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II. DIRECTOR'S INTRODUCTION AND 
OVERVIEW TABLES 

A SOMBER MOMENT—BUT 
WITH HOPE FOR A NEW ORDER 

Last year's budget was published in an his-
torical context that bordered on the euphoric. 
Its introduction noted: 

State-centered, command-and-control systems 
seem to be decomposing Liberated celebrants 
have cheered the opening of the Berlin wall and 
the decline of communist dictators. So too have 
liberated Panamanians celebrated the fall of the 
dictator in near-by Panama 
This is not small stuff. It is another giant leap 
of the human spirit yearning to breathe free. 

The introduction, then, went on to lament: 
Yet this great historical shift has been almost 
trivialized in its translation into public debate 
about the budget. The issue has been framed as: 
"How big is the 'peace dividend' ?"—and, in effect, 
"How can I get mine?" 

This year's budget goes to press at a more 
somber moment, when the fragility of peace 
has again been made painfully evident. In Au-
gust, a militaristic dictator brutally invaded 
a peaceful neighbor. He refused to conform to 
international norms established by the United 
Nations. He destabilized a region that is vital 
to the global economy—a region which, for too 
long, has been the victim of conflict. 

As a result, suffering has increased within 
the region and throughout the world. Innocent 
people have been hurt. Economies have weak-
ened. Allied military action has been under-
taken as a last resort to enforce the resolutions 
of the United Nations. The early action has 
gone well. But precious lives have been lost. 
The poignant human costs of protecting free-
dom and the civilized rule of law have again 
been made clear. 

Yet, although the moment is somber, there 
is cause for hope. 

The liberation of Kuwait has begun. But of 
more far-reaching significance is this: With 
U.S. leadership, the global response to the 

Iraqi invasion has the potential to set a favor-
able precedent for the post-Cold-War era— 
what the President has termed a New World 
Order. 

At home, the Iraqi invasion of Kuwait has 
caused obvious economic difficulties. Oil prices 
were driven up for several months. Long-term 
interest rates reflected a risk premium. In the 
face of uncertainty, consumers and investors 
have understandably held back. The resulting 
economic slow-down has taken its toll. And the 
problem of the fiscal deficit has thus been 
compounded by the effects of the crisis in the 
Gulf. 

Yet in this somber domestic picture, too, 
there is cause for hope. The move toward satis-
factory resolution of the Gulf crisis is un-
equivocally positive for the domestic economy. 
And the residual fiscal crisis, though regret-
table, has the potential to foster—even to ac-
celerate—domestic reform. Within the frame-
work of the 1990 Budget Agreement, construc-
tive reforms can be framed. Though less grand 
than a New World Order, steps toward a new 
domestic order can continue to be advanced— 
at least at the margin of practicable change. 

It is in this spirit that the new budget is 
presented. 

This introduction: 
• reviews the deficit outlook; 
• outlines a reform agenda; and 
• discusses the need for a new conception 

of "program life cycles"—within the frame-
work of the 1990 Budget Act. 

THE DEFICIT OUTLOOK-
WORSE BEFORE BETTER 

The new budget is for fiscal years 1992 and 
beyond. For each of these years, the consoli-
dated deficit estimate promises to be better 
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Part One-lO THE BUDGET FOR FISCAL YEAR 1992 

than the year before. The projected deficit goes 
down by $37 billion from 1991 to 1992. It 
reaches balance by 1996. (See Table II-l.) As 
a percent of GNP, it declines from 5.7 percent 
(near the recent high of 6.3 percent in 1983) 
to roughly 1 percent in the mid-1990s. The 
longer-term trend is favorable by several dif-
ferent measures of "the deficit." (See Chart 
II—1). But the inescapable reality of the near 
term is: the deficit outlook is not good. 

The consolidated deficit for the current fiscal 
year, 1991, is estimated at $318 billion. This 

includes $30 billion in budget authority and 
$8 billion in outlays (net of foreign con-
tributions) as a placeholder for the incremental 
costs of Operation Desert Shield. This does not 
fully cover the additional costs of actual com-
bat, however. With substantial foreign con-
tributions, the adverse financial effects on the 
United States should be mitigated. But neither 
full costs not total contributions can be reliably 
estimated as the budget goes to press. 

Even without the full net costs of Desert 
Shield (which includes Desert Storm), this 

Table II-l. DEFICIT ESTIMATES, 1991-1996 
(In billions of dollars) 

1991 1992 1993 1994 1995 1996 

Consolidated Baseline -310.3 -284.9 -212.3 -67.5 -12.1 14.1 
Consolidated Baseline with pessimistic economics -336.1 -326.0 -262.1 --126.3 -75.3 -61.4 
Consolidated Policy -318.1 -280.9 -201.5 -61.8 -2.9 19.9 
Policy excluding Social Security -378.6 -343.3 -274.9 --151.1 -106.8 -101.9 
Policy excluding Deposit Insurance -206.6 -192.8 -157.3 -99.9 -45.3 -10.0 
Policy excluding Social Security and Deposit Insurance .... . -267.1 -255.2 -230.7 --189.2 -149.1 -131.8 

Chart 11-1. DEFICITS AS A PERCENT OF GNP 
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II. DIRECTOR'S INTRODUCTION AND OVERVIEW TABLES Part One-9 

1991 deficit estimate represents a substantial 
deterioration relative to the 1990 deficit of 
$220 billion. It is worse than was estimated 
last summer, by both the Administration and 
the Congressional Budget Office, during the 
Budget Summit negotiations. And it is far 
worse than the baseline deficit estimated a 
year ago. 

The two largest elements of this deteriora-
tion for 1991—each far greater than all others 
combined—are: 

• an increase of $105.5 billion in estimated 
outlays for thrift and bank insurance (part 
of which is due to a change in accounting 
treatment); and 

• a decrease of $87 billion in estimated re-
ceipts (principally due to a weaker econ-
omy). 

The longest period of peacetime economic 
growth has been interrupted. Revised economic 
assumptions now reflect two consecutive quar-
ters of negative real growth—the fourth quar-
ter of calendar year 1990 and the first quarter 
of calendar year 1991. (See Table III-l) 

This temporary economic downturn was not 
assumed last year by the Administration or 
by most outside economists. Indeed, it was not 
the result of ordinary causes. It did not start 
as a turn of the "business cycle." Inventories 
were relatively low. And it was not a correction 
for "overheating." 

Among the principal causes of the weaker 
economy were a combination of the following: 

• monetary policy, which for an extended pe-
riod (roughly two years) remained on the 
tighter side of its target range—not seek-
ing to halt real growth, but slowing 
growth out of concern for inflation and dol-
lar weakness; 

• the "credit crunch"—as the banking sys-
tem (both banks and regulators) struggled 
to react to the S&L experience, new cap-
ital requirements, problems in the real es-
tate market, and fears of a more general 
slowdown; and, 

• perhaps most significantly, the multiple 
adverse economic and psychological effects 
of the crisis in the Gulf (as noted above). 

The return to healthy economic growth—and 
the associated improvement in the deficit—as-
sumes, and probably requires: 

• improvement in all three areas—the Gulf, 
the financial system, and monetary policy; 

• adoption of the growth-oriented policies 
noted in the President's Message and dis-
cussed further below; and 

• full implementation of the 1990 Budget 
Agreement—which reduces the previous 
baseline deficit by $72.9 billion for 1992 
and $138.1 billion for 1995. 

As always, there is a risk that these are 
excessively hopeful assumptions. But with the 
new Budget Agreement, the risk is arguably 
lower than in previous years. 

Prior to enactment of the Agreement's proce-
dural reforms, there were incentives for the 
Administration to err in the direction of rosy 
projections. There were related incentives for 
the Congress first to criticize these projections 
(visibly) and then to adopt the same projec-
tions (invisibly). Now, these perverse incen-
tives have been reduced. 

For this and other reasons, the Administra-
tion's projections are closer to mainstream 
thinking. The calendar year 1991 real growth 
forecast is almost identical to the current con-
sensus forecast of the "Blue Chip" economic 
experts, and is actually below that of the Con-
gressional Budget Office (CBO). The long-term 
growth forecast, although higher than that of 
CBO, is nonetheless below America's post-
World-War-II average. Thus, the deficit out-
look presented here may be judged to be more 
credible than in the past. 

Unfortunately, however, this does not nec-
essarily mean that it is correct. Even in the 
best of times, macroeconomics is a highly fal-
lible "science." (Macroeconomists are often clos-
er to each other than to reality.) And as this 
budget goes to press, there are crucial un-
knowns: the timing and character of events 
necessary to resolve the crisis in the Gulf. 
These are fundamentally relevant uncertain-
ties. Much will turn on them. 

So Chapter III, "Economic Assumptions and 
Sensitivities," bears special attention. It dis-
cusses the extent to which the deficit outlook 
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Part One-lO THE BUDGET FOR FISCAL YEAR 1992 

should be modified if one wishes to use dif-
ferent economic assumptions. 

REFORMIST STEPS—TOWARD A 
NEW DOMESTIC ORDER 

Whatever one's economic assumptions, 
America nonetheless can—and must—continue 
its historic mission: protecting freedom, accel-
erating innovation, assuring fairness, increas-
ing growth and opportunity, while limiting the 
expansion of intrusive and inefficient govern-
ment. The President's 1992 budget limits the 
growth of Federal spending to 2.6 percent— 
less than the inflation rate. Within this limit, 
it nonetheless helps advance the process of 
American renewal. The budget proposes reform 
measures in each of the following domestic 
areas: 

(1) Education Reform 
The United States spends more per student 

on education than almost every other country 
on earth. Yet, the average performance of 
American elementary and secondary school 
students on internationally administered tests 
is disgracefully low. The performance is below 
that of America's major trading partners. It 
falls consistently near the bottom. The current 
system unnecessarily holds young people back, 
holds workers back, and holds the Nation 
back. Clearly, more of the same cannot be ac-
ceptable. 

In coordination with the Nation's Governors, 
the President has initiated an ambitious na-
tional reform effort. Consistent with that re-
form effort, the budget gives special emphasis 
to increased investment in child care (includ-
ing almost $10 billion in tax credits and $732 
million for the new child care block grant), 
Head Start ($2.1 billion), compensatory edu-
cation ($6.4 billion), mathematics and science 
education ($1.9 billion), and the measurement 
of results. 

To accelerate the more basic reforms that 
are necessary, the budget provides $690 mil-
lion for a new Educational Excellence Act. 
And, perhaps most importantly, it encourages 
increased parental choice through: dem-
onstration grants, greater flexibility for States, 
an information clearinghouse, and a new in-
centive fund for States and localities that 

adopt choice-oriented certificate programs. 
Greater choice would help foster a more mar-
ket-like system and hold schools more account-
able for performance. It is only with perform-
ance-based choice that more fundamental re-
form is likely to be achieved. (See Chapters 
IV.A. and V.A.) 

(2) Research and Development 
America's long-term position internationally 

and the potential for improvement in life at 
home depend fundamentally upon investment 
in a strong R&D base. Unfortunately, short-
term claims and pressures often tend to drive 
out long-term investment. R&D is especially 
vulnerable in both the public and private sec-
tors. Since the 1960s, investment in civilian 
R&D, particularly, has experienced a trouble-
some decline as a percent of GNP. To counter 
these tendencies, the President's budgets have 
sought to protect and increase R&D invest-
ment—without having the government cross 
the line into the problematic area of "indus-
trial policy." 

This budget proposes to make the R&D tax 
credit permanent in order to encourage more 
private R&D; while it also increases the direct 
Federal investment to $76 billion for 1992— 
up $8.4 billion to the highest level ever. Basic 
research would increase to $13 billion, with 
pathbreaking efforts that range from high-en-
ergy physics to what promises to be one of 
the most important and far-reaching research 
projects in human history: the Human Genome 
Project. In applied civilian R&D, exciting in-
vestments range from materials processing, to 
biotechnology, to high-speed rail transport and 
electric battery technology, to high perform-
ance computing. This investment in R&D un-
questionably has the potential—in time—to 
bring radical improvement in the quality of 
human life across-the-board. (See Table II—2 
and Chapter IV.C.) 

(3) Financial Sector Reform 
The S&L crisis was a central focus of reform 

last year. This year, public attention has 
begun to shift to the risks associated with 
banks. While the analogy with S&Ls is not 
appropriate, there unquestionably are risks. 
From a budgetary perspective, they are re-
flected in the baseline projection for the Bank 
Insurance Fund. In the absence of remedial 
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II. DIRECTOR'S INTRODUCTION AND OVERVIEW TABLES Part One-11 

Table II-2. ENHANCING RESEARCH AND DEVELOPMENT AND 
EXPANDING THE HUMAN FRONTIER—HIGHLIGHTS 

(Dollar amounts in millions) 

Budget Authority 

1991 1992 Dollar Percent 
Enacted Proposed change change 

Basic Research 
Doubling the NSF budget 2,316 2,722 +406 +18 
Increasing Basic Biomedical Research at NIH 4,634 4,968 +334 +7 
Human Genome Project 135 169 +35 +26 
Agricultural Research Initiative 73 125 +52 +71 
Superconducting Super Collider 243 534 +291 +120 

Applied Research 
High Performance Computing and Communications 489 638 +149 +30 
Energy R&D 676 903 +227 +34 
Advanced Manufacturing and Materials 1,316 1,310 -6 — 

HIV/AIDS 1,152 1,210 +58 +5 
Moving Fusion Energy from Science to Engineering 275 337 +62 +23 
Aeronautics R&D 482 543 +61 +13 
Expanding R&D at the National Institute of Standards and Tech-

nology 215 248 +33 +15 
Maintaining National Security: Defense R&D 37,783 43,247 +5,464 +14 
Expanding the Geographic Frontier: Space Exploration 

Space Transportation Infrastructure 4,801 5,517 +716 +15 
Space Science 1,774 2,141 +367 +21 
Mission to Planet Earth (Global Change) 954 1,186 +232 +24 
Mission From Planet Earth 2,199 2,470 +271 +12 

Expanding the Human Frontier through Biotechnology 3,788 4,107 +319 +8 

legislative action, the Fund balance would turn 
negative in 1992. (See Chapter VIII.A.) 

But the issues involved are far broader than 
merely the accounting status of the Bank In-
surance Fund. Financial markets have become 
global. So has competition in financial services. 
Technological advances have changed both the 
character of services and of service-providers. 
Yet, the legal and regulatory framework at-
tempting to govern the American financial 
service sector has not adapted. It is outdated— 
as will be many American competitors if the 
framework is not modernized. 

With this problem in clear view, the Presi-
dent is proposing a comprehensive reform of 
both deposit insurance and the legal-regu-
latory framework governing the financial serv-
ices sector. (See associated Treasury study.) 

(4) Incentives for Saving and Investment 
In the past decade, significant tax bills have 

been enacted at the rate of almost one per 
year—including historic tax reform. On bal-

ance, the tax system has been radically im-
proved. As a general matter, both the tax sys-
tem and the taxpayer deserve a rest. Still, 
there is one area that continues to merit fur-
ther reform: the need to strengthen incentives 
for saving and long-term investment. 

Accordingly, the President's budget proposes 
incentives to encourage: family savings, home-
ownership, longer-term investment, and in-
vestment in Enterprize Zones. (See Chapter 
X and the related discussion of pay-as-you-go 
requirements in Chapter XIV.) 

(5) "Entitlement" Reform 
In looking at the changing composition of 

the Federal budget since the 1960s, two trends 
stand out: 

• First, the budget is being taken over by 
so-called "mandatory" or "entitlement " 
programs. These are largely transfer pay-
ments, which are not now subject to an-
nual appropriation. They have grown from 
28 percent of the budget in President Ken-
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Part One-lO THE BUDGET FOR FISCAL YEAR 1992 

Chart 11-2. 
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II. DIRECTOR'S INTRODUCTION AND OVERVIEW TABLES Part One-13 

nedy's administration to nearly 52 percent 
today. (See Chart II-2). 

• Second, within the "mandatory" total, 
funding for the non-poor has increased far 
more than for the poor. (See Chart II—3.) 

No serious effort to address the deficit can 
ignore the 52 percent of the budget comprised 
by "mandatory" programs. That is why the 
1990 Budget Act included measures to reduce 
the growth of "mandatories" by $100 billion 
over five years. But that is still not enough. 

Accordingly, this budget proposes to reduce 
"mandatories" by another $47 billion over five 
years. (See Table II—9.) In addition, the budget 
reflects an important new emphasis for reform: 
increasing fairness in the distribution of bene-
fits, reducing subsidies for those who do not 
need them. 

In particular the budget proposes to: reduce 
the subsidy of Medicare "Part B" premiums 
for individuals with annual incomes over 
$125,000; restructure higher education assist-
ance to serve the needy better; reallocate 
school lunch subsidies to increase benefits for 

those with greater need; standardize benefits 
to increase payments to survivors of lower-
ranking military personnel; and limit farm 
subsidies for individuals with non-farm income 
over $125,000. (See Chapter V.C.) 

(6) Health System Reform 
Although the American health system leads 

the world in research and in many specialized 
areas, its general performance is not yet satis-
factory. Its costs continue to grow faster than 
both inflation and the economy. Total national 
expenditures on health now claim 13.5 percent 
of GNP. Federal health spending is over 15 
percent of the budget. This enormous and ris-
ing claim on resources comes at the expense 
of what might otherwise be the expansion of 
services for those who do not have fair or ade-
quate access to the health system. And not-
withstanding the huge expenditures, indicators 
such as infant mortality and preventable death 
and disease remain unnecessarily high. 

The American health system is a hybrid— 
partly government-managed, partly private, 
partly in-between; partly a model of excellence, 
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Part One-lO THE BUDGET FOR FISCAL YEAR 1992 

and partly a disgrace. The challenge of reform 
is complex. Comprehensive reform plans 
abound. But none is a certain remedy, and 
some threaten to cause as many problems as 
they would cure. None is likely to be imple-
mented quickly. 

For the coming year, the Administration will 
continue to advance reform in manageable 
steps—implementing last year's expansion of 
access to Medicaid and the reform of Medi-
care's physician payment system, while also 
accelerating reform in two new areas: 

• Malpractice reform. The budget proposes 
new Federal financial incentives for States 
to adopt model malpractice reform meas-
ures. This can help reduce both the direct 
costs of malpractice insurance and the in-
direct costs of "defensive medicine"—while 
expanding the availability of medical serv-
ices and increasing attention to appro-
priate standards of care. 

• Investment in Prevention. The budget pro-
poses to fund a concerted effort—through 
both education and increased investment 
in preventive services—to stop avoidable 
health problems before they start. In doing 
so, it gives special emphasis to programs 
affecting children—and to prenatal care, 
infant nutrition, cancer screening, injury 
control, smoking cessation and other mat-
ters of personal responsibility. (See Tables 
II—3 and II-4, and see Chapter IV.B.) 

(7) Drug Abuse Reduction 

One of the most troubling breakdowns of 
personal responsibility is reflected in drug 
abuse. In the 1970s and 1980s, the problem 
grew to near-epidemic proportions. The Presi-
dent advanced the first National Drug Control 
Strategy in September 1989. Several recent 
studies have shown encouraging results. Co-
caine use seems to have declined significantly 
from levels in the mid-1980s. But the drug 
abuse problem is far from solved. 

Accordingly, the budget continues to increase 
the resources allocated to the National Drug 
Control Strategy. For 1992, the Federal share 
increases by $1.1 billion to $11.7 billion (80 
percent higher than when the President took 
office). The increase in these resources is dis-

tributed to all elements of the Strategy. (See 
Chapter V.B.) 

(8) Housing Reform 
American public policy reflects a longstand-

ing commitment to the importance of invest-
ment in housing. But the results have been 
mixed—and clearly unsatisfactory for many of 
the poorest Americans. Part of the problem 
has been conceptual: too great an emphasis 
on direct governmental ownership and man-
agement; too little emphasis on opportunities 
for poor people to benefit from choice and 
homeownership. 

The budget reflects a reformist shift in con-
cepts: It proposes to fund fully ($2.1 billion 
in 1992) the new HOPE program—creating op-
portunities for tenant management and owner-
ship. It requests a 38 percent increase in 
vouchers for low income people—to increase 
their power in the marketplace. And, on the 
tax side: it would permit the use of Individual 
Retirement Accounts by young families and 
first-time homebuyers; and it would offer spe-
cial incentives for investment in Enterprise 
Zones—a refundable tax credit for wages, 
expensing of investor purchases of new cor-
porate stock, and a zero capital gains rate for 
investment in tangible property within Enter-
prise Zones. (See Chapter V.A.) 

(9) Transportation Infrastructure 
Investment 

The Nation's transportation systems are fun-
damental to both economic productivity and 
the quality of life. And the stresses upon these 
systems continue to mount. While attending 
to important limits on the Federal role and 
responsibility, the 1992 budget makes a major 
contribution to expansion and improvement of 
the transportation infrastructure: 

• Annual obligations of the Highway Trust 
Fund would be increased to $16 billion in 
1992 and to more than $20 billion by 1996. 
In seeking to reauthorize the Federal 
highway program, the Administration 
would simplify and strengthen the existing 
program—establishing a new National 
Highway System, giving States greater 
flexibility with a new block grant program, 
and allowing more innovative financing 
with private participation. In addition, the 
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II. DIRECTOR'S INTRODUCTION AND OVERVIEW TABLES Part One-15 

Table II-3. SPENDING ON SELECTED PROGRAMS SERVING CHILDREN 
INCREASES 9.5 PERCENT IN 1992 

(In millions of dollars) 

1990 1991 p r ^ e d 

Nutrition: 
WIC 2,126 2,350 2,573 
Child Nutrition 4,887 5,577 6,066 
Other Nutrition 7,985 9,138 9,825 

Health: 
Targeted Infant Mortality — *34 139 
Medicaid 8,200 10,300 12,000 
Community/Migrant Health 227 238 238 
Immunizations 187 218 258 
Maternal/Child Health 554 *554 554 
Other Health 222 264 266 

Education and Social Services: 
Head Start 1,552 1,952 2,052 
Handicapped Education 2,055 2,467 2,730 
Compensatory Education 5,368 6,225 6,424 
Educational Excellence Act (proposed) — — 490 
Precollege Math and Science Education 333 515 661 
Child Care Block Grant — 732 732 
Foster Care 1,375 2,611 2,186 
Social Security 8,375 9,048 9,716 
Supplemental Security Income 1,261 3,531 2,497 
Aid to Families with Dependent Children and Child Support 12,165 14,008 15,162 
Other Education and Social Services 2,453 2,642 2,352 

Refundable Tax Credits 6,287 6,941 9,973 
Total Children's Funding 65,612 79,345 86,851 

1 Reflects HHS' plans to reprogram $34 million from MCH Block Grant to Targeted Infant Mortality in 1991. Overall resources 
supporting this initiative will total $57 million in 1991 and $171 million in 1992, including funds from other public health grants. 

Table II-4. THE BUDGET PROVIDES INCREASES FOR PROGRAMS 
FOCUSED ON PREVENTION AND THE NEXT GENERATION 

(Obligations in millions of dollars) 

1991 1992 Percent 
Enacted Proposed Increase 

Childhood immunization 218 258 +18.3 
Infant Mortality Initiative 7,335 8,011 +9.2 

(Targeted Infant Mortality Initiative—non-add) 57 171 +300.0 
Breast and Cervical Cancer Prevention 269 410 +52.4 
Smoking Cessation 90 97 +7.8 
Physical Fitness and Diet 122 139 +13.9 
Accident and Injury Prevention 1,683 1,907 +13.3 
Access to Preventive Health Care 5,410 6,026 +11.4 
Family Planning 399 420 +5.3 
Lead Poisoning Prevention 8 41 +412.5 
Substance Abuse Prevention 1,442 1,515 +5.1 
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Part One-lO THE BUDGET FOR FISCAL YEAR 1992 

Table II-5. SELECTIONS FROM THE REFORM AGENDA— 
WITHIN THE FLEXIBLE FREEZE FRAMEWORK1 

Area Highlights 

(1) Education Reform: • Long-term national goals—with Governors 
• Special funding emphasis on early childhood ($87 billion) 
• Parental choice—new incentive fund ($200 million) 
• Educational Excellence Act ($690 million) 
• Higher education funding reform 
• Math/Science improvement program ($1.9 billion) 

(2) Research and Development: • Record level for R&D ($76 billion) 
• Record level for basic research ($13 billion) 
• Human Genome Project 
• Increased emphasis on applied civilian R&D (e.g., materials 

processing, biotechnology, high-performance computing) 
(3) Financial Sector Reform: • Deposit insurance reform 

• Recapitalization of Bank Insurance Fund 
• Comprehensive reform of legal and regulatory structure to mod-

ernize financial services sector 
(4) Incentives for Saving and Investment: • Enterprise Zones 

• Family Savings Account 
• IRA withdrawal for first-home buyers 
• Capital gains modification for longer-term investment 

(5) Entitlement Re form: • $47 billion savings over 5 years 
• Increased fairness/reduced subsidies for wealthy 

(6) Health System Reform: • Physician payment reform 
• Malpractice reform 
• Increased investment in prevention (prenatal care, infant nutri-

tion, cancer screening, education for personal responsibility, 
child care) 

(7) Drug Abuse Reduction: • National Drug Control Strategy 
• $1.1 billion increase—to record $11.7 billion (Federal share) 

(8) Housing Reform: • Full funding for HOPE ($2.1 billion in 1992) 
• 38 percent increase in vouchers 
• IRA withdrawal for first-home buyers 
• Enterprise Zones (refundable wage credit, expensing for new 

stock, zero capital gains rate) 
(9) Transportation Infrastructure Invest-
ment: 

• New highway program (new National Highway System and new 
block grant) 

• Major increase in Highway Trust Fund obligations (over $20 
billion by 1996) 

• NASPLAN modernization 
• Space transportation systems (Shuttle, ASRM, ALS, NASP) 

(10) Government Management Reform: • Budget process reform 
• Regulatory reform 
• Accounting systems reform 
• High-Risk Area targeting 
• Terminations: 238 programs and 3,591 projects 

(11) "States as Laboratories • Demonstrations and waivers 
• Evaluation of natural experiments 
• $15 billion program turn-over to States (fully funded) 

Proposed total governmental spending for 1992 is 2.6 percent greater than 1991 (i.e., growth is less than the inflation rate). 
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budget proposes funding for major techno-
logical advances in high-speed rail and 
"smart cars/smart highways," which could 
help relieve the stress on the current sys-
tem. (See Chapter IV.D.) 

• The budget would continue to modernize 
the national airspace system ("NAS-
PLAN")—increasing funding for Federal 
Aviation Administration facilities, equip-
ment, and systems by 29 percent, to $2.7 
billion. 

• Within the budget for space exploration 
and development, there is funding for the 
space shuttle, a new advanced solid rocket 
motor (ASRM), a new advanced launch 
system (ALS), and a national aerospace 
plane (NASP). As the use of space becomes 
increasingly relevant, these essential ele-
ments of the space transportation system 
should be better understood—and fund-
ed—as a vital part of America's infrastruc-
ture investment. (See Chapter IV.C.) 

(10) Governmental Management Reform 
Any 1.4 trillion-dollar-per-year enterprise 

{e.g., the Federal Government) is bound to 
show signs of failure in one place or another. 
But the public is demanding; and respect for 
governmental performance remains under-
standably low. There is much room for man-
agement improvement. 

Discontent with government is often visible 
(and deemed to be newsworthy). The less 
glamorous issues of management improvement 
typically are not. Nonetheless, management re-
form continues to be advanced: 

• Budget process reform. The Administration 
is implementing the important and valu-
able reforms of the 1990 Budget Agree-
ment—enforceable spending caps, "pay-as-
you-go," and credit reform. Beyond these, 
the Administration continues to seek the 
line-item veto, joint (not concurrent) budg-
et resolutions, biennial budgeting, and a 
balanced budget Constitutional amend-
ment. (See Chapter IX.D.) 

• Regulatory reform. The principles of regu-
latory reform continue to be advanced 
through the President's Competitiveness 
Council and the Office of Information and 
Regulatory Affairs—and through broader 

application of Risk Management Budget-
ing. (See Chapter IX.C.) 

• Accounting reform and oversight. The 
budget continues to expand its analysis 
and presentation of "Hidden Liabilities." 
(See Chapter VIII.) The Administration is 
implementing the new Chief Financial Of-
ficers legislation—improving accounting 
standards, financial reporting systems, 
and audits. The budget explicitly identifies 
High-Risk Areas of vulnerability to fraud, 
waste, and abuse. And, as appropriate, the 
Administration is engaging special teams 
in the effort to reduce these vulnerabil-
ities. (See Chapter IX.A.) 

• Reducing waste and improving returns on 
investment. This is not only a problem of 
accountancy and oversight, as suggested 
above. It is also a problem requiring great-
er program evaluation and a willingness 
to terminate outdated or ineffective pro-
grams and projects. (See Chapter IX.B.) 
The problem, however, goes beyond con-
ventional matters of accounting and eval-
uation—as discussed further below. 

PROGRAM LIFE-CYCLES—AND 
STATES AS LABORATORIES 

Clearly, the government has a need and a 
responsibility to improve the return on invest-
ment of Federal dollars. And improved ac-
counting, analysis, and evaluation have an im-
portant role to play in this effort. But beyond 
these rather technical issues, there are larger 
structural issues that also require attention. 

Fortunately, the 1990 Budget Act creates a 
framework that can encourage a more basic 
reform perspective. 

The discussion of Entitlement Reform 
(above) has highlighted the budgetary "take-
over" by mandatory programs—and the tend-
ency of such programs increasingly to benefit 
the non-poor. The pay-as-you-go reforms may 
serve not only to restrain the further expan-
sion of "mandatories." They should also en-
courage greater anti-poverty efficiency in the 
design of such programs. 

With respect to discretionary programs, the 
effect of budget process reforms may be an 
even more direct increase in attention to pro-
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gram efficiency, effectiveness, and return on 
investment. This should be a natural out-
growth of the existence of fixed, enforceable 
caps on discretionary spending. With un-
equivocal limits on available resources, com-
petition on the merits should increase. 

As one begins to think about returns on in-
vestment, it is perhaps interesting to consider 
how much Federal spending might be consid-
ered "investment" at all. This question in-
volves highly arguable definitional issues. 

If one puts defense aside, and looks at how 
much nondefense spending is oriented toward 
longer-term investment (returns accruing over 
a period greater than five years), one finds 
that expenditures for short-term benefits clear-
ly dominate. Long-term investments have been 
declining as a percent of GNP. (See Chart 
II-4.) This is, in part, a reflection of the budg-
etary ''takeover" by transfer payments to indi-
viduals ("mandatories"). 

But even if one focuses only on domestic 
discretionary programs {i.e., excluding 
mandatories), one finds that longer-term in-

vestments have been decreasing as a share of 
domestic discretionary spending. (See Chart 
II—5.) The President's budget seeks to correct 
this trend by increasing investment in R&D, 
prevention, early childhood, and transportation 
infrastructure—areas with higher return. 

The expectation of a possible shift toward 
investment in programs with higher return 
may, of course, prove to be no more than a 
request and a hope. The existing domestic dis-
cretionary program structure has, to date, 
proven to be rather rigid. Reform will require 
a new flexibility and a new dynamic. 

In the past, domestic discretionary programs 
often came into existence to address one al-
leged "urgent priority" or another. The urgency 
may have derived from a transitory emer-
gency, a desire for "demonstration," or a per-
ceived need for Federal leadership in areas 
where States and localities were slow to rec-
ognize or accept responsibility. As an abstract 
matter, this rationale may have been legiti-
mate. 

Chart 11-4. CORE GOVERNMENT, LONG-TERM INVESTMENTS, 
AND SHORT-TERM BENEFITS 

PERCENT (Total Domestic Discretionary and Mandatory Outlays as a Percent of GNP) 

NOTE: Lone-term Investments snd short-term benefits Include spendlna on both people end phyelcel Investments. 
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Chart 11-5. CORE GOVERNMENT, LONG-TERM INVESTMENTS, 
r AND SHORT-TERM BENERTS 

(As a Percent of Total Domestic Discretionary Outlays) 

NOTE: Long-term investments and short-term benefits include spending on both people end physioel investments. 

Once in existence, however, programs have 
tended to become fixtures in the budget. There 
is, in practice, little evidence of a program life-
cycle—other than a move toward immortality. 

In a world of fixed spending caps, there will 
be no room for emerging priorities if the pro-
grams-of-old remain immortal. To allow adap-
tation to shifting priorities, there will have to 
be a more dynamic concept of program life-
cycles: 

• Some programs and projects will have to 
die. This should be the case, for example, 
when a program (whether demonstration 
or not) has proven a failure, or when the 
urgency of a past priority has been over-
taken by events. It should also be the case 
when a demonstration has proven a suc-
cess and is, therefore, available for rep-
lication and funding through other 
sources. In applying these principles, this 
budget proposes the outright termination 
of 238 specific domestic discretionary pro-
grams and 3,591 specific projects. These 
terminations would save $4.6 billion in 

budget authority in 1992. (See Chapter 
IX.B.) 

• Some programs should decline. This 
should be the case when their relative pri-
ority is judged to have decreased. This 
budget proposes declines of $8.3 billion in 
budget authority from an additional 109 
domestic discretionary programs. These 
programs were funded at a total of $27.4 
billion in 1991. Reasons for proposed re-
ductions are presented in Chapter IX.B. 

• Some programs should increase. The re-
ductions and terminations noted above 
help finance program increases in areas 
judged to merit higher priority or im-
proved return on investment. 250 domestic 
discretionary programs are specifically rec-
ommended for increases totaling $17.8 bil-
lion. (See Table B-6 in Chapter IX.B and 
the associated detail in Chapter XIII.) 

• Some programs should be consolidated and 
turned over to the States—funded in more 
flexible form. Programs appropriate for 
such turnover may be selected from two 
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broad categories: those whose purposes are 
judged by States to be of continuing value, 
but whose relative funding priority at the 
Federal level is declining; and those which 
seem, in any case, to be appropriate for 
flexible management by the States. 
The President has established a target of 
$15 billion in program turnovers for the 
States. A list of possible turnover can-
didates totaling over $20 billion is at Table 
II—9. The actual selection of programs for 
turnover would have to be authorized by 
the Congress—in consultation with the 
Administration and the Governors. (After 
the actual selection is determined, the cur-
rent distribution of such programs by 
State would be calculated. The Adminis-
tration would then propose to replace 
these programs with a single consolidated 
block grant to the States. The formula for 
this new block grant would approximate 
the same distribution to the individual 
States as they would receive under the 
present program structure—seeking to as-
sure that no State would be harmed by 
the move to a new, consolidated block 
grant.) 

The value of this turn-over approach is 
as follows. It allows the Federal Govern-
ment to reduce overhead. It allows States 
to manage a pool of financial resources 
more flexibly. It moves power and deci-
sionmaking closer to the people. And it 
reenforces another reformist theme of this 
Administration: appreciation and encour-
agement of "States as Laboratories." 
This last point is especially important. The 
American Federal system has within it an 
enormous power for innovation: the natu-
ral variation and experimentation among 
the States. For too long, this potential has 
been under-appreciated at the Federal 
level. Nonetheless, the reality is that some 
of the most interesting examples of inno-
vation are being set by the States—in 
areas ranging from educational choice, to 
enterprise zones, to health cost control, 

welfare reform, and transportation fi-
nance. (See Chapter VI.) 
The Administration seeks to reenforce this 
natural power of the States—and to help 
build upon it. 

In sum, the opportunities for constructive re-
form are many. (See Table II—5.) Incentives 
for choice, innovation, and improved perform-
ance can be advanced in education. Investment 
in path-breaking R&D can be increased. The 
financial service sector can be modernized. Tax 
incentives for saving and long-term investment 
can be strengthened. The budgetary "takeover" 
by "mandatory" programs can be slowed; and 
the benefits of entitlements can be better tar-
geted for the needy. The problems of the 
health system can be alleviataed, to some de-
gree, by physician payment reform, mal-
practice reform, and an emphasis on preven-
tion. The National Drug Control Strategy can 
be carried forward aggressively to its next 
stage. The approach to housing can be im-
proved by greater emphasis on choice, home-
ownership, and Enterprise Zones. Stresses on 
the transportation infrastructure can be re-
lieved. And the government itself can be man-
aged better—through budget process reform, 
accounting reform, program evaluation, regu-
latory reform, and reenforcement of the inno-
vative power of "States as laboratories." 

These reforms can all be accommodated 
within the "flexible freeze" (with total spending 
growing at less than the inflation rate) and 
within the limits of the 1990 Budget Act. 

If these reform measures are adopted—and 
assuming satisfactory resolution of the Gulf 
crisis in the not-too-distant future—the econ-
omy can not only return to economic growth. 
It can move on toward a new record for eco-
nomic expansion as America advances to the 
21st century. 

RICHARD DARMAN 
DIRECTOR, 
OFFICE OF MANAGEMENT AND BUDGET 
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Table II-6. SPENDING, REVENUE, AND DEFICIT, 1991-1996 
(Dollar amounts in billions)1 

Spending: 
Discretionary: 

Defense 
International 
Domestic 

Subtotal, discretionary . 
Mandatory 
Interest 

1991 1992 1993 1994 1995 1996 

Dollars Dollars C h % g e Dollars C h ^ g e Dollars C h % g e Dollars ^ Dollars C h ^ g e 

307.8 300.4 -2.4 293.3 -2.4 287.6 -1.9 289.2 0.5 293.8 1.6 
18.7 19.6 4.7 20.4 4.2 21.5 5.1 21.8 1.3 22.0 0.9 

199.8 212.0 6.1 223.2 5.3 228.9 2.6 231.7 1.2 238.5 2.9 
526.3 532.1 1.1 536.9 0.9 538.0 0.2 542.7 0.9 554.2 2.1 
686.2 707.5 3.1 705.3 -0.3 673.5 -4.5 713.8 6.0 775.6 8.7 
197.0 206.3 4.7 212.0 2.8 215.5 1.6 213.8 -0.8 211.0 -1.3 

Total spending 1,409.6 1,445.9 2.6 1,454.2 0.6 1,427.1 -1.9 1,470.3 3.0 1,540.8 4.8 
Total revenues 1,091.4 1,165.0 6.7 1,252.7 7.5 1,365.3 9.0 1,467.3 7.5 1,560.7 6.4 
Consolidated deficit 318.1 280.9 — 201.5 — 61.8 — 2.9 — -19.9 — 

Memorandum 

Deposit insurance (included above): 
Resolution Trust Corporation 
Bank Insurance Fund 
FSLIC Resolution Fund 
Savings Association Insurance Fund 

and Other 
Subtotal, Deposit insurance 

Desert Shield (placeholder, included 
above) 

Social Security (included above): 
Operating surplus 
Interest 

Total 
Percent change measures change from previous year. 
* $50 million or less. 

84.6 76.1 — 34.3 — -47.6 — -45.7 — -32.0 — 

15.9 9.7 — 8.0 — 6.8 — 0.9 — 0.6 — 

11.1 3.3 — 2.8 — 2.2 — 2.7 — 1.5 — 

_ * -1.0 — -0.8 — 0.4 — -0.3 * — 

111.5 88.1 — 44.2 — -38.1 — -42.3 — -29.9 — 

8.2 4.6 — 0.8 — 0.4 — — — — — 

40.3 38.7 45.3 56.6 — 65.5 — 77.2 
20.2 23.7 — 28.0 — 32.8 — 38.3 — 44.6 — 

60.4 62.4 — 73.3 — 89.3 — 103.9 — 121.8 — 
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Table II-7. RECEIPTS MEASURES, 1991-1996 
(In millions of dollars) 

1991 1992 1993 1994 1995 1996 

Enhance long-term investment1 400 3,000 1,700 900 1,800 1,700 
Extend HI coverage to State and local employees2 — 1,125 1,537 1,545 1,548 1,544 
Improve retail compliance with alcohol special occupa-

tional taxes2 — 43 43 9 9 9 
Increase IRS enforcement funding — 35 133 176 180 184 
Extend tax deadlines for Desert Shield (placeholder) par-

ticipants -38 21 6 — — — 

Extend railroad UI reimburseable status2 -10 2 10 8 - 1 - 1 
Increase HUD land sales fee — * * * * * 

Extend abandoned mine reclamation fees — — — — — 260 
Extend R&E credit — -500 -1,000 -1,300 -1,600 -1,800 
Extend R&E allocation rules — -346 -264 — _ — 

Establish family savings accounts — -300 -800 -1,300 -1,800 -2,300 
Extend health insurance deduction for self-employed — -120 -239 — — — 

Extend low-income housing credit — -59 -215 -305 -337 -337 
Extend targeted jobs credit — -56 -100 -64 -29 -20 
Establish enterprise zones — -50 -160 -310 -520 -750 
Waive excise tax for certain early withdrawals from IRAs . — -50 -70 -100 -110 -110 
Extend business energy credits — -30 -17 4 2 1 
Double and restore adoption deduction — — -3 -3 -3 -3 
Extend highway trust fund taxes2 — — — — — -2,722 

Total effect on receipts 352 2,715 561 -740 -861 -4,345 
Total effect on receipts with enhance long-term invest-

ment at zero -48 -285 -1,139 -1,640 -2,661 -6,045 
* $500,000 or less. 
!The proposal to enhance long-term investment is shown as estimated by the Treasury Department's Office of Tax Analysis 

(OTA). Because the methodological differences among OTA, Congressional estimators, and outside experts have not yet been 
resolved, totals are presented with the Administration's estimate and with a zero (neutral) entry for the proposal. 

2 Net of income tax offsets. 

Table II-8. DEFICIT IMPACT OF ADMINISTRATION PAY-AS-YOU-GO 
PROPOSALS 

(In billions of dollars) 

1991 1992 1993 1994 1995 1991-95 

Deficit impact of Administration pay-as-you-go proposals: 
Direct spending (see Table II—8) -0.1 -6.3 -9.3 -9.0 -11.0 -35.8 
Receipts: 

Extenders (selected) * 1.1 1.8 1.7 2.0 6.6 
Long-term investment incentive1 -0.4 -3.0 -1.7 -0.9 -1.8 -7.8 
All other * -0.8 -0.6 0.2 0.9 -0.3 

Total, receipts -0.4 -2.7 -0.4 0.9 1.0 -1.5 
Total, receipts with long-term investment incentive 

at zero * 0.3 1.3 1.8 2.8 6.3 
Total, net deficit impact -0.5 -9.0 -9.8 -8.1 -9.9 -37.3 
Total, net deficit impact with long-term investment in-

centive at zero -0.1 -6.0 -8.1 -7.2 -8.1 -29.5 
* $50 million or less. 
xThe proposal to enhance long-term investment is shown as estimated by the Treasury Department's Office of Tax Analysis 

(OTA). Because the methodological differences among OTA, Congressional estimators, and outside experts have not yet been 
resolved, totals are presented with the Administration's estimates and with a zero (neutral) entry for this proposal. 
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Table II-9. PROPOSED POLICY CHANGES IN MANDATORY PROGRAMS 
(Outlays; in millions of dollars) 

1992 1993 1994 1995 1996 

Department of Agriculture 
Commodity Credit Corporation: reduce subsidies to those 

with off-farm income over $125,000 -36 -90 -90 -90 -90 
Crop Insurance: increase farmer responsibility for premium 

payments -77 -167 -164 -152 -146 
Food Safety and Inspection Service: seek reimbursement 

from industries for certain overtime activities -50 -50 -50 -50 -50 
Food Stamps: effect of increased child support enforcement . — -10 -20 -30 -34 
Miscellaneous User Fees: increase fees for recreation and 

grain inspection and establish fees for agricultural mar-
keting -29 -32 -32 -33 -34 

Rural Electrification Administration: continue shift from di-
rect to guaranteed loans -13 -38 -59 -74 -67 

Department of Education 
Guaranteed Student Loans: net impact of reducing the 

number of loans that default by: improving eligibility 
screening of schools; enhancing procedures for default col-
lection; requiring risk sharing and increasing loan limita-
tions -102 -173 -229 -282 -289 

Department of Energy 
Elk Hills Naval Petroleum Reserve: lease production rights -1,191 139 120 113 95 
Power Marketing Administrations: revise the level and 

schedule of the PMAs' debt repayments to the Federal 
Government -377 -382 -406 -417 -402 

Strategic Petroleum Reserve: delay required purchase of pe-
troleum until 1992 and 19931 36 86 — — — 

Department of Health and Human Services 
Family Support: improve the child support enforcement sys-

tem -120 -129 -142 -163 -179 
Foster Care: limit the Federal Government's payment of ad-

ministrative costs to only those required to provide bene-
fits to low-income children -210 -290 -352 -405 -452 

Medicaid: net impact of allowing States to expand medi-
cally-needy eligibility for pregnant women and children; 
strengthening medical child support enforcement; and the 
impact of Medicare proposals 25 75 75 90 95 

Medicare: 
Clinical Labs: 

Apply 2% update for 1992 and 1993, only for those 
below payment caps -20 -50 -70 -80 -90 

Restore 20% co-insurance, identical to all other Part B 
services -450 -800 -900 -1,020 -1,160 
Subtotal, clinical labs -470 -850 -970 -1,100 -1,250 

Coordinated Care Initiative: Begin a Medicare coordi-
nated care initiative whose costs would be largely offset 
by: applying home health limits by discipline and estab-
lishing a uniform disabled/ESRD secondary payor 
threshold -130 25 40 70 195 

^he SPR proposal saves $123 million in outlays for 1991. 
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Table II-9. PROPOSED POLICY CHANGES IN MANDATORY PROGRAMS— 
Continued 

(Outlays; in millions of dollars) 

1992 1993 1994 1995 1996 

Durable Medical Equipment (DME): 
Adjust enteral/parenteral fee schedule -10 -15 -15 -15 -15 
Refine DME/oxygen payment methods, in part to reflect 

increased use of less-expensive oxygen delivery serv-
ices -35 -85 -105 -130 -135 
Subtotal, medical equipment -45 -100 -120 -145 -150 

High-Income Beneficiaries: Reduce Federal Medicare sub-
sidy for high-income beneficiaries (over $125,000 AGI) .. -41 -169 -245 -323 -426 

Hospitals: 
Adjust indirect medical education add-on payment fac-

tor from 7.65% to 4.4% in 1992, phasing down to 3.2% 
in 1996 -1,045 -1,385 -1,705 -2,080 -2,500 

Eliminate duplicate payments for hospital-based non-
physician practitioners by adjusting hospital payment 
update factor -10 -10 -10 -10 -10 

Include payment for certain post-hospital services in 
Medicare hospital payment -30 -40 -50 -50 -60 

Limit graduate medical education per-resident pay-
ment, and encourage training of primary care physi-
cians -140 -160 -190 -230 -260 

Place Medicare hospital update on a January 1 cycle .... -670 -930 -1,320 -1,450 -1,540 
Subtotal, hospitals -1,895 -2,525 -3,275 -3,820 -4,370 

Outpatient Departments (OPDs): Pay a uniform rate for 
outpatient services, whether performed in doctors' of-
fices or OPDs -50 -100 -125 -150 -175 

Physicians: 
Eliminate double payment for physician collection of lab 

specimens -10 -20 -20 -20 -25 
Establish a single fee for anesthesia services -80 -150 -170 -200 -230 
Establish a single fee for assistants at surgery -50 -80 -90 -100 -110 
Revise 1991 Medicare volume performance standard to 

correct error — -90 -150 -190 -220 
Revise Medicare economic index to reflect better data 

and new methodology -30 — — — — 

Use efficient rate for radiology and diagnostic tests — -10 -15 -20 -20 
Subtotal, physicians -170 -350 -445 -530 -605 

Other: 
Effect of Medicare proposals on HI premiums 17 20 26 30 33 
Eliminate return-on-equity payments for proprietary 

skilled nursing facilities -50 -70 -60 -60 -70 
Establish a uniform payment policy for medicare cov-

ered drugs -10 -30 -30 -40 -40 
Recalculate payments for physical and respiratory ther-

apy, based on newer data -10 -10 -15 -15 -20 
Subtotal, other -53 -90 -79 -85 -97 
Subtotal, Medicare -2,854 -4,159 -5,219 -6,083 -6,878 

Supplemental Security Income: collect SSI over-payments 
and charge States certain administrative fees -96 -159 -250 -250 -240 
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Table II-9. PROPOSED POLICY CHANGES IN MANDATORY PROGRAMS— 
Continued 

(Outlays; in millions of dollars) 

1992 1993 1994 1995 1996 

Department of Housing and Urban Development 
Federal Housing Administration: reduce FHA multifamily 

insurance claims through: improved underwriting, mon-
itoring, and servicing; removal of legislative restraints on 
defaulted property sales; and the proposed Low-Income 
Resident Economic Empowerment program -564 -1,062 -1,024 -860 -1,269 

Government National Mortgage Association: exempt GNMA 
from VA's formula for acquiring foreclosed property pro-
ducing savings for VA-guaranteed loans acquired by 
GNMA -45 -38 -25 -20 -19 

Department of the Interior 
Arctic National Wildlife Refuge: lease oil and gas explo-

ration rights — -1,901 -1 -1,201 - 1 
Department of Labor 

Trade Adjustment Assistance: repeal TAA benefits for work-
ers unemployed due to competition from imports -114 -193 -204 -200 -194 

Department of Treasury 
Coinage Profit Fund: finance numismatic and bullion coin 

operations for the United States Mint -94 — — — — 

Department of Veterans Affairs 
Veterans Compensation and Pension: standardize Depend-

ency and Indemnity Compensation payments; increase 
pension eligibility requirements and extend several expir-
ing provisions of OBRA -17 -433 -391 -354 -320 

Veterans Home Loans: raise fee and require down payment 
for multiple use of loan guaranty benefit; improve formula 
used to acquire foreclosed property and extend expiring 
OBRA fee increase -308 -242 -202 -178 -160 

Veterans Readjustment Benefits: target eligibility for voca-
tional rehabilitation to veterans with higher rated disabil-
ities and eliminate step-children from eligibility for train-
ing and education benefits -12 -32 -31 -31 -31 

Veterans Third Party Medical Recoveries: extend several ex-
piring provisions of OBRA — — -225 -255 -274 

Environmental Protection Agency 
Pesticide Reregistration Fee: remove existing cap on 

amount that may be collected from any one registrant -3 -3 -3 -3 -3 
Other Agencies 

Corps of Engineers: expand existing user fees for day use of 
developed recreational sites -20 -20 -20 -20 -20 

Postal Service: require the Postal Service to pay a larger 
share of the costs for health benefits and cost-of-living ad-
justments for post-1971 retired postal employees and 
their survivors -198 -198 -198 -198 -198 

Railroad Retirement Board: reflects net impact of conform-
ing rail security benefits with social security benefits and 
requiring the rail pension to finance 25% of the windfall 
benefits 145 142 141 139 137 

Other 8 15 17 20 24 
Total, outlay savings -6,316 -9,344 -8,984 -10,987 -10,999 
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Table 11-10. POTENTIAL BLOCK GRANT PROGRAMS 
(In millions of dollars) 

Enacted Proposed 

Department/Programs 1991 1992 1993 1994 1995 1996 

BA O BA O BA O BA O BA O BA O 

Education: 
Impact aid payments 781 815 620 695 620 651 620 624 620 620 620 620 
Supplemental education oppor-

tunity grants 520 404 347 498 347 352 347 347 347 347 347 347 
Chapter 2 block grant 449 533 449 465 449 445 449 449 449 449 449 449 
Public library services programs 143 155 35 115 35 71 35 35 35 35 35 35 

Environmental Protection Agency: 
Construction grants 2,083 2,345 1,900 2,195 1,200 2,082 600 1,883 — 1,482 — 1,025 

Health and Human Services: 
State welfare administrative ex-

penses for Medicaid, AFDC, 
and Food Stamps 5,178 5,167 5,878 5,867 6,453 6,440 7,062 7,048 7,701 7,686 8,366 8,349 

Social services block grant 2,800 2,800 2,800 2,800 2,800 2,800 2,800 2,800 2,800 2,800 2,800 2,800 
Low-income home energy assist-

ance program 1,610 1,669 1,025 991 875 796 625 552 475 393 375 287 
Housing and Urban Development: 

Selected public and subsidized 
housing programs 5,512 3,185 4,789 3,805 4,837 4,484 4,897 4,685 4,961 5,036 5,026 4,968 

Community development block 
grants 3,200 3,073 2,920 3,097 2,920 3,061 2,920 2,906 2,920 2,914 2,920 2,915 

Justice: 
Byrne Memorial State and local 

law enforcement assistance 
program 490 342 490 421 490 475 490 481 490 484 490 491 

Total 22,766 20,488 21,253 20,949 21,026 21,657 20,845 21,810 20,798 22,246 21,428 22,286 
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Table 11-11. PROPOSED OUTLAYS, BY AGENCY 
(In billions of dollars) 

19911 1992 
Agency 

Discretionary Mandatory Total Discretionary Mandatory Total 

Cabinet Agencies: 
Agriculture 11.6 43.9 55.4 12.5 43.2 55.7 
Commerce 2.9 -0.1 2.8 2.9 -0.1 2.8 
Defense—Civil 3.4 23.0 26.4 3.5 24.7 28.2 
Defense—Military 288.3 -0.8 287.5 283.8 -0.7 283.0 
Education 18.8 6.1 24.8 20.5 7.0 27.5 
Energy 16.0 -2.4 13.5 17.4 -2.5 14.9 
Health and Human Services 27.8 458.4 486.3 28.7 496.6 525.3 
Housing and Urban Development 21.8 1.7 23.5 23.4 0.9 24.3 
Interior 6.6 -0.2 6.4 6.7 -0.2 6.5 
Justice . 7.7 1.0 8.7 9.0 1.0 10.0 
Labor 8.8 25.7 34.5 9.2 25.5 34.8 
State 4.0 0.3 4.3 4.2 0.3 4.5 
Transportation 30.5 0.2 30.8 31.6 0.3 31.9 
Treasury 8.8 268.3 277.1 9.6 289.0 298.6 
Veterans Affairs 13.9 17.5 31.3 14.7 18.1 32.8 

Major Agencies: 
Deposit Insurance Accounts 0.1 111.4 111.5 — 88.1 88.1 
Environmental Protection Agency 5.9 -0.1 5.8 6.1 -0.2 5.9 
General Services Administration 0.9 -0.1 0.8 0.9 -0.1 0.7 
National Aeronautics and Space Admin-

istration 13.5 — 13.5 14.7 — 14.7 
Office of Personnel Management 0.2 35.0 35.2 0.2 36.8 37.0 
Small Business Administration 0.5 — 0.5 0.5 -0.2 0.3 

Other Agencies: 
Executive Office of the President 0.3 — 0.3 0.3 — 0.3 
Funds Appropriated to the President 11.8 -0.5 11.3 12.7 -0.7 12.0 
Judicial Branch 1.9 0.2 2.1 2.2 0.1 2.3 
Legislative Branch 2.2 0.3 2.5 2.6 0.4 3.0 
Other Independent Agencies 10.3 4.0 14.2 9.4 4.6 14.0 
Allowances 8.2 8.2 4.7 — 4.7 
Undistributed offsetting receipts — -109.4 -109.4 — -118.0 -118.0 

Total Outlays 526.3 883.3 1,409.6 532.1 913.8 1,445.9 
1 Includes impact of supplemental and rescissions. 
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Table 11-12. DISCRETIONARY PROPOSALS, BY APPROPRIATIONS 
SUBCOMMITTEES 

(In millions of dollars) 

1991 1991 1992 1992 Proposed Less 
Appropriations Subcommittee Enacted Proposed Proposed 1991 Enacted Appropriations Subcommittee 

BA Outlays BA Outlays BA Outlays BA Outlays 

Domestic Discretionary 

Commerce, Justice, State and Judiciary 13,941 14,311 13,981 14,339 15,686 15,927 1,745 1,616 
District of Columbia 568 575 568 575 536 536 -32 -39 
Energy and Water 9,062 8,607 9,062 8,607 9,830 9,132 768 525 
Interior 12,758 11,816 12,758 11,816 12,068 12,214 -690 398 
Labor, HHS, and Education 55,972 54,074 56,197 54,269 56,003 57,352 31 3,278 
Legislative Branch 2,158 2,165 2,158 2,165 2,664 2,597 506 432 
Rural Development, Agriculture, and Related Agen-

cies 8,845 8,901 8,856 8,914 10,204 9,674 1,360 773 
Transportation 12,498 29,842 12,498 29,842 14,560 31,067 2,062 1,225 
Treasury, Postal Service and General Government ... 11,872 10,772 11,872 10,772 10,807 11,241 -1,065 469 
Veterans Affairs, HUD, and Independent Agencies ... 60,265 58,549 60,198 58,516 64,914 62,195 4,649 3,646 
Allowances — — — — 97 97 97 97 

Total Domestic Discretionary 187,939 199,612 188,147 199,814 197,370 212,032 9,431 12,419 

Defense Discretionary 

Defense 268,994 281,393 265,681 280,611 270,866 275,474 1,872 -5,919 
Energy and Water, Function 050 10,955 10,355 11,578 10,513 11,780 11,443 825 1,089 
Military Construction 8,410 7,939 8,290 7,928 8,143 8,366 -267 427 
Commerce, Justice, State and Judiciary 225 166 225 166 225 178 — 12 
Veterans Affairs, HUD and Independent Agencies .... 335 336 335 336 337 339 3 2 

Total Defense Discretionary 288,919 300,189 286,109 299,554 291,351 295,800 2,432 -4,389 

Allowance for Desert Shield (placeholder) — — 14,000 8,200 — 4,611 — 4,611 
Total Defense Discretionary with Allowance for 

Desert Shield (placeholder) 288,919 300,189 300,109 307,754 291,351 300,411 2,432 222 

International Discretionary 

Commerce, Justice, State, and Judiciary 4,279 4,632 4,379 4,715 5,402 4,906 1,123 274 
Foreign Operations 14,869 12,855 14,730 12,897 27,311 13,578 12,441 723 
Labor, HHS and Education 8 9 8 9 9 9 1 — 

Rural Development, Agriculture, and Related Agen-
cies 981 1,097 1,011 1,120 1,301 1,120 320 23 
Total International Discretionary 20,137 18,593 20,129 18,740 34,022 19,613 13,885 1,021 

Total Discretionary 496,995 518,394 508,385 526,308 522,744 532,056 25,749 13,662 
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2. DIRECTOR'S INTRODUCTION 
(AND OVERVIEW TABLES) 

HOPES, FEARS, AND FALLIBLE 
FORECASTS 

A year ago, the Budget was published 
in a context of major uncertainty. Iraq's 
invasion of Kuwait had destabilized the Middle 
East. That caused obvious problems for the 
American economy, which was already experi-
encing sluggish growth. The allied military 
counter-offensive had begun. But the outcome 
was not yet clear. Understandably, the mood 
was somber. 

In the intervening year, the international 
situation improved dramatically. Kuwait was 
liberated. A proud and grateful nation wel-
comed its returning troops with near-euphoric 
celebration. Comprehensive Mideast peace 
talks commenced. Imperial Communism and 
the Soviet Union were disbanded. And clearly, 
market-oriented democracy has been on the 
rise. 

Yet, here at home, the euphoria of summer 
has been displaced by another winters gloom. 
The domestic economy has not recovered 
in the manner that had been widely forecast. 
The economy turned up, as predicted, in 
the middle of the year. When the Wall 
Street Journal published its mid-year survey, 
39 of 40 private sector forecasters predicted 
positive real GNP growth—an average of 
2.4 percent—for the second half of 1991. 
Thirty-eight of 40 predicted positive growth 
for the first half of 1992. But the recovery 
faltered. Economists scurried to reestimate. 
The sputtering economy seemed to support 
the cautionary note in last year's Introduction: 
"macroeconomics is a highly fallible 'science'; 
macroeconomists are often closer to each 
other than to reality." 

By several conventional statistical measures, 
the economy is not as weak as in some 
previous recessions. But confidence is remark-
ably low. And although the unemployment 
rate is not as high as in some earlier 
periods, its level is unacceptable. 

Many current problems are different from 
those associated with traditional business 
cycles. In general, there has not been an 
excessive inventory build-up. Rather, it is 
the accumulation of public and private debt 
that has been viewed generally as excessive. 
The financial sector has been under unusual 
stress. The real estate sector has been de-
pressed. Much of the service sector (as well 
as white collar employment within the manu-
facturing sector) is in the process of restructur-
ing. Such problems have been felt across 
a wider geographic and socio-economic range 
than was characteristic of earlier "blue collar" 
(or "rust belt") recessions. A more generalized 
sense of worry has developed among "middle 
class" workers and families. 

For these reasons, and for all the conven-
tional reasons, the current context requires 
a strong program and prompt action to get 
the economy moving again. But the character 
of the underlying problems makes clear: There 
must be more than just a short-term program. 
What is required is a comprehensive program 
to address not only the short-term, but also 
the long. 

The President has advanced such a com-
prehensive program—to renew confidence, and 
to secure American growth in a competitive 
global economy. This Budget reflects that 
program. 

Part One-7 
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Part One-lO THE BUDGET FOR FISCAL YEAR 1993 

THE PRESIDENT'S 
COMPREHENSIVE AGENDA FOR 
ECONOMIC GROWTH 

In his State of the Union Address, the 
President has highlighted his agenda for 
growth. 

Because unemployment remains high, the 
President has proposed a further extension 
of Unemployment Insurance Extended Bene-
fits. But such benefits are obviously not 
a satisfactory substitute for a program to 
restore, expand, and secure jobs. 

The President's agenda for job-creating 
growth is comprised of both short-term meas-
ures to get the economy moving and longer-
term measures to secure American growth 
for the future. 

The short-term agenda for growth includes 
the following: 

(1) Executive Actions: to strengthen eco-
nomic activity in areas where the execu-
tive branch can proceed without depend-
ing upon Congressional action, 

• a reduction of excessive personal income 
tax withholding by an average of $345 per 
year (joint return) for those taxpayers who 
wish to have this burden reduced; 

• continued acceleration of previously appro-
priated federal spending; 

• prudent execution of measures to reduce 
the "credit crunch"; 

• reinvigorated action to reduce the burden 
of regulation; and 

• management of monetary policy (through 
the Federal Reserve) on a basis that yields 
both lower interest rates and low inflation; 

(2) New Investment Incentives: to stimu-
late job-creating investment (see Chapter 
22), 

• a capital gains incentive that reduces the 
tax on long-term gains to 15.4 percent 
(also important for the long term); 

• a new 15% Investment Tax Allowance; 

• simplified and liberalized treatment of de-
preciation under the Alternative Minimum 
Tax; 

(3) New Real Estate Incentives: to in-
crease home sales and real estate values 
(see Chapter 22), 

• a new $5,000 tax credit for first-time 
home-buyers; 

• a modified "passive loss rule" for active 
real estate investors; 

• penalty-free IRA withdrawal for first-time 
home-buyers; 

• extension of tax preferences for mortgage 
revenue bonds and low-income housing; 

• allowance of deductions for losses on per-
sonal residences— 

• all in addition to the favorable effects of 
a capital gains incentive. 

This set of short-term initiatives unquestion-
ably would help get the economy moving. 
But to strengthen growth for the intermediate 
and longer term, as well, a serious agenda 
must be more complex and comprehensive. 
The list of necessary initiatives is long, 
and its reach is broad. A narrower focus 
simply will not get the long-term job done. 

The President's comprehensive agenda for 
growth involves both reform and restructuring. 
In addition to short-term measures, it includes 
such initiatives as the following: 

(4) Investment in the Future: to shift 
public expenditures toward investment in 
the future and to improve private pro-
ductivity, 

• record investment in federal research and 
development ($76.6 billion) and in federal 
support of both basic research and applied 
civilian R&D (see Table 6-2 and Chapter 
6)—along with permanent extension of the 
R&D tax credit (see Chapter 22); 

• record investment in Head Start ($2.8 bil-
lion)—for the first time covering all par-
ticipating eligible 4-year-olds; 

• record investment in children (over $100 
billion) and in preventive health (see Ta-
bles 5-3 and 5-1 and Chapter 5); 

• record investment in Education generally, 
and in Math and Science Education (see 
Chapter 4); 
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2. DIRECTOR'S INTRODUCTION (AND OVERVIEW TABLES) Part One- 9 

• record investment in combatting crime and 
drug abuse (see Chapter 9); 

• record investment in infrastructure (see 
Chapter 7); 

• "Job Training 2000", to improve the deliv-
ery and effectiveness of job training and 
vocational education programs (see Chap-
ter 4); 

• major expansion of 'Weed and Seed" ($500 
million—see Chapter 8) linking law en-
forcement and social services—and linking 
these, in turn, with: 

• Enterprise Zones—to bring entrepreneur-
ship and opportunity to areas of "hard 
core" distress (see Chapter 8); 

(5) International Market Expansion: to 
expand opportunities for American ex-
ports in a regime of free and fair trade, 

• GATT negotiations; 
• negotiations to establish a North American 

Free Trade Agreement; 
• the President's Enterprise for the Ameri-

cas Initiative; and 
• continued bilateral efforts to open markets 

for U.S. exports. 
(6) Pro-family Incentives: to ease the fi-

nancial burdens of raising a family and 
saving for the future (see Chapter 22), 

• a new Flexible IRA—with penalty-free 
withdrawal for medical and educational 
expenses (in addition to first-time pur-
chase of a home), and with tax- free with-
drawal after 7 years; 

• tax deductibility of interest paid on stu-
dent loans; 

• an increase in the personal income tax ex-
emption of $500 per child (i.e., $2,000 per 
year for a family with four children)—as 
well as: 

(7) Health Reform: to increase the af-
fordability and security of health insur-
ance for all, while making the high-qual-
ity American health system cost-effective 
and economically sustainable, 

• The President's Plan for Comprehensive 
Health Reform (outlined further below); 

(8) Budget Discipline: to bring the 
growth of the federal budget and deficit 
under control (and to reduce the drain 
on savings), 

• a freeze on federal domestic discretionary 
budget authority; and a cut in total discre-
tionary budget authority; 

• complete elimination of 246 programs and 
over 4000 projects whose funding is not 
sufficiently justified (see Chapter 16); 

• a freeze on federal domestic government 
employment, and a cut of total federal per-
sonnel by nearly 4 percent (see Table 2-8). 

• in response to changes in the external 
threat, an orderly and carefully-planned 
further reduction in defense spending of 
$50.4 billion by 1997—making the total 
real defense cut 29 percent since 1989. 

• an enforceable cap on the growth of 
unfinanced "mandatory" spending (see 
below and Chapter 18); 

• a cap on cumulative subsidies of hidden 
liabilities (see Chapter 18); 

• extension and refinement of the caps, ac-
counting improvements, and pay-as-you-go 
discipline of the Budget Enforcement Act 
(see Chapter 18); 

• initiatives for Management Improvement 
(see Chapter 15); 

• all in addition to the most important defi-
cit-reduction measure: enactment of the 
rest of the President's agenda for growth. 

Most of the elements of the President's 
growth agenda noted above are new. In 
addition, there are major reform proposals 
still before the Congress awaiting action. 
The fact that the Congress has not yet 
acted on these does not make them any 
less important for long-term growth. They 
are, indeed, essential. 

Among the comprehensive reforms still 
awaiting Congressional action are those to 
reform education, modernize the financial 
services sector, increase productivity, and re-
duce energy vulnerability: 
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(9) America 2000: to revolutionize Amer-
ican education, strengthen accountability, 
and improve performance—through a na-
tion-wide reform movement and such fed-
eral programmatic initiatives as New 
American Schools and Educational 
Choice (see Chapter 4); 

(10) Financial Service Sector Reform: in-
cluding deposit insurance reform, inter-
state banking, and provisions for inte-
grating financial services (see Chapter 
12); 

(11) Legal Reform: including tort reform, 
product liability reform, malpractice re-
form, and civil justice reform; and 

(12) The President's National Energy 
Strategy: which received heightened, if 
fleeting, interest after the Iraqi invasion; 
and which, like the other major areas of 
unfinished business, continues to await 
Congressional action. For convenient ref-
erence, this outline of the President's 
Agenda for Growth is presented as Chart 
2-1. 

CHART 2-1. THE PRESIDENT'S GROWTH AGENDA 

Immediate Agenda: (6) Pro-family Incentives 
(1) Executive Actions • Flexible IRA 

• Withholding adjustment —Penalty-free withdrawal for health/ 
• Regulatory relief educatioryYirst home purchase 
• Spending acceleration • Student loan interest deduction 
• Monetary policy • Personal exemption increase 

(2) Investment Incentives • Health reform 
• Capital gains (7) Comprehensive Health Reform 
• 15% Investment Tax Allowance • The President's Plan 
• Modified AMT • Health Insurance Market Reform: 

(3) Real Estate Incentives —Pooling 
• $5,000 tax credit (first home) —Guaranteed issue/coverage 
• Modified Passive Loss Rule —Health Insurance Networks 
• Penalty-free IRA Withdrawal • Health Insurance Tax Credit/Deduction 
• Mortgage revenue bonds • Cost-effectivenes^containment measures 
• Low-income housing credit • Coordinated care incentives 
• Loss deduction for personal residences • Prevention 
• Capital gains (8) Budget Discipline 

• Orderly cut in Defense 
Intermediate and Long-Term Agenda: • Domestic discretionary freeze 
(4) Investment in the Future • Personnel freeze 

• R&D (record level) • Program and project eliminations 
• Infrastructure (record level) • Mandatory cap and subsidy cap 
• Head Start/Children (record level) • BEA extension 
• Prevention (record level) • Management initiatives 
• Education (record level) 
• Math & Science Initiative Unfinished Reform Agenda (still before the Congress): 
• Anti-crime/drug abuse (record level) (9) America 2000 (Education Reform) 
• Job Training 2000 • New American Schools 
• Weed & Seed • Choice 
• Enterprise Zones • National Goal^/America 2000 Communities 

(5) International Market Expansion (10) Financial Sector Reform 
• GATT (11) Legal Reform 
• North American FTA • Tort reform 
• Enterprise for the Americas • Malpractice reform 
• Continued bilaterals • Civil justice reform 

(12) National Energy Strategy 
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2. DIRECTOR'S INTRODUCTION (AND OVERVIEW TABLES) Part One- 11 

OF DEBT AND DISCIPLINE-
RESTRAINING DEFICIT 
GROWTH 

Almost all would agree with the proposition 
that economic growth should be increased. 
Most would also agree with a second propo-
sition: that growth of the federal deficit 
should not be increased—indeed, that deficit 
growth should be restrained and then re-
versed. 

Fortunately, these two propositions need 
not be in conflict. A responsible growth 
program can have a powerfully favorable 
effect on the deficit. And a responsible deficit 
reduction program can have a favorable effect 
on growth. The two popular propositions 
can complement and reenforce each other. 

That might be thought of as good news. 
It might suggest that if the political system 
were to reflect these two propositions, it 
would not only do what is popular, but 
also what is responsible. 

Unfortunately, however, the pleasant politi-
cal complementarity of the two propositions 
depends on their being abstract. Regrettably, 

when it comes to particulars, only one of 
the propositions remains widely popular. 

To cite the obvious as examples: A middle 
class tax cut is popular. But restraint on 
the growth of middle class entitlements is 
not. Investment in infrastructure is popular. 
Restraint on the growth of arguably "worthy" 
discretionary spending is not. Tax incentives 
to increase private savings are widely popular. 
The removal of broad-based tax preferences 
in order to increase public savings (i.e., 
to reduce deficits) is not. 

Similarly, financing current expenditures 
with future payments (i.e., debt) is naturally 
much more popular than financing with cur-
rent taxes or spending reduction. The tax-
payers and consumers of the present are 
here and voting. Those of the future are 
not. (This lack of democratic representation, 
and the need to protect future rights, is 
the justification for a constitutional amend-
ment requiring a balanced budget.) 

The practical facts of political reality amount 
to a formula for rising deficits and rising 
debt. That, of course, is the observable pattern. 
(See Chart 2-2.) 

Chart 2-2. NOMINAL DEBT & DEBT AS A PERCENT OF GDP 
$ BILLIONS PERCENT 
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While individuals and corporations have 
recently been strengthening their balance 
sheets, the Federal government has not. It 
is little wonder that, in observing the political 
dynamics of Washington, those in long-term 
financial markets have reflected concern about 
inadequate fiscal discipline. 

The concern is legitimate. 
With this concern in view, the President 

has proposed a budget that can fully accommo-
date his growth agenda—and that can be 
enacted in its entirety without abandoning 
the discipline of the Budget Enforcement 
Act. That is, the President's program does 
not require increasing any discretionary spend-
ing caps. It does not require transfers from 
one category of expenditure to another. And, 
if fully implemented, the President's program 
can meet the pay-as-you-go requirements with-
out triggering a sequester. Indeed, it can 
exceed the pay-as-you-go requirements, and 
thereby contribute further to deficit reduction. 

A summary of the pay-as-you-go accounting 
is at Table 2-1, with related detail at Tables 
2-4 and 2-5. There will, as usual, be dif-
ferences with respect to particular proposals 
reflected in these tables. But it is important 
to underline: The President's strong and re-
sponsible agenda for growth can be fully 
enacted without abandoning the budget dis-
cipline of the Budget Enforcement Act. 

It is clear, however, that some in Congress 
do not wish to stay within the Budget 
Enforcement Act. Some wish to abandon 
its discipline entirely. Others wish to amend 
the Act in order to re-allocate defense savings 
for other purposes. 

With these Congressional interests in view, 
the President's proposed defense savings are 
displayed at Table 2-2. The defense outlay 
savings are roughly sufficient to offset the 
President's proposed $500 per child increase 
in the personal exemption. Such an offset 
is not now possible under the Budget Enforce-
ment Act; nor is it necessary under the 
President's program. But if the Congress 
were unwilling to accept fully the President's 
proposed pay-as-you-go financing of tax ini-
tiatives, the President would be prepared 
to consider modifying the Budget Enforcement 

Act to allow the projected defense outlay 
savings to offset the proposed increase in 
the personal exemption. This would be contin-
gent, however, on the following: 

• limitation of any defense savings to those 
that are consistent with national security 
interests; 

• extension and refinement of the discipline 
of the current system of caps, mini-seques-
ters, and pay-as-you-go requirements; 

• allocation of savings primarily to deficit-
reduction and to families via tax reduc-
tion; 

• corresponding downward adjustment of 
the total discretionary spending caps. 

Even with adherence to the discipline of 
the Budget Enforcement Act, the near-term 
outlook for debt and deficits remains unattrac-
tive. (See Chart 2-3 and Table 2-3.) 

There are three major reasons for this: 
• Carryover. One major reason is the carry-

over effect of rising debt, the associated 
interest burden, and the coverage of de-
posit insurance. Chart 2-3 shows graphi-
cally that interest and deposit insurance 
alone are almost equal to the entire fed-
eral deficit. Indeed, if interest and deposit 
insurance were not included, the federal 
deficit would quickly turn to surplus. This, 
of course, is not meant as a policy sugges-
tion! It is simply to underline again a 
point that is increasingly evident: continu-
ing to build up excessive debt and hidden 
liabilities has substantial costs that carry 
forward to the future. And at some point, 
the future is now. 

• Recession. A second major reason for the 
near-term deficit problem is the recession 
and the continuing weakness of the econ-
omy. Chart 2-4 shows the extent to which 
enactment of the President's growth agen-
da would improve the deficit outlook rel-
ative to the likely pattern if Congress were 
to follow a conventional "business-as-
usual" approach. (The deficit effect of al-
ternative economic assumptions is dis-
played at Table 3-2, Chapter 3.) 
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Table 2 - 1 . PAY-AS-YOU-GO PROPOSALS 
(Savings, in billions of dollars) 

1992 1993 1994 1995 1996 1997 1992-97 

(1) Carryover pay-go balance 1.1 1.1 0.5 1.0 1.4 - 0 . 9 4.2 
(2) Mandatory outlay proposals (except health re-

form and UI/EB) 0.5 3.4 5.3 5.9 9.9 9.8 34.9 
(3) Revenue proposals (except personal exemption) - 5 . 2 0.7 3.1 0.9 0.9 -1 .1 - 0 . 7 

(4) Subtotal, before accruals and personal ex-
emption 1.6* 8.9 7.8 12.2 7.8 38.3 

(5) Deposit insurance reforms1 0.7 1.8 0.5 4.4 5.4 3.4 16.2 
(6) PBGC reforms1 8.7 2.5 2.7 1.7 3.3 2.9 21.8 
(7) Subtotal, before personal exemption and 

Extended benefit^Unemployment Insur-
ance 5.7 9.6 12.1 13.9 20.9 14.1 76.3 

(8) Unemployment Insurance/Extended Benefits .... - 2 . 2 - 2 . 2 — — — — - 4 . 4 
(9) Personal exemption — - 4 . 4 - 4 . 6 - 4 . 7 - 5 . 0 - 5 . 2 -23 .9 

(10) Total paygo scoring 3.5 3.0 7.5 9.1 15.9 8.9 48.0 
* Section 252(b) of the Balanced Budget and Emergency Deficit Control Act of 1985, as amended by the Budget Enforcement Act, 

requires the Office of Management and Budget to take into account the impact of all direct spending and revenue legislation 
enacted as of the end-of-session sequestration report for both the current year (FY 1992) and the budget year (FY 1993). 

1 Assumes enactment of previously proposed reforms that reduce the competitive disadvantages of depository institutions and 
limit deposit insurance coverage, and reforms that revise minimum funding requirements, improve bankruptcy recoveries, and 
change the guarantee limits of the PBGC. In addition, assumes that the savings from these reforms are accounted for utilizing the 
long-established principles of accrual accounting. PBGC savings are estimated by applying reforms to only single-employer pension 
plans of publicly-traded firms. 

Table 2-2. BUDGET IMPACT OF PROPOSED DEFENSE SAVINGS AND 
INCREASES IN THE PERSONAL EXEMPTION 

(In billions of dollars) 
1992 1993 1994 1995 1996 1997 1992-97 

Department of Defense (Discretionary): 
Summit Baseline (extended): 

Budget Authority 278.2 278.6 279.0 281.5 283.4 288.2 1,688.9 
Outlays 283.9 279.7 274.0 275.3 279.4 284.8 1,677.1 

Inflation Adjustments 
Budget Authority 0.0 -2.3 -2.4 -2.4 -2.7 -2.8 -12.5 
Outlays 0.0 -1.0 -1.7 -2.0 -2.4 -2.6 -9.7 

Adjusted Baseline 
Budget Authority 278.2 276.3 276.6 279.1 280.7 285.4 1,676.4 
Outlays 283.9 278.7 272.3 273.3 277.0 282.2 1,667.4 

Proposed Defense Levels 
Budget Authority 271.6 268.4 268.6 270.7 271.3 275.5 1,626.0 
Outlays 283.3 273.5 268.2 268.7 271.7 274.5 1,639.9 

Proposed Defense Savings 
Budget Authority -6.6 -7.9 -8.0 -8.4 -9.4 -10.0 -50.4 
Outlays -0.6 -5.2 -4.1 -4.6 -5.2 -7.7 -27.4 

Increase in the Personal Exemption by $500 per 
child (effective Oct. 1, 1992): 

Revenues — -4.4 -4.6 -4.7 -5.0 -5.2 -23.9 
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2. DIRECTOR'S INTRODUCTION (AND OVERVIEW TABLES) Part One- 15 

• Mandatory Program Growth. A third 
major reason for both the near-term and 
the long-term deficit problem is the con-
tinuing unrestrained growth of so-called 
mandatory programs. These are programs 
that do not come up for annual review 
or decision by either the Congress or the 
President. They are not "discretionary" in 
that they do not require annual appropria-
tion; and they are not available for vote 
or veto. They just keep on going and grow-
ing automatically. Sometimes referred to 
as "uncontrollable," these programs are 
clearly out of control. 
"Mandatory" programs for 1993 now 
amount to $766.8 billion in spending per 
year ($980.6 billion including interest). 
They are projected to grow at an average 
of 7.2 percent over the next five years (ex-
cluding deposit insurance). Mandatory pro-
grams now account for over half of the 

federal budget (64.4 percent including in-
terest). By contrast, it is interesting to 
note that such programs amounted to only 
23 percent of the budget in President Ken-
nedy's day. (See Chart 2-5.) 

Apart from returning to strong economic 
growth, slowing the growth of "mandatory" 
programs is the most important key to bring-
ing the deficit under control. To illustrate 
this point, one might suppose that "manda-
tory" programs were allowed to grow only 
at the rate necessary to accommodate in-
creases in the eligible population and increases 
in the CPI. (These are, perhaps, what many 
naturally assume to be the causes of manda-
tory program growth.) But if mandatory pro-
grams were to grow only for population 
and the CPI, there would be enormous savings. 
Indeed, the cumulative deficit savings (relative 
to business-as-usual) would amount to a shock-
ing total: almost $390 billionl 

Chart 2-5. "MANDATORY1' PROGRAMS ARE TAKING OVER THE BUDGET 
tTT______ (OUTLAYS IN 1993 DOLLARS) 

NOTE: includes deposit insurance and pension guarantees on a cash basis; excludes undistributed offsetting receipts 
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Chart 2-6 shows graphically how much 
this seemingly rather modest proposal could 
do for deficit reduction. There is no realistic 
or responsible set of additional discretionary 
program reductions that is remotely close 
in its deficit-reduction potential. Chart 2-6 
also suggests what is inescapably the case: 
the budget can be brought into balance 
in the intermediate term only by enacting 
both a growth agenda and restraint on the 
growth of "mandatory" programs. 

For this reason, the President's Budget 
goes beyond defense reductions and a domestic 
discretionary budget freeze. It also includes 
proposals to reduce the growth of mandatory 
spending by $68.4 billion by 1997. (See 
Table 2-4 for a summary of the proposed 
mandatory program changes.) This total does 
not include the very substantial additional 
savings that can and should be achieved 
with a serious approach to health reform 
(as discussed below). 

In addition to specific proposed program 
changes, the Budget proposes to reduce the 

growth of hidden liabilities by capping cumu-
lative total subsidies. (See Chapter 18.) 

Further, the Budget proposes to remedy 
what is a fundamental flaw in the present 
system of budget discipline. The Administra-
tion supports an expanded and refined vari-
ation of the "entitlement cost cap" recently 
endorsed by the majority of the House Budget 
Committee. In order to give the Budget 
Committee's general concept focus and to 
move toward workable legislation, a more 
specific proposal is offered here: 

• to cap "mandatory" program growth in ag-
gregate; 

• to set the cap at one growth rate prior 
to the enactment of comprehensive health 
reform, and at a lower growth rate fol-
lowing the enactment of comprehensive 
health reform; 

• to set these growth rates at 
population-plus-CPI-plus an average of 
2.5 percent and 1.6 percent, respectively; 

Chart 2-6. ALTERNATIVE LONG-RANGE DEFICIT PROJECTIONS 
$ BILLIONS 

NOTE: includes deposit insurance and pension guarantees on a cash basis 

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

1993



2. DIRECTOR'S INTRODUCTION (AND OVERVIEW TABLES) Part One- 17 

• to require that any projected growth be-
yond the mandatory cap trigger the legis-
lative reconciliation process to correct the 
excess spending growth; and 

• as a fail-safe, to modify the pay-as-you-
go system so that any uncorrected breach 
of the aggregate mandatory cap automati-
cally triggers the sequester provisions for 
mandatory programs (while exempting So-
cial Security from any such sequester). 

If enacted, this addition would force legisla-
tive action on what is now "uncontrollable". 
It would slow the growth of the "mandatory" 
spending that is the largest part of the 
budgetary problem. This one procedural reform 
would go a long way toward remedying 
the most serious weakness in the discipline 
system of the current Budget Enforcement 
Act. 

The existing Budget Enforcement Act system 
is really a combination of two systems. One 
is the old "Gramm-Rudman-Hollings" system, 
enacted in 1985. It was the principal dis-
ciplinary system for fiscal years 1986 through 
1990. It returns to full force for application 
in 1994. But while that may be somewhat 
helpful, its earlier record does not offer 
great promise. The originally legislated 
Gramm-Rudman-Hollings deficit target for 
1990 (its fifth year) was $36 billion. The 
actual result was $220 billion! It was this 
failure of the original Gramm-Rudman-Hol-
lings system, in part, that necessitated the 
addition of a second system in 1990. 

The second disciplinary system includes 
credit reform accounting, discretionary spend-
ing caps and associated mini-sequesters, and 
the pay-as-you-go system for new "mandatory" 
and revenue legislation. Each of these reforms 
has proved valuable and workable. All have 
been honored. But unfortunately, there is 
a vast area of spending they do not reach: 
the entire inherited structure of automatic 
expenditure under pre-1990 law governing 
mandatory programs. 

This inherited structure is built into an 
explosively expanding spending "baseline." 
And although it amounts to more than half 
the budget, it is largely exempt from budgetary 
discipline. Hence: the inescapable need for 
an enforceable cap on the growth of total 
mandatory spending. 

THE NEED FOR 
COMPREHENSIVE 
HEALTH REFORM 

Individuals, families, businesses, and gov-
ernments—all are increasingly strained to 
meet the growing burden of financing health 
(or more correctly, financing health care). 

Within the vast "mandatory" program struc-
ture, health is increasingly dominant in its 
influence upon spending growth. It is the 
most rapidly growing. It is about to surpass 
Social Security in scale. And federal spending 
on health is rising sharply both as a percent 
of the federal budget and as a percent 
of GDP. (See Chart 2-7.) 

What is true for the federal budget is 
also true for the nation as a whole. U.S. 
national health expenditures per capita have 
been rising dramatically in real terms. (See 
Chart 2-8.) U.S. per capita health expendi-
tures have grown out of line with other 
developed countries. (See Chart 2-9.) Total 
U.S. public and private spending on health 
is literally on an unsustainable path—threat-
ening to consume an impossible proportion 
of Gross Domestic Product. Even assuming 
a slowing of the trend, health expenditures 
will soon exceed 15 percent of GDP—up 
from slightly over 5 percent in President 
Kennedys day. (See Chart 2-10.) 

The fact that the current financing trends 
are unsustainable is sufficient to necessitate 
reform. But in addition, there is a strong 
equity argument for reform. 
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Chart 2-7. FEDERAL HEALTH OUTLAYS: 
GROWING RAPIDLY - BY SEVERAL MEASURES 

Chart 2-8. REAL PER CAPITA NATIONAL HEALTH EXPENDITURES 
(IN 1993 DOLLARS) 
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Chart 2-9. HEALTH SPENDING AND WEALTH IN OECD COUNTRIES, 1989 
PER CAPITA HEALTH SPENDING ($PPP) 
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Notwithstanding the enormous national 
health expenditure, millions of Americans 
have inadequate or insecure health insurance 
coverage. For many middle-income Americans 
there are reasons to worry that insurance 
may become unaffordable or unavailable. And 
for millions of poor and working poor Ameri-
cans, basic health insurance is already 
unaffordable. Further, to the extent that 
federal health expenditures are thought of 
as filling the financing gap for the needy, 
there is a basic misconception. In reality, 
most of the growth in federal health spending 
has gone to the non-poor. (See Chart 2-11.) 

With both the cost and "access" problems 
in view, the President directed the Secretary 
of Health and Human Services, Dr. Louis 
Sullivan, to lead the development of a com-
prehensive approach to health reform. The 
President determined that several principles 
should be applied in this effort. 

The approach to reform should: 
• build on the strengths of the high-quality 

American health system; 
• assure access to basic health insurance 

coverage for Americans and increase the 
affordability of such coverage; 

• strengthen incentives for cost control and 
consumer choice; 

• emphasize prevention; 
• reduce abuse and wasteful excess; 
• meet the requirements of fiscal respon-

sibility and budget discipline. 
The approach should not: 

• lead to comprehensive governmental price 
controls and rationing by government; 

• create new spending mandates for states 
and employers; 

• require a net increase in taxes; or 
• threaten older Americans with the pros-

pect of either benefit cuts or premium in-
creases. 

These tests cannot be met by either "Cana-
dian-style" or "Play-or-Pay" approaches to 
reform. Such approaches necessarily involve 
comprehensive governmental price controls, 
governmental rationing, or major tax in-
creases. Over time, they threaten to degen-
erate and require a combination of these 
undesirable characteristics. 

$ BILLIONS 
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Chart 2-11. FEDERAL HEALTH SPENDING 
(OUTLAYS AND TAX EXPENDITURES IN 1993 DOLLARS) 

250 

200 

150 -

100 

50 -

' • I | • i i i | • 
1965 1970 1975 1980 1985 1990 1995 
NOTE: Federal spending for Medicare, Medicaid, hospital and medical care for veterans, and other payments to individuals for 

health purposes; and tax expenditures for employment-provided health plans and for deductions of health expenses. 
Spending share to poor reflects percent of recipients with money incomes below poverty thresholds. 

SOURCE: Census Bureau publication on receipt of noncash benefits 

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

1993



2. DIRECTOR'S INTRODUCTION (AND OVERVIEW TABLES) Part One- 21 

By contrast, the President's Plan meets 
the tests of a responsible approach—without 
forcing either a major tax increase or a 
government take-over of the health sector. 
It gives far greater emphasis to individual 
choice and to incentives for more cost-effective 
delivery of high-quality American health care. 

The details of the President's Plan will 
be released in early February. 

RESTRUCTURING AND 
R E F O R M -
LOOKING BEYOND THE 
MOMENT 

At the moment, the number one concern 
for most Americans is to get the economy 
moving again. Understandably, this is the 
immediate priority. Hence, the President's 
call for prompt Congressional action on his 
Agenda for Growth. 

Among other major issues of current con-
cern, perhaps the highest priority is to reduce 
the burden of rising health costs. Hence, 
the President's Plan for comprehensive health 
reform. 

These two areas of concern have received 
the most attention in the discussion above— 
as they have in decisions about the allocation 
(and reallocation) of budgetary resources. It 
is likely that they will also be the predominant 
focus of near-term Congressional interest. 
The American political system is better de-
signed than any to reflect the public's concerns 
of the moment. 

This is thoroughly appropriate. If the politi-
cal system acts responsibly in these areas 
of current concern, it will not only make 
the economic lives of most Americans better 
in the near term. It will also go a long 
way toward relieving the current sense of 
uncertainty and insecurity—the sense of worry 
noted at the start of this Introduction. 

But a President's Budget must not only 
address concerns of the moment. It must 
also look toward the future. 

Whether explicitly or implicitly, a budget 
inescapably addresses the future. In respond-
ing to current concerns, for example, a budget 
might allow debt to rise (as a percent of 

GDP) without attention to future returns. 
If there were no such attention to future 
returns, that would be an important (although 
regrettable) value statement. It would implic-
itly weigh the interests of future generations 
less heavily than the interests of the present. 
The President's Budget rejects such a perspec-
tive. As each of the President's previous 
Budgets has done, this Budget explicitly treats 
both: 

• Hidden Liabilities (see Chapters 12 
through 14); and 

• Investment in the Future (see Chapters 4 
through 11). 

In assessing a budget's relationship to 
the future, one must also look beyond the 
balance sheet and numbers. Numbers can 
be misleading. This is true not simply because 
specific numbers can be wrong (as has been 
amply demonstrated). It is also true because 
even their relative proportions can be a 
poor guide to returns on investment. 

Small investments can have large future 
returns. One might consider, for example, 
this Budget's investments in high performance 
computing, materials processing, bio-
technology, and a host of other generic areas 
of research and development. (See Chapter 
6.) Several of these have enormous and 
exciting potential to increase radically both 
American productivity and the quality of 
life. 

Conversely, the mere fact that an area 
of investment is large and increasing does 
not necessarily mean that its return will 
be high. Education, for example, is an area 
of investment that should have high future 
returns. But the history of the past several 
decades shows that a rise in investment 
can be accompanied by a decline in perform-
ance. In such cases, clearly, one must look 
beyond the numbers to the associated policies 
for reform and restructuring. (See Chapter 
4.) 

As a general matter, particular budget 
proposals are given greater meaning by ref-
erence to the larger policies with which 
they are associated. The chapters which follow, 
therefore, attempt to frame the President's 
budgetary proposals in their larger policy 
context. They are presented in relation to 
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longer-term themes that comprise an agenda 
for restructuring and reform. 

Thus, for example: 
• Increasing Investment vs. Consump-

tion. The Budget includes thousands of 
recommendations for discretionary funding 
of specific projects—in areas ranging from 
high-technology R&D to low-technology in-
frastructure. Although the projects have 
specific merit, their funding should be un-
derstood as part of a larger pattern: an 
intended shift (at the margin) away from 
current consumption, toward investment in 
the future. (See Chapters 4 through 11.) 

• Limiting Future Liabilities. The Budget 
includes mandatory caps, subsidy caps, ac-
counting reforms, and other such arcane 
technical modifications to the Budget En-
forcement Act. These should be understood 
as part of the larger effort to limit the 
future burden of debt and hidden liabil-
ities. (See Chapters 12, 13, and 18.) 

• Encouraging Entrepreneurship. The 
Budget includes proposals for tax incen-
tives to increase investment in capital as-
sets, R&D, and Enterprise Zones. These 
should be understood not merely as short-
term economic stimuli. They are also part 
of a longer-term effort to reinvigorate 
American risk-taking, pioneering, and the 
entrepreneurial spirit 

• Using States as Laboratories. The 
Budget includes seemingly technical pro-
posals to consolidate federal grants to 
States and to facilitate the use of waivers. 
These should be seen as part of a larger 
effort to take greater advantage of the in-
novative power of the American federal sys-
tem by using "States as Laboratories(See 
Chapters 19 and 20.) 

• Fostering Personal Responsibility. The 
Budget includes increased investment in 
crime prevention, drug-abuse prevention, 
incentives for savings, homeownership, 
and preventive health. This should be seen 
in conjunction with a related effort to 
strengthen the values and habits of per-
sonal responsibility. (See Chapters 5, 8, 9, 
22, and the President's Plan for com-
prehensive health reform.) 

• Increasing Choice and Competition in 
Service Delivery. The Budget includes 
measures to encourage States to adopt 
educational funding systems that allow 
funds to "follow the child" in accordance 
with parental choice. Similarly, the Budg-
et increases investment in housing vouch-
ers and child care certificates. And the 
President's Plan for health reform pro-
poses a major shift toward transferrable 
tax credits for basic health insurance. All 
such measures should be understood as 
means to increase individual and family 
choice. They are also necessary to provide 
bottom-up competitive pressure for innova-
tion and reform. They thus help in the 
larger effort to accelerate the cost-effective 
restructuring of large-scale, bureaucratic 
service systems. These service systems (as 
in health and education) are now often in-
efficient or ineffective—and, in many cases, 
in need of radical, longer-term reform. 

While the American political system is 
unrivaled in its sensitivity to current interests, 
it is often less-than-exemplary in its attention 
to the longer term. So, one can be relatively 
confident that the short-term economic agenda 
will command intense attention. But it may 
be somewhat more difficult to sustain a 
focus on the long-term agenda of restructuring 
and reform. 

It is important to emphasize, however, 
that America's economic difficulties are not 
merely a function of a cyclical short-term 
downturn. Many problems would have de-
manded attention with or without a recession. 
The most important of these, perhaps, is 
the need to increase America's long-term 
productivity growth. This is a key to future 
economic growth, to the capacity to support 
an improving quality of life, and to American 
competitiveness in a global economy. 

But substantial improvement in productivity 
will not come quickly or easily. It will 
demand more than just a tax incentive here 
or a bridge there. It demands action on 
the full agenda for restructuring and reform: 
investing in the future; limiting future liabil-
ities; encouraging entrepreneurship; using 
States as laboratories; increasing choice, com-
petition, and cost-effectiveness in the delivery 
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2. DIRECTOR'S INTRODUCTION (AND OVERVIEW TABLES) Part One- 23 

of services; and fostering personal responsibil-
ity. 

The Budget includes important initiatives 
in all these areas of reform. They are rooted 
in policies which seek to remedy current 
weaknesses by building on traditional Amer-
ican strengths and values. They look not 

only toward economic recovery for the short-
term, but toward a responsible basis for 
confidence in the future. 

RICHARD DARMAN 
DIRECTOR, 
OFFICE OF MANAGEMENT AND BUDGET 

Additional Tables Attached: 
Table 2-3: Outlays, Revenues, and Deficits (Excluding Comprehensive 

Health Reform) p. 25 
Table 2-4: Mandatory Outlay Proposals (Excluding Comprehensive Health 

Reform) p. 26 
Table 2-5: Revenue Proposals (Excluding Comprehensive Health Reform) p. 28 
Table 2-6: Proposed Spending by Agency (Excluding Comprehensive Health 

Reform) p. 29 
Table 2-7: Discretionary Proposals by Appropriations Subcommittee p. 30 
Table 2-8: Federal Employment in the Executive Branch p. 31 
Table 2-9: Economic Projections Assuming President's Program p. 32 
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Table 2-3. OUTLAYS, REVENUES, AND DEFICITS (Excluding 
Comprehensive Health Reform) 

(In billions of dollars) 

1991 1992 1993 1994 1995 1996 1997 Categories Actual Budget Budget Budget Budget Budget Budget 

Outlays 
Discretionary: 

Domestic 195.4 216.2 224.7 229.3 232.2 236.9 236.8 
Defense: 

Department of Defense 309.0 300.4 278.7 270.2 269.6 271.8 274.4 
Other Defense 10.7 12.5 12.9 13.4 13.9 14.7 15.3 

Total Defense 319.7 312.9 291.6 283.7 283.5 286.5 289.8 
International 19.7 20.1 20.6 21.4 21.3 21.5 21.2 

Total Discretionary 534.8 549.2 537.0 534.3 537.0 544.8 547.8 
Mandatory: 

Deposit insurance 66.3 80.1 75.7 -25.0 -27.2 -21.7 -32.2 
Federal retirement 75.8 78.3 81.1 85.6 88.7 91.2 96.4 
Means-tested entitlements 62.6 74.8 77.4 82.5 87.5 89.4 95.5 
Medicaid 52.5 72.5 84.5 98.2 113.7 131.1 150.7 
Medicare 102.0 116.0 126.5 140.1 156.0 176.2 197.7 
Social Security 266.8 284.3 299.7 315.1 330.8 347.4 364.8 
Unemployment insurance 25.3 32.0 25.6 25.0 24.7 24.3 24.6 
Other -57.7 -10.9 -4.6 -12.0 -17.8 -28.2 -24.9 

Subtotal Mandatory 593.7 727.2 765.9 709.5 756.3 809.6 872.6 
Net Interest * 194.5 198.8 213.8 231.0 242.2 253.0 263.2 

Total Outlays 1,323.0 1,475.1 1,516.7 1,474.8 1,535.5 1,607.5 1,683.6 
Revenues 1,054.3 1,075.7 1,164.8 1,263.4 1,343.5 1,427.5 1,501.8 
Deficit -268.7 -399.4 -351.9 -211.4 -192.1 -180.0 -181.8 
Deficil/Surplus (excluding inter-

est) -74.2 -200.6 -138.1 +19.6 +50.1 +73.0 +81.4 
Deficit/Surplus (excluding de-

posit insurance & interest) -7.9 -120.5 -62.4 -5.5 +22.9 +51.3 +49.3 
Memorandum 

Deficit on an accrual basis -268.7 -365.2 -332.7 -242.8 -217.8 -193.7 -203.3 
Social Security (included above): 

Operating Surplus 53.5 50.2 63.4 75.9 86.9 101.1 115.0 
Interest 20.2 23.9 27.0 31.1 35.7 41.1 47.4 

Total 73.7 74.1 90.4 107.0 122.6 142.2 162.4 
* Slight variation from estimates printed in appendices due to a late correction in the rate of redemption of State and local 

governments' holdings of Treasury Securities. 
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Table 2-4. MANDATORY OUTLAY PROPOSALS (Excluding Comprehensive 
Health Reform) 
(In millions of dollars) 

1992 1993 1994 1995 1996 1997 1992-97 

Agriculture: 
Commodity Credit Corporation: reduce subsidies to those 

with off-farm income over $100,000 -5 -65 -150 -150 -150 -150 -670 
Food stamps: effect of increased child support enforcement 

(net) 0 0 0 - 5 -30 -33 -68 
Agriculture marketing service: user fees 0 -7 -10 -10 -10 -10 -47 
Child nutrition: more equitable distribution of school lunch 

subsidies -1 6 5 2 - 5 -18 -11 
Cooperative State Research Service: eliminate Morrill-Nel-

son funds 0 - 3 -3 - 3 - 3 - 3 -15 
Commerce: 

Patent and Trademark Office: extend user fee surcharges 0 0 0 0 -107 -107 -214 
Corps of Engineers: 

Expand existing user fees for day use of developed rec-
reational sites -10 -20 -20 -20 -20 -20 -110 

Education: 
Guaranteed student loans: 

Extend the current law elimination of the statute of lim-
itations on collecting defaulted loans -266 0 0 0 0 0 -266 

Net cost from GSL loan limit increase and other policy 
changes 0 3 121 208 255 277 864 

Energy: 
Power marketing reform: recover the Federal Government's 

financing costs by changing PMA debt repayment prac-
tices 0 -399 -432 -453 -458 -454 -2,196 

Alaska Power Administration: pay-as-you-go effect of asset 
sale 0 0 10 11 11 10 42 

HHS: 
Family support program: 

Improve the child support enforcement system 0 -134 -149 -164 -181 -186 -814 
Raise the asset limit to $10,000 for families already on 

AFDC and allow families on AFDC to exclude some in-
come and resources needed to meet the objectives of a 
"self-support" plan at State option (includes Medicaid 
and food stamp effects) 0 6 26 71 72 74 249 

Limit AFDC emergency assistance to statutory limit pro-
vided in one 30-day period every 12 months 0 -39 -40 -41 -41 -42 -203 

Medicaid: enhance medical support for children 0 - 5 -10 -10 -15 -15 -55 
Medicare: 

Place hospital update on calendar year basis 0 -630 -1,050 -1,160 -1,210 -1,330 -5,380 
Limit Federal subsidy to 25% of SMI program costs for 

high income persons ($100K single/$125K couple) -59 -313 -427 -580 -757 -963 -3,099 
Establish a single fee for supervisory anesthesia services .. 0 -100 -140 -200 -230 -250 -920 
Authorize HHS Secretary to adjust DME reimbursements 

to reflect market factors 0 -20 -80 -110 -130 -140 -480 
Reform payment of laboratory services by lowering cap 

from 88% to 76% of the median and update, as needed 
to reflect market factors 0 -310 -560 -770 -1,020 -1,320 -3,980 

SSI: recover overpayments by withholding other Social Secu-
rity payments 0 -34 -25 -24 -23 -23 -129 
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2. DIRECTOR'S INTRODUCTION (AND OVERVIEW TABLES) Part One- 27 

Table 2-4. MANDATORY OUTLAYS PROPOSALS (Excluding Comprehensive 
Health Reform)—Continued 

(In millions of dollars) 

1992 1993 1994 1995 1996 1997 1992-97 

Interior: 
Arctic National Wildlife Refuge (ANWR): oil and gas explo-

ration rights 0 0 -2,561 -1 -1,531 -1 -4,094 
State of Alaska's share of ANWR oil and gas exploration 

rights 0 0 1,280 * 765 * 2,045 
Coastal communities impact assistance: Outer Continental 

Shelf (OCS) revenue sharing 0 0 26 37 52 66 181 
Justice: 

Civil liberties public education fund: request additional 
funds required for additional eligible recipients 0 250 0 0 0 0 250 

Labor: 
Trade adjustment assistance: consolidated with EDWAA 0 -116 -193 -199 -198 -196 -902 
Unemployment insurance extended benefits: expand and ex-

tend to December 31, 1992 2,203 2,220 0 0 0 0 4,423 
Treasury: 

IRS: uniform application to all taxpayers of 45 day process-
ing rule -21 -310 -335 -361 -391 -422 -1,840 

Veterans: 
Home loans: consider government losses on resale when de-

ciding whether to purchase foreclosed property or pay 
lenders the guaranty claim, and require veterans who are 
second and subsequent users to pay a 2.5% fee and 10% 
down payment 0 -660 -124 -125 -124 -130 -1,163 

Medical cost recoveries: extend sunset on authority to re-
cover costs from health insurers of service-connected vet-
erans for treatment of non-service connected conditions 0 0 -225 -255 -274 -280 -1,034 

Pensions: extend eligibility verification with IRS match, re-
duce benefits to veterans receiving medicaid-covered nurs-
ing home care, and other provisions 0 -161 -181 -202 -226 -250 -1,020 

Readjustment benefit: provide eligibility for vocational reha-
bilitation to veterans rated 30% disabled or greater, and 
restore 9:1 service members' benefit/contribution ratio for 
contributions to GI bill 0 -43 -49 -59 -56 -60 -267 

Federal Communications Commission: 
Spectrum auction 0 0 0 -1,253 -1,665 -833 -3,751 

Farm Credit System Financial Assistance Corporation: 
Accelerate system repayments of FAC (bailout) debt 0 -212 0 0 0 0 -212 

Office of Personnel Management: 
Civil service retirement: permanently extend elimination of 

lump-sum option 0 0 0 0 -2,144 -2,926 -5,070 
Federal employee health benefits: 

Apply Medicare Part B payment limits to all FEHBP en-
rol lees age 65 and older (not just FEHBP/Medicare dual 
enrol lees) 0 -85 -40 -75 -85 -95 -380 

Cross-cutting: 
Credit collection reforms -96 0 0 0 0 0 -96 

Subtotal, mandatory proposals (except deposit insurance and 
PBGC) 1,745 -1,181 -5,336 -5,901 -9,929 -9,830 -30,432 

Deposit insurance: expanded powers, interstate banking, and 
account limitations (accrual basis) -700 -1,800 -500 -4,400 -5,400 -3,400 -16,200 

PBGC: improved funding and changes to bankruptcy status 
(accrual basis) -8,700 -2,500 -2,700 -1,700 -3,300 -2,900 -21,800 

Subtotal, deposit insurance and PBGC (accrual basis) -9,400 -4,300 -3,200 -6,100 -8,700 -6,300 -38,000 

Total, mandatory proposals (accrual basis) -7,655 -5,481 -8,536 -12,001 -18,629 -16,130 -68,432 
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Part One-lO THE BUDGET FOR FISCAL YEAR 1993 

Table 2-5. REVENUE PROPOSALS (Excluding Comprehensive Health 
Reform) 

(In millions of dollars. See Table 2-1 for pay-as -you-go totals that meet the Budget Enforcement 
Act requirements.) 

1992 1993 1994 1995 1996 1997 1992-97 

Jobs and Investments: 
Enhance long-term investment: capital gains 600 3,800 2,100 300 300 -200 6,900 
Provide passive loss relief for real estate -130 -418 -396 -449 -516 -592 -2,501 
Adopt investment tax allowance -6,055 -1,580 3,529 941 810 623 -1,732 
Simplify and enhance AMT depreciation -204 -376 -354 -261 -179 -123 -1,497 
Extend R&E tax credit -183 -823 -1,353 -1,577 -1,804 -2,104 -7,844 
Extend R&E allocation rules -155 -482 -278 — — — -915 
Extend low-income housing tax credit -37 -167 -312 -390 -416 -417 -1,739 
Extend targeted jobs tax credit -56 -154 -161 -92 -48 -26 -537 
Extend business energy tax credits -42 -27 - 7 3 3 -70 
Extend first-time farmer bonds - 1 
Establish enterprise zones — -50 -160 -310 -520 -750 -1,790 
Facilitate real estate investments by pension funds and oth-

Repeal luxury tax on airplanes and boats and repeal diesel 
fuel exemption 1 - 7 15 14 12 8 7 49 

Families, Health, Education and Savings: 
Permit deduction of interest on student loans -58 -443 -655 -721 -796 -882 -3,555 
Establish flexible IRA accounts 112 481 68 -371 -989 -2,096 -2,795 
Promote retirement saving and simplify taxation of pension 

distributions 82 28 5 279 365 389 1,148 
Waive penalty for withdrawals from IRAs for medical and 

educational expenses -22 -118 -123 -126 -128 -131 -648 
Extend health insurance deduction for self-employed -57 -246 -261 — — — -564 
Extend HI coverage to State and local employees1 344 1,567 1,545 1,548 1,544 1,543 8,091 
Double and restore adoption deduction - 3 - 3 - 3 - 3 - 3 -15 
Expand public transit exclusion - 7 -12 -13 -14 -15 -17 -78 

Homebuyers: 
Provide credit to first-time homebuyers -201 -2,067 -2,535 -637 167 110 -5,163 
Allow deduction for loss on sale of principal residence -41 -412 -392 -372 -354 -336 -1,907 
Waive penalty for withdrawals from IRAs for first-time 

homebuyers - 5 -79 -97 -117 -125 - 9 2 -515 
Extend mortgage revenue bonds - 1 -20 -62 -82 -77 - 73 -315 

Other: 
Support revenue neutral tax simplification — — — — — — — 

Revise rules for charitable contributions -37 108 116 125 144 166 622 
Conform book and tax accounting for securities inventories ... 245 597 753 773 798 826 3,992 
Disallow interest deductions on corporate-owned life insur-

ance loans 121 269 386 521 591 650 2,538 
Prohibit double dipping by thrifts receiving Federal financial 

assistance 350 417 57 4 -40 143 931 
Equalize tax treatment of large credit unions and thrifts 103 177 187 197 208 219 1,091 
Modify taxation of annuities without life contingencies 42 156 239 318 409 512 1,676 
Expand communications excise tax 1 15 82 86 91 96 102 472 
Extend orphan drug tax credit - 2 -12 -13 -14 -15 -16 -72 
Establish FCC non-application processing fees — 71 71 71 71 71 355 
Extend abandoned mine reclamation fees — — — — 228 251 479 
Increase employee contributions to CSRS — 448 1,053 1,216 1,219 1,209 5,145 
Conform definition of compensation under Railroad Retire-

ment Tax Act to that of social security — 13 17 17 17 17 81 
Implement Uruguay Round — - 4 21 13 -50 -86 -106 

Total effect of proposals (excluding personal exemption) -5,244 721 3,052 883 903 -1,103 -789 
Personal exemption ($500 per child) — -4,356 -4,553 -4,740 -4,993 -5,176 -23,819 

Grand total -5,244 -3,635 -1,501 -3,857 -4,090 -6,279 -24,608 

* $500 thousand or less. 
1 Net of income tax offsets. 
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2. DIRECTOR'S INTRODUCTION (AND OVERVIEW TABLES) Part One- 29 

Table 2-6. PROPOSED SPENDING BY AGENCY (Excluding Comprehensive 
Health Reform) 
(In billions of dollars) 

19921 1993 

Agency Discretionary Manda-
tory 

Outlays 
Total Discretionary Manda-

tory 
Outlays 

Total 
BA Outlays 

Manda-
tory 

Outlays Outlays BA Outlays 

Manda-
tory 

Outlays Outlays 

Cabinet Agencies: 
Agriculture 14.9 14.0 47.8 61.8 14.4 14.4 45.0 59.4 
Commerce 3.0 3.0 -0.1 2.9 2.9 3.0 -0.1 2.9 
Defense-Military 282.0 300.5 -5.8 294.7 267.9 278.7 -0.8 277.9 
Education 22.6 20.9 5.6 26.5 24.3 22.6 7.8 30.4 
Energy 18.9 17.8 -1.9 16.0 19.4 18.4 -1.9 16.5 
Health & Human Services 29.9 30.3 513.8 544.1 29.3 30.8 554.4 585.2 
Housing & Urban Development 24.7 22.9 1.3 24.2 23.7 25.5 2.7 28.1 
Interior 7.1 7.2 * 7.2 6.5 6.7 * 6.7 
Justice 8.8 8.3 1.1 9.4 9.7 9.3 1.1 10.4 
Labor 9.4 9.5 34.7 44.2 9.4 9.5 28.3 37.8 
State 4.3 4.2 0.3 4.5 5.0 4.8 0.4 5.2 
Transportation 14.2 33.1 0.3 33.4 12.8 34.2 0.3 34.5 
Treasury 9.6 9.6 2.1 11.6 10.2 10.2 2.7 12.9 
Veterans Affairs 15.6 15.2 18.4 33.6 16.3 16.1 18.1 34.1 

Major Agencies: 
Corps of Engineers 3.6 3.4 * 3.4 3.5 3.5 * 3.5 
Deposit Insurance * 0.1 80.1 80.2 • 0.1 75.7 75.8 
Environmental Protection Agency 6.7 6.1 -0.1 5.9 7.0 6.4 -0.2 6.2 
General Services Administration 0.4 0.6 -0.2 0.4 0.5 1.4 -0.2 1.2 
National Aeronautics and Space Ad-

ministration 14.3 13.8 • 13.8 15.0 14.1 * 14.1 
Office of Personnel Management 0.1 0.2 35.9 36.1 * 0.1 37.5 37.6 
Small Business Administration 0.8 0.7 -0.2 0.5 0.5 0.6 -0.3 0.3 

Other Agencies: 
Executive Office of the President 0.2 0.2 * 0.2 0.3 0.3 * 0.3 
Foreign Assistance and related pro-

grams 26.7 12.9 -0.7 12.2 13.7 12.7 -0.7 12.0 
Judicial Branch 2.2 2.2 0.2 2.4 2.6 2.6 0.2 2.8 
Legislative Branch 2.4 2.4 0.4 2.8 2.5 2.5 0.3 2.8 
Other Independent Agencies 11.2 10.3 33.0 43.3 10.7 10.7 35.9 46.6 
Allowances 0.0 0.0 -0.1 -0.1 -0.5 -0.4 0.0 -0.4 
Undistributed offsetting receipts 0.0 0.0 -38.8 -38.8 -1.4 -1.4 -40.1 -41.5 

Net Interest 0.0 0.0 198.8 198.8 0.0 0.0 213.8 213.8 
Total 533.9 549.2 926.0 1,475.1 506.3 537.0 979.7 1,516.7 

1 Includes impact of supplemental and recissions. 
* $50 million or less. 
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Part One-lO THE BUDGET FOR FISCAL YEAR 1993 

Table 2-7. DISCRETIONARY PROPOSALS BY APPROPRIATIONS 
SUBCOMMITTEE 
(In millions of dollars) 

1992 Budget1 1993 Budget Change: 1992 to 
Appropriations Subcommittee 1993 

BA Outlays BA Outlays BA Outlays 

Domestic Discretionary 
Commerce, Justice, State and Judicary 15,971 15,519 16,578 16,619 607 1,100 
Defense 75 59 — 13 - 7 5 - 4 6 
District of Columbia 700 690 688 698 - 1 2 8 
Energy and Water 9,860 9,251 8,910 8,452 - 9 5 0 - 7 9 9 
Interior 13,141 12,610 12,486 12,475 - 6 5 5 - 1 3 5 
Labor, HHS, Education 60,563 59,467 61,985 61,848 1,422 2,381 
Legislative Branch 2,343 2,338 2,494 2,435 151 97 
Rural Development, Agriculture 11,812 11,071 11,166 11,172 - 6 4 6 101 
Transportation 13,764 32,435 12,368 33,500 -1 ,396 1,065 
Treasury-Postal Service, and General Government 11,050 11,329 11,217 12,124 167 795 
Veterans Affairs, HUD, Independent Agencies 65,408 61,430 65,748 65,927 340 4,497 
Allowances — — - 5 6 2 - 5 2 4 - 5 6 2 - 5 2 4 

Less Designated Emergencies and Desert Shield/Desert 
Storm amounts -1 ,931 - 1 , 372 - 1 4 2 - 5 4 4 1,789 828 

Total Domestic Discretionary ("BA Freeze") 202,757 214,827 202,936 224,195 179 9,368 
International Discretionary 

Commerce, Justice, & State—Funcition 150 4,978 4,886 5,661 5,477 683 591 
Foreign Operations 15,683 13,697 15,144 13,724 - 5 3 9 27 
Labor, HHS, and Education 11 12 11 11 — - 1 
Rural Development, Agriculture and Related 1,484 1,474 1,323 1,378 - 1 6 1 - 9 6 
Less Designated Emergencies and Desert Shield/Desert 

Storm amounts — - 8 0 — - 2 3 — -57 
Total International 22,156 19,989 22,139 20,568 - 1 7 579 

Defense Discretionary 

Defense, including Military Construction 281,987 300,429 267,957 278,748 -14,030 -21,681 
Energy and Water, Function 050 11,980 11,685 12,132 11,901 152 216 
Commerce, Justice, State and Judiciary 234 227 487 466 253 239 
Transportation 207 225 203 186 -4 -39 
Veterans Affairs, HUD, and Independent Agencies 335 336 322 329 -13 -7 

Less Designated Emergencies and Desert Shield/Desert 
Storm amounts -10,356 -17,135 — -5,522 10,356 11,613 
Total Defense Discretionary 284,385 295,767 281,101 286,107 -3,284 -9,660 

Total Discretionary 509,298 530,583 506,176 530,870 -3,122 287 
1 FY 1992 amounts include supplemental and rescissions submitted subsequent to the FY 1992 Budget. 
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Table 2-8. FEDERAL EMPLOYMENT IN THE EXECUTIVE BRANCH1 

(Full-Time Equivalent Employment) 
Fiscal Year 

Agency 
1991 actual 1992 1993 Change: 1992 j.%j%Jx attuai estimate estimate to 1993 

Civilian Cabinet Agencies: 
Agriculture 110,316 111,882 111,021 -861 
Commerce 38,988 35,594 35,682 88 
Education 4,630 4,927 5,032 105 
Energy 17,790 19,950 19,950 — 

Health and Human Services 121,121 125,784 125,704 -80 
Housing and Urban Development 13,601 14,331 13,837 -494 
Interior 72,346 74,900 74,000 -900 
Justice 84,073 94,286 97,958 3,672 
Labor 17,720 18,241 18,265 24 
State 25,409 25,895 26,012 117 
Transportation 66,010 70,134 70,212 78 
Treasury 160,192 162,949 161,984 -965 
Veterans Affairs 217,665 220,641 221,818 1,177 

Other agencies (excluding FDIC and Postal Service): 
Agency For International Development 4,347 4,562 4,454 -108 
Corps of Engineers 27,241 27,725 27,444 -281 
Environmental Protection Agency 16,323 17,622 17,917 295 
General Services Administration 19,704 20,013 19,858 -155 
National Aeronautics and Space Administration 24,149 24,737 24,947 210 
Nuclear Regulatory Commission 3,300 3,335 3,377 42 
Office of Personnel Management 5,762 6,156 6,156 — 

Panama Canal Commission 8,551 8,603 8,603 — 

Small Business Administration 4,887 4,697 4,637 -60 
Tennessee Valley Authority 22,273 25,000 23,000 -2,000 
United States Information Agency 8,226 8,543 8,679 136 
All other agencies 2 38,125 40,453 40,413 -40 

Subtotal, Civilian employment (excluding 
FDIC and RTC) 1,132,749 1,170,960 1,170,960 — 

Federal Deposit Insurance Corporation and Resolution 
Trust Corporation 12,130 16,300 16,969 669 

Defense—military functions 3 969,059 938,669 897,772 -40,897 
Total, Civilian employment in the executive 

branch 2,113,938 2,125,929 2,085,701 -40,228 

Military (uniformed personnel): 
Defense 2,125,731 1,929,870 1,807,506 -122,364 
Coast Guard (Department of Transportation) 37,653 38,920 39,417 497 

Total, uniformed personnel 2,163,384 1,968,790 1,846,923 -121,867 
Grand total, executive branch employment 4,277,322 4,094,719 3,932,624 -162,095 

Excludes developmental positions under the Worker-Trainee Opportunity Program; participants in the Cooperative Education 
Program; disadvantaged and part-time workers under such Office of Personnel Management programs as Summer Aides, stay-in-
school, and junior fellowship; and certain statutory exemptions. Totals do not include Postal Service Employment of 757,798 in 
1993—down 6,670. 

2Includes 108 FTE's as a contingency allowance in 1993. 
3By law (10 U.S.C., Chapter 4, section 140b), the Department of Defense is exempt from full-time equivalent employment 

controls. Data shown are estimated. 
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Table 2-9. ECONOMIC PROJECTIONS ASSUMING PRESIDENT'S 
PROGRAM1 

(Calendar years; dollar amounts in billions) 

Actual Projections 
1990 1991 1992 1993 1994 1995 1996 1997 

Gross Domestic Product (GDP): 
Levels, dollar amounts in billions: 

Current dollars 5,514 5,675 5,926 6,307 6,712 7,141 7,589 8,054 
Constant (1987) dollars 4,885 4,848 4,919 5,066 5,218 5,374 5,532 5,689 
Implicit price deflator (1987 = 100), 

annual average 112.9 117.1 120.5 124.5 128.6 132.9 137.2 141.6 
Percent change, fourth quarter over 

fourth quarter: 
Current dollars 4.1 3.5 5.4 6.5 6.4 6.4 6.2 6.1 
Constant (1987) dollars -0.1 0.2 2.2 3.0 3.0 3.0 2.9 2.8 
Implicit price deflator (1987 = 100) 4.2 3.3 3.2 3.4 3.3 3.3 3.2 3.2 

Percent change, year over year: 
Current dollars 5.1 2.9 4.4 6.4 6.4 6.4 6.3 6.1 
Constant (1987) dollars 1.0 -0.8 1.5 3.0 3.0 3.0 2.9 2.8 
Implicit price deflator (1987 = 100) 4.1 3.7 2.9 3.3 3.3 3.3 3.2 3.2 

Gross National Product (GNP): 
Levels, dollar amounts in billions: 

Current dollars 5,524 5,689 5,938 6,319 6,726 7,156 7,604 8,070 
Constant (1987) dollars 4,895 4,860 4,929 5,076 5,228 5,385 5,544 5,701 
Implicit price deflator (1987 = 100), 

annual average 112.9 117.1 120.5 124.5 128.6 132.9 137.2 141.6 
Incomes, billions of current dol-

lars: 
Personal income 4,680 4,832 5,037 5,378 5,712 6,084 6,458 6,854 
Wages and salaries 2,739 2,810 2,943 3,134 3,335 3,548 3,771 4,002 
Corporate profits before tax 332 313 341 423 456 493 524 556 

Consumer Price Index (all urban):2 

Level (1982-84 = 100), annual aver-
age 130.7 136.2 140.2 144.8 149.4 154.2 159.2 164.1 

Percent change, Q4/Q4 6.2 2.9 3.1 3.3 3.2 3.2 3.2 3.1 
Percent change, year/year 5.4 4.2 3.0 3.3 3.2 3.2 3.2 3.1 

Unemployment rate, civilian, per-
cent: 3 

Fourth quarter level 5.9 6.9 6.8 6.4 6.0 5.7 5.3 5.3 
Annual average 5.5 6.7 6.9 6.5 6.1 5.8 5.4 5.3 

Federal pay raises, January, percent ... 3.6 4.1 4.2 3.7 4.7 4.7 4.5 3.5 
Interest rates, percent: 

91-day Treasury bills4 7.5 5.4 4.1 4.9 5.3 5.3 5.2 5.1 
10-year Treasury notes 8.6 7.9 7.0 6.9 6.7 6.6 6.6 6.6 

1 Based on information available as of January 10, 1992. These projections differ slightly from those of early December, which 
were used to prepare the detailed budget estimates (see Appendix One, Chapter 8, "Explanation of Estimates"). 

2 CPI for all urban consumers. Two versions of the CPI are now published. The index shown here is that currently used, as 
required by law, in calculating automatic adjustments to individual income tax brackets. 

3 Percent of civilian labor force, excluding armed forces residing in the U.S. 
4 Average rate on new issues within period. 
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