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HISTORICAL TRENDS

Because the Historical Tables publication
provides a large volume and wide array
of data on Federal Government finances,
it is sometimes difficult to perceive the longer
term patterns in various budget aggregates
and components. To assist the reader in
understanding some of these longer term
patterns, this section provides a short sum-
mary of the trends in Federal deficits and
surpluses, debt, receipts, outlays and employ-
ment.

Deficits and Debt.—As shown in Table
1.1, except for periods of war (when spending
for defense increased sharply), depressions
or other economic downturns (when receipts
fell precipitously), the Federal budget was
generally in surplus throughout most of the
Nation’s first 200 years. For our first 60
years as a Nation (through 1849), cumulative
budget surpluses and deficits yielded a net
surplus of $70 million. The Civil War, along
with the Spanish-American War and the
depression of the 1890s, resulted in a cumu-
lative deficit totaling just under $1 billion
during the 1850–1900 period. Between 1901
and 1916, the budget hovered very close
to balance every year. World War I brought
large deficits that totaled $23 billion over
the 1917–1919 period. The budget was then
in surplus throughout the 1920s. However,
the combination of the Great Depression
followed by World War II resulted in a
long, unbroken string of deficits that were
historically unprecedented in magnitude. As
a result, Federal debt held by the public
mushroomed from less than $3 billion in
1917 to $16 billion in 1930 and then to
$242 billion by 1946. In relation to the
size of the economy, debt held by the public
grew from 16% of GDP in 1930 to 114%
in 1946.

During much of the postwar period, this
same pattern persisted—large deficits were
incurred only in time of war (e.g., Korea
and Vietnam) or as a result of recessions.
As shown in Table 1.2, prior to the 1980s,
postwar deficits as a percent of GDP reached
their highest during the 1975–76 recession

at 4.4% in 1976. Debt held by the public
had grown to $477 billion by 1976, but,
because the economy had grown faster, debt
as a percent of GDP had declined throughout
the postwar period to a low of 24.5% in
1974, climbing back to 28.3% in 1976. Between
1977 and 1981, deficits averaged 2.5% of
GDP. By 1981, debt held by the public
stood at 26.5% of GDP, only two percentage
points higher than its postwar low.

The traditional pattern of running large
deficits only in times of war or economic
downturns was broken during the rest of
the 1980s. In 1982, large tax cuts were
enacted as were substantial increases in
defense spending. Reductions in nondefense
spending were not sufficient to offset the
impact on the deficit. As a result, deficits
averaging $207 billion were incurred between
1983 and 1992. As a result of these unprece-
dented peacetime deficits, debt held by the
public grew from $785 billion in 1981 to
$3.0 trillion in 1992.

Since peaking in 1992, deficits have declined
each year, dropping to a level of $164 billion
in 1995. As a percent of GDP, deficits
were more than cut in half during those
3 years, from 4.9% in 1992 to 2.3% in
1995.

Receipts.— From the beginning of the Re-
public until the start of the Civil War,
our Nation relied on customs duties to finance
the activities of the Federal Government.
During the 19th Century, sales of public
lands supplemented customs duties. While
large amounts were occasionally obtained from
the sale of lands, customs duties accounted
for over 90% of Federal receipts in most
years prior to the Civil War. Excise taxes
became an important and growing source
of Federal receipts starting in the 1860s.
Estate and gift taxes were levied and collected
sporadically from the 1860s through World
War I, although never amounting to a signifi-
cant source of receipts during that time.
Prior to 1913, income taxes did not exist
or were inconsequential, other than for a
brief time during the Civil War period, when
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special tax legislation raised the income tax
share of Federal receipts to as much as
13% in 1866. Subsequent to the enactment
of income tax legislation in 1913, these
taxes grew in importance as a Federal receipts
source during following decade. By 1930,
the Federal Government was relying on in-
come taxes for 60% of its receipts, while
customs duties and excise taxes each ac-
counted for 15% of the receipts total.

During the 1930s, total Federal receipts
averaged about 5% of GDP. World War
II brought a dramatic increase in receipts,
with the Federal receipts share of GDP
peaking at 22% in 1944. The share declined
somewhat after the war and has remained
fairly steady since the early 1950s, fluctuating
between 16–20% of GDP. Federal receipts
ranged from 171⁄2 to 20 percent of GDP
in the 1960s and 1970s and are currently
at 19% of GDP. This relative stability in
the postwar receipts share of GDP masks
some significant shifts over time in the
underlying sources or composition of receipts.

The increase in taxes needed to support
the war effort in the 1940s saw the income
tax rise to prominence as a source of Federal
receipts, reaching nearly 80% of total receipts
in 1944. After the war, the income tax
share of total receipts fell from a postwar
high of 74% in 1952 to 63% in the late
1960s. The growth in social insurance taxes
(such as social security and medicare) more
than offset a postwar secular decline in
excise and other non-income tax shares. The
combination of substantial reductions in in-
come taxes enacted in the early 1980s and
the continued growth in social insurance
taxes has resulted in a continued decline
in the income tax share of total receipts.
By 1983 income taxes had dropped to 54%
of total receipts and have remained at roughly
the same share since then.

Corporation income taxes accounted for a
large part of this postwar decline, falling
from 30% of total Federal receipts in the
early 1950s to 20% in 1969. During the
same period, pretax corporate profits fell
from about 12% of GDP in the early 1950s
to 10% in 1969. By 1980 the corporation
income tax share of total receipts had dropped
to 12.5%. During the 1980s, pretax corporate

profits declined as a percent of GDP and,
thus, the corporation income tax share dropped
to as low as 6.2%, but eventually climbed
back to 11.6% by 1995—still below the 1980
share. This sharp drop in corporation income
tax share of total receipts was more than
offset by the growth in social insurance
taxes, as both tax rates and percentage
of the workforce covered by these taxes
increased. Social insurance taxes increased
from only 8% of total receipts during the
mid-1940s to 38% by 1992, declining slightly
to 36% by 1995. Excise taxes have also
declined in relative importance during the
postwar period, falling from a 19% share
in 1947 to slightly over 4% currently.

Outlays and Federal employment.—Through-
out most of the Nation’s history prior to
the 1930s, the bulk of Federal spending
went towards national defense, veterans bene-
fits and interest on the public debt. In
1929, for example, 71% of Federal outlays
were in these three categories. The 1930s
began with Federal outlays comprising 3.4%
of GDP. The efforts to fight the Great
Depression with public works and other
nondefense Federal spending, when combined
with the depressed GDP levels, caused outlays
and their share of GDP to increase steadily
during most of that decade, with outlays
rising to 10.4% of GDP by 1939 and to
12.4% by 1941 on the eve of U.S. involvement
in World War II (as shown in Table 1.2).
Defense spending during World War II re-
sulted in outlays as a percent of GDP rising
sharply, to a peak of 45.3% in 1944. The
end of the war brought total spending down
to 14.5% of GDP in 1951. The Korean
war increased spending to 19–21% of GDP
for a few years in the early 1950s, but
outlays as a percent of GDP then stabilized
at around 18–19% until U.S. involvement
in the Vietnam war escalated sharply in
the middle 1960s and early 1970s. From
1967 through 1972, Federal outlays averaged
20% of GDP. The decline in defense spending
as a percent of GDP that began in 1971,
as the Vietnam War came to a close, was
more than offset by increased spending on
human resources programs during the 1970s—
due to the maturation of the social security
program and other longstanding income sup-
port programs, as well as a takeoff in spending
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on the recently enacted Great Society pro-
grams, such as medicare and medicaid—
so that total spending increased as a percent
of GDP to average more than 21% during
the last half of that decade. Also contributing
to the increase in Federal spending was
a substantial increase throughout the 1970s
in grants to State and local governments.
Since receipts stabilized at 18–19% of GDP
during most of the decade, chronic deficits
of about 2% of GDP were incurred (except
for the recession of 1975–76, which saw
deficits increase to an average of 4%).

The 1980s began with substantial momen-
tum in the growth of Federal nondefense
spending in the areas of human resources,
grants to State and local governments, and,
as a result of the deficits incurred throughout
the 1970s, interest on the public debt. In
the early 1980s, a combination of substantially
increased defense spending, continued growth
in human resource spending, a tax cut and
recession caused the deficits to soar, which,
in turn, sharply increased spending for inter-
est on the public debt. Federal spending
climbed to an average of nearly 24% in
the first half of the decade. Partial reversals
of the tax cut and rapid defense buildup,
along with a strong economy during the
second half of the decade, brought Federal
spending back down to 22% of GDP by
1989. In the early 1990s, another recession
in the face of continued rapid growth in
Federal health care spending and additional
spending necessitated by the Savings and
Loan crisis caused outlays to rise to over
23% of GDP in 1991 and 1992. During
the past three years, this outlay growth
trend was reversed. Outlays have begun to
fall as a percent of GDP, dropping to 21.2%
in 1995.

Despite the growth in total Federal spending
as a percent of GDP in the postwar period,
Federal employment, as shown in Table 17.1,
has remained nearly constant, ranging from
1.8 to 2.3 million civilian employees (excluding
the Postal Service) throughout this period.
The composition of employment has shifted
dramatically between defense and civilian
agencies over the last 35 years. In 1951,
for example, of the 2.0 million employees,
1.2 million worked for the Department of
Defense and 0.7 million worked for civilian

agencies. By 1974, Federal employment was
split equally between defense and civilian
agencies, with each accounting for 1.07 million
employees. The shift away from defense to
civilian agency employment continued
throughout the next two decades so that
by 1995 civilian agency employment was
1.2 million and Department of Defense employ-
ment was 0.8 million, nearly the reverse
of the proportions in 1951. During the past
several years total Federal employment has
begun to decline. Since 1992, when there
were 2.2 million employed by the Federal
Government, reductions in excess of 200 thou-
sand employees have been achieved, bringing
Federal employment down to 2.0 million
in 1995.

Although total spending has increased sub-
stantially as a percent of GDP since the
1950s, the growth in the various components
of spending has not been even and, thus,
the composition of spending has changed
significantly during the same period.

Discretionary spending totaled 13% in 1962,
with three-fourths going to defense. Defense
spending increased during the Vietnam War
buildup in the late 1960s causing total discre-
tionary outlays to rise to 14% of GDP by
1968, after which a secular decline began.
By the middle 1970s, this category had
dropped to 101⁄2% of GDP. It fluctuated
between 10–101⁄2% of GDP until the late
1980’s, when the defense buildup that started
early in that decade ended. Total discretionary
spending has fallen more sharply over the
past ten years, from 10.0% in 1987 to 7.8%
in 1995. Although total discretionary spending
has followed a path of secular decline over
the past 25 years, its major components—
defense and nondefense—have experienced
contrasting histories.

Defense discretionary spending ended the
1950s at 10% of GDP. As shown in Table
8.4, spending in this category had declined
to 7.6% of GDP by 1965, then increased
as a result of the Vietnam War. After peaking
at 9.7% of GDP in 1968, it returned to
the 1965 level by 1971. The decline continued
throughout the 1970s, hitting a low point
of 4.8% of GDP in 1979. The defense buildup
starting in the early 1980s boosted its percent-
age of GDP back to 6.5% by 1986, after
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which it again began a gradual decline
throughout the rest of that decade. By 1995,
defense discretionary spending stood at 3.9%
of GDP, reflecting the impact of the end
of the Cold War on our Nation’s defense
requirements.

Nondefense discretionary spending as a
percent of GDP has followed a much different
path. In 1962, it stood at 3.5% of GDP.
During the next few years it quickly increased,
reaching 4.3% of GDP by 1967. It dropped
slightly after that year, but still averaged
about 4.1% of GDP until 1975, when it
surged to 4.7% of GDP due to the recession
and, in part, to growth in spending on
energy and the environment, housing and
other income support programs. Much of
this growth was in the form of Federal
grants to State and local governments. Addi-
tional grant spending arose from the creation
of General Revenue Sharing in 1972 and
various anti-recession grants at the end of
the decade. Nondefense discretionary outlays
peaked as a percent of GDP during the
recession in 1980 at 5.3%. They declined
sharply starting in 1982, falling to 4.1%
by 1985 and to 3.6% during the 1987–1990
period. Spending for these programs has
increased slightly since 1990, climbing to
4.0% by 1993 before falling back to 3.9%
in 1995.

Programmatic mandatory spending (which
excludes net interest and undistributed offset-
ting receipts) accounts for a large part of
the growth in total Federal spending as
a percent of GDP since the 1950s. Major
programs in this category include social secu-
rity, medicare, deposit insurance and means-
tested entitlements (medicaid, aid to depend-
ent children, food stamps and other programs
subject to an income test). Prior to the
start of medicare and medicaid in 1966,
this category ranged from 51⁄2% to 6% of
GDP between 1962 and 1965 (less than
half the size of total discretionary spending),
with social security accounting for half. Within

a decade, this category was comparable in
size to total discretionary spending, nearly
doubling as a percent of GDP to 10.9%
by 1976 (1.1% of which was for unemployment
compensation that year).

Although part of this growth represented
the impact of the 1975–76 recession on GDP
levels and outlays for unemployment com-
pensation, the largest part was due to growth
in social security, medicare and medicaid.
These three programs totaled 2.6% of GDP
in 1965 and had more than doubled to
5.7% of GDP by 1976. While social security
stabilized as a percent of GDP during
1985–1995, ranging from 4.5% to 4.8%, the
growth in other programmatic mandatory
spending has continued to outpace the growth
in GDP since the mid-1970s (apart from
the recessionary periods) due largely to medi-
care and medicaid. These two programs, which
were 1.4% of GDP in 1976, have more
than doubled as a percent of GDP since
then, reaching 3.5% in 1995. Excluding medic-
aid, spending for means-tested entitlements
in 1995 was at 1.3% percent of GDP, the
same as it was twenty years ago in 1976.
By way of contrast, programmatic mandatory
spending—other than medicare, unemploy-
ment compensation, social security, deposit
insurance and means-tested entitlements—
has fallen from 2.8% in 1976 to 1.6% of
GDP in 1995. (Major programs in this group-
ing include Federal employee and railroad
retirement, veterans’ benefits other than veter-
ans’ pensions, and farm price supports.) Never-
theless, total programmatic mandatory spend-
ing in 1995 had reached 11.2% of GDP
compared to 7.8% for total discretionary spend-
ing.

Additional perspectives on spending trends
available in this document include spending
by agency, by function and subfunction and
by composition of outlays categories, which
include payments for individuals and grants
to State and local governments.
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HISTORICAL TRENDS

Because the Historical Tables publication
provides a large volume and wide array
of data on Federal Government finances,
it is sometimes difficult to perceive the longer
term patterns in various budget aggregates
and components. To assist the reader in
understanding some of these longer term
patterns, this section provides a short sum-
mary of the trends in Federal deficits and
surpluses, debt, receipts, outlays and employ-
ment.

Deficits and Debt.—As shown in Table
1.1, except for periods of war (when spending
for defense increased sharply), depressions
or other economic downturns (when receipts
fell precipitously), the Federal budget was
generally in surplus throughout most of the
Nation’s first 200 years. For our first 60
years as a Nation (through 1849), cumulative
budget surpluses and deficits yielded a net
surplus of $70 million. The Civil War, along
with the Spanish-American War and the
depression of the 1890s, resulted in a cumu-
lative deficit totaling just under $1 billion
during the 1850–1900 period. Between 1901
and 1916, the budget hovered very close
to balance every year. World War I brought
large deficits that totaled $23 billion over
the 1917–1919 period. The budget was then
in surplus throughout the 1920s. However,
the combination of the Great Depression
followed by World War II resulted in a
long, unbroken string of deficits that were
historically unprecedented in magnitude. As
a result, Federal debt held by the public
mushroomed from less than $3 billion in
1917 to $16 billion in 1930 and then to
$242 billion by 1946. In relation to the
size of the economy, debt held by the public
grew from 16% of GDP in 1930 to 111%
in 1946.

During much of the postwar period, this
same pattern persisted—large deficits were
incurred only in time of war (e.g., Korea
and Vietnam) or as a result of recessions.
As shown in Table 1.2, prior to the 1980s,
postwar deficits as a percent of GDP reached
their highest during the 1975–76 recession

at 4.3% in 1976. Debt held by the public
had grown to $477 billion by 1976, but,
because the economy had grown faster, debt
as a percent of GDP had declined throughout
the postwar period to a low of 23.9% in
1974, climbing back to 27.6% in 1976. Follow-
ing five years of deficits averaging 2.5%
of GDP between 1977-1981, debt held by
the public rose to 25.8% of GDP by 1981,
only two percentage points higher than its
postwar low.

The traditional pattern of running large
deficits only in times of war or economic
downturns was broken during the rest of
the 1980s. In 1982, large tax cuts were
enacted as were substantial increases in
defense spending. Reductions in nondefense
spending were not sufficient to offset the
impact on the deficit. As a result, deficits
averaging $207 billion were incurred between
1983 and 1992. As a result of these unprece-
dented peacetime deficits, debt held by the
public grew from $785 billion in 1981 to
$3.0 trillion in 1992.

Since peaking at $290 billion in 1992,
deficits have declined each year, dropping
to a level of $107 billion in 1996. As a
percent of GDP, deficits were reduced by
more than two-thirds during those 4 years,
from 4.7% in 1992 to 1.4% in 1996.

Receipts.— From the beginning of the Re-
public until the start of the Civil War,
our Nation relied on customs duties to finance
the activities of the Federal Government.
During the 19th Century, sales of public
lands supplemented customs duties. While
large amounts were occasionally obtained from
the sale of lands, customs duties accounted
for over 90% of Federal receipts in most
years prior to the Civil War. Excise taxes
became an important and growing source
of Federal receipts starting in the 1860s.
Estate and gift taxes were levied and collected
sporadically from the 1860s through World
War I, although never amounting to a signifi-
cant source of receipts during that time.
Prior to 1913, income taxes did not exist
or were inconsequential, other than for a
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brief time during the Civil War period, when
special tax legislation raised the income tax
share of Federal receipts to as much as
13% in 1866. Subsequent to the enactment
of income tax legislation in 1913, these
taxes grew in importance as a Federal receipts
source during following decade. By 1930,
the Federal Government was relying on in-
come taxes for 60% of its receipts, while
customs duties and excise taxes each ac-
counted for 15% of the receipts total.

During the 1930s, total Federal receipts
averaged about 5% of GDP. World War
II brought a dramatic increase in receipts,
with the Federal receipts share of GDP
peaking at 21.2% in 1944. The share declined
somewhat after the war and has remained
fairly steady since the early 1950s, fluctuating
between 16–20% of GDP. Federal receipts
ranged from 17 to 19 percent of GDP in
the 1960s and 1970s and are currently at
19.4% of GDP. This relative stability in
the postwar receipts share of GDP masks
some significant shifts over time in the
underlying sources or composition of receipts.

The increase in taxes needed to support
the war effort in the 1940s saw the income
tax rise to prominence as a source of Federal
receipts, reaching nearly 80% of total receipts
in 1944. After the war, the income tax
share of total receipts fell from a postwar
high of 74% in 1952 to 63% in the late
1960s. The growth in social insurance taxes
(such as social security and medicare) more
than offset a postwar secular decline in
excise and other non-income tax shares. The
combination of substantial reductions in in-
come taxes enacted in the early 1980s and
the continued growth in social insurance
taxes has resulted in a continued decline
in the income tax share of total receipts.
By 1983 income taxes had dropped to 54%
of total receipts and have remained between
53% and 57% since then.

Corporation income taxes accounted for a
large part of this postwar decline, falling
from 30% of total Federal receipts in the
early 1950s to 20% in 1969. During the
same period, pretax corporate profits fell
from about 12% of GDP in the early 1950s
to 10% in 1969. By 1980 the corporation
income tax share of total receipts had dropped

to 12.5%. During the 1980s, pretax corporate
profits declined as a percent of GDP and,
thus, the corporation income tax share dropped
to as low as 6.2%, but eventually climbed
back to 11.8% by 1996—still below the 1980
share. This sharp drop in corporation income
tax share of total receipts was more than
offset by the growth in social insurance
taxes, as both tax rates and percentage
of the workforce covered by these taxes
increased. Social insurance taxes increased
from only 8% of total receipts during the
mid-1940s to 38% by 1992, declining to
35% by 1996. Excise taxes have also declined
in relative importance during the postwar
period, falling from a 19% share in 1947
to slightly under 4% currently.

Outlays and Federal employment.—Through-
out most of the Nation’s history prior to
the 1930s, the bulk of Federal spending
went towards national defense, veterans bene-
fits and interest on the public debt. In
1929, for example, 71% of Federal outlays
were in these three categories. The 1930s
began with Federal outlays comprising just
3.3% of GDP. The efforts to fight the Great
Depression with public works and other non-
defense Federal spending, when combined
with the depressed GDP levels, caused outlays
and their share of GDP to increase steadily
during most of that decade, with outlays
rising to 10.1% of GDP by 1939 and to
11.8% by 1941 on the eve of U.S. involvement
in World War II (as shown in Table 1.2).
Defense spending during World War II re-
sulted in outlays as a percent of GDP rising
sharply, to a peak of 44.2% in 1944. The
end of the war brought total spending down
to 14.4% of GDP in 1949. The Korean
war increased spending to an average 19.5%
of GDP for a few years in the early 1950s,
but outlays as a percent of GDP then sta-
bilized at around 17–19% until U.S. involve-
ment in the Vietnam war escalated sharply
in the middle 1960s and early 1970s. From
1967 through 1972, Federal outlays averaged
19.7% of GDP. The decline in defense spending
as a percent of GDP that began in 1971,
as the Vietnam War came to a close, was
more than offset by increased spending on
human resources programs during the 1970s—
due to the maturation of the social security
program and other longstanding income sup-
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port programs, as well as a takeoff in spending
on the recently enacted Great Society pro-
grams, such as medicare and medicaid—
so that total spending increased as a percent
of GDP to average more than 21% during
the last half of that decade. Also contributing
to the increase in Federal spending was
a substantial increase throughout the 1970s
in grants to State and local governments.
Since receipts stabilized at 17–18% of GDP
during most of the decade, chronic deficits
of nearly 2% of GDP were incurred (except
for the recession of 1975–76, which saw
deficits increase to an average of 4%).

The 1980s began with substantial momen-
tum in the growth of Federal nondefense
spending in the areas of human resources,
grants to State and local governments, and,
as a result of the deficits incurred throughout
the 1970s, interest on the public debt. In
the early 1980s, a combination of substantially
increased defense spending, continued growth
in human resource spending, a tax cut and
recession caused the deficits to soar, which,
in turn, sharply increased spending for inter-
est on the public debt. Federal spending
climbed to an average of nearly 23% of
GDP in the first half of the decade. Partial
reversals of the tax cut and rapid defense
buildup, along with a strong economy during
the second half of the decade, brought Federal
spending back down to 21.4% of GDP by
1989. In the early 1990s, another recession
in the face of continued rapid growth in
Federal health care spending and additional
spending necessitated by the Savings and
Loan crisis caused outlays to average over
22.5% of GDP in 1991 and 1992. During
the past four years, this outlay growth trend
was reversed. Outlays have begun to fall
as a percent of GDP, dropping to 20.8%
in 1996.

Despite the growth in total Federal spending
as a percent of GDP in the postwar period,
Federal employment, as shown in Table 17.1,
has remained roughly constant, ranging from
1.8 to 2.3 million civilian employees (excluding
the Postal Service) throughout this period.
The composition of employment has shifted
dramatically between defense and civilian
agencies over the last 35 years. In 1951,
for example, of the 2.0 million employees,
1.2 million worked for the Department of

Defense and 0.7 million worked for civilian
agencies. By 1974, Federal employment was
split equally between defense and civilian
agencies, with each accounting for 1.07 million
employees. The shift away from defense to
civilian agency employment continued
throughout the next two decades so that
by 1996 civilian agency employment was
1.2 million and Department of Defense employ-
ment was 0.8 million, nearly the reverse
of the proportions in 1951. During the past
several years total Federal employment has
begun to decline. Since 1992, when there
were 2.2 million civilians employed by the
Federal Government, reductions of nearly 300
thousand employees have been achieved,
bringing Federal employment down to 1.9
million in 1996.

Although total spending has increased sub-
stantially as a percent of GDP since the
1950s, the growth in the various components
of spending has not been even and, thus,
the composition of spending has changed
significantly during the same period.

Discretionary spending totaled 12.7% of
GDP in 1962, with three-fourths going to
defense. Defense spending increased during
the Vietnam War buildup in the late 1960s
causing total discretionary outlays to rise
to 13.6% of GDP by 1968, after which
a secular decline began. By the middle 1970s,
this category had dropped to 10% of GDP.
It fluctuated between 91⁄2–101⁄2% of GDP
until the late 1980’s, when the defense buildup
that started early in that decade ended.
Total discretionary spending has fallen more
sharply over the past ten years, from 9.6%
in 1987 to 7.1% in 1996. Although total
discretionary spending has followed a path
of secular decline over the past 25 years,
its major components—defense and non-
defense—have experienced contrasting his-
tories.

Defense discretionary spending began the
1960s at 9.3% of GDP in 1962. As shown
in Table 8.4, spending in this category had
declined to 7.4% of GDP by 1965, then
increased as a result of the Vietnam War.
After peaking at 9.5% of GDP in 1968,
it returned to the 1965 level by 1971. The
decline continued throughout the 1970s, hit-
ting a low point of 4.7% of GDP in 1979.
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The defense buildup starting in the early
1980s boosted its percentage of GDP back
to 6.3% by 1986, after which it again began
a gradual decline throughout the rest of
that decade. By 1996, defense discretionary
spending stood at 3.6% of GDP, reflecting
the impact of the end of the Cold War
on our Nation’s defense requirements.

Nondefense discretionary spending as a
percent of GDP has followed a much different
path. In 1962, it stood at 3.4% of GDP.
During the next few years it quickly increased,
reaching 4.2% of GDP by 1967. It dropped
slightly after that year, but still averaged
about 4.0% of GDP until 1975, when it
surged to 4.5% of GDP due to the recession
and, in part, to growth in spending on
energy and the environment, housing and
other income support programs. Much of
this growth was in the form of Federal
grants to State and local governments. Addi-
tional grant spending arose from the creation
of General Revenue Sharing in 1972 and
various anti-recession grants at the end of
the decade. Nondefense discretionary outlays
peaked as a percent of GDP during the
recession in 1980 at 5.2%. They declined
sharply starting in 1982, falling to 3.9%
by 1985 and to 3.5% during the 1987–1990
period. Spending for these programs has
increased slightly since 1990, climbing to
3.8% by 1992 before falling back to 3.5%
in 1996.

Programmatic mandatory spending (which
excludes net interest and undistributed offset-
ting receipts) accounts for a large part of
the growth in total Federal spending as
a percent of GDP since the 1950s. Major
programs in this category include social secu-
rity, medicare, deposit insurance and means-
tested entitlements (medicaid, aid to depend-
ent children, food stamps and other programs
subject to an income test). Prior to the
start of medicare and medicaid in 1966,
this category averaged 5.7% of GDP between
1962 and 1965 (less than half the size
of total discretionary spending), with social

security accounting for nearly half. Within
a decade, this category was comparable in
size to total discretionary spending, nearly
doubling as a percent of GDP to 10.6%
by 1976 (1.1% of which was for unemployment
compensation that year).

Although part of this growth represented
the impact of the 1975–76 recession on GDP
levels and outlays for unemployment com-
pensation, the largest part was due to growth
in social security, medicare and medicaid.
These three programs totaled 3.4% of GDP
in 1968 and had nearly doubled to 5.8%
of GDP by 1976. While social security sta-
bilized as a percent of GDP during 1985–1995,
ranging from 4.3% to 4.7%, the growth in
other programmatic mandatory spending has
continued to outpace the growth in GDP
since the mid-1970s (apart from the recession-
ary periods) due largely to medicare and
medicaid. These two programs, which were
1.4% of GDP in 1976, have more than
doubled as a percent of GDP since then,
reaching 3.5% in 1996. Excluding medicaid,
spending for means-tested entitlements in
1996 was at 1.3% percent of GDP, the
same as it was twenty years ago in 1976.
By way of contrast, programmatic mandatory
spending—other than medicare, unemploy-
ment compensation, social security, deposit
insurance and means-tested entitlements—
has been halved as a percent of GDP, falling
from 2.8% in 1976 to 1.4% of GDP in
1996. (Major programs in this grouping include
Federal employee and railroad retirement,
veterans’ benefits other than veterans’ pen-
sions, and farm price supports.) Nevertheless,
total programmatic mandatory spending in
1996 had reached 11.0% of GDP compared
to 7.1% for total discretionary spending.

Additional perspectives on spending trends
available in this document include spending
by agency, by function and subfunction and
by composition of outlays categories, which
include payments for individuals and grants
to State and local governments.
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HISTORICAL TRENDS

Because the Historical Tables publication
provides a large volume and wide array
of data on Federal Government finances,
it is sometimes difficult to perceive the longer
term patterns in various budget aggregates
and components. To assist the reader in
understanding some of these longer term
patterns, this section provides a short sum-
mary of the trends in Federal deficits and
surpluses, debt, receipts, outlays and employ-
ment.

Deficits and Debt.—As shown in Table
1.1, except for periods of war (when spending
for defense increased sharply), depressions
or other economic downturns (when receipts
fell precipitously), the Federal budget was
generally in surplus throughout most of the
Nation’s first 200 years. For our first 60
years as a Nation (through 1849), cumulative
budget surpluses and deficits yielded a net
surplus of $70 million. The Civil War, along
with the Spanish-American War and the
depression of the 1890s, resulted in a cumu-
lative deficit totaling just under $1 billion
during the 1850–1900 period. Between 1901
and 1916, the budget hovered very close
to balance every year. World War I brought
large deficits that totaled $23 billion over
the 1917–1919 period. The budget was then
in surplus throughout the 1920s. However,
the combination of the Great Depression
followed by World War II resulted in a
long, unbroken string of deficits that were
historically unprecedented in magnitude. As
a result, Federal debt held by the public
mushroomed from less than $3 billion in
1917 to $16 billion in 1930 and then to
$242 billion by 1946. In relation to the
size of the economy, debt held by the public
grew from 15% of GDP in 1930 to 109%
in 1946.

During much of the postwar period, this
same pattern persisted—large deficits were
incurred only in time of war (e.g., Korea
and Vietnam) or as a result of recessions.
As shown in Table 1.2, prior to the 1980s,
postwar deficits as a percent of GDP reached
their highest during the 1975–76 recession

at 4.3% in 1976. Debt held by the public
had grown to $477 billion by 1976, but,
because the economy had grown faster, debt
as a percent of GDP had declined throughout
the postwar period to a low of 23.9% in
1974, climbing back to 27.6% in 1976. Follow-
ing five years of deficits averaging 2.5%
of GDP between 1977-1981, debt held by
the public rose to 25.8% of GDP by 1981,
only two percentage points higher than its
postwar low.

The traditional pattern of running large
deficits only in times of war or economic
downturns was broken during the rest of
the 1980s. In 1982, large tax cuts were
enacted as were substantial increases in
defense spending. Reductions in nondefense
spending were not sufficient to offset the
impact on the deficit. As a result, deficits
averaging $207 billion were incurred between
1983 and 1992. As a result of these unprece-
dented peacetime deficits, debt held by the
public grew from $785 billion in 1981 to
$3.0 trillion (48.8% of GDP) in 1992.

Since peaking at $290 billion in 1992,
deficits have declined each year, dropping
to a level of $22 billion in 1997. As a
percent of GDP, deficits were reduced by
nearly 95% during those 5 years, from 4.7%
in 1992 to 0.3% in 1997. Debt held by
the public, which peaked at 50.2% of GDP
in 1993, has fallen to 47.3% in 1997.

Receipts.— From the beginning of the Re-
public until the start of the Civil War,
our Nation relied on customs duties to finance
the activities of the Federal Government.
During the 19th Century, sales of public
lands supplemented customs duties. While
large amounts were occasionally obtained from
the sale of lands, customs duties accounted
for over 90% of Federal receipts in most
years prior to the Civil War. Excise taxes
became an important and growing source
of Federal receipts starting in the 1860s.
Estate and gift taxes were levied and collected
sporadically from the 1860s through World
War I, although never amounting to a signifi-
cant source of receipts during that time.
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Prior to 1913, income taxes did not exist
or were inconsequential, other than for a
brief time during the Civil War period, when
special tax legislation raised the income tax
share of Federal receipts to as much as
13% in 1866. Subsequent to the enactment
of income tax legislation in 1913, these
taxes grew in importance as a Federal receipts
source during following decade. By 1930,
the Federal Government was relying on in-
come taxes for 60% of its receipts, while
customs duties and excise taxes each ac-
counted for 15% of the receipts total.

During the 1930s, total Federal receipts
averaged about 5% of GDP. World War
II brought a dramatic increase in receipts,
with the Federal receipts share of GDP
peaking at 20.9% in 1944. The share declined
somewhat after the war and has remained
fairly steady since the early 1950s, fluctuating
between 16–20% of GDP, and are currently
at 19.8% of GDP. Despite staying within
this 4% range during the postwar period,
there have been some significant shifts over
time in the underlying sources or composition
of receipts.

The increase in taxes needed to support
the war effort in the 1940s saw the income
tax rise to prominence as a source of Federal
receipts, reaching nearly 80% of total receipts
in 1944. After the war, the income tax
share of total receipts fell from a postwar
high of 74% in 1952 to 64% in the late
1960s. The growth in social insurance taxes
(such as social security and medicare) more
than offset a postwar secular decline in
excise and other non-income tax shares. The
combination of substantial reductions in in-
come taxes enacted in the early 1980s and
the continued growth in social insurance
taxes has resulted in a continued decline
in the income tax share of total receipts.
By 1983 income taxes had dropped to 54%
of total receipts and have remained between
53% and 58% since then.

Corporation income taxes accounted for a
large part of this postwar decline, falling
from 30% of total Federal receipts in the
early 1950s to 20% in 1969. During the
same period, pretax corporate profits fell
from about 12% of GDP in the early 1950s
to 10% in 1968. By 1980 the corporation

income tax share of total receipts had dropped
to 12.5%. During the 1980s, pretax corporate
profits declined as a percent of GDP and,
thus, the corporation income tax share dropped
to as low as 6.2% in 1983, but eventually
climbed back to 11.8% in 1996 and 11.5%
in 1997—still below the 1980 share. This
sharp drop in corporation income tax share
of total receipts was more than offset by
the growth in social insurance taxes, as
both tax rates and percentage of the workforce
covered by these taxes increased. Social insur-
ance taxes increased from only 8% of total
receipts during the mid-1940s to 38% by
1992, and declining to 34% by 1997. Excise
taxes have also declined in relative importance
during the postwar period, falling from a
19% share in 1950 to slightly under 4%
currently.

Outlays and Federal employment.—Through-
out most of the Nation’s history prior to
the 1930s, the bulk of Federal spending
went towards national defense, veterans bene-
fits and interest on the public debt. In
1929, for example, 71% of Federal outlays
were in these three categories. The 1930s
began with Federal outlays comprising just
3.3% of GDP. As shown in Table 1.2, the
efforts to fight the Great Depression with
public works and other nondefense Federal
spending, when combined with the depressed
GDP levels, caused outlays and their share
of GDP to increase steadily during most
of that decade, with outlays rising to 10.3%
of GDP by 1939 and to 12.0% by 1941
on the eve of U.S. involvement in World
War II. Defense spending during World War
II resulted in outlays as a percent of GDP
rising sharply, to a peak of 43.7% in 1944.
The end of the war brought total spending
down to 14.3% of GDP by 1949. Then the
Korean war increased spending to an average
19.5% of GDP for a few years in the early
1950s, but outlays as a percent of GDP
then stabilized at around 17–19% until U.S.
involvement in the Vietnam war escalated
sharply in the middle 1960s and early 1970s.
From 1967 through 1972, Federal outlays
averaged 19.6% of GDP. The decline in
defense spending as a percent of GDP that
began in 1971, as the Vietnam War began
to wind down, was more than offset by
increased spending on human resources pro-
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grams during the 1970s—due to the matura-
tion of the social security program and other
longstanding income support programs, as
well as a takeoff in spending on the recently
enacted Great Society programs, such as
medicare and medicaid—so that total spending
increased as a percent of GDP, averaging
20.9% during the last half of that decade.
Also contributing to the increase in Federal
spending was a substantial increase through-
out the 1970s in grants to State and local
governments. Since receipts were averaging
18% of GDP during the decade, chronic
deficits averaging 2% of GDP were incurred
(contributing to this was the recession of
1975–76, which saw deficits increase to 4.3%
in 1976).

The 1980s began with substantial momen-
tum in the growth of Federal nondefense
spending in the areas of human resources,
grants to State and local governments, and,
as a result of the deficits incurred throughout
the 1970s, interest on the public debt. In
the early 1980s, a combination of substantially
increased defense spending, continued growth
in human resource spending, a tax cut and
a recession caused the deficits to soar, which,
in turn, sharply increased spending for inter-
est on the public debt. Federal spending
climbed to an average of nearly 23% of
GDP during the 1981-1985 period. Partial
reversals of the tax cut and rapid defense
buildup, along with a strong economy during
the second half of the decade, brought Federal
spending back down to 21.4% of GDP by
1989. In the early 1990s, another recession,
in the face of continued rapid growth in
Federal health care spending and additional
spending necessitated by the Savings and
Loan crisis, caused outlays to average over
22.5% of GDP in 1991 and 1992. During
the past five years, this outlay growth trend
was reversed. Outlays have begun to fall
as a percent of GDP, dropping to 20.1%
by 1997.

Despite the growth in total Federal spending
as a percent of GDP in the postwar period,
Federal employment, as shown in Table 17.1,
has remained roughly constant, ranging from
1.8 to 2.3 million civilian employees (excluding
the Postal Service) throughout this period.
The composition of employment has shifted
dramatically between defense and civilian

agencies over the last 35 years. In 1951,
for example, of the 2.0 million employees,
1.2 million worked for the Department of
Defense and 0.7 million worked for civilian
agencies. By 1974, Federal employment was
split equally between defense and civilian
agencies, with each accounting for 1.07 million
employees. After a buildup in defense civilian
employment in the 1980s, the shift away
from defense to civilian agency employment
resumed in the 1990s, so that by 1997
civilian agency employment was 1.15 million
and Department of Defense employment was
0.72 million, nearly the reverse of the propor-
tions in 1951. During the past several years
total Federal employment has begun to de-
cline. Since 1992, when there were over
2.2 million civilians employed by the Federal
Government, reductions of over 350 thousand
employees have been achieved, bringing Fed-
eral employment down to less than 1.9 million
in 1997.

Although total spending has increased sub-
stantially as a percent of GDP since the
1950s, the growth in the various components
of spending has not been even and, thus,
the composition of spending has changed
significantly during the same period.

Discretionary spending totaled 12.7% of
GDP in 1962, with three-fourths going to
defense. Defense spending increased during
the Vietnam War buildup in the late 1960s
causing total discretionary outlays to rise
to 13.6% of GDP by 1968, after which
a secular decline began. By the middle 1970s,
this category had dropped to 10% of GDP.
It fluctuated between 91⁄2–101⁄2% of GDP
until the late 1980’s, when the defense buildup
that started early in that decade ended.
Total discretionary spending has fallen more
sharply over the past ten years, from 9.4%
in 1988 to 6.9% in 1997. Although total
discretionary spending has followed a path
of secular decline over the past 25 years,
its major components—defense and non-
defense—have experienced contrasting his-
tories.

Defense discretionary spending was at 9.3%
of GDP in 1962. As shown in Table 8.4,
spending in this category had declined to
7.4% of GDP by 1965, then increased as
a result of the Vietnam War. After peaking
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at 9.5% of GDP in 1968, it returned to
the 1965 level by 1971. The decline continued
throughout the 1970s, hitting a low point
of 4.7% of GDP in 1979. The defense buildup
starting in the early 1980s boosted its percent-
age of GDP back to 6.3% by 1986, after
which it again began a gradual decline
throughout the rest of that decade. By 1997,
defense discretionary spending stood at 3.4%
of GDP, reflecting the impact of the end
of the Cold War on our Nation’s defense
requirements.

Nondefense discretionary spending as a
percent of GDP has followed a much different
path. In 1962, it stood at 3.4% of GDP.
During the next few years it quickly increased,
reaching 4.2% of GDP by 1967. It dropped
slightly after that year, but still averaged
about 4.0% of GDP until 1975, when it
surged to 4.5% of GDP due to the recession
and, in part, to growth in spending on
energy and the environment, housing and
other income support programs. Much of
this growth was in the form of Federal
grants to State and local governments. Addi-
tional grant spending arose from the creation
of General Revenue Sharing in 1972 and
various anti-recession grants at the end of
the decade. Nondefense discretionary outlays
peaked as a percent of GDP during the
recession in 1980 at 5.2%. They declined
sharply as a percent of GDP starting in
1982, falling to 4.0% by 1985 and to 3.5%
during the 1987–1990 period. Spending for
these programs has increased slightly since
1990, climbing to 3.8% by 1992 before falling
back to 3.4% in 1997.

Programmatic mandatory spending (which
excludes net interest and undistributed offset-
ting receipts) accounts for a large part of
the growth in total Federal spending as
a percent of GDP since the 1950s. Major
programs in this category include social secu-
rity, medicare, deposit insurance and means-
tested entitlements (medicaid, aid to depend-
ent children, food stamps and other programs
subject to an income test). Prior to the
start of medicare and medicaid in 1966,
this category averaged 5.7% of GDP between

1962 and 1965 (less than half the size
of total discretionary spending), with social
security accounting for nearly half. Within
a decade, this category was comparable in
size to total discretionary spending, nearly
doubling as a percent of GDP to 10.6%
by 1976 (1.1% of which was for unemployment
compensation that year).

Although part of this growth represented
the impact of the 1975–76 recession on GDP
levels and outlays for unemployment com-
pensation, the largest part was due to growth
in social security, medicare and medicaid.
These three programs totaled 3.4% of GDP
in 1968 and grew rapidly to 5.6% of GDP
by 1976. While social security stabilized as
a percent of GDP during 1985–1997, ranging
from 4.3% to 4.7%, the growth in other
programmatic mandatory spending has contin-
ued to outpace the growth in GDP since
the mid-1970s (apart from the recessionary
periods) due largely to medicare and medicaid.
These two programs, which were 1.4% of
GDP in 1976, have more than doubled as
a percent of GDP since then, reaching 3.5%
in 1997. Excluding medicaid, spending for
means-tested entitlements in 1997 was at
1.2% percent of GDP, less than it was
twenty years ago in 1976. By way of contrast,
the remaining programmatic mandatory
spending— i.e, excluding medicare, unemploy-
ment compensation, social security, deposit
insurance and means-tested entitlements—
has been halved as a percent of GDP, falling
from 2.8% in 1976 to 1.4% of GDP in
1997. (Major programs in this grouping include
Federal employee and railroad retirement,
veterans’ benefits other than veterans’ pen-
sions, and farm price supports.) Nevertheless,
total programmatic mandatory spending in
1997 had reached 10.8% of GDP compared
to 6.9% for total discretionary spending.

Additional perspectives on spending trends
available in this document include spending
by agency, by function and subfunction and
by composition of outlays categories, which
include payments for individuals and grants
to State and local governments.
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