 3 1 9 7 4 
F I S C A L YEARS 

NOTE.—Bas ic d a t a o n expend i tu res are f r o m the Budget of the U.S. Government, Fiscal 
Year 1974. D a t a o n f u l l - e m p l o y m e n t G N P are F . R . est imates. 
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