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BUDGET MESSAGE OF THE PRESIDENT
To the Congress of the United States:

The Federal budget must be both a consistent statement of our
national objectives and a responsible plan for achieving them. The
budget that I propose for fiscal year 1975 meets these standards. I t
places special emphasis on:

—the proper fiscal balance to keep the economy on the track to
sustained high employment and more stable prices;

—a strong defense force in support of our efforts to build an enduring
structure of peace in the world;

—a comprehensive energy program to deal with current shortages
and to reestablish our ability to be self-sufficient in energy;

—the New Federalism philosophy of strengthening the role of State
and local governments, and of the individual citizen;

—basic reforms of major domestic programs; and
—efficient management of the Federal Government in the years

ahead, through a more intensive focus on the tangible results that
programs achieve.

In the face of economic uncertainty, my budget recommendations
provide for a fiscal policy that would support high employment while
restraining inflation. I t would maintain the flexibility to take further
action, if needed, to offset the effects of energy shortages. My budget
recommendations hold the rise of Federal spending to the minimum
increases necessary.

The budget recommends total outlays of $304.4 billion in 1975,
$29.8 billion more than in 1974, and anticipates receipts of $295 billion,
a $25 billion increase over 1974. About 90% of the increase in out-
lays between 1974 and 1975 represents mandatory spending increases
that are unavoidable under current law.

THE BUDGET AT A GLANCE
[In billions of dollars]

Item 1973 1974 1975
actual estimate estimate

Receipts 232.2 270.0 295.0
Outlays 246.5 274.7 304.4

Deficit(-) -14 .3 - ^ 7 - 9 . 4
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THE BUDGET FOR FISCAL YEAR 1975

Under conditions of full employment—conventionally defined as a
4% unemployment rate—Federal receipts would be substantially
higher and outlays somewhat lower than these figures. Thus, on a
full employment basis the budget shows a surplus of $4 billion in 1974
increasing to $8 billion in 1975.

The budget proposes increases for defense activities so that we can
increase our defense preparedness and preserve present force levels in
the face of rising costs. These proposals reflect minimum prudent levels
of defense spending consistent with maintaining adequate armed forces
to assure our national security.

The budget includes my program, Project Independence, to reestab-
lish our capability for self-sufficiency in energy. I plan Federal funding
of $10 billion for the accelerated energy research and development
component of this program over the next 5 years. Other measures
already underway or proposed will help reduce low-priority energy
use and minimize economic dislocations due to shortages. Our vig-
orous diplomatic efforts to restore an acceptable pattern of world
trade in petroleum will complement these measures.

The budget carries forward the New Federalism philosophy. This
philosophy stresses the need to recognize the different roles appro-
priate to each level of government, and to the private sector—thereby
strengthening individual choice and self-reliance in America. The New
Federalism calls for Federal support in meeting national problems and
holds that State and local authorities are best able to make decisions
on local and statewide needs in accordance with local conditions and
community aspirations. Federal aid in the areas of law enforcement,
manpower, and rural development incorporate the principles of the
New Federalism. I now propose to apply this philosophy in major re-
forms of Federal assistance for health, education, community develop-
ment, and transportation.

Our welfare system is inefficient and inequitable. I urge the Congress
to work with my Administration in developing a new system that is
simple, fair, and compassionate.

I am once again proposing a comprehensive plan for national
health insurance that would make adequate insurance against the costs
of health care available to all Americans. This far-reaching reform is
long overdue. I urge early congressional action on it. The budget pro-
poses measures to prepare for this program.

Federal taxes impose a large burden on the Nation. Each Federal
program, therefore, must be managed as efficiently as possible, and
each must be subject to continuous scrutiny as to how well it meets
today's highest priority needs. This budget supports the major
management initiatives I have undertaken to ensure that Federal
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THE BUDGET MESSAGE OF THE PRESIDENT 5

programs produce results that truly satisfy the needs of the American
people—and do so at the lowest possible cost to the taxpayer.

The end of American combat involvement in the Vietnam war and
the reduction of cold war tensions in recent years have contributed to a
significant shift in the composition of the Federal budget. Defense
outlays remained virtually constant from 1968 to 1974, despite sub-
stantial cost increases and the pay raises which have accompanied the
transition to an all-volunteer armed force. These added costs were
offset by large savings resulting from reductions in men and materiel.
Defense costs have been a decreasing share of our national budget,
falling from 44% of Federal spending in 1969 to an estimated 29% in
1975.

Conversely, Federal nondefense spending has increased from 56%
of Federal spending in 1969 to 71% in this budget. In the process,
the form that Federal spending takes has shifted dramatically away
from support for direct Federal operations and toward benefit pay-
ments to individuals and grants to State and local governments.

When I took office as President in 1969, defense outlays were nearly
one-fifth more than combined outlays for aid to individuals under
human resource programs and for aid to State and local governments.
While our defenses are being maintained and strengthened, this budget
proposes spending nearly twice as much money for aid to individuals
and to State and local governments as for defense. This dramatic shift
in Federal spending both reflects and supports the New Federalism.

THE BUDGET AND THE ECONOMY

During the past year, our economy operated at close to full capacity.
In fact, the Nation's capacity for producing basic materials was used
at a higher rate than in any previous year since World War II. New
jobs were created for about 2% million people. Unemployment fell
from a 5.4% average rate in the second half of calendar year 1972 to a
4.7% rate in the second half of 1973. At the same time, adverse
weather and other conditions cut into the world's food supplies,
including ours, while the policies of exporting countries cut supplies of
oil and raised its price sharply.

These developments created a severe inflation during calendar year
1973, particularly in prices of food and energy. Our budget policy has
been a key element in the effort to control that inflation. Strict
limitation of expenditures in 1973 applied fiscal restraint to an econ-
omy that was expanding at an unsustainable rate. The budget totals
recommended here continue a policy of fiscal responsibility as part of a
continuing anti-inflation program.
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THE BUDGET FOR FISCAL YEAR 1975

THE BUDGET TOTALS

[Fiscal years. In billions]

Description
1973 1974 1975

actual estimate estimate

468.4
343.0

43.9
147.7
67.2

486.4
346.5

45.9
159.7
83.3

508.0
359.0

48.2
170.7
86.8

Budget receipts 232.2 270.0 295.0

Budget outlays 246.5 274.7 304.4

Deficit ( - ) - 1 4 . 3 - 4 . 7 - 9 . 4

Budget authority 276.7 310.9 322.1

1972
actual

Outstanding debt, end of year:

Gross Federal debt 437.3
Debt held by the public 323.8

Outstanding Federal and federally assisted credit, end
of year:

Direct loans 50.1
Guaranteed and insured loans 1 .__ 133.7
Government-sponsored agency loans2 48.9

1 Excludes loans held by Government accounts and special credit agencies.
2 See table E-7 in Special Analysis E, Federal Credit Programs, published in a separate volume.

There is now evidence that the economy is slowing down. In part
this is due to the energy shortage, which limits our ability to produce
some products and reduces demand for others. Our energy-use policies
are designed to minimize the adverse impact of the energy shortage on
the economy, but some effect is inescapable.

Some slowdown in the growth of demand is appropriate to help
check inflation. This is especially true in view of supply limitations.
But this slowdown should not be permitted to go too far. Therefore,
I propose a budget which will continue a posture of moderate restraint
rather than greatly intensifying that restraint. Also, my Administra-
tion is developing and will be prepared to use a range of measures to
support the economy if that should be necessary—measures tailored
to the special conditions of the energy shortage. Along these lines, the
Congress should enact the proposals I made last year to improve our
regular unemployment insurance system by establishing higher mini-
mum benefit standards and extending coverage to farm workers.

Under conditions of full employment the budget outlays I pro-
pose would be less than the receipts from present and proposed
taxes by about $4 billion in 1974 and $8 billion in 1975. A 4% rate
of unemployment is used as a measure of full employment in calculat-
ing these surpluses. These surpluses, following a small full-employment
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THE BUDGET MESSAGE OF THE PRESIDENT

deficit in 1973, and rising somewhat from 1974 to 1975, are consistent
with our objective of moderate restraint.

In large part, the estimated increase in the full-employment surplus
is the result of the high inflation rate experienced in calendar year
1973 and expected to continue for the first half of 1974. In the short
run, inflation increases receipts more than it increases outlays. Thus,
it increases for a time the surplus that would be achieved at high
employment. This means that the budget has the effect of restraining
inflation. The rising full-employment surpluses estimated here are
largely the product of an inflation that is proceeding too rapidly. To
use the size of these surpluses as an invitation or an excuse for more
spending would only make the inflation rate worse.

THE FULL EMPLOYMENT BUDGET

[Fiscal years. In billions]

Description
1973 1974 1975 1976

actual estimate estimate projection

Full-employment receipts 243 278

Full-employment outlays 1 245 274

Full-employment surplus or deficit (—) —2 4

311 339
303 329

10

1 In these estimates, outlays for unemployment insurance benefits and the Emergency Employ-
ment Act program are calculated as they would be at an unemployment rate of only 4%.

A 4% unemployment rate is used in calculating full-employment
receipts and outlays as a conventional standard which approxi-
mately removes the effects on the budget estimates of year-to-year
changes in the level of economic activity. To serve this purpose the
unemployment rate used for the calculations must be reasonably stable
from year to year. However, this does not mean that the feasible and
proper target for unemployment is always represented by the same
figure. In fact, as a result of changes in the composition of the labor
force, a 4% overall unemployment rate today would mean much
tighter conditions in labor markets than would have been true ten or
twenty years ago.

The estimates of receipts in this budget include the windfall profits
tax on oil producers which I have proposed. This tax would recapture
the excess profits that these producers would otherwise realize due to
rising oil prices.

I continue to urge action on the tax reform and simplification pro-
posals that were discussed with Congress last year. These proposals
would not appreciably affect the overall tax burden on the economy;
they would simply distribute it more equitably.
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8 THE BUDGET FOR FISCAL YEAR 19 75

Our ability to carry out sound fiscal policy and to provide the re-
sources needed to meet emerging problems is limited by decisions made
in the past. The portion of the budget subject to discretionary control
has shrunk in recent years primarily because of the relative decline in
controllable defense spending, the growth in mandatory grants to
State and local governments, and the growth in human resource
programs (which largely take the form of benefit payments, set by
law, to individuals and families). In 1975, over $223 billion in outlays;
or nearly three-quarters of the budget, will be virtually uncontrollable
in the short run due to existing law and prior-year commitments.
This represents a substantial decline in the controllability of the
budget since 1967, when only 59% of outlays were uncontrollable.

Controllability of Outlays — (Percenter)

llllSiiii
" rar

Uncontrollable Payments
lor Individuals

1961 *968
Fiscal Y««»i

1970 f97l W* I9T3 1974 1975
Estimate

Just as each budget is heavily influenced by commitments embodied
in those that have preceded it, so each, in turn, strongly influences
those that follow. Therefore, the future impact of current decisions
must be taken into account by projecting future available resources
and the known claims against these resources. This is why the 1975
budget presents detailed projections of its 1976 spending implications;
this is also the reason that all five budgets submitted by my Admin-
istration have contained 5-year projections of full employment
outlays and receipts.
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THE BUDGET MESSAGE OF THE PRESIDENT 9

The costs of existing programs and of the new programs I have pro-
posed will rise over time in response to growth in the number of eligible
beneficiaries for programs such as social security and other entitlement
programs, and in response to price increases. The rise in outlays for
existing and currently proposed programs, however, will be less rapid
than the rise in tax receipts. Thus, by 1979, receipts are projected to
reach about $428 billion on a full-employment basis, while outlays for
existing and proposed programs will be $391 billion. This leaves
a budget margin—a margin which can be used for tax reduction, new
initiatives, or retirement of public debt—of about $37 billion for
1979. This compares with a margin of $10 billion projected for 1976.
The 1979 margin is a relatively small one—less than 9% of the
projected 1979 receipts—to cover the exigencies of the next 5 years.
But it is indicative of longer-term fiscal health if proper fiscal discipline
is exercised.

TOWARD A LASTING WORLD PEACE

The overriding goal of American foreign policy is to build a lasting
world peace, a peace resting on the solid foundation of mutual respect
among all nations.

We have made great progress toward this objective during the past
few years. During this Administration we have:

—ended American combat involvement in the war in Vietnam;
—ended the draft;
—established more cooperative relations with the Soviet Union;
—developed promising new relationships with the People's Republic

of China;
—concluded an initial strategic arms limitation treaty with the

Soviet Union; and
—provided diplomatic leadership toward a Middle East peace

settlement.
Building sound foundations for a durable peace requires patient and

skillful diplomacy. To be effective, statesmanship must be backed by
credible military strength. The 1975 budget provides for the defense
forces essential to protect our national security and to maintain the
credibility and effectiveness of our diplomatic efforts to preserve
world peace.

Increases in spending for military functions are necessary for both
1974 and 1975. Outlays of $85.8 billion are proposed for 1975, com-
pared to $79.5 billion for 1974. These figures include the outlay
impacts of proposed supplemental appropriations. These increases are
required to improve the readiness of our armed forces, to build up
levels of essential equipment and supplies, and to meet today's higher
costs of maintaining force levels. They would also provide for a vigorous
research and development effort that would enable us to produce new
weapon systems if they are needed to maintain the strategic balance.
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1 0 THE BUDGET FOR FISCAL YEAR 1975

Because of the urgency I attach to a strong defense effort, I am
recommending supplemental appropriations for 1974. An increase of
$2.8 billion in budget authority is proposed to improve combat readi-
ness and modernize forces, to augment munitions stock levels in
accordance with lessons learned in the Middle East war, and to meet
higher fuel costs.

The increases proposed for defense should be viewed in the context
of the substantial—but prudent—reduction in our defense forces that
has taken place since I took office. This reduction has resulted pri-
marily from our success in bringing about a general easing of world
tensions, in achieving mutual arms limitations, and in improving
weapons systems and military efficiency. We have 36% fewer men
under arms today than we had in 1968. In constant dollar terms, we
will spend substantially less for defense in 1975 than we did in 1964,
before the Vietnam buildup began.

The dollar costs of defense manpower are much higher with an
all-volunteer armed force than they were under the draft. The Nation
is now paying the full real costs of its defense in dollar terms; we no
longer "tax" the young by commanding their services at less than
their market value. I hope that we will never again need a draft.

Strengthening international economic cooperation is essential to our
quest for peace. Expansion of peaceful trade relationships helps bind
together the peoples of the world. We have already made considerable
progress toward international monetary reform, progress which has
helped bring about dramatic improvement in our balance of payments.
The Trade Reform Act, now before the Congress, would authorize
U.S. participation in a new round of international discussions to
reduce trade barriers. Failure to enact this measure in a responsible
form could result in a wave of trade protectionism that would under-
mine the economic well-being of all nations. I urge the Congress to
approve it.

This budget provides for the continuation of our foreign assistance
programs to strengthen the economies of developing nations, to pro-
vide humanitarian assistance and disaster relief, and to help friendly
nations provide for their own defense.

MEETING THE NATION'S NEEDS FOR ENERGY
AND BASIC RESOURCES

Until recent years, this country was largely self-sufficient in energy
production. The rapidly growing demands of our households and
industries for more and more energy, however, have now outstripped
available low-cost domestic supplies. During the past few years we
have become dangerously dependent on imported petroleum, which
until recently was low in price. Development of relatively high-cost
domestic sources has lagged.
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THE BUDGET MESSAGE OF THE PRESIDENT

Three years ago, in the first energy message delivered to the Congress
by any President, I warned that the long era of abundant low-cost
supplies of energy was drawing to a close. I proposed an expanded pro-
gram to produce greater supplies of clean energy. Last April, in my
second energy message, I warned that if existing trends continued
unchecked, the Nation would face a serious energy problem; I pro-
posed legislative action to meet this challenge. Since then, I have
repeated my previous warnings and proposed urgent measures
to restore our capability for energy self-sufficiency. The interruption of
oil exports- by Arab countries following the Middle East war last
October has aggravated the energy problem and underscored sharply
the need for this country to regain its ability to be self-sufficient in
energy. I have taken all responsible actions I can within my existing
authority to meet this challenge.

The 1975 budget reflects a comprehensive national energy policy to
deal with current shortages and provides funds to initiate the Federal
portion of Project Independence, an accelerated private and govern-
mental effort to reestablish our capability for self-sufficiency in
energy by 1980. I anticipate that the research and development
component of this program will require about $10 billion in Govern-
ment funds during its first 5 years; greater amounts may be needed
thereafter. These funds will complement an even larger research and
development investment in the private sector, which I will continue
to encourage.

Higher prices will be necessary to stimulate development of adequate
supplies of fuel through the mechanism of the free market. To assure
that this will not result in excess profits for oil producers, I have
proposed an emergency windfall profits tax on these producers.

Other elements of my comprehensive national energy policy include:
—reorganization of Federal administrative machinery to deal more

effectively with short- and long-term energy needs;
—stringent energy conservation measures and mandatory alloca-

tion of petroleum products as long as shortages persist;
—mandatory reporting of oil production, inventories, reserves, and

costs;
—modernization of regulations for railroads in order to permit

energy savings and other economies;
—policies to accelerate development of domestic oil and gas reserves,

including removal of ceilings on wellhead prices for new natural
gas, production from the Elk Hills, Calif., Naval Petroleum
Reserve, and development by private industry of western oil
shale and of off-shore oil and gas deposits;

—measures to permit increased use of our vast coal reserves,
including environmental safeguards for surface mining, conver-
sion of oil-fired electric powerplants to coal, improvement of
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12 THE BUDGET FOR FISCAL YEAR 1975

mining techniques, and accelerated efforts to develop technology
for coal gasification, coal liquefaction, advanced combustion
systems, and pollution control;

—development of fast breeder nuclear reactors, which will greatly
increase the amount of energy recoverable from our nuclear fuel
resources;

—more timely approval of sites for energy facilities and accelerated
construction of nuclear powerplants; and

—increased research on advanced energy sources, including fusion
power, and geothermal and solar energy.

Direct Energy Research and Development—Outlays

$ Billion* SBilliom

Nuclear Bmm&m Reactor
1 1 Otkr Hwkm fm*t

Fossil Fuel and Other

The budget provides for $1.5 billion in outlays for direct energy
research and development programs in 1975, compared to $942 mil-
lion in 1974. An additional $128 million in outlays is provided in 1975
for complementary basic research and for environmental and health
effects research. I will submit additional details on this accelerated
effort to the Congress shortly.

The Federal Government alone cannot overcome the energy crisis.
Project Independence will require a maximum effort by private
industry as well. The measures proposed in this budget provide the
essential governmental leadership to get this joint public and private
program underway. In addition, every American household and every
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THE BUDGET MESSAGE OF THE PRESIDENT 13

American business must economize on energy usage if we are to share
temporary shortages equitably, as we must, and reestablish our energy
independence in the long run.

The energy crisis has brought to the fore the need for a realistic
balancing of the demands of economic growth and the demands of
environmental protection. Shortages of "clean" fuels will mean that
some temporary variances from air quality plans will be necessary to
meet high priority energy needs. The progress we have made in
pollution control in recent years, however, along with reductions in
energy consumption, should insure that overall air quality will con-
tinue to improve.

The adverse impact of energy shortages on the economy could be
aggravated by shortages of other raw materials. A comprehensive
study on supplies of metal ores and other basic resources and our
needs for them is now underway. This study will help insure that our
policies properly anticipate potential problems.

We must also do everything we can to avoid a shortage of agricul-
tural commodities such as we experienced last year. For many years
this country enjoyed abundant agricultural production. This abund-
ance not only met domestic needs, but aided greatly in alleviating
hunger and malnutrition abroad. In 1972, however, adverse conditions
throughout much of the world created widespread agricultural short-
ages. Food costs began to spiral, both here and abroad.

My Administration made a number of important program changes
in 1973 to bring more farm land into production and to increase farm
output. These steps, combined with favorable weather conditions,
made 1973 a record crop year; farm income reached an all-time high
level. Agricultural income now depends more upon the private market,
and less upon the Government, than has been the case for over 3
decades. In 1973, direct Government payments to farmers experienced
their largest dollar decline in history.

HELPING PEOPLE
THROUGH STATE AND LOCAL GOVERNMENTS

Ours is a federal system of government. Our Constitution, now
nearly two centuries old, provides for a logical division of responsi-
bilities among:

—a strong national government, concerned with essential national
needs;

—State and local governments close to, and responsive to, the
needs of individuals and local communities; and

—private citizens endowed with civil liberties that are secure from
governmental encroachment.

540-000 O - 74 - 2
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14 THE BUDGET FOR FISCAL YEAR 1975

During the first century and a half of our national experience, State
and local governments were able to meet community and State needs
from their own revenue sources. They were financially independent of
the Federal Government. During the past 40 years, however, the needs
of State and local governments have outstripped their resources. The
Federal Government has therefore come to play a larger and larger
role in financing their day-to-day operations. In the 4 years between
1969 and 1973, Federal grants to States and localities doubled. In 1973
this financial aid, disbursed through literally hundreds of separate
programs, provided more than 20% of total State and local revenues.

Federal Grants to State and Local Governments
SBill

SO-

Estimat*

Unfortunately, these Federal programs have all too often been
accompanied by regulations and restrictions which have stifled innova-
tion and initiative on the part of State and local officials, severely
limiting the ability of those officials most familiar with problems at
the local levej to respond to local needs.

In response to this problem I have applied a philosophy of govern-
ment that has come to be known as the New Federalism. It calls for
each level of government to focus its attention on the functions most
appropriate to that level. By strengthening the resources and re-
sponsibilities of State and local governments, it permits their policies
and programs to reflect local needs more sensitively.
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THE BUDGET MESSAGE OF THE PRESIDENT 1 5

Broader sharing of Federal revenues with State and local govern-
ments is helping to make this philosophy a reality. Under the General
Revenue Sharing program, now in its second year, State and local
governments receive over $6 billion a year for use in meeting State
and local needs as they see them.

This Administration has also sought to substitute broad-based
formula grants for narrow categorical grant programs, giving State and
local governments significant discretion as to how funds are used and
insuring that Federal aid is more equitably distributed among re-
cipients. These principles now apply to several major areas of Federal
assistance.

The Law Enforcement Assistance program has demonstrated the
feasibility of broad-based formula grants. Aid under this program is
being increased from $28 million in 1969 to $747 million in 1975 and is
helping to make the streets of America safer.

The Comprehensive Employment and Training Act which I signed in
December extends these same grant principles to manpower programs,
Under this Act, the Federal Government will no longer specify the
types, methods, and proportions of various manpower services to be
provided. Instead, State and local governments will be able to use
the funds allocated to them to provide the mix of services which they
decide best meets the needs of their areas. The budget provides for
$2 billion in outlays for this program in 1975.

New authorities under the Rural Development Act are being imple-
mented this year in a manner which is supportive of State and local
developmen t plans and priorities.

I urge congressional action to achieve similar reform in additional
areas this year:

The principles embodied in the Education Grants Consolidation and
Reform I proposed last year deserve priority attention. State and local
education agencies should have greater freedom to direct Federal
assistance toward meeting what they view as high priority local needs.
I will continue to work with the Congress, therefore, on legislation to
consolidate and improve education grant programs.

The Better Communities Act would replace several ineffective grant
and loan programs with a more streamlined approach to the problems
of urban areas. This act would allow localities to decide for themselves
how to allocate community development funds. The budget proposes
funding for this program of $2.3 billion in 1975.

The Unified Transportation Assistance Program I am proposing
this year would provide $2.3 billion in highway and mass transit
funds, and permit States and localities to allocate these grant funds
flexibly, in accordance with local conditions and priorities. Since
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16 THE BUDGET FOR FISCAL YEAR 1975

transportation is a major consumer of energy and is strongly affected
by the energy crisis, high priority must be given to enabling States and
localities to make decisions on transportation systems based on their
assessment of economy, energy conservation, environmental impact,
and safety considerations.

I am proposing legislation for a new Economic Adjustment Assistance
program. This legislation would permit States and communities to
respond flexibly to problems of economic change and unemployment.

Another central feature of the New Federalism is strengthening the
ability of State and local governments to perform effectively. The
Responsive Governments Act would broaden Federal assistance available
for improving State and local planning, decisionmaking, and manage-
ment capabilities.

I urge the earliest possible enactment of all these measures.
In parallel with these legislative initiatives, my Administration is

continuing its efforts to consolidate and streamline categorical grant
programs, to simplify complex and burdensome procedures, and to
remove unnecessary, inflexible program restrictions.

As part of this same effort, Federal programs are being decentralized
along uniform regional lines, and the Federal Regional Councils are
being strengthened to facilitate coordination of Federal with State
and local activities at the operating level.

The budget accelerates our programs for aiding State and local
governments in improving water quality. The Environmental Protec-
tion Agency has allotted $4 billion to the States for 1975 to make
grants for municipal sewage treatment plants, a $1 billion increase
over the allotment for 1974. Priorities for grants within these allot-
ments will be determined by the States. A total of $6.9 billion was
made available for this program in 1973 and 1974, more than twice
the amount made available in the preceding 2 years.

STRENGTHENING THE ROLE OF THE INDIVIDUAL

Abraham Lincoln believed that:
"The legitimate object of Government is to do for a community

of people whatever they need to have done, but cannot do at all, or
cannot do so well, for themselves, in their separate and individual
capacities. In all that the people can individually do as well jor them-
selves, government ought not to interfere."

I share this belief. This philosophy underlies the efforts of my Admin-
istration to strengthen the role of the individual in American society.
It is a cornerstone of the New Federalism.

I believe that government policy should seek to maintain an
economic environment in which all who are able to work can find
employment and adequate earnings. For those unable to support
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THE BUDGET MESSAGE OF THE PRESIDENT 17

themselves, government should help to provide the means necessary
to meet personal and family needs, while preserving individual
dignity and self-respect.

My Administration has consistently endeavored to strengthen the
role of the individual in American society and to ensure that all
Americans enjoy equality of opportunity in education, in employ-
ment, in business, and in housing. We have consistently worked to
improve assistance for the retired, the disabled, and the unemployed.

Reflecting these concerns, Federal human resource programs have
grown dramatically. Between 1969 and 1975, outlays for these pro-
grams will have increased by 139%, while outlays for all other pro-
grams will have risen only 26%.

The national health insurance plan I am proposing represents
another major step toward improving the lives of individual Ameri-
cans. My proposal calls for basic reform in the financing of medical
care. It would bring comprehensive insurance protection against
medical expenses within reach of all Americans, including millions of
people who cannot now obtain adequate insurance coverage. Costs of
coverage for low-income families would be federally supported, with
payments scaled according to family income.

It will take several years for this reform to become fully operational.
In the interim, the 1975 budget provides $26.3 billion for existing
health programs. Under this budget, the momentum of cancer, heart,
and other research initiatives would be sustained, and total funding
for biomedical research would exceed $2 billion in 1975, almost double
the 1969 level. To support continued reform of our medical care
system, the budget proposes a total of $125 million in 1974 and 1975
to demonstrate health maintenance organization concepts throughout
the Nation. I am also proposing a Health Resources Planning Act to
enhance State and regional capabilities and responsibilities for planning
and regulating health services.

The rapid growth of human resource programs in recent years has
brought about many improvements in the well-being of the American
people. Higher social security benefits and extension of the Medicare
program, for example, have increased the economic security of the
elderly and the disabled. Cash benefits under social security programs
will rise from $26. 2 billion in 1969 to $62.9 billion in 1975. They now
reach 29 million beneficiaries. Five social security benefit increases have
been enacted since 1969. Taken together, these increases total nearly
70%, far exceeding the increases in the cost of living, and in average
wages, over this period. I continue to urge enactment of legislation
to reform private pension plans, legislation which would further
strengthen the economic security of millions of Americans in their
retirement years.
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The Supplemental Security Income program began operation on
January 1, 1974, replacing the various State public assistance pro-
grams for the aged, the blind, and the disabled with a more uniform
and equitable national system. This broad reform provides higher
benefits for these disadvantaged groups. In addition, Federal assump-
tion of responsibility for these programs will provide substantial fiscal
relief to State and local governments.

Also during the past month, food stamp benefits have been increased
by over 20%, and the program has been extended to those parts of the
country where it was not available before. Outlays for food stamps will
be $3.9 billion in 1975, 78% higher than the 1973 level.

I propose further measures to improve the income security of
Americans, including:

—reform of pensions for veterans and their dependents, with
provisions for automatic cost-of-living adjustments in benefits,
and better matching of pensions to family need;

—an increase in education benefits for veterans to help meet cost
increases since these benefits were last raised;

—automatic cost-of-living increases for the aged, blind, and dis-
abled beneficiaries of the Supplemental Security Income program;

—transfer of food stamps and related nutrition programs to the
Department of Health, Education, and Welfare, to improve co-
ordination of income maintenance programs; and

—continued priority efforts to develop a practical program of
direct cash assistance for housing.

One of the major unfinished pieces of business of my Administra-
tion is the replacement of the current welfare system with a new
system that works. Figures collected over the past year are grim
testimony to the fact that our current welfare system is a mess; these
figures show that fully 40% of the payments made are incorrect. I
intend to make new proposals to solve this continuing problem.

As we begin this effort, I hope that the debate can focus on the sub-
stance of the issues, not on superficial labels. I believe that the major-
ity of the American people agree on the principles that should guide
Federal income assistance:

—the system should provide strong work incentives for those able
to help themselves;

—income assistance should be provided in cash, rather than in
kind, so that families can make their own spending decisions;

—the system should be as simple as possible, replacing the chaotic
rules and overlapping programs that we have now;
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—the levels of support provided should reflect the compassionate
spirit of the American people toward those who cannot provide
for themselves; and

—Federal aid should be provided on an equitable basis nationwide.
I believe that the Administration and the Congress, working together,
can and must find a solution that accords with these principles.

IMPROVING MANAGEMENT IN THE FEDERAL
GOVERNMENT

The recommendations contained in this budget are part of a broad
effort by my Administration, working with the Congress and with State
and local officials, to improve public services at all levels. The New
Federalism is a crucial element of this broad endeavor. A second,
complementary element consists of improving the efficiency and
effectiveness of Federal programs in carrying out Federal responsi-
bilities.

Concern for meeting problems must extend beyond the well-intended
commitment of public funds. What really matters are the tangible
results produced through the effective use of these funds—results
measured in terms of better lives for all Americans.

Since I assumed office as President, I have encouraged extensive
efforts to streamline and revitalize the organization and management
of the Federal Government. These efforts are helping to ensure that
the taxpayers get their money's worth from the Government.

To enable the Federal Government to meet emerging challenges
more effectively, several new organizations have been created during
my Administration, and existing ones have been improved. Among
these new offices are Action, the Environmental Protection Agency,
the Council on Environmental Quality, the National Oceanic and
Atmospheric Administration, the Domestic Council, the Office of
Management and Budget, the Drug Enforcement Administration, the
Consumer Product Safety Commission, the Council on International
Economic Policy, and the Federal Energy Office.

In 1971 I proposed creation of four new departments, including a
department to be responsible for energy and natural resources. I
continue to urge congressional approval of this proposal as revised in
legislation submitted last year. In addition, I ask the Congress to join
me in renewing consideration of other departmental reorganization
legislation that will permit more effective management of the Govern-
ment.
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During the past 25 years, Presidents have been able to make many
improvements in Government organization under Presidential Reor-
ganization Plan Authority. This legislation has now expired. I urge
the Congress to restore this authority as soon as possible in order to
facilitiate continued modernization of our governmental structure.

Good organization is only a first step toward improving govern-
mental performance. Government can be effective only if the public
service can develop and retain capable leadership. In response to this
need, this Administration has placed high priority on the identification
and development of the most able career managers. We intend to
intensify this effort.

Increasing the effectiveness of individual programs is another
essential step in improving overall governmental performance. During
the past year I have launched an intensive effort to strengthen the
management of major Federal activities. The emphasis in this manage-
ment initiative is not on producing a great display of activity, nor
on merely rearranging work processes; the emphasis is on producing
significant results. To help keep a constant focus on program results,
I have asked each major department and agency to work with me in
developing a set of specific objectives to be achieved during fiscal year
1974. As we approach 1975, we will identify further objectives.
Currently, we are working toward more than 200 such objectives,
ranging from international monetary reform to improvement of op-
portunities for minorities and women.

These objectives will not simply be identified and then filed away
and forgotten. Specific results are to be achieved by specific deadlines.
These commitments will be reviewed continually and will guide day-
to-day operations until the objectives are met.

Congressional procedures, too, are in need of reform—particularly
those that deal with the budget. In my last three budget messages
I encouraged the Congress to reform its procedures for considering
the budget. I noted that the Congress faced a fundamental problem
because it lacks a system for relating each individual spending de-
cision—whether or not it is part of the appropriation process—to
overall budget totals. The need for a more systematic congressional
process was once again illustrated during the session just concluded.
Congressional actions, taken together, increased spending totals over
my proposals by $3.8 billion in 1974 and by $8.2 billion in 1975.

The Congress is currently moving toward a new budgetary system.
I commend this action and urge that the final procedures worked out
by the Congress recognize the necessary and proper role of the Presi-
dent and his responsibility for efficient administration of the executive
branch. I am particularly concerned about provisions which would
subject some of the most routine financial actions of the executive
branch to veto by either house of the Congress.
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CONCLUSION

The proposals set forth in this budget are constructive and forward-
looking. They meet the Federal Government's responsibility to provide
vigorous national leadership toward the solution of major national
problems. They do so within the bounds of fiscal prudence.

But the Federal Government cannot do everything. It should not
be expected to. Nor can money alone solve all our problems. Recog-
nizing these limitations, my Administration has made an intensive
effort to identify and do well those things which the Federal Govern-
ment should do. By the same token, this budget, like my previous ones,
stresses the revitalization of individual initiative and of State and
local capabilities. It represents an important further step in my efforts
to restore a proper balance of individual and governmental power in
America.

RICHARD NIXON.

FEBRUARY 4, 1974.

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

1975



PART I

THE BUDGET MESSAGE
OF THE

PRESIDENT

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

1976



THE BUDGET DOLLAR
Fiscol Year 1976 Estimate

Other

Where it comes from.

individual

Income Taxes Corporation

Income Taxes

Receipts

\ 13/ From Employers

From
Employees

National

DefenseDirect

Benefit

Payments

to Individuals

G/ants

to.7States

d/Localities

For Individuals

Other

Other Federal
Operations

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

1976



BUDGET MESSAGE OF THE PRESIDENT

To the Congress of the United States:

The year 1976 will mark the bicentennial of this country. With this
budget we shall begin our third century as a Nation.

In our first two centuries we have developed from 13 struggling
colonies to a powerful leader among nations. Our population has
increased from three million to more than 213 million. From a simple
agricultural society we have grown into a complex industrialized one.

Our Government—and its budget—have grown with the Nation,
as the increasing complexity of modern society has placed greater
responsibilities upon it. Yet our society has remained free and demo-
cratic, true to the principles of our Founding Fathers.

As we approach our third century as a Nation, we face serious
economic difficulties of recession and inflation. I have a deep faith,
however, in the fundamental strength of our Nation, our people, our
economy, and our institutions of government. I am confident that we
can overcome today's challenges as we have overcome others in the
past—and go on to greater achievements.

My budget recommendations are designed to meet longer-term na-
tional needs as well as immediate, short-run objectives. I t is vital
that they do so. Because of the size and momentum of the budget,
today's decisions will have far-reaching and long-lasting effects.

The recommendations set forth in this budget are an integral part
of the broader series of proposals outlined in my State of the Union
address. These proposals provide for:

—fiscal policy actions to increase purchasing power and stimulate
economic revival, including tax reductions and greatly increased
aid to the unemployed;

THE BUDGET AT A GLANCE
|In billioni of dollars)

Item 1974 1975 1976 Transition
actual estimate estimate quarter

Receipts _____ _ 264.9 278.8 297.5 84.4
OutUyi _ _ 268.4 313.4 349.4 94.3

Deficit ( - ) - 3 . 5 -34 .7 -51 .9 - 9 . 8
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—a major new energy program that will hold down energy use,
accelerate development of domestic energy resources, and promote
energy research and development;

—an increase in outlays for defense in order to maintain prepared-
ness and preserve force levels in the face of rising costs;

—a one-year moratorium on new Federal spending programs other
than energy programs; and

—a temporary 5% ceiling on increases in pay for Federal employees,
and on those benefit payments to individuals that are tied to
changes in consumer prices.

These policies call for decisive action to restore economic growth
and energy self-reliance. My proposals include a one-time $16 billion
tax cut—$12 billion for individual taxpayers and $4 billion for busi-
nesses—to stimulate economic recovery.

Total Federal outlays are estimated to increase 11% between 1975
and 1976. It is essential that we keep a tight rein on spending, to
prevent it from rising still further and making tax reduction impru-
dent. I believe that tax relief, not more Government spending, is the
key to turning the economy around to renewed growth.

I regret that my budget and tax proposals will mean bigger deficits
temporarily, for I have always opposed deficits. We must recognize,
however, that if economic recovery does not begin soon, the Treasury
will lose anticipated receipts and incur even larger deficits in the future.

My energy program calls for an increased fee on imported oil, and an
excise tax on domestically produced petroleum and natural gas. The
proposals also call for decontrol of oil prices—coupled with a windfall
profits tax—and deregulation of prices on new natural gas. These
measures will discourage excessive energy use and reduce our depend-
ence on imported oil. The $30 billion in receipts these measures will
produce will be refunded to the American people—refunded in a way
that helps correct the distortions in our tax system created by inflation.
Special provisions will ensure that low-income Americans and State
and local governments are compensated equitably. All of these com-
pensatory measures will be in addition to the $16 billion in tax relief
I have proposed.

My budget recommendations provide for total outlays of $349.4
billion in 1976, an increase of $35.9 billion over 1975, and anticipate
receipts of $297.5 billion, an increase of $18.8 billion over 1975.

The Congressional Budget and Impoundment Control Act of 1974
provides for major reforms in the budget process. As part of these
reforms, it changes the fiscal year for the Federal budget from the
present July-through-June basis to an October-through-September
basis, beginning with the 1977 fiscal year. This requires that there be a
separate transition quarter, extending from July through September
of 1976, after fiscal year 1976 ends and before fiscal year 1977 begins.
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THE BUDGET MESSAGE OF THE PRESIDENT 5

Estimates for the transition quarter are included in this budget. In
general, they anticipate continuing the 1976 program levels unchanged
for the additional three months. Because outlays and receipts vary
seasonally—that is, they do not occur at uniform rates during the
year—the estimates for this quarter (and particularly the deficit) are
not representative of a full year's experience.

THE BUDGET AND THE ECONOMY

If the Congress acts decisively on the new policies I have announced
in my State of the Union address, and if we exercise reasonable patience
and restraint, we can go far toward solving the broad range of economic
problems our Nation now faces.

It must be clearly understood that these problems are serious and
that strong remedies are fully justified. The economy is now in a reces-
sion. Unemplovment is far too high and productivity has declined. At
the same time, inflation, a serious and growing problem for nearly
a decade, continues to distort our economy in major ways. Underlying
these problems is the fact that we are far from self-sufficient in energy
production, and even with the measures I have proposed, regaining
the capacity for self-sufficiency will take years to achieve. Imported
fuel supplies have been interrupted once and remain vulnerable, and
oil prices have been increased fourfold.

The increased unemployment and continued price increases from
which we now suffer are problems we share with much of the rest of the
world. The roots of these problems are complex. The steep rise in the
price of imported oil, for example, while directly increasing prices,
has also acted like a tax increase by reducing the real income of
American consumers and transferring that income to oil exporting
countries. Lower real incomes, combined with consumer resistance to
rising prices, has reduced the demand for goods in the American mar-
ketplace. Such factors, superimposed on the inevitable slowdown in
economic growth following the boom of 1972-73, underlie the recession
we are now in.

The weakening of consumer demand and investment, in turn, is
beginning to exert a dampening effect on price and wage increases.
Thus, inflationary pressures are already beginning to recede and are
likely to continue to do so. The one-time increase in fuel costs needed
to constrain excessive energy usage will not reverse this basic trend.

Aiding economic recovery.—In view of this situation, I have
proposed a $16 billion rebate of personal and corporation income taxes
that will help reduce unemployment without rekindling inflation. This
tax cut will contribute to deficits, adding $6 billion in 1975 and $10
billion in 1976.

Aside from the effects of the proposed tax reduction, the deficits
anticipated for 1975 and 1976 are in large part the result of those
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aspects of the budget and the tax system that respond automatically
to changes in the economy. When an economic slowdown occurs,
Federal tax collections slow down more than incomes and profits do,
and unemployment benefit payments rise sharply. These factors tend
to cushion the economic downturn and help sustain individual and
corporate incomes.

These stabilizing influences are substantial. If the economy were
to be as fully employed in 1976 as it was in 1974, we would have
$40 billion in additional tax receipts, assuming no change in tax rates.
Aid to the unemployed, including the special measures I proposed
and the Congress enacted last December, will be $12.7 billion larger
in 1976 than in 1974, providing income support for 14.7 million bene-
ficiaries and their families. In 1975, receipts would be $30 billion higher
and aid to the unemployed is up $9 billion over 1974. These factors
alone more than account for the deficits expected in both 1975 and
1976.

THE BUDGET TOTALS
[In billions of dollars]

1974 1975 1976 Transition
Description actual estimate estimate quarter

estimate

Budget receipts 264.9 278.8 297.5 84.4
Budget outlays 268.4 313.4 349.4 94.3

Deficit ( - ) -3 .5 -34.7 -51.9 -9 .8

Budget authority 313.9 395.1 385.8 88.2

1973
actual

Outstanding debt, end of fiscal period:
Gross Federal debt 468.4
Debt held by the public 343.0

Outstanding Federal and federally assisted
credit, end of fiscal period:

Direct loans—on budget 44.2
Direct loans—off budget 13.2
Guaranteed and insured loans 1 146.9
Government-sponsored enterprise loans 2_ 54.8

1 Exclude* loans held by Government accounts and special credit agencies.
1 See table E—10 in Special Analysis E. Federal Credit Programs, published in a separate rolume.

The Government must act decisively to help restore economic
health, and act compassionately to aid those most seriously affected
by unemployment. It does not make economic sense to insist on
cutting a dollar out of the budget for each dollar of tax receipts lost
just because of decreases in incomes and profits resulting from the
economic downturn. Nor does it make sense arbitrarily to offset each

486.2
346.1

46.1
15.4

153.2
71.1

538.5
389.6

46.2
30.8

154.0
86.0

605.9
453.1

49.6
39.8

161.7
94.7

616.8
465.5

n.a
n.a
n.a
n.a
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dollar of increased aid to the unemployed by a reduction elsewhere
in the budget.

Last October, I proposed a National Employment Assistance Act,
which provided for liberalized unemployment benefits and coverage
and for more public employment. Congress has since enacted, and I
have signed into law, two employment assistance acts derived from my
proposals. One of these measures, the Emergency Jobs and Unemploy-
ment Assistance Act, provides unemployment benefits to workers not
covered by the regular unemployment insurance system and provides
increased job opportunities in the public sector. The other measure,
the Emergency Unemployment Compensation Act, extends the length
of time that workers covered by the regular unemployment insurance
system are eligible for benefits. My budget recommendations include
outlays of $17.5 billion in 1976 for income support for the unemployed,
both under these two acts and under the regular unemployment
compensation programs. Another $1.3 billion will be spent for increased
public sector jobs.

Budget reductions.—While recommending temporary measures to
help the economy and to provide greater assistance to the unem-
ployed, I have sought, on an item-by-item basis, to eliminate non-
essential spending and avoid commitment to excessive growth of
Federal spending in the long run. I am proposing no new spending
initiatives in this budget other than those for energy. I am also propos-
ing that the allowable increase in Federal pay and in benefit payments
to individuals that currently are linked by law to increases in consumer
price levels be limited to 5% through June 30 of next year. To be
equitable, this ceiling should apply to all these programs. This limit
will save $6 billion in 1976 and permit us to concentrate maximum
resources on direct efforts to speed economic recovery, including tax
reduction.

In addition, I have previously asked the Congress to agree to a
series of measures that would reduce outlays. In some cases the
Congress has done so; in others it has overturned my proposals. Those
economy measures to which Congress has not objected are reflected in
my budget recommendations. These measures will provide $8 billion
in savings in 1976. Further program reductions recommended in this
budget will save another $3 billion. Unless the Congress concurs
with the proposals now before it, including those advanced in this
budget, outlays—and thus the deficit—will be about $17 billion
greater in 1976 than the figure estimated in this budget. It is therefore
essential that the tax cuts I am proposing be considered in conjunction
with these savings proposals.

My proposal to place a temporary limit on civil service and military
pay increases recognizes that the Federal Government must set an
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example for the rest of the economy, and that Federal employees
generally enjoy considerably greater job security than the average
worker under current economic conditions. I believe that most Federal
employees will understand that some restraint on their pay increases
is appropriate now to help provide benefits and increased job oppor-
tunities for those who are unemployed.

I urge the Congress to accept this recommendation. I especially
urge the private sector—labor and management alike—to follow this
example and minimize price and wage increases.

I have proposed a similar temporary limit on the automatic increases
in benefit programs linked to changes in consumer prices. These pro-
grams include Social Security, Railroad Retirement, Federal employee
retirement and disability systems, military retired pay, Supplemental
Security Income, and the food stamp and child nutrition programs.
My proposal is made in the context of the very large increases that
have occurred in these programs in recent years—increases well in
excess of the rate of inflation. For example, between 1970 and 1975,
average payments per Social Security beneficiary have increased 22%
in constant prices—that is, after adjusting for the 38% rise in con-
sumer prices. Both benefit increases and growth in the number of bene-
ficiaries have contributed to an increase in outlays for these programs
from $39 billion in 1970 to an estimated $91 billion in 1975.

With thousands of workers being laid off while considerable infla-
tionary momentum persists, I believe that modest restraint on Federal
pay raises and on the growth of Federal benefit programs is an equi-
table way to keep the budget from perpetuating inflation.

BUDGET TRENDS AND PRIORITIES

The Federal budget both reflects our national priorities and helps
to move the Nation toward their realization. Recent years have seen
a significant shift in the composition of the Federal budget. The pro-
portion of the budget devoted to defense has declined substantially
since 1964, with a corresponding increase in the nondefense propor-
tion of the budget. This shift has been particularly rapid since 1969,
due in part to the end of American combat involvement in Vietnam.

Defense outlays remained virtually level in current dollar terms
from 1969 to 1974, absorbing substantial cost increases—including the
pay raises necessary to establish equitable wage levels for our service-
men and women and to make possible the transition to an all-volunteer
armed force. Defense programs have undergone large reductions in
real terms—reductions of about 40% since 1969 in manpower and
materiel. In consequence, defense outlays have been a decreasing share
of our gross national product, falling from 8.9% in 1969 to 5.9% in
1976.

At the same time, Federal nondefense spending has increased sub-
stantially in both current and constant dollar terms, growing from
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Federal Outlays as a Percent of GNP
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11.6% of the gross national product in 1969 to an estimated 16.0% in
this budget. In the process, the form that Federal spending takes has
shifted dramatically away from support for direct Federal operations
and toward direct benefits to individuals and grants to State and
local governments. About a third of the latter also help to finance
payments to individuals. Both legislated increases and built-in program
growth have contributed to the doubling of outlays for domestic
assistance in the past five years. The sharp drop in defense manpower
and procurement has helped make this possible without tax increases
or larger deficits.

It is no longer realistically possible to offset increasing costs of
defense programs by further reducing military programs and strength.
Therefore, this budget proposes an increase in defense outlays in
current dollars that will maintain defense preparedness and preserve
manpower levels in the face of rising costs. These proposals are the
minimum prudent levels of defense spending consistent with providing
armed forces which, in conjunction with those of our allies, will be
adequate to maintain the military balance. Keeping that balance is
essential to our national security and to the maintenance of peace.

In 1969, defense outlays were nearly one-fifth more than combined
outlays for aid to individuals under human resource programs and for
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aid to State and local governments. Despite the increase in current-
dollar defense outlays, this budget—only seven years later—proposes
spending twice as much money for aid to individuals and State and
local governments as for defense.

Outlays for assistance to individuals and to State and local gov-
ernments will rise from $140 billion in 1974 to $173 billion in 1975,
and $190 billion in 1976. These increases include the costs of the
emergency unemployment assistance measures enacted last De-
cember, together with increased outlays under the regular unemploy-
ment insurance system. Outlays for other benefit programs, including
Social Security, Supplemental Security Income, Medicare, and
Medicaid, will also increase substantially.

The budget carries forward a philosophy that stresses an appro-
priate separation of public and private sector responsibilities. Within
the sphere of public sector responsibilities, it calls for Federal em-
phasis on meeting national problems and encourages State and local
responsibility and initiative in meeting local and statewide needs.
Broader Federal aid to States and localities and a reduction in the
Federal restrictions imposed as requirements for this aid are key ele-
ments of this philosophy. In 1974, Federal aid supplied 21% of total
State and local government receipts, more than twice the percentage
of two decades earlier. My budget recommends Federal grants-in-aid
of $56 billion in 1976.

ENERGY

The fourfold increase in oil prices dictated by oil-exporting countries
has been a major factor in the sharp inflationary surge of the past
year and a half. It endangers the health of world trade and is creating
significant financial and economic disruption throughout the world.
Among other things, the resulting high fertilizer prices are hampering
efforts to increase world agricultural production, thereby aggravating
the world food problem.

Fuel conservation.—I continue to believe that fuel conservation
and a reduction of world oil prices are in the long-term interest of both
consumer and producer countries. Accordingly, I have proposed a series
of stringent fuel conservation measures, including taxes on petroleum
and natural gas offset by income tax reductions, payments to low-
income individuals, and increased aid to State and local governments.
On balance, this program will preserve consumer and business pur-
chasing power while strongly discouraging petroleum consumption.
Amendments to the Clean Air Act and other measures I have proposed
will contribute to substantial improvement in automobile gasoline
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mileage and allow greater use of domestic coal for electric power
generation, thus further reducing our need for imported oil.

At the same time, my Administration is pursuing diplomatic efforts
to alleviate financial and supply problems in the industrialized world.

Development of domestic energy sources.—Fuel conserva-
tion measures and stronger diplomatic efforts are only part of the
solution to the energy problem. Vigorous efforts to speed development
of our vast domestic energy resources—particularly oil, gas, coal, and
nuclear—are also essential. As part of these efforts, my Administration
has worked out a comprehensive plan for leasing the offshore oil and
gas resources of our Outer Continental Shelf. Studies are underway
to insure that development and production will be accomplished
safely and in an environmentally acceptable manner. We also seek
responsible use of our extensive Naval Petroleum Reserves in Cali-
fornia and Alaska and are taking steps to increase our use of our
vast domestic coal reserves. These measures, including workable and
precise legislation regulating strip mining, seek a proper balance
between energy needs and environmental considerations. I will propose

Energy Research and Development Outlays
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legislation to assist certain utilities facing serious financial difficulties
and to encourage utilities to use fuels other than oil and natural gas.
Increased domestic supplies, including establishment of a strategic
petroleum storage system, coupled with fuel conservation, will help
reduce our dependence upon petroleum imports and our vulnerability
to interruption of foreign supplies.

In addition, the Federal Government has further expanded its
research and development program to provide the new and improved
technologies necessary for increasing the use of our domestic energy
resources. Outlays for energy research and development will be $1.7
billion in 1976, an increase of 36% over 1975 and 102% over 1974.
My budget recommendations continue our vigorous nuclear research
and development program and further accelerate nonnuclear energy
research and development—particularly in coal and solar energy. To
provide a better organizational framework for this effort, last October
I signed into law an act creating the Energy Research and Develop-
ment Administration, which brings together within a single agency the
Government's various research and development programs relating to
fossil fuels, nuclear energy, and other energy technologies such as
geothermal and solar. An independent Nuclear Regulatory Com-
mission has also been established to improve the regulatory process
associated with nuclear plant licensing, safety, and nuclear materials
safeguards, and to separate this function from nuclear power develop-
ment activities.

Agriculture.—Besides fuel costs, the cost of food has been the other
special problem in the inflationary surge of the past two years. A world-
wide decline in agricultural production due in part to adverse weather
conditions has created shortages that have been critical in some areas
and have sent world food prices soaring.

In response to these shortages, we have stimulated U.S. production
by eliminating Government-imposed crop restrictions originally de-
signed to prevent surpluses. Our increased production will help to
curb inflation and will aid in relieving severe food shortages abroad.
To the extent that we can produce beyond ou* domestic needs, we
will be able to increase our agricultural exports and share our in-
creased supplies with hungry peoples overseas.

NATIONAL SECURITY AND FOREIGN RELATIONS

The ultimate goal of American foreign policy is to ensure the
freedom, security, and well-being of the United States as part of a
peaceful and prosperous international community. Our diplomacy,
backed by a strong national defense, strives to strengthen this inter-
national community through the peaceful resolution of international
disputes, through arms control, and by fostering cooperation and
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mutual restraint. We seek a healthy world economy through expanded
trade, cooperative solutions to energy problems, and increased world
agricultural production to meet mankind's need for food. In today's
interdependent world, each of these objectives serves our own national
interest even as it helps others.

National security.—The Vladivostok understanding, which I
reached with General Secretary Brezhnev of the Soviet Union,
represents a major step on the long and arduous road to the control
and eventual reduction of nuclear arms. For the first time, we have
reached an understanding on specific and equal limitations on strategic
nuclear weapons. Once we have concluded an agreement based on
these understandings, we will be prepared to take the next step—
to seek further reductions, as we have already done in the case
of antiballistic missile launchers.

The progress we have already made along the road to eventual
strategic arms reductions has been possible only because we have
remained strong. If we are to make further progress, we must act to
preserve our strategic strength. My defense proposals provide for
necessary force improvements and for the development of strategic
alternatives necessary to maintain, within the limits of the Vladivostok
agreement, a credible strategic deterrent.

More attention must now be given to maintaining an adequate
balance in general purpose forces. In this area we share the burden of
defense with our allies. The United States has entered into negotia-
tions between members of NATO and of the Warsaw Pact on mutual
and balanced force reductions. If those negotiations are successful,
some U.S. forces stationed in Europe could safely be withdrawn. For
the time being, however, the United States and its allies must main-
tain present manpower levels and continue to strengthen conventional
combat capabilities.

In an effort to increase efficiency and achieve greater combat oa-
pability with existing manpower levels, the Army has undertaken to
provide 16 active combat divisions by June of 1976 with approximately
the same total number of Army personnel as was authorized for 13
divisions in June of 1974. This 16-division combat force will re-
quire additional equipment, which is provided for in my budget
recommendations.

Because the welfare and survival of the United States and its allies
depend upon the flow of ocean-going trade and supplies, strong naval
forces are required. In recent years, the number of Navy ships has
decreased, primarily as a result of the retirement of many aging ships
built during World War II. The savings from this action have been
used to strengthen the combat capabilities of the remaining force. This
budget provides for a vigorous program of new ship construction
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and modernization necessary to maintain the naval balance in the
future.

Foreign relations.—In addition to maintaining a strong defense ca-
pability, the United States strives, through its diplomacy, to develop
and maintain peaceful relationships among nations. Foreign assistance
is both an expression of our humanitarian concern and a flexible
instrument of diplomacy. Our assistance in Indochina is making an
essential contribution to the security and reconstruction of the coun-
tries in that region. Additional military assistance is now necessary to
enable the South Vietnamese and Cambodian Governments to defend
themselves against increasing military pressure. Our assistance in the
Middle East is an integral part of our diplomatic effort to continue
progress toward a peaceful solution to the area's problems. An in-
creasing portion of our economic aid program is devoted to helping
developing countries improve their agricultural productivity.

Higher oil prices, widespread food shortages, inflation, and spreading
recession have severely strained the fabric of international cooperation.
The United States has undertaken several major diplomatic initiatives
designed to help restore international economic stability. Our diplo-
matic efforts were instrumental in the establishment of the Interna-
tional Energy Agency and its program, which provides for emergency
oil sharing, conservation efforts, and development of alternative energy
sources. More recently, the United States proposed a $25 billion special
financing facility to assist industrialized countries in dealing with
balance of payments difficulties. This new facility will supplement
expanded operations of the International Monetary Fund. At the
World Food Conference, in Rome, the United States proposed a
number of measures to deal with the world food problem, including
Creation of an international system of grain reserves.

In addition, the Trade Act passed by the Congress last December
will make possible a strengthening of international trade relations by
enabling the United States to work with other nations toward reducing
tariff and nontariff barriers to trade and improving access to supplies.

The strengthening of international trade and financial cooperation
is essential if we and other nations are to cope successfully with
current economic stresses. It is a prerequisite for renewed economic
progress at home and abroad.

DOMESTIC ASSISTANCE

The enormous growth in recent decades of Federal programs for
assistance to individuals and families, and to State and local govern-
ments, has placed heavy demands on the budget. This growth ex-
pressed the desire of a compassionate society to provide well for its
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retired workers, veterans, and less fortunate members without
sacrificing our proud and productive tradition of individual initiative
and self-reliance. In the process, we have built a stronger partnership
among the various levels of government: Federal, State, and local.

AID TO INDIVIDUALS AND TO STATE AND LOCAL GOVERNMENTS
[Dollar amounts in billions]

Percent
Item 1968 1970 1972 1974 1976 '"JgJ"*'

1976

Payments to individuals! $40 $51 $70 $94 $135 241
Grants-in-aid! 19 24 36 46 56 199

For payments to individuals (6) (8) (15) (16) (18) (201)
Other (13) (15) (21) (30) (37) (198)

Total 58 75 106 140 190 227
Memorandum:

All other outlays (121) (122) (126) (128) (159) (32)

1 Excludes military retired pay and grants classified in the national defense function.

Human resources programs.—The rapid growth of human re-
sources programs in recent years has brought about many improve-
ments in the well-being of the American people. Benefits under Social
Security, Medicare, Medicaid, Supplemental Security Income, food
stamps and veterans programs have increased substantially. In just
seven years, cash benefits under social security programs will have risen
from $26 billion in 1969 to $70 billion in 1976. They now reach 28
million beneficiaries. By 1976, six social security benefit increases will
have occurred since 1969. Automatic cost-of-living adjustments to
benefits are now provided by law. Allowing for the temporary 5%
ceiling I have proposed on benefit increases between now and July
1976, the increases from 1970 through 1976 in the average recipient's
social security benefits, taken together, will total 77%. This far
exceeds the increases in the cost of living (51%) estimated for this
period.

The Supplemental Security Income program began operation a year
ago, replacing the various State public assistance programs for the
aged, the blind, and the disabled with a more uniform and equitable
national system. This broad reform has provided higher benefits for
these disadvantaged groups. In addition, Federal assumption of
responsibility for these programs has provided significant fiscal relief
to State and local governments. This budget provides for substantial
increases in administrative personnel necessary to improve services
to beneficiaries both of this program, and of social security.

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

1976



16 THE BUDGET FOR FISCAL YEAR 1976

Outlays for the food stamp program have increased from $248
million in 1969 to an estimated $3.6 billion in 1976.1 have undertaken
reforms to simplify the administration of this program and reduce
costs, while providing for more equitable treatment of beneficiaries.

Outlays (or Aid to the Unemployed

S Billions $ Billions

1976
Estimate

Over the years, the income security of our labor force has been
enhanced by liberalization of benefits and coverage under our unem-
ployment insurance system, while increased employment opportunities
have been created in areas of high unemployment. Programs derived
from the special unemployment assistance measures I proposed last
October have been enacted into law as the Emergency Jobs and Un-
employment Assistance Act and the Emergency Unemployment
Compensation Act. With these new acts, total unemployment assist-
ance, including employment programs, will expand 207%, from $6.1
billion in 1974 to $18. 8 billion in 1976.

Our present welfare system is inefficient and inequitable. It is
wasteful not only of tax dollars but, more importantly, of human
potential. Left unchanged, over the long run the situation will almost
surely continue to deteriorate. I urge the Congress to work with my
Administration to develop reforms that make the system simple, fair,
and compassionate. This approach need not cost more, but rather
can use our welfare dollars more effectively.
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America needs to improve the way it pays for medical care. We
should begin plans for a comprehensive national health insurance
system. However, in view of the economic developments and the
measures I have proposed to combat recession and inflation, I cannot
now propose costly new programs. Once our current economic prob-
blems are behind us, the development of an adequate national medical
insurance system should have high national priority. I urge the Con-
gress to work with my Administration in order to devise a system
that we will be able to afford.

The major existing Federal programs for financing medical care,
Medicare and Medicaid, are now 10 yeais old. Medicare outlays of
$15 billion in 1976 will help to meet the medical costs of an esti-
mated 13.3 million aged and disabled Americans, 29% more people
than were aided in 1971. Medicaid outlays of $7.2 billion will help
to pay medical care for 26 million low-income Americans in 1976—
a 40% increase in beneficiaries since 1971. Federal health programs
also provide health care and insurance for Federal employees, veterans,
and other groups. In total, existing Federal health programs now pay
about 27% of the Nation's total health bill.

General Revenue Sharing.—General Revenue Sharing has become
an integral and important part of the Federal grants-in-aid system.
This program has been highly successful, providing fiscal assistance
that can be applied flexibly to meet the needs of States and localities
according to their priorities. It has distributed assistance more equi-
tably than before, reaching many local governments that had not
received Federal aid in the past.

Current authority for general revenue sharing will expire at the
end of calendar year 1976. Because I believe in the soundness of this
program, I shall propose legislation extending general revenue sharing
through fiscal year 1982. Prompt action by the Congress on the
proposed extension will permit State and local governments to plan
their future budgets more effectively and avoid the waste and in-
efficiencies that prolonged budgetary uncertainties would create. In
addition, the energy tax equalization payments to State and local
governments will be distributed according to the formula used for
general revenue sharing.

Transportation.—My budget recommendations anticipate legis-
lation that I shall propose to extend the Highway Trust Fund through
1980 for the Interstate Highway System only, and increase its funding.
My proposal will focus trust fund assistance on completion of key
segments of the Interstate Highway System needed to link the national
system together. They will also combine a number of narrow categori-
cal grant programs to eliminate red tape and allow localities greater
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Federal Grants to State and Local Governments

1966 ?967 1968 1969 1970 1971 1972 1973 1974 1975 1976
Fiicol Y«or*

flexibility in meeting their transportation problems. In 1978, States
will be permitted, under this proposal, to assume over $1 billion of
Federal motor fuel tax receipts for local needs.

In order to improve the safety and efficiency of the Nation's avia-
tion system, and to increase its responsiveness to current needs, I
will propose legislation to restructure Federal airport and airway
development programs. My proposal will broaden the range of aviation
activities that may be financed from the Airport and Airway Trust
Fund, eliminate unnecessary Federal involvement in airport invest-
ment decisions, and allocate user fees more equitably among aviation
system users.

BUDGET REFORM

As demands on the budget have grown, the need for better con-
gressional procedures for considering the budget has become increas-
ingly clear. In the past the Congress has acted upon the budget in a
piecemeal fashion, with far too little attention to the total. The
Congressional Budget and Impoundment Control Act, passed last
summer, mandates changes in the Federal budget and major reforms
in congressional procedures for dealing with it. Under the new proce-
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dures, the Congress will have a larger and better-defined role in
developing sound budget and fiscal policies. Congressional organiza-
tion and procedures will focus greater attention on the budget totals
early in the legislative process.

Major provisions of the act require greater attention to the future-
year costs of legislative proposals and ongoing programs, and establish
a budget committee in each Chamber and a Congressional Budget
Office to aid Congress in its consideration of budget recommendations.
The shift of the fiscal year to an October-to-September basis will give
the Congress more time to complete action on the budget before the
fiscal year begins.

The act also provides for a closer working relationship between
the Congress and the executive branch in controlling outlays. I look
forward to a new era of fruitful cooperation between the legislative
and executive branches on budgetary matters, a cooperation that
will enhance fiscal responsibility, make the budget a more useful
instrument of national policy, and promote a more careful allocation
of limited resources.

During the past six years, the budget has become increasingly
forward-looking, focusing attention on the future effects of budget
proposals. The new act builds upon this initiative with the require-
ment that the budget present more extensive five-year projections of
outlays and receipts. These projections indicate the large natural
increase in receipts resulting from rising incomes and profits as the
economy recovers. These increased receipts, coupled with prudent
fiscal restraint, will make it possible to avoid deficits that would be
inflationary when the economy returns to high employment.

The Government strongly affects the economy in many ways not
fully reflected in the budget. These influences include tax expenditures
such as those that encourage homeownership and business invest-
ment; and the operations of Federal or Government-sponsored enter-
prises, particularly in the credit field, that are excluded from the
budget. The new act recognizes the importance of these factors by
requiring that they be given greater consideration in connection
with the budget.

CONCLUSION

As we approach our national bicentennial, difficult challenges lie
before us. The recommendations in this budget address the Nation's
problems in a direct, constructive, and responsible fashion. They are
designed to move the Nation toward economic health and stability.
They meet human needs. They provide for the strong defense essential
to our national security and to our continuing efforts to maintain
world peace.
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Looking beyond the bicentennial, toward the year 2000, the prac-
tical limits to the growth of the Federal Government's role in our
society become increasingly clear. The tremendous growth of our
domestic assistance programs in recent years has, on the whole, been
commendable. Much of the burden of aiding the elderly and the needy
has been shifted from private individuals and institutions to society as
a whole, as the Federal Government's income transfer programs have
expanded their coverage.

These programs cannot, however, continue to expand at the rates
they have experienced over the past two decades. Spending by all
levels of government now makes up a third of our national output.
Were the growth of domestic assistance programs to continue for the
next two decades at the same rates as in the past 20 years, total
government spending would grow to more than half of our national
output. We cannot permit this to occur. Taxation of individuals and
businesses to pay for such expansion would simply become insupport-
ably heavy. This is not a matter of conservative or liberal ideology.
It is hard fact, easily demonstrated by simple extrapolation. We must
begin to limit the rate of growth of our budgetary commitments in the
domestic assistance area to sustainable levels.

The growth of these domestic assistance programs has taken place
in a largely unplanned, piecemeal fashion. This has resulted in too
many overlapping programs, lack of coordination, and inequities.
Some of the less needy now receive a disproportionate share of Federal
benefits, while some who are more needy receive less. We must re-
double the efforts of the past five years to rationalize and streamline
these programs. This means working toward a stable and integrated
system of programs that reflects the conscience of a compassionate
society but avoids a growing preponderance of the public sector
over the private. It also means decentralizing Government operations
and developing a closer partnership among the Federal Government,
State and local governments, and the individual private citizen.

The Congress will approach this budget in a new way, with new legis-
lative machinery and procedures. I pledge to work in a spirit of
cooperation with the Congress to make this effort a success. The tasks
before us provide difficult tests: to meet immediate economic prob-
lems; to relate our limited Federal resources more clearly to current
national priorities; and to develop long-term strategies for meeting
Federal responsibilities as we begin our third century. I am confident
of success.

GERALD R. FORD.
FEBRUARY 3, 1975
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BUDGET MESSAGE OF THE PRESIDENT
To the Congress of the United States:

The Budget of the United States is a good roadmap of where we
have been, where we are now, and where we should be going as a
people. The budget reflects the President's sense of priorities. It
reflects his best judgment of how we must choose among competing
interests. And it reveals his philosophy of how the public and private
spheres should be related.

Accordingly, I have devoted a major portion of my own time
over the last several months to shaping the budget for fiscal year
1977 and laying the groundwork for the years that follow.

As I see it, the budget has three important dimensions. One is
the budget as an element of our economic policy. The total size of
the budget and the deficit or surplus that results can substantially
affect the general health of our economy—in a good way or in a
bad way. If we try to stimulate the economy beyond its capacity to
respond, it will lead only to a future whirlwind of inflation and
unemployment.

The budget I am proposing for fiscal year 1977 and the direction
I seek for the future meet the test of responsible fiscal policy. The
combination of tax and spending changes I propose will set us on a
course that not only leads to a balanced budget within three years,
but also improves the prospects for the economy to stay on a growth
path that we can sustain. This is not a policy of the quick fix; it does not
hold out the hollow promise that we can wipe out inflation and
unemployment overnight. Instead, it is an honest, realistic policy—
a policy that says we can steadily reduce inflation and unemployment
if we maintain a prudent, balanced approach. This policy has begun
to prove itself in recent months as we have made substantial headway
in pulling out of the recession and reducing the rate of inflation; it
will prove itself decisively if we stick to it.

A second important dimension of the budget is that it helps to
define the boundaries between responsibilities that we assign to
governments and those that remain in the hands of private insti-
tutions and individual citizens.

Over the years, the growth of government has been gradual and
uneven, but the trend is unmistakable. Although the predominant
growth has been at the State and local level, the Federal Govern-
ment has contributed to the trend too. We must not continue drift-
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ing in the direction of bigger and bigger government. The driving
force of our 200-year history has been our private sector. If we rely
on it and nurture it, the economy will continue to grow, providing
new and better choices for our people and the resources necessary
to meet our shared needs. If, instead, we continue to increase govern-
ment's share of our economy, we will have no choice but to raise
taxes and will, in the process, dampen further the forces of competi-
tion, risk, and reward that have served us so well. With stagnation
of these forces, the issues of the future would surely be focused on
who gets what from an economy of little or no growth rather than,
as it should be, on the use to be made of expanding incomes and
resources.

As an improtant step toward reversing the long-term trend, my
budget for 1977 proposes to cut the rate of Federal spending growth,
year to year, to 5.5%—less than half the average growth rate we
have experienced in the last 10 years. At the same time, I am pro-
posing further, permanent income tax reductions so that individuals
and businesses can spend and invest these dollars instead of having
the Federal Government collect and spend them.

A third important dimension of the budget is the way it sorts out
priorities. In formulating this budget, I have tried to achieve
fairness and balance:

—between the taxpayer and those who will benefit by Federal
spending;

—between national security and other pressing needs;
—between our own generation and the world we want to leave

to our children;
—between those in some need and those most in need;
—between the programs we already have and those we would

like to have;
—between aid to individuals and aid to State and local gov-

ernments ;
—between immediate implementation of a good idea and the

need to allow time for transition;
—between the desire to solve our problems quickly and the

realization that for some problems, good solutions will take
more time; and

—between Federal control and direction to assure achievement of
common goals and the recognition that State and local govern-
ments and individuals may do as well or better without
restraints.

Clearly, one of the highest priorities for our Government is always
to secure the defense of our country. There is no alternative. If we
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in the Federal Government fail in this responsibility, our other
objectives are meaningless.

Accordingly, I am recommending a significant increase in defense
spending for 1977. If in good conscience I could propose less, I
would. Great good could be accomplished with other uses of these
dollars. My request is based on a careful assessment of the inter-
national situation and the contingencies we must be prepared to
meet. The amounts I seek will provide the national defense it now
appears we need. We dare not do less. And if our efforts to secure
international arms limitations falter, we will need to do more.

Assuring our Nation's needs for energy must also be among our
highest priorities. My budget gives that priority.

While providing fully for our defense and energy needs, I have
imposed upon these budgets the same discipline that I have applied
in reviewing other programs. Savings have been achieved in a
number of areas. We cannot tolerate waste in any program.

In our domestic programs, my objective has been to achieve a
balance between all the things we would like to do and those things
we can realistically afford to do. The hundreds of pages that spell
out the details of my program proposals tell the story, but some
examples illustrate the point.

I am proposing that we take steps to address the haunting fear of
our elderly that a prolonged, serious illness could cost them and
their children everything they have. My medicare reform proposal
would provide protection against such catastrophic health costs.
No elderly person would have to pay over $500 per year for covered
hospital or nursing home care, and no more than $250 per year for
covered physician services. To offset the costs of this additional
protection and to slow down the runaway increases in federally
funded medical expenses, I am recommending adjustments to the
medicare program so that within the new maximums beneficiaries
contribute more to the costs of their care than they do now.

My budget provides a full cost-of-living increase for those receiv-
ing social security or other Federal retirement benefits. We must
recognize, however, that the social security trust fund is becoming
depleted. To restore its integrity, I am asking the Congress to raise
social security taxes, effective January 1, 1977, and to adopt certain
other reforms of the system. Higher social security taxes and the
other reforms I am proposing may be controversial, but they are
the right thing to do. The American people understand that we
must pay for the things we want. I know that those who are work-
ing now want to be sure that the money will be there to pay their
benefits when their working days are over.
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My budget also proposes that we replace 59 grant programs with
broad block grants in four important areas:

—A health block grant that will consolidate medicaid and 15
other health programs. States will be able to make their own
priority choices for use of these Federal funds to help low-
income people with their health needs.

—An education block grant that will consolidate 27 grant pro-
grams for education into a single flexible Federal grant to
States, primarily for use in helping disadvantaged and handi-
capped children.

—A block grant for feeding needy children that will consolidate
15 complex and overlapping programs. Under existing pro-
grams, 700,000 needy children receive no benefits. Under my
program, all needy children can be fed, but subsidies for the
nonpoor will be eliminated.

—A block grant that will support a community's social service
programs for the needy. This would be accomplished by
removing current requirements unnecessarily restricting the
flexibility of States in providing such services.

These initiatives will result in more equitable distribution of
Federal dollars, and provide greater State discretion and responsi-
bility. All requirements that States match Federal funds will be
eliminated. Such reforms are urgently needed, but my proposals
recognize that they will, in some cases, require a period of transition.

These are only examples. My budget sets forth many other recom-
mendations. Some involve new initiatives. Others seek restraint.
The American people know that promises that the Federal Govern-
ment will do more for them every year have not been kept. I make no
such promises. I offer no such illusion: This budget does not shrink
from hard choices where necessary. Notwithstanding those hard
choices, I believe this budget reflects a forward-looking spirit that
is in keeping with our heritage as we begin our Nation's third
century.

GERALD R. FORD.
JANUARY 21, 1976.
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BUDGET MESSAGE OF THE PRESIDENT

To the Congress of the United States:

The budget is the President's blueprint for the operation of the
Government in the year ahead. It records his views on priorities and
directions for the future—balancing the American desire to solve every
perceived problem at once with the practical reality of limited re-
sources and competing needs.

The thirty budgets I have either shaped or helped to shape are a
chronicle of our lives and times. They tell us what we have aspired to be
and what we have been in fact. The}^ tell us about the growing complex-
ity of our society, about the changing and growing role of our Govern-
ment, and about new problems we have identified and our attempts to
solve them.

In shaping my budgets as President, I have sought to renew the
basic questions about the composition and direction of the Govern-
ment and its programs. In my reviews of existing and proposed
programs and activities I have asked:

—Is this activity important to our national security or sense of
social equity?

—Is this activity sufficiently important to require that we tax
our people or borrow funds to pay for it?

—Must the Federal Government raise the taxes or borrow the
funds or should State or local government do so?

—Should the Federal Government direct and manage the ac-
tivity or should it limit its role to the provision of financing?

—How has the program performed in the past? Have the benefits
outweighed the costs in dollars or other burdens imposed?

—Have the benefits gone to the intended beneficiary?
—Does this activity conflict with or overlap another?

As a result of these reviews I have proposed to reverse some trends and
to accelerate others.

I have proposed, and repropose this year, a marked slowdown in
the rate of growth in Government spending. Over the last three
decades, Federal, State, and local government spending has grown
from 18% of GNP to 34% of GNP. Federal spending growth has
averaged 10% per year over the last decade. And even these percent-
ages do not tell the whole stor}". As the budget documents illustrate,
there has been a trend over the last few years toward so-called "off-
budget" spending. This is an undesirable practice because it obscures
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the real impact of the Federal Government and makes it more difficult
for any but the most technically knowledgeable citizens to understand
what their Government is doing. Therefore, I am calling for legislation
to halt this practice so that our budget system will fully reflect the
financial activities of the Government.

In a related attempt to gain greater control over the rate of growth
of Government spending I have given special attention this year to
spending plans for fiscal year 1979, the year after the budget year. For
the first time, the Federal budget shows detailed planning amounts for
the year beyond the budget year. This innovation grows out of my
conviction that our only real hope of curbing the growth of Federal
spending is to plan further in advance and to discipline ourselves to
stick to those plans.

From the standpoint of deficits of most recent years the 1978 budget
I present shows us fairly close to balance in 1979 and shows balanced
budgets thereafter. The effects on 1978 and 1979 spending of congres-
sional action in the last session rejecting many of the restraints I pro-
posed for the current fiscal year, 1977, made total balance in 1979
impossible unless I was willing to abandon, at least in part, the further
immediate tax relief I have advocated since October of 1975 and, for
no reason other than being able to show such a 1979 balance, cut back
from program levels I feel are justified. These alternatives were un-
acceptable, but given the greatly reduced deficit for 1979 this budget
implies, congressional cooperation on the restraints I propose and a
slightly better economic performance in the months ahead than we
have used in preparing this 1978 budget, it is entirely possible that
when the 1979 budget is due to be submitted, a year from now, it
could be in total balance as I have strived to achieve.

With restraint on the growth of Federal spending, we can begin to
provide permanent tax reductions to ease the burden on middle-
income taxpayers and businesses. For too long Government has
presumed that it is "entitled" to the additional tax revenues generated
as inflation and increases in real income push taxpayers into higher
tax brackets. We need to reverse this presumption. We need to put
the burden of proof on the Government to demonstrate the reasons
why individuals and businesses should not keep the income and wealth
they produce. Accordingly, my long-term budget projections assume
further tax relief will be provided, rather than presuming, as has been
the practice in the past, that positive margins of receipts over expendi-
tures that show up in projections are "surpluses" or "fiscal dividends"
that must be used primarily for more Federal spending, on existing
or new programs or both.

One trend has been reversed in the past two years. After several
years of decline in real spending for national security purposes the
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Congress has agreed in substantial part to my recommendations for
increases in defense spending. The budget I propose this year and the
planning levels for the succeeding four years assume a continuation
of this real growth trend. My recommendations are the result of a
careful assessment of our own defense posture and that of our potential
adversaries. In this area as in all others, I am recommending spending
I consider essential while at the same time proposing savings in out-
moded or unwarranted activities. For the longer term, my recom-
mendations recognize the simple fact that we must plan now for the
defense systems we will need 10 years from now.

This same approach was reflected last year in my recommendations
for the Federal Government's basic research and development pro-
grams. In spite of the financial pressures on the Federal budget, I
recommended real growth. I am again proposing real growth for basic
research and development programs this year because I am convinced
that we must maintain our world leadership in science and technology
in order to increase our national productivity and attain the better
life we want for our people and the rest of the world.

I am also calling again for an end to the proliferation of new Federal
programs and for consolidation of many of the programs we now
have. At last count there are 1,044 programs identified in the Catalog
of Federal Domestic Assistance. While our Nation has many needs,
there is no rational justification for the maze that has been created.

Overlap and duplication are not the only defects of these programs;
nor are they the most serious. More importantly, the current programs
too often fail to aid the intended beneficiaries as much as expected,
rewarding instead those who have learned how to work the Washington
system. Some of these programs fail to pinpoint responsibility and
accountability for performance and too many impose a managerial and
operating burden on the Federal Government, diverting attention
from the functions that must be performed at the Federal level and
at the same time usurping the proper roles of State and local govern-
ments and the private sector.

If we could ever afford the "luxury" of this inefficiency and inepti-
tude, we can no longer. Federal programs for health services, ele-
mentary and secondary education, child nutrition and welfare, for
example, are areas that desperately need reform. I called for action last
year and prepared detailed legislative proposals. Those who truly care
about the needs of our people will not let another year go by without
reform. There is no excuse, for example, for the Federal Government
to have 15 different child nutrition programs spending over $3 billion
per year and still have 700,000 children from families below the poverty
line who receive no aid. Nor is there any reason to take the money out
of the taxpayers7 pockets to subsidize their own children's school
lunch.
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It will take real courage to correct these problems and the others
I have identified for congressional action without following the all
too familiar pattern of the past—simply adding more programs. But,
increasingly, courage is not a choice; it is an absolute requirement if
we are to avoid ever larger, less responsive government.

The task ahead will not be easy because it will require some funda-
mental changes in our expectations for Government. As a start, we
need to understand that income and wealth are not produced in
Washington, they are only redistributed there. As a corollary, we need
to overcome the idea that Members of the Congress are elected to
bring home Federal projects for their district or State. Until this idea is
totally rejected, higher funding levels for old programs and more new
programs will be enacted each year as Members of the Congress seek
to insure their reelection. We also need to overcome the prevalent
attitude that only new programs with multibillion-dollar price tags
are worthy of media attention and public discussion and worthy of
being judged bold and innovative. The multitude of programs already
in a budget of more than $400 billion and initiatives to do something
about them are worthy of intense public scrutiny, discussion and judg-
ment in their own right.

These changes in attitude will require leadership not only by the
executive branch, but, at least equally important, on the part of each
Member of the Congress. Members of the Congress must begin to
share the burden of the President in saying no to special interest
groups—even those in their own districts or States.

The changes that have occurred in the congressional budgetmaking
process in recent years provide some basis for optimism for the future.
The new budget committees have begun to provide a counterbalance
to the spending and taxing committees, offering hope that the total
effect of the splintered actions of the other committees will be given
equal weight in the congressional process.

But more progress is needed. Just as the budget process cannot do
the whole job in the executive branch, it cannot in the Congress either.
No matter how streamlined and properly organized the departments
and agencies of the executive branch or the committees and subcom-
mittees of the Congress become—and there is surely room for sub-
stantial improvement in this respect at both ends of Pennsylvania
Avenue—the executive branch must continue to refine and the Con-
gress must adopt processes whereby recommendations to the President
or to the House or Senate, as the case may be, on major issues are
developed by task force groups representing the competing priorities of
various departments and agencies and of the various congressional
committees and subcommittees. The reason is simply that most major
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issues cut across jurisdictional lines, no matter how well drawn—
energy, international affairs, and welfare reform, to name but a few
examples. I urge the new administration to build on what has been
accomplished in this regard in the executive branch. I urge the Con-
gress promptly to put into place the necessary counterpart mecha-
nisms. Such improvements in process, coupled with further progress in
the development of the budget process, will help substantially in
addressing and meeting our problems and attaining the goals we have
set for our Nation.

The last thirty budgets record a turbulent period iD our history;
wars, domestic strife and serious economic problems. In the last two
years, we have laid the foundation for a positive future. We have
stabilized international relationships and created the framework for
global progress. At home, we have restored confidence in government
while reversing the trends of inflation and unemployment. Building on
this solid base, the policies and programs contained in this budget can
help us to fulfill the promise of America.

GERALD K. FORD

JANUARY 17, 1977.
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BUDGET MESSAGE OF THE PRESIDENT

To the Congress of the United States:
The first complete budget of any new administration is its most

important. I t is the administration's first full statement of its priorities,
policies, and proposals for meeting our national needs. Last February,
after just one month in office, I submitted a revised budget to the
Congress. That revision changed the direction of the prior admin-
istration's budget, but was—of necessity—based upon a review of
limited scope. I promised then that future budgets would reflect
detailed, zero-based reviews of Federal spending programs, reform
of the tax system, and reorganization of the Government. This budget
is my first major step in meeting that promise. I t reflects, I believe,
a determination to face and make difficult decisions in a manner that
places the common good above that of any particular interest.

This budget represents a careful balancing of several considerations:
—The importance of a fiscal policy that provides for a continuing

recovery of the Nation's economy from the 1974-75 recession;
—The obligation of the Government to meet the critical needs of

the Nation and its people;
—The fact that resources are limited and that Government must

discipline its choices and its scope; and
—The need for careful and prudent management of the taxpayers'

resources.
THE BUDGET TOTALS

{In billions of dollars]

1977 1978 1979
actual estimate estimate

Budget receipts.. 357 400 440
Budget outlays 402 462 500

Deficit ( - ) - 45 - 6 2 -61

Budget authority.... 465.2 502.9 568.2

My budget provides for total outlays of $500 billion, an increase of
$38 billion, or 8%, over the 1978 budget, and receipts of $440 billion.
This budget total is a restrained one that:

—Meets essential national needs;
—Imposes strict priorities upon Federal expenditures; and
—Decreases the share of the Nation's gross national product taken

by the Federal Government from 22.6% to 22.0%.
3
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THE BUDGET FOR FISCAL YEAR 1979

This budget places us on a path that will permit a balanced budget in
the future if the private economy continues its recovery over the
coming years.

At the same time, my budget embodies a fiscal policy that will
strengthen the economic recovery. I propose a progressive tax re-
duction of $25 billion to help assure continued economic recovery and
reduction in unemployment. An integral part of this tax reduction pro-
posal is a set of recommendations for tax reform that will make the tax
system simpler and more equitable. Without the reduction, I would
have been able to announce a decline in the deficit of $15 to $20 billion
between 1978 and 1979. With the reduction, the budget deficit will
still decline slightly, because of careful restraints on expenditures. But
I judged that the most important priority this year was to reduce the
burdens on taxpayers. Only in this way can we ensure a vigorous
economy, a declining unemployment rate, a strong expansion of
private investment, and a stable budget balance in future years.

While the expenditures I recommend in this budget are restrained,
they are, nevertheless, directed toward overcoming our Nation's
crucial problems. I have looked carefully at existing approaches to
these problems and improved those approaches where possible. The
spending priorities of the past are now being shifted toward long-
neglected areas. These new priorities are based on the following
judgments:

—An effective national energy plan is essential to reduce our increas-
ingly critical dependence upon diminishing supplies of oil and gas,
to encourage conservation of scarce energy resources, to stimulate
conversion to more abundant fuels, and to reduce our large trade
deficit.

The national energy plan I proposed last spring defined these goals.
This budget includes the programs and initiatives designed to meet
those objectives. Included are increased emphases on conservation and
nonnuclear research and development, energy grants and technical
assistance to States and localities, accelerated acquisition of the
strategic petroleum reserve, and greater emphases on nuclear waste
management. I continue in the unswerving belief that the Nation's
leaders have the obligation to plan for the future, and that the national
energy plan is essential to the future health and vigor of the American
economy. The United States also must take the lead in minimizing
the risks of nuclear weapons proliferation as we advance nuclear
power technology. Thus, this budget increases research and develop-
ment funding for systems that present fewer risks than the plutonium-
fueled liquid metal fast breeder reactor.
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THE BUDGET MESSAGE OF THE PRESIDENT 5

—The essential human needs of our citizens must be given high
priority.

In the spring of 1977 I proposed a long-overdue reform of the
Nation's welfare system. This reform recognizes that this is a Nation of
men and women who do not wish to be wards of the Government but
who want to work and to be self-sufficient. It includes a combination of
employment opportunities and incentives for those who should work,
and a basic income for those who cannot. This budget anticipates
that Congress will pass the program for better jobs and income, and
begins the process of careful planning for the implementation of an
efficient and equitable system.

The budget also recognizes that ensuring the opportunity to com-
pete and excel remains very important to our people. To give all chil-
dren the healthiest possible start in life, I propose major expansion of
medical care and nutritional supplements for low-income expectant
mothers and infants. In addition, I propose major increases in educa-
tional assistance at all levels. Because of the continued high level of
unemployment, particularly among minorities, I believe public em-
ployment programs should be continued at high levels for another
year. Major increases in programs stressing employment for unem-
ployed youth are recommended. A new effort will be mounted to place
more disadvantaged persons in private sector jobs by increasing the
involvement of the business community in local employment and
training programs.

I view a workable urban strategy as an important link in a well-
articulated domestic program and essential to the continuing recovery
of the national economy. This budget includes increases for many
programs benefiting urban areas and supports several efforts to
improve these programs. I anticipate sending to the Congress early in
the spring a set of further proposals dealing with the Nation's urban
problems.

—The Nationfs armed forces must always stand sufficiently strong to
deter aggression and to assure our security.

My request for defense provides for the steady modernization of
our strategic forces, and for substantial improvements in the combat
readiness of our tactical forces. To parallel commitments made by
our European allies, I am proposing significant increases in our overall
defense effort, with special emphasis on those forces and capabilities
most directly related to our NATO commitments. The defense
budget I recommend also emphasizes modernization and research
and development to meet future challenges to our security. But at
the same time, I am restraining defense expenditures by introducing
important efficiencies and by placing careful priorities upon our defense
needs. The 1979 defense budget is prudent and tight, but consists of
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6 THE BUDGET FOR FISCAL YEAR 1979

a real growth in outlays of 3% above the current year's budget. Con-
sistent with campaign pledges to the American people, it is $8 billion
below the defense budget projected for 1979 by the previous ad-
ministration.

—The Federal Government has an obligation to nurture and protect
our environment—the common resource, birthright and sustenance of
the American people.

This budget provides for substantially increased emphasis on
protection of all our environmental resources, for new attention
to our common heritage, and for substantial additions to our system
of public lands. Planned use of our natural resources has been designed
so that the most important of our unspoiled areas can remain forever
in the hands of the people.

—The Federal Government must lead the way in investing in the
Nation9s technological future.

Shortly after taking office, I determined that investment in basic
research on the part of the Federal Government had fallen far too
low over the past decade. Accordingly, I directed that a careful
review be undertaken of appropriate basic research opportunities. As
a result of that review, this budget proposes a real rate of growth of
almost 5% for basic research in 1979. I believe this emphasis is
important to the continued vitality of our economy.

This budget also reflects this administration's commitment to two
important approaches to making government work more efficiently and
responsively: reorganization and zero-base budgeting.

The reorganization effort I have launched seeks more than just a
streamlining of organization structure and the elimination of overlaps
and duplication. It seeks to make our Government more responsive,
more efficient, and more clearly focused on the most pressing needs
of our society. In 1977 I proposed—and the Congress accepted—a
Cabinet-level Department of Energy, a streamlined Executive Office
of the President, and a consolidation of our international information
activities. In 1978 I will propose further reorganizations in such areas
as the Federal Government's civil rights activities and the Federal
civil service system to make it more responsive and effective.

As I promised during my campaign, zero-base budgeting systems
have been applied throughout the Federal Government. This budget
is the product of a comprehensive zero-base review of all Federal
programs, both existing and new. In reviewing each agency's proposals,
I have used zero-base budget alternatives and agency rankings to com-
pare and evaluate the many requests competing for resources. As a
result of the first year's effort, we have gained a better understanding
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of Federal programs and have made better, more evenhanded judg-
ments. Because of this system the budget includes dollar savings,
and improvements in the way programs are operated. With experience,
zero-based budgeting should be even more effective in future years.

Other significant changes in the budget process are reflected in this
document. First: I have directed the Office of Management and
Budget to establish a multi-year budget planning system using longer
range budget projections. This will ensure that budget decisions are
made with full awareness of their longer range implications. Second:
we are using better techniques for estimating outlays so as to avoid
the chronic "shortfalls" of recent years. Third: we have explicitly
related the classification of the budget in terms of functions performed
by Government programs to the national needs and agency missions
served, as called for in the Congressional Budget Act of 1974.

In formulating this budget I have been made acutely aware once
more of the overwhelming number of demands upon the budget and
of the finite nature of our resources. Public needs are critically im-
portant; but private needs are equally valid, and the only resources the
Government has are those it collects from the taxpayer. The competi-
tion for these resources and my belief and commitment that we must
firmly limit what the Government taxes and expends have led me to
the premises on which my first budget is based.

—Critical national needs exist—particularly human and social
ones—to which resources must be directed.

—Government resources are scarce; their use must be planned with
the full awareness that they come from the earnings of workers
and profits of business firms.

—The span of government is not infinite. Priorities must be set and
some old priorities changed. If we are to meet adequately the most
critical needs, some demands must also be deferred. Government
action must be limited to those areas where its intervention is
more likely to solve problems than to compound them.

—We have an obligation to manage with excellence, and to maintain
proper priorities within the $500 billion proposed in this budget.
We all know that in a budget of this scale—larger than the
gross national product of all but three nations in the world—
there are dollars wasted and dollars misspent. These must be
minimal.

These premises are unexceptionable in general, but difficult and
controversial to apply. They have guided my actions in formulating
this budget and they will continue to do so in the future. But to be
successful I will need, and will work for, the help and cooperation of
the Congress. Both the Congress and the Executive have a clear, joint
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8 THE BUDGET FOR FISCAL YEAR 1979

interest in an approach that helps us to meet the demands of the
future. In recent years the Congress has taken important steps—
through the establishment of the congressional budget process—to
improve its own means of establishing priorities. This administration
has worked closely with the congressional appropriations and budget
committees and has found them invaluable sources of advice. We will
continue in this spirit of cooperation, and I look forward to working
with the Congress and its leadership to obtain adoption of my budget
for fiscal year 1979.

JIMMY CARTER.
JANUARY 20, 1978.
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