
SPECIAL ANALYSIS A

FEDERAL TRANSACTIONS IN THE NATIONAL INCOME ACCOUNTS

The budget is designed to serve many purposes:

• It is an economic document that reflects the taxing and spending
policies of the Government for promoting economic growth, high
employment, relative price stability, and a strong balance-of-
payments position;

• It proposes an allocation of resources between the private and
public sectors, within the public sector, and—through its impact
on consumption and investment decisions and the distribution of
income—within the private sector;

• It sets forth the President's request to Congress for appropriation
action on existing or new programs, and changes in tax legisla-
tion; and

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

No single budget concept can satisfy all these purposes fully. The
budget document and related Treasury reports provide complete, de-
tailed information on the finances of the Federal Government. For
study of aggregate economic activity, however, the national income
accounts (NIA) of the United States provide the most important
measures.

This special analysis shows the direct Federal impact of the budget
on the economy as measured in the NIA. It is divided into two major
sections. The first shows the size, composition, and trends in the
Federal sector receipts and expenditures. It focuses heavily on the
3 years covered by the budget, but provides some historical back-
ground where this is relevant. The latter part of the analysis is devoted
to explaining the major differences between the budget and NIA con-
cepts. For a discussion of fiscal policy, see Part 1 of the budget (the
Budget Message) and the Economic Report of the President.

Table A-l shows Federal sector NIA receipts, expenditures, and
deficits for 1973-75. The Federal sector is expected to have a $4.7
billion actual deficit in fiscal year 1974; on a full-employment basis it
would be in surplus. In fiscal year 1975 the actual deficit is anticipated
to rise to $8.6 billion, although again on a full-employment basis the
Federal sector would show a surplus.
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8 THE BUDGET FOR FISCAL YEAR 19 75

Table A-1. FEDERAL RECEIPTS AND EXPENDITURES IN THE NATIONAL
INCOME ACCOUNTS (in billions of dollars)

Description
1973 1974 1975 Change,

1973 to
1975

RECEIPTS

Personal tax and nontax receipts 107. 2 123. 7 135. 3 28.1
Corporate profits tax accruals 43.8 50.3 50.2 6.4
Indirect business tax and nontax accruals 20.9 23. 3 27. 5 6.6
Contributions for social insurance 71.4 83.2 91.8 20.4

Total receipts 243.3 280.5 304.8 61.5

EXPENDITURES

Purchases of goods and services 104.5 111.5 121.6 17.1
Defense (73.9) (75.3) (82.0) (8.1)
Nondefense (30.6) (36.2) (39.6) (9.0)

Transfer payments 89.4 107.2 123.5 34.1
Domestic ("to persons") (86.8) (102.5) (120.7) (33.9)
Foreign (2.6) (4.7) (2.8) (.2)

Grants-in-aid to State and local governments 40.4 44.1 46. 6 6. 2
Net interest paid 14.4 18.2 19.6 5.2
Subsidies less current surplus of Government enter-

prises 6.4 4.2 2.1 - 4 . 3

Total expenditures 255.1 285.2 313.4 58.3

Surplus or deficit ( - ) -11 .8 - 4 . 7 - 8 . 6 3.2

Trends in Federal sector receipts.—As shown in table A-1, re-
ceipts are divided into four major categories. The largest category—
personal tax and nontax receipts—currently provides around 45% of
the total. Since the bulk of these receipts is derived from individual in-
come taxes, they tend to respond rapidly to the level of economic ac-
tivity. Individual income taxes are the dominant element in making
the Federal tax structure progressive, because tax rates rise with higher
levels of income.

Corporate profits are among the most volatile components of na-
tional income; consequently, corporate profits tax accruals are like-
wise volatile. Traditionally, the NIA corporate profits taxes have
differed from the corresponding budget category primarily because:
(1) The unified budget shows the deposit of earnings by the Federal
Reserve System as miscellaneous receipts whereas in the NIA they are
treated as taxes on corporate profits, and (2) the unified budget records
corporate profits taxes when the cash payments are received, while in
the NIA they are recorded when the profits are earned (i.e., accrued).
In addition, the proposed emergency windfall profits tax on the sale of
domestic crude oil will be classified as an indirect business tax in the
NIA whereas the budget classifies this as a part of corporate income
taxes. This new tax will reduce corporate profits taxes (as defined in
the NIA) by $0.6 billion in 1974 and $2.0 billion in 1975 while raising
indirect business taxes by $1.5 billion in 1974 and $4.9 billion in 1975.
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SPECIAL ANALYSES 9

Indirect business tax and nontax accruals are composed mainly of
excise taxes and customs duties, but also include rents and royalties
paid by business to the Government. For most of the Nation's early
history this grouping was the dominant source of Federal receipts; as
recently as 1940, it was still the largest single category. Yet by 1975,
even including the proceeds from the emergency windfall profits tax, it
will constitute only about 9% of total receipts—significantly less
than any of the other receipt categories.

Contributions for social insurance constitute the second largest
category of Federal sector receipts. The rapid rise in these receipts
since World War II has been caused by the growth in the labor
force and in wage rates, the expanded coverage of older social in-
surance programs, the enactment of new ones, and the higher tax-
able wage base and contribution rates needed to finance liberalization
of benefits.

The following chart shows the average percentage distribution of
receipts by category for 5-year periods.

Distribution of Federal Sector Receipts by Category

Percent
100

5-Yes* Averages

Contributions {or

Social Insurance

Indirect Business Tax

and Non-Tax Accruals

Corporate Profits

Tax Accruals

Personal Taxes and
Non-Toxes

1971-75
istimate
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10 THE BUDGET FOR FISCAL YEAR 19 75

The chart shows several major trends in budget receipts. The rela-
tive increase in social insurance contributions reflects the expansion
of the social insurance trust funds at a much more rapid rate than the
remainder of the budget. Transfer payments financed by these funds
have risen correspondingly. The relative stability of the percentage
arising from personal taxes reflects two opposing movements: (1)
The normal increase in these taxes as inflation and higher productivity
results in higher cash incomes which shift taxpayers into higher tax
brackets, and (2) the periodic legislated changes in tax rates, generally
downward.

The lower percentage of receipts arising from corporate profits
taxes results from three factors: (1) A long-term decline in corporate
profits relative to the GNP; (2) changes in the definition of corporate
profits for tax purposes (largely increases in permissible depreciation
allowances); and (3) the nearly constant tax rate on taxable corporate
profits during the past decade.

Trends in Federal sector expenditures.—Federal sector ex-
penditures are also divided into several major groupings. The pri-
mary division is between purchases of goods and services (defense and
nondefense) and all other transactions. Purchases are that portion of
the Nation's output that is bought directly by the Federal Govern-
ment. The other categories consist primarily of transfers of income
to individuals, other levels of government, or other groups which, in
turn, can use the income to finance their own purchases of goods and
services.

A major shift in the composition of Federal sector expenditures has
been underway for several years. As the chart on expenditures shows,
defense purchases of goods and services account for a declining share.
There is a corresponding rise in other components, especially grants-
in-aid and domestic transfer payments (which include social security
benefits as well as military and civil service retirement benefits).
While this shift has been underway for two decades, the change in
recent years has been dramatic. In 1973 defense purchases as a per-
centage of Federal sector expenditures were the lowest they had been
since 1940, and the percentages for 1974 and 1975 will be even lower.
In contrast, outlays for domestic transfer payments and grants are
expected to amount to over half of total Federal sector expenditures by
1975; just one decade earlier they were less than one-third of the total.
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SPECIAL ANALYSES 11

Distribution of Federal Sector Expenditures by Category

Percent

too
5-Year Averages

Interest and Otner

Grants-in-Aid

Domestic
Transfer Payments

1 Covers only 4 years since 1946 included significant World War II spending.

Defense purchases of goods and services.—Over 9 5 % of defense pur-
chases are made by one agency—the Department of Defense. The
remainder includes programs of military assistance to other countries,
purchases by the Atomic Energy Commission, and purchase and sale
of defense stockpiles. Despite major military and civilian pay raises
in recent years, the large-scale reductions in military personnel, other
defense-related employment, and other economies have resulted in
defense purchases declining to the lowest proportion of our GNP
since 1950.

Nondejense purchases oj goods and services.—This category covers
the goods and services purchased for Federal civilian operations
including such programs as operation of national forest, park, and
recreation areas; space exploration; promotion of commerce; ac-
quisition and disposal of agricultural commodities; construction of
flood control and navigation projects; operation of the Federal
airway system; a wide variety of medical and other scientific research;
the capital outlay of Government-sponsored enterprises; Federal
law enforcement activities; and operation of veterans hospitals.
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1.2
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1.4
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1.5
3.2
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1.7
5.2
2.2
2.2
3.1

3.0
2.4
3.2
3.8

10.3
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Table A-2. NONDEFENSE PURCHASES OF GOODS AND SERVICES FOR
SELECTED AGENCIES AT 3-YEAR INTERVALS, 1966-75 (in billions of dollars)

Agency

Department of Agriculture
Department of Defense, Civil
Department of Health, Education, and Welfare
Department of Housing and Urban Development __
Department of the Interior
Department of Transportation
Treasury Department:

Interest paid abroad _
Other

National Aeronautics and Space Administration
Veterans Administration
All other i _

Total 17.3 21.4 29.3 39.6

1 Includes allowance for civilian agency pay raise and purchases by Governnent-owned enterprises
excluded from the budget.

Table A-2 shows a distribution of total nondefense purchases at
3-year intervals since 1966. The Department of Health, Education,
and Welfare now accounts for more nondefense purchases that affect
GNP than any other agency; these purchases are largely for medical
research and for the administrative expenses of grant and transfer
programs. Purchases by NASA have dropped substantially over this
period: in 1966 they were one-third of nondefense purchases, but by
1975 they are expected to total around 8%. The large-scale fluctuations
in nondefense purchases by the Agriculture Department are caused
primarily by the purchase and sale of commodity inventories. Non-
defense purchases by the Department of Defense, Civil and Depart-
ment of the Interior are heavily concentrated in water, power, and
reclamation programs while the bulk of nondefense purchases by the
Veterans Administration is for hospitals and medical care.

Domestic transfer payments.—This is now the largest category of
Federal sector expenditures. Spending for domestic transfers has
expanded rapidly, mainly because of more beneficiaries and higher
benefit payments under the social insurance programs. Approximately
two-thirds of the payments are for retirement and disability, with
the old-age survivors insurance fund constituting nearly 70% of
retirement and disability payments and over 45% of all domestic
transfer payments. Other major components of retirement and dis-
ability are civil service retirement, railroad retirement, disability
insurance, military retired pay, and supplemental security income.
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SPECIAL ANALYSES 13

Table A-3. DOMESTIC TRANSFER PAYMENTS (in billions of dollars)

Hospital
Retire- and Veterans Unem-

Fiscal year Total ment and supple- Food benefits ployment Other
disability1 mentary stamps and benefits

medical insurance
insurance

1960
1961
1962 .
1963
1964 . . . .
1965 . _
1966
1967
1968
1969
1970
1971
1972
1973
1974 estimate . .
1975 estimate

20.6
23.6
25.1
26.4
27.3
28.3
31.8
37.2
42.7
48.5
54.8
67.4
75.8
86.8

102.5
120.7

13.1
14.4
16.4
18.0
19.1
20.2
23.9
25.3
27.9
32.0
35.5
42.4
47.8
58.5
69.6
83.0

3.2
5.1
6.3
6.8
7.5
8.4
9.0

11.4
13.3

*
*
*
*

0.1
.1
.2
.2
.6

1.5
1.8
2.1
2.9
3.8

4.4
4.6
4.6
4.8
4.6
4.7
4.7
5.3
5.5
6.2
6.9
8.0
8.8
9.7

10.4
10.3

2.7
4.2
3.6
3.1
2.9
2.5
2.1
2.1
2.2
2.3
3.0
5.6
6.6
4.8
5.0
6.5

0.4
.4
.5
.5
.6
.8

1.2
1.2
1.8
1.6
2.0
2.3
2.4
2.7
3.2
3.7

'Less than $50 million.
1 Includes black-lung benefits and supplemental security income benefits.

As a result of legislation passed in 1972, the Federal supplemental
security income program is providing direct Federal payments of cash
assistance to certain categories of needy people (mainly elderly and
handicapped) starting January 1, 1974. These payments (amounting
to $4.3 billion in 1975) replace benefits which were previously made
by State and local governments and financed with substantial grant
assistance. This direct Federal operation maintains or liberalizes
benefits to individuals while relieving the State and local governments
of the cost of matching the Federal payment.

Another large group of domestic transfer payments is for medical
care under the hospital and supplementary medical insurance pro-
grams (Medicare). These transfers did not exist prior to 1967, but by
1975 they are expected to provide $13.3 billion to beneficiaries.

The food stamp program began in 1961 and was a relatively small
but growing program until 1969. By 1972 the program had reached
a level of $1.8 billion and by 1975 it will be more than double the
1972 level.

Veterans benefits and insurance have long been a major group of
transfer payments. These payments expanded rapidly beginning in
1966, due in part to the war in Vietnam, but also in part to the enact-
ment of the GI bill for post-Korean war veterans. Payments are
expected to remain high in 1975 because of cost-of-living and other
benefit increases despite a decline in the number of ex-servicemen
studying under the GI bill.
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1 4 THE BUDGET FOR FISCAL YEAR 1975

Unemployment benefits fluctuate according to the rate of unem-
ployment in the economy. In addition, they tend to rise gradually
over time as average benefits levels rise. The increase in 1974 and
1975 will be a major aid in cushioning the hardship on individuals
caused by the impact of the energy shortage on the economy.

Grants-in-aid.—This group of expenditures is composed of programs
designed to help State and local governments provide general public
services or to finance programs for the n°edy.

A major theme of this Administration has been grant consolidation
and simplification to permit State and local governments greater
flexibility in using Federal aid money to solve local problems. This
theme is discussed at several places in the budget, particularly in the
budget message. While the table below groups the spending into a few
traditional categories, because of the basic reforms that have either
been enacted or proposed, Federal aid is now substantially more flexible
and less categorical than in prior years. This is highlighted by the
newest major Federal aid program—General Revenue Sharing—which
is discussed in detail in various sections of the budget, most exten-
sively in Special Analysis N.

Table

Fiscal year

A-4.

Total

FEDERAL

General
Revenue I

GRANTS-IN-AID (in

Educa-
ncome Health tion and

Sharing security man-
power

billions of

Trans-
portation

dollars)

Com-
munity
develop-

ment
and

housing

Other

I960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972 _ _.
1973
1974 estimate
1975 estimate

6.8
6.9
7.6
8.4
9.8

10.9
12.7 _.
14.8
17.8
19.2
22.6
27.0
32.9
40.4
44.1
46.6

6.6
6.1
6.2

2.3
2.4
2.6
2.9
3.1
3.2
3.3
3.3
4.6
4.8
5.7
8.0

11.4
10.9
11.6
11.8

0.2
.3
.4
.5
.7
.7

1.3
2.0
2.8
3.5
4.1
4.6
6.1
6.3
7.9
8.8

0.5
.5
.6
.7
.8

1.1
2.2
3.2
3.9
3.7
4.3
5.0
6.1
6.3
6.5
6.5

3.0
2.6
2.8
3.0
3.7
4.1
4.0
4.0
4.3
4.4
4.6
4.9
5.0
5.3
5.2
5.5

0.1 (
.1
.2
.2
.2
.4
.4
.6
.8

1.1
i.7 ;
2.o :
2.2 2
2.2 2
2.3 A
2.4 5

).«
9

.0

.0

.4

.5

.6

.6

.5

.7
U
>.6
.1
.7
.3
.5

The income security and health grants are largely, but not ex-
clusively, devoted to providing assistance to low-income persons. Most
expenditures for these programs—which include public assistance,
Medicaid, and vocational rehabilitation—are paid out under statutory
formulas. Special Analysis J (Federal Health Programs) and Special
Analysis K (Federal Income Security Programs) provide more de-
tailed information about these programs. These grants would have
risen even more rapidly in 1974 and 1975 except for the assumption
by the Federal Government of direct payment of assistance to the
elderly and the disabled. This Federal assumption does not represent
a decline in Federal assistance to States; rather, the Federal payments
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SPECIAL ANALYSES 1 5

are made directly to persons instead of to States. Since this also reduces
State and local matching payments and eliminates the cost to State
and local governments of administering the program, the States will
achieve significant fiscal relief.

Another group of grant programs is devoted to education and
manpower activities. The largest education grant programs are for
elementary and secondary education (which are focused heavily on eco-
nomically deprived areas), higher education, and Federal aid to im-
pacted areas (for school districts with an unusually high proportion of
children of Federal civilian or military personnel). The 1975 budget
proposes to fund much of this assistance through a consolidated edu-
cation grant program with fewer Federal restrictions. A relatively new
educational program is for emergency school assistance to overcome
problems of racial isolation. Manpower training programs and public
service jobs constitute the bulk of Federal manpower grants. Special
Analysis H (Federal Education Programs) and Special Analysis I
(Federal Manpower Programs) discuss education and manpower pro-
grams in detail.

Transportation has been a major component of grant outlays since
the mid-1950's. We have financed a nationwide system of roads that
is unsurpassed in the world. While work on this system is continuing,
primary attention is also being given to improving the effectiveness
and safety of our aviation, passenger railroad, and urban mass transit
systems and to energy conservation.

The grants for community development and housing are largely for
the urban renewal and Model Cities programs. The 1975 budget
proposes consolidated community development grants to replace
these programs and provide the local governments with more flexibility
in the use of these funds. While the budget classifies payments for
low-rent public housing as grants, in the NIA they are counted as
nondefense purchases.

The final category in table A-4 includes grants for pollution control
and abatement and for law enforcement and justice. Grants made by
the Environmental Protection Agency will total $3.5 billion in 1975;
this is 7}i times as large as in 1972.

A more detailed discussion of grant-in-aid programs is presented in
Special Analysis N (Federal Aid to State and Local Governments) of
this budget, including a discussion of the major differences between
grants as used in the three principal Federal statistical series on
grants.

Other Federal sector expenditures.—Three other categories normally
complete the Federal sector expenditures. The largest category—net
interest paid—is affected by changes in Federal debt outstanding and
by changes in interest rates. While net interest varies somewhat from
year to year, it has been between 6% and 8% of Federal sector
expenditures in most years since 1952.

Foreign transfer payments are primarily of three types—expendi-
ture of dollars to assist foreign economic development, grants of foreign
currencies that are earned from the sale of surplus agricultural
products, and payments to individuals living abroad under social
security and similar programs. Although payments to individuals are
gradually rising (roughly in proportion with the rise in GNP), total
Foreign transfer payments have been stable (and a declining proportion
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16 THE BUDGET FOR FISCAL YEAR 19 75

of GNP) for many years. In 1974 foreign transfers will be increased
by a one-time payment of the grant to India of $2.2 billion worth of
rupees as part of an overall rupee debt settlement.

Subsidies less current surplus of Government enterprises consist of
two elements: (a) Subsidy payments to resident businesses (including
farms); and (b) the "current surplus" or "deficit" of Government
enterprises.

(a) A subsidy is a monetary grant to a unit engaged in commercial
activities. Examples of such subsidies are: Government payments to
farmers for land retirement, payments to air carriers, and the operating
differential subsidy of the Maritime Administration.

(b) Government enterprise is the term applied to certain operations
of the Government (usually appearing in the budget as public enter-
prise revolving funds) for which operating costs are to a great extent
covered by the sale of goods and services to the public, as distinguished
from those financed by tax receipts. Government enterprises conduct
operations that are of a business-type nature. The difference between
their sales and current operating expenses constitutes the surplus or
deficit of Government enterprises. The largest of these enterprises are
the Commodity Credit Corporation, the Postal Service (which is no
longer included in the budget), and the Tennessee Valley Authority.

RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR OF THE
NATIONAL INCOME ACCOUNTS

Table A-5 shows the major differences between the budget and the
Federal sector of the NIA. These differences are explained in this
section.

Table A-5. RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR,
NIA (in billions of dollars)

Description 1973 1974 1975
actual estimate estimate

RECEIPTS

Total budget receipts 232.2 270.0 295.0

Government contribution for employee retirement (grossing)
Other netting and grossing
Adjustment to accruals
Other

Federal sector, NIA receipts

EXPENDITURES

Total budget outlays

Lending and financial transactions
Government contribution for employee retirement (grossing). __
Other netting and grossing
Defense timing adjustment
Other "_'__

Federal sector, NIA expenditures 255.1 285.2 313.4

3.7
1.7
6.1

- . 4

243.3

246.5

- 1 . 6
3.7
1.7
2.3
2.5

4.4
1.5
5.4

- . 8

280.5

274.7

-2.4
4.4
1.5

- . 4
7.4

4.5
1.6
4.3

- . 6

304.8

304.4

-2.0
4.5
1.6

- . 2
5.1
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SPECIAL ANALYSES 1 7

Lending and financial transactions.—Conceptually, the national in-
come accounts measure all the Nation's current income and produc-
tion, and therefore do not include transactions—such as loans—that
are an exchange of financial assets rather than income or production.
Loan transactions have a significant economic impact, affecting income
and output, but they are best analyzed as part of monetary rather
than fiscal policy. Special Analysis C (Borrowing, Debt, and Invest-
ment) and Special Analysis E (Federal Credit Programs) both con-
tribute to knowledge of the financial market implications of the
budget.

Most of the lending and financial transactions shown in table A-5
are detailed in Special Analysis E. However, this total differs from
the total for direct loans shown in Special Analysis E because: (a)
The NIA counts nonrecourse agricultural commodity loans as pur-
chases rather than loans, and (b) capital contributions to Interna-
tional Financial Institutions, while not technically loans, are excluded
from the NIA and treated as financial transactions.

Government contribution jor employee retirement.—The contributions
of Government agencies to the retirement trust funds of their em-
ployees are deducted from total budget expenditures since these
contributions are intragovernmental transactions. However, the NIA
considers Government payments for employee retirement to be part
of the compensation paid to Government employees; this helps main-
tain comparability with the treatment of employee retirement con-
tributions in the rest of the economy. This includes contributions by
the Postal Service even though the Postal Service is not part of the
budget. Therefore the Federal sector includes these payments as
expenditures for purchases of goods and services or as part of enterprise
surpluses or deficits, and includes the receipt of these same payments
as being contributions for social insurance. Since receipts and ex-
penditures are equally affected, this treatment has no impact on the
surplus or deficit. Over 75% of these payments go to the civil service
retirement fund and most of the remainder are for Federal employees
insured under social security.

Other netting and grossing.—The budget normally counts as receipts
only income from taxation or similar sources that arises from the ex-
ercise of governmental power to compel payment. Money received in
the course of business-type transactions, therefore, is normally shown
as offsets against expenditures. For instance, receipts from two major
insurance programs operated by the Veterans Administration (Na-
tional Service Life Insurance and U.S. Government Life Insurance)
are netted against expenditures in the budget since these programs
are voluntary, commercial-type activities. However, in the NIA
these insurance premiums are treated as receipts in the same way as
receipts from compulsory Government insurance programs. Adjust-
ments of this type affect total receipts and expenditures equally and
thus do not alter the surplus or deficit of either the budget or the
Federal sector. The decline in 1974 is due to the elimination of a
grossing transaction in the Commodity Credit Corporation which
used to add about $0.4 billion to indirect business taxes and subsidies.
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1 8 THE BUDGET FOR FISCAL YEAR 1975

Timing adjustments.—The budget records receipts at the time the
cash is collected regardless of when the income is earned; expenditures
(except interest) are generally recorded at the time the checks are
issued. The NIA attempts to record most receipts from the business
sector in the time period in which the income is earned rather than
when taxes are actually paid; personal income taxes, however, are
recorded at the time of payment by the individual taxpayer. For
instance, corporate income taxes in the NIA are recorded as taxes
when the profits are earned (accrued) regardless of when the cash is
received by the Treasury.

The principal timing adjustment on the expenditures side is for
defense purchases. Procurement items (such as missiles or airplanes)
are recorded in the Federal sector as defense purchases at the time of
delivery to the Federal Government rather than when they are fabri-
cated or when they are paid for; work in process is counted as part of
private business inventories until the articles are completed and deliv-
ered to the Government. Both the budget and the Federal sector
record public debt interest when it accrues.

Other.—This category includes some miscellaneous adjustments,
largely for certain specialized aspects of the national income accounts,
such as the purchase and sale of land and rent on Outer Continental
Shelf lands, which are included in the budget but not in the national
income accounts. Certain nondefense timing adjustments are included
here because of the difficulty in separating them from other adjust-
ment categories. It also includes adjustments for certain foreign cur-
rency transactions which are not included in the budget, and trans-
actions of Federal agencies or activities which are excluded from the
budget but included in the Federal sector NIA. In 1974 it also includes
the one-time equivalent of $2.2 billion in rupees granted to India and
included as foreign transfer payments. Even though this $2.2 billion
of foreign currency transactions is recorded as foreign transfer pay-
ments in the standard accounting treatment in the NIA, there is no
real economic effect on either the United States or the Indian economy.
The currency was earned as part of our agricultural export program
over a period of many years, was not convertible to any other cur-
rency, and was greatly in excess of U.S. official needs for which it
could be spent. The economic impact on the U.S. economy occurred
when the food was produced and exported; the impact on the Indian
economy occurred when the food was imported and consumed.
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Table A-6. FEDERAL

Description

TRANSACTIONS IN

1964 1965

THE

1966

NATIONAL

1967

INCOME ACCOUNTS,

Actual

1968 1969 1970

1964-75

1971

(in

1972

billions of dollars)

Estimate

1973 1974 1975

RECEIPTS, NATIONAL INCOME BASIS

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

Total receipts, national income basis

EXPENDITURES, NATIONAL INCOME
BASIS

Purchases of goods and services
Defense
Nondefense

Transfer payments
Domestic ("to persons") (27.3)
Foreign

Grants-in-aid to State and local governments. _
Net interest paid
Subsidies less current surplus of Government

enterprises
Wage accruals less disbursements

Total expenditures, national income
basis

Excess of receipts (+) or expenditures (—),
national income basis -1.4 +2.0 +.9 -7 .3 -11.9 +4.7 - . 7 -19.9 -19.5 -11.8 -4.7 -8 .6

Source.—Actual data for 1964-73 are based on the estimates prepared by the Department of Commerce. Data for 1974 and 1975 are based on estimates
by the Office of Management and Budget in cooperation with the Department of Commerce.

50.7
25.7
15.6
23.5

115.5

65.7
(50.9)
(14.7)
29.5

(27.3)
(2.2)
9.8
8.1

3.8

116.9

51.3
27.7
16.9
24.6

120.5

64.4
(48.9)
(15.5)
30.5

(28.3)
(2.2)
10.9
8.5

4.1

118.5

57.6
31.0
15.7
28.5

132.8

71.7
(54.4)
(17.3)
34.2

(31.8)
(2.3)
12.7
9.0

4.5

131.9

64.5
31.2
15.8
35.7

147.2

85.3
(67.7)
(17.6)
39.4

(37.2)
(2.2)
14.8
9.9

5.1

154.5

71.4
33.7
17.1
38.3

160.6

94.9
(75.9)
(18.9)
44.8

(42.7)
(2.1)
17.8
10.9

4.1

172.5

90.0
37.4
18.6
44.4

190.4

99.4
(78.0)
(21.4)
50.7

(48.5)
(2.2)
19.2
12.3

4.1

185.7

93.6
33.3
19.2
49.1

195.2

98.0
(77.0)
(21.0)
56.8

(54.8)
(2.0)
22.6
14.0

4.7
1

195.9

87.4
32.2
20.1
52.9

192.6

95.9
(73.2)
(22.8)
69.7

(67.4)
(2.3)
26.8
14.3

5.8
.1

212.6

100.1
34.7
19.9
59.0

213.7

103.2
(73.9)
(29.3)
78.6

(75.8)
(2.8)
32.9
13.4

5.2

233.2

107.2
43.8
20.9
71.4

243.3

104.5
(73.9)
(30.6)
89.4

(86.8)
(2.6)
40.4
14.4

6.4

255.1

123.7
50.3
23.3
83.2

280.5

111.5
(75.3)
(36.2)
107.2

(102.5)
(4.7)
44.1
18.2

4.2

285.2

135.3
50.2
27.5
91.8

304.8

121.6
(82.0)
(39.6)
123.5

(120.7)
(2.8)
46.6
19.6

2.1

313.4
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SPECIAL ANALYSIS A

FEDERAL TRANSACTIONS IN THE NATIONAL INCOME ACCOUNTS

The budget is designed to serve several purposes:
• It is an economic document that reflects the taxing and spending

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

• It proposes an allocation of resources between the private and
public sectors, within the public sector, and—through its impact
on consumption and investment decisions and the distribution
of income—within the private sector.

• It sets forth the President's request to Congress for appropriation ac-
tion on existing or new programs and for changes in tax legislation.

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

No single budget concept can satisfy all these purposes fully. The
budget document and related Treasury reports provide complete,
detailed information on the finances of the Federal Government. For
study of aggregate economic activity, however, the national income
accounts (NIA) of the United States provide the most important
measures.

This special analysis shows the Federal budget as measured in the
national income accounts. The analysis is divided into three major
sections. The first shows the size, composition, and trends in Federal
sector receipts and expenditures. It contains only a limited discussion
of program detail, since this is available—on a unified budget basis—
in the budget document and other special analyses. Additional detail
on an NIA basis will be published in the February 1975 issue of the
Survey of Current Business. The second section, which is being added
in this special analysis, shows quarterly estimates of Federal sector
receipts and expenditures seasonally adjusted at annual rates (see
table A-7), and the third section of the anatysis explains the major
differences between the budget and NIA concepts. For a discussion of
fiscal policy, see Part 1 of the budget (the Budget Message) and the
Economic Report of the President.

FEDERAL SECTOR RECEIPTS AND EXPENDITURES

Table A-l shows Federal sector NIA receipts, expenditures, and
deficits for 1974-76. The Federal sector deficits in 1975 and 1976 are
expected to increase significantly due primarily to (a) the f alloff of re-
ceipts associated with the slowdown in economic activity; (b) proposed
tax changes that will reduce receipts in order to stimulate the economy;
(c) automatic increases in spending in response to the higher un-
employment rates; and (d) recently enacted increases in spending
designed to alleviate the impact of unemployment and to provide
additional jobs. Table A-3 shows the impact of the President's tax
proposals and associated spending.

7
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8 THE BUDGET FOR FISCAL YEAR 1976

Trends in Federal sector receipts.—Table A-l shows receipts
divided into four major categories.

Table A-1. FEDERAL RECEIPTS AND EXPENDITURES IN THE NATIONAL
INCOME ACCOUNTS (in billions of dollars)

Description
1974

actual
1975

estimate
1976 Change,

estimate 1974 to
1976

RECEIPTS

Personal tax and nontax receipts 123.1 122.1 111.1 -12 .0
Corporate profits tax accruals ._ 45.6 41.0 39.9 —5.7
Indirect business tax and nontax accruals 21.6 33.1 54. 7 33.1
Contributions for social insurance 83.3 91.4 99.4 16.1

Total receipts _

EXPENDITURES

Purchases of goods and services
Defense _
Nondefense _

Transfer payments _-_
Domestic ("to persons") _._
Foreign _

Grants-in-aid to State and local governments __
Net interest paid
Subsidies less current surplus of Government enter-

prises. _ __.
Wage disbursements less accruals

Total expenditures _

Surplus or deficit ( - ) -4 .7 -36.1 -55.9 -51.2

273.6

110.3
(75.4)
(34.9)
104.2

(101.3)
(2.9)
41.5
17.4

4.7
.2

278.3

287.6

121.1
(80.3)
(40.8)
131.7

(128.2)
(3.5)
47.0
19.8

3.7
.4 .

323.7

305.1

136.1
(90.9)
(45.2)
147.0

(143.0)
(4.0)
50.8
23.0

4.1

361.0

31.5

25.8
(15.5)
(10.3)
42.8

(41.7)
(1.1)
9.3
5.6

- . 6
- . 2

82.7

The largest receipt category—personal tax and nontax receipts—is
composed primarily of individual income taxes but also includes
estate and gift taxes and some miscellaneous receipts. Increases in
income—because of both real growth and inflation—automatically
increase these receipts. Since personal income taxes are progressive,
these receipts normally grow at a faster rate than personal income.
However, tax reductions enacted in the past two decades have offset
virtually all the increase in effective tax rates resulting from the
progressive tax structure. This is illustrated in the table below, which
shows Federal sector receipts at 10-year intervals as a percent of
gross national product (GNP). Despite significant income tax reduc-
tions over the years, personal taxes were equal to the same percentage
of GNP in 1973 as 10 and 20 years earlier.

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

Description 1953 1963 1973

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

Total receipts

8.7
5.5
3.0
2.0

8.
4.
2.
3.

7
1
6
9

8.7
3.4
1.7
5.9

19.3 19.2 19.6
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SPECIAL ANALYSES 9

The President's fiscal and energy proposals will significantly alter
the composition of Federal sector receipts. The proposals to stimulate
the economy will reduce personal and corporate taxes by $17.8 billion
in 1975 and 1976 combined. The proposals to reduce energ}^ consum-
tion will increase indirect business taxes by $31.2 billion in 1976, but
this will be offset by decreases in personal and corporate taxes and
by increases in Federal spending.

Table A-3. IMPACT OF THE PRESIDENT'S FISCAL AND ENERGY
PROPOSALS IN NIA TERMS

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

January- July- January-
Description June December June

1975 1975 1976
estimate estimate estimate

Fiscal stimulus:
Personal tax and nontax receipts —10.2 —14.6 —1.2
Corporate profits tax accruals —3.2 —3.3 —3.1

Total fiscal stimulus -13.4 -17.9 -4 .3

Energy tax increases:
Indirect business tax and nontax accruals 20. 9 31.9 30. 6

Energy tax offsets:
Receipt reductions:

Personal tax and nontax receipts —5. 2 —33.0 — 18. 1
Corporate profits tax accruals —5. 6 —6. 4 —7. 5

Total receipt reductions -10 .8 -39 .4 -25 .6
Expenditure increases:

Purchases of goods and services 3.0 3.0
Domestic transfer payments 2.0 2.0
Grants-in-aid to State and local governments 1.0 2.0 2.0

Total expenditure increases 1.0 7.0 7.0

Recapitulation—total change in:
Receipts.. - 3 . 3 -25 .4 0.7
Expenditures 1.0 7.0 7.0
Deficit - 4 . 3 -32 .4 - 6 . 3

This package will result in major permanent increases in indirect
business taxes—a significant reversal of the long-term trend. These
increases will be largely offset by decreases in personal and corporate
profits taxes. An allowance is provided in the budget for additional
spending to compensate low-income individuals (who pay no income
taxes), Federal agencies, and State and local governments for the im-
pact of higher energy prices on their budgets.

Corporate profits tax accruals—the next major category of receipts
to be discussed—are quite variable since corporate profits are among
the most variable components of national income. The NIA corporate
profits taxes generally differ from the corresponding budget category
primarily because: (1) The unified budget shows the deposit of earn-
ings by the Federal Reserve System as miscellaneous receipts whereas
in the NIA they are treated as taxes on corporate profits; and (2)
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10 THE BUDGET FOR FISCAL YEAR 19 76

Distribution of Federal Sector Receipts by Category

Percent
100

Indirect Business Tax

and Nontax Accruals

Personal Tax and

Nontax Receipts

the unified budget records corporate profits taxes when the cash
pajnnents are received, while in the NIA they are recorded when the
profits are earned (i.e., accrued). In addition, the proposed windfall
profits tax is classified as an indirect business tax in the NIA, whereas
the budget classifies this as a part of corporate income taxes.

Corporate profits and tax liabilities reflected in this budget are
affected by the recent switch of many corporations from a first-in-
first-out basis for inventory accounting to a last-in-first-out basis.
The shift substantially reduces recorded inventory profits during
inflationary periods and thus reduces corporate profits tax liabilities.

The secular decline in corporate profits tax receipts relative to our
GNP and to total receipts shown in the chart above results mainly
from three factors: (1) A long-term decline in corporate profits relative
to the GNP; (2) changes in the definition of corporate profits for tax
purposes (largely increases in permissable depreciation allowances and
investment tax credits); and (3) the nearly constant nominal tax rate
on taxable corporate profits. The President's proposal will result in
a permanent decrease in the corporate profits tax rates. This decrease
is designed to stimulate business investment.
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SPECIAL ANALYSES 11

Indirect business tax and nontax accruals are composed of excise
taxes, customs duties, rents and royalties, and a proposed windfall
profits tax which is to be levied in the form of a graduated tax on the
sale of domestic crude oil. Over time, this category has become a much
less important part of total Federal sector income. Partly this is be-
cause these taxes normally do not rise in propoition to the increase in
the economy and partly because of the reduction or repeal of some of
the applicable taxes, such as the automobile and telephone excise taxes.
However, the President's proposals will double indirect business
taxes as part of the effort to reduce oil imports and energy
consumption.

Contributions for social insurance constitute the second largest
category of Federal sector receipts. The rapid rise in these receipts
since World War II has been caused by the growth in the labor force
and in wage rates, the expanded coverage of existing social insurance
programs, the enactment of new ones, and the higher taxable wage
base and contribution rates needed to finance liberalization of benefits.
The President's tax program will not directly affect these taxes.

Trends in Federal sector expenditures.—Federal sector expendi-
tures are also divided into several major groupings. The primary divi-
sion is between purchases of goods and services (which are divided into
defense and nondefense purchases) and all other transactions. Pur-
chases are that portion of the Nation's output that is bought directly
by the Federal Government and is included in the calculation of the
GNP. The other expenditure categories consist primarily of payments
to individuals and grants to other levels of government. These groups,
in turn, can use the income to finance their own purchases of goods and
services, savings and—in the case of State and local governments—
transfers to individuals.

A major shift in the composition of Federal sector expenditures has
been underway for years. As the chart on expenditures shows, defense
purchases of goods and services have been a declining share of Federal
spending ever since the Korean war. There has been a corresponding
rise in other components, especially grants-in-aid and domestic transfer
payments. While this shift has been underway for two decades, it has
accelerated in recent years. In 1973 defense purchases as a percentage
of Federal sector expenditures were the lowest they had been since
1940, and the percentage has continued to drop. By 1976 defense pur-
chases will be around 25% of total expenditures; the lowest percentage
in the period between World War II and the Vietnam war was in 1950,
when they were 30% of the total. In contrast, outlays for domestic
transfer payments and grants are expected to be well over half of total
Fedeial sector expenditures this year. Just one decade earlier they
were less than one-third of the total.
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12 THE BUDGET FOR FISCAL YEAR 1976

Distribution of Federal Sector Expenditures by Category

5-Year A:ar Averages

Interest and Other

Grants-in-Aid

Domestic

Transfer Payments

Non-Defense

Purchases

Defense Purchases

1947-51
Fiscal Yew

1952-56

Defense purchases of goods and services.—Over 95% of defense
purchases are made by the Department of Defense. The remainder
includes programs of military assistance to other countries and
purchases by the Energy Kesearch and Development Administration
(formerly the Atomic Energy Commission). However, the increase in
ERDA spending for development of new domestic energy sources is
included in nondefense purchases. Purchases and sales of defense
stockpiles are included in defense purchases.

Defense spending for procurement, research and development,
pay, and other purposes has faced the same inflationary pressures
that have affected the remainder of the economy. However, despite
these cost increases, the large reductions in military personnel, other
defense-related employment, and other economies have resulted in
the current dollar spending on defense purchases being slightly lower
in 1974 than 6 years earlier and resulting in holding defense purchases
to around the lowest proportion of the GNP since 1950. While the
budget anticipates modernization of defense weapons, the bulk of the
increase in defense purchases in 1975 and 1976 reflects the impact of
inflation. The budget contains an allowance for possible additional
spending for both defense and nondefense purchases that will result
from the crude oil excise taxes and import fees. A tentative distribution
of this allowance between defense and nondefense purchases was made
for NIA purposes.
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SPECIAL ANALYSES 13

Nondejense purchases of goods and services.—This category covers
the goods and services purchased by Federal civilian agencies. These
include such programs as operating national forest, park, and recrea-
tion areas; space exploration; promotion of commerce; acquisition and
disposal of agricultural commodities; construction of flood control
and navigation projects; operation of the Federal airway system; a
wide variety of medical and other scientific research; the capital outlay
of Government-sponsored enterprises; Federal law enforcement; and
operation of veterans hospitals.

Table A-4. NONDEFENSE PURCHASES OF GOODS AND SERVICES BY
AGENCY (in billions of dollars)

1973 1974
actual actual

1975
esti-
mate

1976
esti-
mate

Department of Agriculture:
Commodity Credit Corporation
Other

Department of Commerce
Department of Defense—Civil
Department of Health, Education, and Welfare. _
Department of Housing and Urban Development.
Department of the Interior
Department of Justice
Department of Labor
Department of State
Department of Transportation
Department of the Treasury:

Interest paid abroad
Other .--.----:

General Services Administration
National Aeronautics and Space Administration. _
Postal Service l

Veterans Administration
All other2

Total,

-1.3
1.8
.8

1.7
4.1
2.0
1.6
1.0
.8
.5

2.7

3.2
1.2
.9

3.2
.4

3.1
3.4

31.0

-0.4
2.0
1.0
1.7
4.5
1.9
1.7
1.1
.7
.6

2.7

4.1
2.0
1.0
3.2
.7

3.4
3.0

34.9

0.6
2.3
1.1
2.0
5.7
2.1
2.1
1.3
.9
.8

3.1

4.1
2.7
.2

3.2
.6

4.1
3.9

40.8

0.6
1.9
1.2
2.1
5.7
2.4
2.2
1.5
.9
.9

3.2

4.1
2.9
.1

3.4
.8

4.4
6.9

45.2

1 Not included in budget outlays.
2 Includes allowances for energy tax equalization payments, civilian agency pay raises, and

contingencies.

Table A-4 shows a distribution by agency of nondefense purchases
for 1973 through 1976. In 1976, the Department of Health, Education,
and Welfare will account for more nondefense purchases that affect
GNP than am^ other agency; these are largely for medical research
and for administering grant and transfer programs. Purchases by
NASA have dropped substantially in recent years: in 1966 they were
one-third of nondefense purchases, but by 1976 the}r arc expected to
be around 7}<>%. The large-scale fluctuations in nondefense purchases by
the Agriculture Department are caused primarily by the purchase and
sale of commodity inventories. Nondefense purchases b}r the Depart-
ment of Defense—Civil and the Department of the Interior are pre-
dominantly for water, power, and reclamation programs while the
bulk of nondefense purchases by the Veterans Administration is for
hospitals and medical care.
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1 4 THE BUDGET FOR FISCAL YEAR 1976

Domestic transfer payments.—This is now the largest category of
Federal sector expenditures. Spending for domestic transfers has ex-
panded rapidly, mainly because of more beneficiaries and higher bene-
fit payments under the social insurance programs. Approximately
two-thirds of the payments are for retirement and disability, with the
old-age and survivors insurance fund constituting around 75% of
retirement and disability payments and around half of all domestic
transfer payments.

Another large group of domestic transfer payments is for medical
care under the hospital and supplementary medical insurance programs
(Medicare). These transfers did not exist prior to 1967 but by 1976
they are expected to total $14.1 billion.

The food stamp program began in 1961 and was relatively small
but growing until 1969. By 1972 the program had reached a level of
$1.8 billion and in 1976 it will be $3.2 billion.

Veterans benefits and insurance have long been a major group of
transfer payments. These payments expanded rapidly beginning in
1967, due in part to the war in Vietnam, but also in part to the enact-
ment of the GI bill for post-Korean War veterans. Payments are
expected to remain high in 1975 and 1976 because of legislated cost-
of-living and other benefit increases, despite a decline in the number
of ex-servicemen studying under the GI bill. The budget proposes a
$0.2 billion reduction in readjustment benefits in 1975 and $0.6 billion
in 1976.

The large increase in unemployment benefits in 1975 is due to the
automatic response of benefits to higher levels of unemployment
supplemented by major liberalization under legislation enacted in
December 1974.

Table A-5. DOMESTIC TRANSFER PAYMENTS (in billions of dollars)

Fiscal year

1965
1966_
1967
1968
1969
1970
1971
1972
1973 _. .
1974
1975 estimate .
1976 estimate.

Total

28.3
31.8
37.3
42.7
48.5
54.8
67.4
75.7
86.7

101.3
128.2
143.0

Retire-
ment
and

disa-
bility i

20.2
23.8
25.3
28.0
32.2
35.6
42.4
47.9
58.5
69.1
82.6
91.3

Hospital
and

supple-
mentary
medical

insurance

3.2
5.1
6.3
6.7
7.4
8.3
9.0

10.9
13.2
14.1

Food
stamps

*

0.1
.1
.2
.2
.6

1.5
1.8
2.1
2.7
3.3
3.1

Veterans
benefits

and
insurance

4.7
4.7
5.3
5.6
6.1
6.9
8.0
8.8
9.7

10.4
11.9
11.6

Unem-
ployment
benefits

2.5
2.1
2.1
2.2
2.2
3.0
5.6
6.5
4.8
5.4

13.7
17.2

Other

0.9
1.1
1.3
1.7
1.6
2.0
2.3
2.5
2.5
2.7
3.5

25.7

* Less than $50 million.
1 Includes black lung benefits, supplemental security income benefits, and military retired pay.
3 Includes allowances for energy tax equalization payments in 1976 and contingencies in 1975

and 1976.

Domestic transfer payments and grants-in-aid constitute the great
bulk of Federal spending for domestic civilian programs. As the chart
below demonstrates, they also account for the bulk of the increase
in Federal spending in recent years.
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SPECIAL ANALYSES 15

Composition of Federal Sector Expenditures
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Grants-in-aid.—These expenditures comprise programs designed to
help State and local governments provide general public services or
to finance programs for the needy.

Table A-6 shows the major types of grants for the years 1965-76,
and table A-ll provides additional detail. General purpose fiscal
assistance has been provided in relatively small amounts under several
programs for many years, but this became a major category with the
introduction of general revenue sharing in 1973. Such grants arc
generally available for operation of State and local governments, to
finance State or local government transfer payments to the public, to
retire debt, or to reduce taxes. Most grants included in the income
security and health functions are virtually indistinguishable from
domestic transfer payments: they finance cash benefits or services
for persons under such programs as medicaid. In contrast, most other
grants are directed toward State and local government public works—
such as highways, mass transit facilities, urban renewal, and pollu-
tion control facilities—or else support the operation of State and
local public services—such as education, manpower training, social
services, and law enforcement.
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1 6 THE BUDGET FOR FISCAL YEAR 1976

Table A-6. FEDERAL GRANTS-IN-AID (in billions of dollars)

Revenue Educa- Commu-
sharing tion, nity

and Income man- Trans- and
Fiscal year Total general secu- Health power, porta- regional Othe

purpose rity and tion l develop-
fiscal as- social ment
sistance services

1965.
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975 estimate
1976 estimate

10.9
12.7
14.8
17.8
19.2
22.6
26.8
32.6
40.2
41.5
47.0
50.8

0.2
.2
.2
.3
.2
.3
.3
.4

7.0
6.5
6.6
8.7

3.2
3.2
3.2
3.7
4.2
4.9
6.6
7.9
7.6
7.1
6.9
6.9

0.7
1.3
1.9
2.7
3.1
3.9
4.5
6.0
6.2
7.6
8.8
9.3

1.4
2.4
3.7
4.5
4.5
5.2
6.1
8.2
8.4
8.1

10.3
9.8

4.1
4.0
4.1
4.3
4.4
4.6
4.9
5A
5.3
5.3
5.8
6.4

0.6
.7
.8

1.2
1.3
2.2
2.4
2.8
2.9
2.9
3.1
4.0

0.8
.9
.9

1.1
1.3
1.5
2.0
2.2
2.7
4.1

2 5 . 6
2 5 . 7

1 Includes a small amount of grants for "commerce."
3 Includes allowances for energy tax equalization payments and contingencies.

Special Analysis O (Federal Aid to State and Local Governments)
discusses grant-in-aid programs in more detail and explains the major
differences between grants as defined in the three principal Federal
statistical series on grants.

Other Federal sector expenditures.—Four other categories complete
the list of Federal sector expenditures. The largest category—net
interest paid—is affected by changes in Federal debt outstanding and
in interest rates. Net interest has varied between 6% and 8% of
Federal sector expenditures and l%% to 1%% for GNP for most years
since 1952.

There are three major types of foreign transfer payments: Ex-
penditure of dollars to assist foreign economic development, grants
to foreign governments of foreign currencies that are earned from the
sale of surplus agricultural products, and payments under social
security and similar programs to individuals living abroad. Although
payments to individuals are gradually rising (roughly in proportion
with the rise in GNP), total foreign transfer payments have been stable
(and a declining proportion of GNP) for many years.

Subsidies less current surplus of Government enterprises consist of
two elements: (a) Subsidy payments to resident businesses (including
farms); and (b) the "current surplus" or "deficit" of Government
enterprises. A subsidy is a monetary grant to a unit engaged in com-
mercial activities. Examples are payments to farmers for land retire-
ment, payments to air carriers, and the operating differential subsidy
paid to operators of U.S. flag merchant ships.

Government enterprise is the term applied to certain business-type
operations of the Government (usually appearing in the budget as
public enterprise revolving funds). The operating costs of Govern-
ment enterprises are, to a great extent, covered by the sale of goods
and services to the public, as distinguished from tax receipts. The
difference between the sales and the current operating expenses of a
Government enterprise constitutes its surplus or deficit. The largest
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SPECIAL ANALYSES 1 7

of these enterprises are the Commodity Credit Corporation, the
Postal Service (which is no longer included in the budget), and the
Tennessee Valley Authority.

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

Ordinarily, wage and salary payments disbursed in one period but
earned in the preceding period are approximately offset by payments
disbursed in the next period but earned in the current period, thus
making the adjustment between national income and personal income
small or zero. A retroactive pay increase for Federal employees caused
this category to be significant in fiscal years 1973, 1974, and 1975.

QUARTERLY ESTIMATES

In the past the Federal budget has provided estimates of receipts
and outlays only for fiscal years. Quarterly data have been developed
for internal use but have not been published because of the recognized
imprecision of the estimates. However, reforms under the Congres-
sional Budget Act of 1974 suggest a congressional need for more
detailed budgetary data, and other users have expressed a similar need.
In response to the expressed congressional and public needs—and
despite the inherent limitations of the data—quarterly NIA receipts
and expenditures estimates for the period covered by the budget arc
being added this year.

The translation of the budget into national income accounts
categories is necessarily inexact. The budget itself is a mixture of a
forecast of what receipts and outlays are expected to be for some items
under current law and a Presidential request for congressional approval
of proposed amounts for others. For this special analysis each budget
receipt and outlay is analyzed and translated into NIA categories.
Imprecision and possible error are inevitable even when the translation
is made using annual data. When these annual estimates are con-
verted into quarterly distributions seasonally adjusted at annual
rates, the imprecision is further increased. The data presented in table
A-7 are the best available estimates of the quarterly NIA receipts and
expenditures consistent with the 1976 budget, but should be used with
clear recognition of their limitations.
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Table A-7. FEDERAL RECEIPTS AND EXPENDITURES IN THE NATIONAL INCOME ACCOUNTS, QUARTERLY, 1974-76, AND
J U L Y - S E P T E M B E R 1976 l (in billions of dollars; seasonally adjusted at annual rates)

Actual Estimated

Description July- Oct- Jan- Apr- July- Oct- Jan- Apr- July- Oct- Jan- Apr- July-
Sept Dec Mar June Sept Dec Mar June Sept Dec Mar June Sept
1973 1973 1974 1974 1974 1974 2 1975 1975 1975 1975 1976 1976 1976

RECEIPTS

Personal tax and nontax receipts 116.7 121.6 124.1 129.4 134.8 136.6 130.8 101.1 74.0 107.9 127.3 133.0 140.2
Corporate profits tax accruals 43.8 43.5 45.9 49.2 55.4 46.0 31.9 30.5 35.2 40.2 41.3 42.7 43.1
Indirect business tax and nontax accruals 21.0 21.3 21.5 21.9 22.5 22.2 31.1 56.4 55.3 54.8 54.5 54.3 54.2
Contributions for social insurance 80.2 81.8 86.7 88.1 90.0 90.0 92.8 94.2 95.8 98.9 102.4 104.9 107.3

Total receipts 261.8 268.3 278.1 288.6 302.8 294.7 286.6 282.2 260.3 301.8 325.5 334.9 344.8

EXPENDITURES

Purchases of goods and services 105.3 108.4 111.5 114.3 117.2 122.8 122.9 121.8 127.3 132.9 138.9 145.2 151.7^
Defense (73.3) (75.3) (75.8) (76.6) (78.4) (83.5) (81.0) (78.5) (83.1) (87.9) (93.3) (99.3) (105. V
Nondefense (32.0) (33.1) (35.7) (37.7) (38.7) (39.3) (41.9) (43.3) (44.2) (45.0) (45.6) (45.9) (46.4)

Transfer payments 96.5 98.8 106.5 113.6 120.8 127.1 137.0 142.3 147.5 147.8 146.8 146.6 154.1
Domestic ("to persons") (93.9) (96.3) (104.0) (110.8) (118.4) (124.3) (132.6) (137.8) (143.4) (143.8) (142.8) (142.7) (150.4)
Foreign (2.7) (2.5) (2.5) (2.7) (2.4) (2.7) (4.4) (4.5) (4.1) (4.0) (4.0) (3.9) (3.7)

Grants-in-aid to State and local governments 39.8 41.0 42.9 43.2 43.4 45.5 47.7 51.4 49.5 50.7 51.0 52.0 53.2
Net interest paid 16.8 17.6 17.9 18.7 19.1 19.7 20.1 20.4 21.5 22.5 23.5 24.5 25.5
Subsidies less current surplus of Government

enterprises 5.0 4.8 2.2 1.3 2.7 2.3 3.9 4.1 4.1 4.1 4.1 4.1 4.2
Wage disbursements less accruals _ .6 1.5 __ . .

Total expenditures 263.4 270.6 281.0 291.6 304.7 317.3 331.6 340.0 349.9 358.0 364.3 372.4 388.7

Surplus or deficit ( - ) - 1 . 7 - 2 . 3 - 2 . 8 - 3 . 0 - 1 . 9 -22 .6 -45 .0 -57 .8 -89 .6 -56 .2 - 3 8 . 8 -37 .5 -43 .9

1 Part 7 of the 1976 budget provide* unified budget data for the period July 2 Preliminary.
through September 1976. This is the transition period (1 quarter) between fiscal KT r> r i i J u J • n J- • KIT A J
year 1976. which covers the fiscal period July 1975 through June 1976, and fiscal , N o t e : Because of the methods normally used in seasonally adjusting NIA data,
year 1977, which—in accordance with the Congressional Budget Act of 1974—will t h e average of the four quarters of a fiscal year seasonally adjusted data may not be
cover the period October 1976 through September 1977. The final column of this ec*ual t o t h e unadjusted fiscal year total,
table shows the NIA estimates for this fiscal period.
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SPECIAL ANALYSES 19

4.3
1.9
3.1

- . 6

273.6

268.4

5.0
2.1
2.6

- . 8

287.6

313.4

5.4
2.2
1.1

-1.1

305.1

349.4

RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR OF THE

NATIONAL INCOME ACCOUNTS

Table A-8 shows the major differences between the budget and the
Federal sector of the NIA. These differences are explained below.

Table A-8. RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR,
NIA (in billions of dollars)

Description 1974 1975 1976
actual estimate estimate

RECEIPTS
Total budget receipts 264.9 278.8 297.5

Government contribution for employee retirement (grossing) __
Other netting and grossing
Adjustment to accruals
Other

Federal sector, NIA receipts

EXPENDITURES
Total budget outlays

Lending and financial transactions —2.9 —1.2 —4.2
Government contribution for employee retirement (grossing) ___ 4. 3 5.0 5. 4
Other netting and grossing 1.9 2.1 2.2
Defense timing adjustment .4 —.3 .3
Bonuses on Outer Continental Shelf land leases 6.0 4.2 6.9
Other .2 .5 1.0

Federal sector, NIA expenditures 278.3 323.7 361.0

Lending and financial transactions.—Conceptually, the national in-
come accounts measure the Nation's current income and production,
and therefore do not include transactions—such as loans—that are
an exchange of assets and liabilities rather than current income or
production. Loan transactions have a significant economic impact,
affecting income and output, but they are analyzed more appropri-
ately within a different accounting framework. Special Analysis C
(Borrowing, Debt, and Investment) and Special Analysis E (Federal
Credit Programs) both contain information on the financial market
implications of the budget.

Most of the lending and financial transactions shown in table A-8
are shown in Special Analysis E. However, this total differs from the
total for direct loans shown in Special Analysis E because: (a) The
NIA records nonrecourse agricultural commodity loans as purchases
rather than loans; (b) capital contributions to international financial
institutions, while not technically loans, are excluded from the NIA
and treated as financial transactions; and (c) Special Analysis E also
shows credit transactions of Government-sponsored enterprises that
are not included in the budget or the NIA and therefore do not
require reconciliation.

Government contribution for employee retirement.—The contributions
of Government agencies to the retirement trust funds of their em-
ployees are not included in the budget totals. While the outlays are
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2 0 THE BUDGET FOR FISCAL YEAR 1976

recorded in each agency's budget, they are offset by an intragovern-
mental deduction. However, the NIA counts Government payments
for employee retirement as part of the compensation paid to Govern-
ment employees and, therefore, as Government expenditures; this
treatment maintains comparability with the treatment of employee
retirement contributions in the rest of the economy. This category
includes contributions by the Postal Service even though the Postal
Service is not included in the unified budget. Since the NIA includes
the Postal Service as a Government-sponsored enterprise, its contri-
butions affect the current deficit of the enterprise rather than constitut-
ing nondefense purchases. In the NIA, the receipt of these retirement
contributions is treated as contributions for social insurance. Since
receipts and expenditures are increased by equal amounts, this treat-
ment has no effect on the surplus or deficit. Over 75% of these pay-
ments go to the civil service retirement fund, while most of the
remainder is for Federal employees insured under social security.

Other netting and grossing.—The budget normally counts as receipts
only income from taxation or similar sources that arises from the
exercise of governmental power to compel payment. Money received
in the course of business-type transactions, therefore, is normally
shown as offsets against expenditures. For instance, receipts from
two major insurance programs operated by the Veterans Adminis-
tration (National Service Life Insurance and U.S. Government Life
Insurance) are netted against expenditures in the budget since these
programs are voluntary, commercial-type activities. However, in the
NIA these insurance premiums are treated as receipts in the same
way as receipts from compulsory Government insurance programs.
Adjustments of this type affect total receipts and expenditures equally
and thus do not alter the surplus or deficit of either the budget or the
Federal sector.

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

The principal timing adjustment to expenditures is for defense
purchases. Procurement items (such as missiles or airplanes) pur-
chased under most fixed price contracts are recorded in the Federal
sector NIA as defense purchases at the time of delivery to the Fed-
eral Government rather than when they are fabricated or when they
are paid for; work in progress is counted as part of private business
inventories until the articles are completed and delivered to the
Government. In both the budget and the NIA accounts, public debt
interest is recorded when it accrues.

Bonuses on Outer Continental Shelf land leases.—In recent years
bonuses paid on the Outer Continental Shelf oil leases have become a
significant reconciliation item between the unified budget and the
NIA. The budget records these bonuses as proprietary receipts and,
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SPECIAL ANALYSES 2 1

therefore, deducts them from budget outlays. The NIA excludes these
transactions as being a transfer of assets because the pa}^ments are
not included in calculating book profits under current corporate ac-
counting practice.

Other.—This category includes some miscellaneous adjustments,
largely for certain specialized aspects of the national income accounts,
such as the purchase and sale of land and geographical exclusions
arising out of transactions with Puerto Rico, the Virgin Islands, and
other U.S. territories. Certain nondefense timing adjustments are
included here because of the difficulty in separating them from other
adjustment categories. This category includes adjustments for certain
foreign currency transactions that are not included in the budget and
transactions of Federal agencies or activities that are excluded from
the budget but included in the Federal sector NIA.
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Table A-9. FEDERAL TRANSACTIONS IN THE NATIONAL INCOME ACCOUNTS, 1965-76 (in billions of dollars)

Description
1965

Actual Estimate

1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976

RECEIPTS

Personal tax and nontax receipts 51.3 57.6 64.5 71.4
Corporate profits tax accruals __ 27.7 31.0 31.2 33.7
Indirect business tax and nontax accruals 16.9 15.7 15.8 17.1
Contributions for social insurance _ _ 24.6 28.5 35.7 38.3

Total receipts 120.5 132.8 147.2 160.6

EXPENDITURES

Purchases of goods and services. 64.4 71.7 85. 3 94.9
Defense (48.9) (54.4) (67.7) (75.9)
Nondefense (15.5) (17.3) (17.6) (18.9)

Transfer payments 30.5 34.2 39.4 44.8
Domestic ("to persons") ._ (28.3) (31.8) (37.2) (42.7)
Foreign _ . . ._ (2.2) (2.3) (2.2) (2.1)

Grants-in-aid to State and local governments_ _ 10.9 12.7 14.8 17.8
Net interest paid.._ 8.5 9.0 9.9 10.9
Subsidies less current surplus of Government

enterprises 4.1 4.5 5.1 4.1
Wage disbursements less accruals

Total expenditures 118.5 131.9 154.5 172.5

Surplus (+) or deficit ( - ) . . _ . +2.0 + .9 -7 .3 -11.9 +4.7 - . 7

90.0
37.4
18.6
44.4

190.4

99.4
(78.0)
(21.4)
50.7

(48.5)
(2.2)
19.2
12.3

4.1

185.7

93.6
33.3
19.2
49.1

195.2

98.0
(77.0)
(21.0)
56.8

(54.8)
(2.0)
22.6
14.0

4.7
- . 1

195.9

87.5
32.3
20.1
52.6

192.5

95.8
(73.1)
(22.7)
69.7

(67.4)
(2.3)
26.8
14.3

5.7
.1

212.4

100.7
34.1
20.0
58.5

213.2

103.2
(73.6)
(29.5)
78.6

(75.7)
(2.8)
32.6
13.4

5.3

232.9

106.8
41.2
20.7
71.7

240.4

105.3
(74.2)
(31.0)
89.4

(86.7)
(2.7)
40.2
14.5

6.7
- . 5

255.4

123.1
45.6
21.6
83.3

273.6

110.3
(75.4)
(34.9)
104.2

(101.3)
(2.9)
41.5
17.4

4.7
.2

278.3

122.1
41.0
33.1
91.4

287.6

121.1
(80.3)
(40.8)
131.7

(128.2)
(3.5)
47.0
19.8

3.7
.4

323.7

111.1
39.9
54.7
99.4

305.1

136.1
(90.9)
(45.2)
147.0

(143.0)
(4.0)
50.8
23.0

4.1

361.0

-19.8 -19.7 -15.0 -4 .7 -36.1 -55.9
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Table A-10. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS (in billions of dollars)

Actual Estimate

1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976

HUMAN RESOURCES PROGRAMS

Income security:
Social security (OASDI).. 16.4 19.5 20.5 22.5 25.8 28.7 34.0 38.0 46.6 53.2 61.4 67.7
Railroad retirement.. 1.1 1.2 1.2 1.4 1.5 1.6 1.9 2.1 2.4 2.6 3.0 3.3
Civil service retirement 1.4 1.7 2.0 2.1 2.4 2.7 3.2 3.7 4.5 5.6 7.0 7.8
Unemployment benefits 2.5 2.1 2.1 2.2 2.2 3.0 5.6 6.5 4.8 5.5 13.8 17.3
Benefits for coal miners _. * .3 .4 .9 1.0 .9 .9
Supplemental security income. _ 1.9 4.2 4.9
Food stamps * .1 .1 .2 .2 .6 1.5 1.8 2.1 2.7 3.4 3.2
Other _ . . . 1 .1 * .1 .1 .1 .1 .2 .2 .2 .2 .2

Total 21.5 24.6 25.9 28.6 32.3 36.7 46.6 52.7 61.5 72.7 93.9 105.4

Health:
Medicare 3.2 5.1 6.3 6.7 7.4 8.3 9.0 10.9 13.1 14.1
Other .3 .3 .3 .3 .3 .4 .4 .4 .5 .4 .5 .4

Total 3 .3 3.5 5.4 6.6 7.1 7.9 8.8 9.4 11.3 13.6 14.5

Education, manpower, and social services:
Education 1 .2 .4 .7 .7 .9 .9 .9 1.0 1.0 1.7 1.9
Manpower* 1 .2 .1 .1 .1 .2 .4 .6 .5 .6 .8 .8

Total .2 .4 .5 .8 .8 1.0 1.3 1.5 1.5 1.6 2.4 2.7

Veterans benefits and services 4.7 4.8 5.3 5.4 6.1 6.9 8.0 8.8 9.7 10.4 11.9 11.6

Total human resources programs 26.7 30.0 35.2 40.4 45.9 51.7 63.8 71.7 82.2 96.0 121.8 134.2

See footnotes at end of table.
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TABLE A-10. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS (in billions of dollars)—Continued

Actual Estimate

1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976

ALL OTHER FUNCTIONS
O

National defense (military retired pay) 1.2 1.4 1.6 1.8 2.1 2.5 3.0 3.5 4.0 4.7 5.7 6.3
All other functions (includes allowance for ^

energy tax equalization payments and con-
tingencies) 4 .4 .4 .5 .5 .6 .6 .6 .6 .6 .7 2.5

Total functions not included in human
resources grouping 1.6 1.8 2.0 2.3 2.6 3.1 3.6 4.0 4.5 5.3 6.4 8.8

Total domestic transfer payments.. 28.3 31.8 37.2 42.7 48.5 54.8 67.4 75.7 86.7 101.3 128.2 143.0

•Less than $50 million.
1 Includes a relatively small amount classified as social services.
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Table A-11. FUNCTIONAL COMPOSITION OF FEDERAL GRANTS-IN-AID (in billions of dollars)

Actual Estimate
escnp ion ^ ^ ^ ^ ^ ^ ^ g ^ ^ 1970 1971 1972 1973 1974 1975 1976

HUMAN RESOURCES PROGRAMS

Income security:
Public assistance cash benefits. _ _
Child nutrition and related programs
Administration of unemployment benefits. _.
Other

Total

Health:
Medicaid
Other (includes research, construction, serv-

ices, and medical training)_.

Total

Education, manpower, and social services:
Education
Manpower
Social services

Total

Veterans benefi ts and services

Total human resources programs

See footnote at end of table.

2.8
.2
.2

3.2

.3

.4

.7

1.0
.2
.2

1.4

*

5.3

2.8
.2
.2

3.2

.8

.5

1.3

1.9
.3
.3

2.4

*

6.9

2.7
.2
.2

3.2

1.2

.7

1.9

2.8
.3
.6

3.7

*

8.8

3.2
.2
.2
.1

3.7

1.8

.9

2.7

3.3
.5
.7

4.5

*

10.9

3.6
.3
.3
.1

4.2

2.3

.8

3.1

3.2
.5
.9

4.5

*

11.9

4.1
.4
.3
.1

4.9

2.7

1.2

3.9

3.6
.5

1.1

5.2

*

14.0

5.5
.6
.4
.1

6.6

3.4

1.1

4.5

3.9
.8

1.4

6.1

*

17.2

6.6
.9
.4
.1

7.9

4.6

1.4

6.0

4.1
1.6
2.6

8.2

*

22.2

5.9
1.1
.5
.1

7.6

4.6

1.6

6.2

4.1
1.9
2.3

8.4

*

22.2

5.4
1.2
.4
.1

7.1

5.8

1.8

7.6

3.9
2.0
2.2

8.1

*

22.8

4.7
1.6
.5
.1

6.9

6.6

2.2

8.8

4.3
3.2
2.8

10.3

*

26.0

4.6
1.6
.4
.1

6.9

7.1

2.2

9.3

4.2
3.2
2.4

9.8

.1

26.0
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Table A-11. FUNCTIONAL

Description

ALL OTHER FUNCTIONS

Natural resources, environment, and energy:
Environment _ __
Other

Total

Community and regional development:
Urban renewal _ _ _ _
Other HUD grants
Area and regional development
Other . -

Total

Commerce and transportation:

Urban mass transit
Other (mainly airport construction)

Total.

COMPOSITION

1965

.1

.1

.1

.3
*

.3

.1

.6

4 0

.1

4.1

1966

.1

.1

.2

.3
*

.1

.3

.7

3 o

.1

4.0

OF FEDERAL

1967

.1

.1

.2

.4

.1

.1

.3

.8

4 0

.1

4.1

1968

.2

.1

.3

.5

.1

.2

.4

1.2

4 ?
*

.1

4.3

GRANTS-IN-AID (in

Actual

1969

.2

.2

.4

.5

.2

.3

.3

1.3

4 ?
.1
.1

4.4

1970

.2

.2

.4

1.0
.3
.3
.5

2.2

4 4
.1
.1

4.6

1971

.5

.2

.8

1.0
.5
.4
.4

2.4

4 6
.2
.1

4.9

billions of

1972

.5

.3

.8

1.2
.7
.4
.4

2.8

.3

.1

5.1

dollars) —Continued

1973

.7

.3

1.1

1.0
.9
.5
.5

2.9

.4

.2

5.3

1974

1.6
.5

2.1

1.2
.8
.5
.4

2.9

.5

.2

5.3

Estimate

1975

2.4
.6

3.0

1.2
.9
.6
.5

3.1

.9

.3

5.8

1976

2.5
.6

3.1

1.2
1.8
.6

4.0

4 8
1.2

6.4
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General science, space, and technology (mainly
research grants) -5 .5 .5 .6 .6 .7 .6 .6 .6

Law enforcement and justice.. T-- * * * * * .2 .3 .5
Revenue sharing and general purpose fiscal

assistance:
General revenue sharing - - - 6.6
Other (includes allowance for energy tax

equalization payments) .2 .2 .2 .3 .2 .3 .3 .4 .4

Total 2 .2 .2 .3 .2 .3 .3 .4 7.0

.7

.7

6.1

.4

6.5

.7

.7

6.2

.4

6.6

.7

.8

6.3

2.4

8.7

All other functions (includes allowance for con-
tingencies) .2 .2 ,3 .3 .3 .4 .4 .4 .5 .5 1.1 1.1

Total, functions not included in human
resources grouping ._ _. 5.7 5.8 6.0 6.9 7.3 8.6 9.6 10.4 18.0 18.7 21.0 24.8

Total grants-in-aid 10.9 12.7 14.8 17.8 19.2 22.6 26.8 32.6 40.2 41.5 47.0 50.8

* Less than $50 million.
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SPECIAL ANALYSIS A

FEDERAL TRANSACTIONS IN THE NATIONAL INCOME ACCOUNTS

The budget is designed to serve several purposes:
• It is an economic document that reflects the taxing and spending

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

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

• It sets forth the President's request to Congress for appropriation
action on existing or new programs and for changes in tax legisla-
tion.

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

No single budget concept can satisfy all these purposes fully. The
budget document and related Treasury reports provide complete,
detailed information on the finances of the Federal Government.
For study of aggregate economic activity, however, the national
income accounts (NIA) of the United States provide the most use-
ful measures.

This special analysis shows the Federal budget as measured in the
national income accounts. The analysis is divided into four major
sections. The first shows the size, composition, and trends in Federal
sector receipts and expenditures. Additional details will be published
in the February 1976 issue of the Department of Commerce publica-
tion, Survey of Current Business. The second section shows quarterly
estimates of Federal sector receipts and expenditures seasonally
adjusted at annual rates. The third section explains how the recent
"benchmark" revisions in the gross national product (GNP) and
related accounts affect the Federal sector. The final section of this
analysis explains the major differences between the budget and the
NIA concepts. A discussion of fiscal policy can be found in the Eco-
nomic Report of the President.

The Survey of Current Business data are almost always in terms of
calendar years. In contrast, in this special analysis and all budget
documents, all references to a year refer to a fiscal year unless specifi-
cally labeled to the contrary.

FEDERAL SECTOR RECEIPTS AND EXPENDITURES

Table A-l shows Federal sector NIA receipts, expenditures, and
deficits for 1975-77, including those for the transition quarter (TQ).1

1 The transition quarter is the quarter from July 1-September 30, 1976. Starting in calendar
year 1976 the Federal fiscal year will convert from a July 1-June 30 basis to an October 1-Septem-
ber 30 basis. This 3-month period is required to make the conversion to a new fiscal year and is being
maintained as a separate accounting period.
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8 THE BUDGET FOR FISCAL YEAR 1977

Table A-l. FEDERAL RECEIPTS AND EXPENDITURES IN THE NATIONAL
INCOME ACCOUNTS (in billions of dollars)

Description 1975
actual

1976 TQ 1977
estimate estimate estimate

RECEIPTS

Personal tax and nontax receipts 126.4 136.4 41.5 160.4
Corporate profits tax accruals 40.6 47.5 13.3 58.2
Indirect business tax and nontax accruals 22.4 24.0 5.8 24.3
Contributions for social insurance. 92.0 99.5 25.9 121.8

Total receipts 281.5 307.4 86.5 364.7

EXPENDITURES

Purchases of goods and services.. _ 117.6 130.0 33.1 139.4
Defense (80.3) (86.7) (21.6) (92.8)
Nondefense.. (37.3) (43.3) (11.5) (46.6)

Transfer payments _ 134.8 158.7 40.1 168.2
Domestic ("to persons").-- (131.7) (155.1) (39.3) (164.4)
Foreign (3.1) (3.6) (.8) (3.8)

Grants-in-aid to State and local governments 48.3 57.8 15.0 59.3
Net interest paid. . . 22.0 26.0 7.3 32.0
Subsidies less current surplus of Government enter-

prises _
Wage disbursements less accruals

Total expenditures _

Deficit(-) -47 .2 -71 .3 -10 .7 -39 .8

5.7
.4 .

328.7

6.2

378.7

1.7

97.2

5.6

404.5

Trends in Federal sector receipts.—Table A-l divides receipts
into four major categories, which are also illustrated in the chart on the
distribution of Federal sector receipts by category.

Personal tax and nontax receipts.—The largest receipt category—
personal tax and nontax receipts—is composed primarily of individual
income taxes but also includes estate and gift taxes and some miscel-
laneous receipts. Increases in income—because of both real growth
and inflation—automatically increase these receipts. Since personal
income taxes are progressive, these receipts normally grow at a faster
rate than personal income. However, tax reductions have been enacted
periodically over the past three decades that have offset most of the
increase in effective tax rates resulting from the progressive tax struc-
ture. This is illustrated in table A-2, which shows Federal sector
receipts at 10-year intervals as a percent of GNP.

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

Description 1947
actual

1957 1967 1977
ttimate

Personal tax and nontax receipts 8.4
Corporate profits tax accruals 4. 8
Indirect business tax and nontax accruals 3.5
Contributions for social insurance 2.5

Total receipts 19.2

8.5
4.8
2.7
2.7

8.3
3.9
2.0
4.6

8.7
3.2
1.3
6.6

18.7 18.9 19.9
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SPECIAL ANALYSIS A

Distribution of Federal Sector Receipts by Category

5-Yeaf Averages

Contributions for

Social Insurance

Indirect Business Tax
and Nontax Accruals

Personal Tax and

Nontax Receipts

Corporate profits tax accruals.—-These tax accruals are volatile be-
cause corporate profits are among the most volatile components of
national income. The NT A corporate profits taxes generally differ from
the corresponding budget category primarily because: (1) The NIA
show the deposit of earnings by the Federal Reserve System as
corporate profit taxes while the budget treats them as miscellaneous
receipts; and (2) the NIA record corporate profits taxes when the
profits are earned (that is, accrued), while the unified budget records
the cash receipts.

Estimates of corporate profits tax accruals are normally subject to
greater margins of error than any other category of receipts. The NIA
estimate is derived from estimates of corporate profits before tax
and effective tax rates. These estimates are subject to significant revi-
sions based on later data. As is shown in table A-9, statistical revisions
have reduced the estimate of corporate profits tax accruals for 1974 by
$2.0 billion from the estimate of a year ago, even though both esti-
mates were for a period that had ended.

The secular decline in corporate profits tax receipts relative to
GNP and to total receipts (as shown in the chart above) results mainly
from three factors: (1) a long-term decline in corporate profits relative
to GNP; (2) a narrowing of the corporate profits tax base resulting
from changes in the definition of corporate profits for tax purposes
(largely increases in permissible depreciation allowances); and (3) the
nearly constant nominal tax rate on taxable corporate profits.
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1 0 THE BUDGET FOR FISCAL YEAR 1977

Indirect business tax and nontax accruals.—These receipts are com-
posed of excise taxes, customs duties, rents, and royalties. Over time,
this category has become a much less important part of total Federal
sector receipts, partly because these taxes normally do not rise
in proportion to the increase in the economy and partly because
some of the applicable taxes, such as the automobile and telephone
excise taxes have been reduced or repealed. The import fees on crude
011 and petroleum products, most of which have been eliminated, are
classified as an indirect business tax.

Contributions for social insurance.—This group of receipts constitutes
the second largest category of Federal sector receipts. The rapid rise
in these receipts since World War II has been caused by the growth
in the labor force and in wage rates, the expanded coverage of existing
social insurance programs, the enactment of new ones, and the higher
taxable wage base and contribution rates needed to finance liberaliza-
tion of benefits. As a result of the rapid rise in social insurance taxes
(mainly social security) and the passage of legislation reducing or
eliminating individual income taxes for many low- and moderate-
income individuals and families, millions of Americans now pay
significantly higher social insurance taxes than income taxes.

Major tax changes.—Federal sector receipts in the budget reflect
the impact of tax changes scheduled under current law and proposed
tax legislation. The major changes in taxes reflected in the budget are
the following:

—The recently enacted Revenue Adjustment Act of 1975 extended
through the first half of calendar 1976 the withholding rates
in effect for the last 8 months of calendar year 1975. Had the
provision of the temporary tax reductions previously in effect
been permitted to expire, personal taxes would have increased
about $12 billion and corporate taxes by about $2 billion (season-
ally adjusted annual rates) for January-June 1976.

—Proposed permanent individual and corporation income tax cuts
effective July 1, 1976. These reductions will reduce personal taxes
by about $22 billion and corporate profits tax accruals by about
by $3K billion in 1977.

—Elimination of the $2 import fee on crude oil, effective Decem-
ber 20, 1975, as a result of the recently enacted energy bill. This
reduces indirect business taxes about $3 billion (at annual rates) in
comparison to the last half of calendar year 1975.

—Increases, under current law, in the social security tax base from
$14,100 in calendar year 1975 to $15,300 and $16,500, respectively,
in the subsequent 2 years. Each of these base increases raises
contributions for social insurance by about $2 billion at annual
rates. In addition, legislation is proposed to increase the combined
employer-employee social security tax rate from 11.7% to 12.3%
effective January 1, 1977. This rate increase will increase receipts
$3K billion in 1977.

—Proposed increases in the unemployment insurance tax rate and
base starting January 1,1977, which would increase contributions
for social insurance by $2 billion (about $3 billion at annual rates)
in 1977.

Part 4 of the budget discusses tax changes and proposed legislation
(on a unified budget basis) in greater detail.

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

1977



SPECIAL ANALYSIS A 11

Trends in Federal sector expenditures.—Federal sector ex-
penditures are also divided into several major groupings. The primary
division is between purchases of goods and services (which are divided
between defense and nondefense purchases) and all other transactions.
Purchases are that portion of the Nation's output that is bought
directly by the Federal Government and therefore included in GNP.
The other expenditure categories consist primarily of payments to
individuals and grants to other levels of government. These groups,
in turn, can use the income to finance their own purchases of goods
and services, to save, and—in the case of State and local govern-
ments—to hold down taxes or make transfers to individuals.

A major shift in the composition of Federal sector expenditures has
been underway for years. As the chart on expenditures shows, defense
purchases of goods and services have been a declining share of Federal
spending ever since the Korean War. There has been a corresponding
rise in other components, especially grants-in-aid and domestic
transfer payments. While this shift has been underway for two
decades, it has accelerated in recent years. In 1975, defense purchases
as a percentage of Federal sector expenditures were at the lowest level
since the start of World War II.

Distribution of Federal Sector Expenditures by Category

1948-52 1953-57 1958-62 J963-67 J968-72 1973-77
FhcolYeas Esfimote
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Table A-3 shows Federal sector expenditures by category as a
percent of GNP at 10-year intervals.

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

Description 1947 1957 1967 1977
actual actual actual estimate

Defense purchases 4.3
Nondef ense purchases 1.7
Domestic transfer payments 3.7
Foreign transfer payments .8
Grants-in-aid to State and local governments .7
Net interest paid 1.8
Subsidies less current surplus of Government enter-

prises .3

Total expenditures _ 13.3 17.5 20.0 22.0

Defense purchases and foreign transfer payments are largely de-
voted to the conduct of our national defense and foreign affairs.1 In
1947 defense purchases—reduced by receipts from large sales of
World War II materials—were only 4.3% of GNP while foreign
transfer payments were 0.8% of GNP. The total of these—5.1%—
roughly reflects the cost of the conduct of external affairs. In 1957—
after the Korean war defense buildup—they totaled 10.2% of GNP,
and by 1977 they will be back down to about 5.3% of GNP.

In contrast, spending on nondefense purchases, domestic transfer
payments, and grants-in-aid has risen dramatically. In 1947 this
spending was equal to 6.1% of GNP; in 1977 it is estimated to equal
14.7% of GNP.

Defense purchases of goods and services.—With the implementation
of the definitional changes in the NIA, defense purchases now consist
of all purchases of goods and services under programs included in the
national defense function in the budget document. Almost all defense
purchases are made by the Department of Defense—Military, but this
category also includes defense purchases by the Energy Research and
Development Administration (ERDA) and some other accounts.

The 1977 budget calls for an increase in defense purchases of $6.1
billion in 1977 ovei 1976. A large part of this increase offsets the
impact of inflation; but the budget plan calls for a reversal in the
pattern of reducing defense spending in real terms.

While defense purchases are not estimated in constant prices, the
budget includes constant price estimates of outlays in the national
defense function. There is sufficient similarity between this category
and defense purchases in the NIA that these figures give a rough
approximation of the same transactions. The unified budget esti-
mates of national defense outlays in constant prices are as follows (in
billions of 1969 dollars):

1962 64.3
1967 75.6
1972 62.8
1976estimate 53.7
1977 estimate 54.2

1 Although in recent year* a significant portion of foreign transfers arises from payments under
general domestic social programs—for example, payments to social security retirees living abroad.
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SPECIAL ANALYSIS A 13

Nondefense purchases of goods and services.—This category covers
the goods and services purchased by Federal nondefense agencies.
These include such programs as operation of national forest, park and
recreation areas; space exploration; promotion of commerce; acquisi-
tion and disposal of agricultural commodities; construction of flood
control and navigation projects; operation of the Federal airway
system; a wide variety of medical and other scientific research; the
capital outlay of Government enterprises; Federal law enforcement;
and operation of veterans hospitals. Table A-4 shows the composition
of this spending by agency for the years 1974 through 1977.

Table A-4. NONDEFENSE PURCHASES OF GOODS AND SERVICES BY
AGENCY (in billions of dollars)

1974 1975 1976 1977

Department of Agriculture:
Commodity Credit Corporation (CCC) —2. 2
Other 1.9

Department of Commerce .7
Department of Defense—Civil 1.7
Department of Health, Education, and Welfare 4.5
Department of Housing and Urban Development .9
Department of the Interior 1.7
Department of Justice 1.1
Department of Labor .7
Department of State .7
Department of Transportation 2.8
Department of the Treasury 2.0
Energy Research and Development Administration .8
Environmental Protection Agency .4
General Services Administration 1.0
National Aeronautics and Space Administration 3.2
Postal Service 1 .7
Veterans Administration 3.4
All other 2 4.5

0.1
2.3
.8

2.0
5.4
.9

2.0
1.3
1.2
.7

2.9
2.6
1.3
.5
.4

3.2
.8

4.0
4.9

_ *
2.5
1.0
2.2
6.0
1.0
2.3
1.5
1.7
1.1
3.3
2.8
2.1
.6
.3

3.4
.9

4.6
6.0

0.5
2.3
1.1
2.2
5.7
1.1
2.3
1.5
1.4
1.0
3.5
2.7
3.1
.5
.3

?.6
.9

5.0
7.9

Total 30.5 37.3 43.3 46.6

"Less than $50 million.
1 Not included in budget outlays.
2 Includes allowances for civilian agency pay raises and contingencies.
Note.—Excludes the transition quarter.

Generally, nondefense purchases consist mainly of the cost of operat-
ing the various nondefense agencies. In the case of Government enter-
prises (including the CCC and the Postal Service), however, the
purchases figures represent net capital formation.

Domestic transfer payments.—Ihis is now the largest category of
Federal sector expenditures. Spending for domestic transfers has
expanded rapidly in recent years, mainly because of more beneficiaries
and higher benefit payments under the social insurance programs.
Table A-3 shows the growth in domestic transfer payments as a per-
cent of GNP at 10 year intervals, and the chart on the distribution
of Federal sector expenditures by category shows this growth trend
over time relative to total Federal sector expenditures. Table A-5
provides data on the composition of domestic transfer payments by
major program and by functional category. As can readily be seen,
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Table A-5. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS (in billion* of doUars)

Actual Estimate
Description • ' "

1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977

HUMAN RESOURCES PROGRAMS
Income security:

Social security (OASDI) 19.5 20.5 22.5 25.8 28.6 34.0 38.0 46.6 53.2 61.5
Railroad retirement.. 1.2 1.2 1.4 1.5 1.6 1.9 2.1 2.4 2.6 3.0
Civil service retirement _ _. 1.7 1.9 2.1 2.4 2.7 3.2 3.7 4.5 5.6 7.0
Unemployment benefits _ 2.1 2.1 2.2 2.2 3.0 5.6 6.5 4.8 5.5 12.6
Benefits for coal miners _ * .3 .4 .9 1.0 .9
Supplemental security income. _ _ 1.9 4.3
Foodstamps _ 1 .1 .2 .2 .5 1.5 1.8 2.1 2.7 3.5
Special payments, Treasury l _ _ _ 1.7
Other 1 .1 .2 .2 .2 .3 .3 .4 .4 .5

70.3
3.5
8.3

18.1
1.0
4.7
4.6
1.3
.7

80.1
3.7
9.9

15.6
.9

5.4
4.1
.6
.7

Total._ 24.6 26.0 28.5 32.3 36.7 46.7 52.8 61.7 72.8 95.1 112.5 120.8

Health:
Medicare _ _ 3.0 5.0 6.2 6.7 7.5 8.3 9.0 10.9 14.1 16.5 18.7
Other .3 .3 .3 .3 .4 .4 .4 .4 .4 .5 .6 .6

Total .3 3.3 5.4 6.6 7.2 7.9 8.8 9.4 11.3 14.6 17.1 19.3
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Education, training, employment, and social
services:

Education 2 .4 .7 .7 .9 .9 .9 1.0 1.0 1.4 1.6 1.5
Training and employment2 _ .2 .1 .1 .1 .2 .4 .6 .5 .5 1.1 1.2 1.0

Total .4 .6 .9 .9 1.0 1.3 1.5 1.5 1.5

Veterans benefits and services 4.7 5.3 5.6 6.2 6.9 8.0 8.8 9.7 10.4

2.

12.

124.

5

7

9

2.

14.

147.

8

7

1

2.

12.

155.

5

9

4Total human resources programs 30.0 35.1 40.4 45.9 51.8 64.0 71.9 82.4 96.0

ALL OTHER FUNCTIONS

National defense (military retired pay) 1.6 1.8 2.1 2.4 2.8 3.3 3.8 4.3 5.1 6.2 7.2 8.3
All other functions (includes allowance for

contingencies) .2 .2 .3 .3 .4 .4 .4 .4 .5 .5 .7 .8

Total functions not included in human
resources grouping 1.8 2.0 2.3 2.7 3.2 3.7 4.2 4.7 5.6 6.7 7.9 9.1

Total domestic transfer payments 31.8 37.2 42.7 48.7 55.0 67.7 76.1 87.1 101.7 131.7 155.1 164.4

•Less than $50 million.
1 Includes the $50 tax rebate and the earned income credit to the extent that tax credits exceed tax liabilities otherwise owed.
2 Includes a relatively small amount classified as social services.
Note.—Excludes the transition quarter. Data on the transition quarter are shown in table A—8.
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16 THE BUDGET FOR FISCAL YEAR 1977

Composition of Federal Sector Expenditures
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1965 f970 1975 1977
Estimate

spending on human resources programs—especially income security
programs—dominates domestic transfer payments. This spending is
expected to continue to rise in 1977, but at a much slower rate than
in most recent years. There is extensive discussion of program trends
(on a unified budget basis) in Part 5 of the budget and elsewhere in
the budget documents.

Grants-in-aid.—These expenditures comprise programs designed to
help State and local governments provide general public services or to
finance programs for the needy. There is a substantial degree of substi-
tutability between grants-in-aid and domestic transfer payments and—
to a lesser degree—nondefense purchases. For example, low-income
veterans could be eligible for free medical care under medicaid (grants),
in a veterans hospital (nondefense purchases), or, perhaps, medicare
(transfer payments). The supplemental security income transfer pay-
ments are a substitute for the preexisting program of grants to States
for public assistance for the elderly and handicapped. In addition,
there is significant substitutability between different grant programs;
for example, the President has proposed to replace medicaid and several
other health programs by a block grant starting in 1977. Hence, in
some cases a more accurate picture of Federal efforts to meet domestic
needs through income transfers is obtained by treating grants and
domestic transfer payments together rather than looking at them
separately.
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Table A-6. FUNCTIONAL COMPOSITION OF FEDERAL GRANTS-IN-AID (in billions of dollars)

Actual Estimate

1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977

HUMAN RESOURCES PROGRAMS
Income security:

Public assistance cash benefits 2.8 2.7 3.2 3.6 4.1 5.5 6.6 5.9 5.4 5.1 5.9 5.9
Child nutrition and related programs .2 .2 .2 .3 .4 .6 .9 1.1 1.2 1.7 2.4 2.4
Administration of unemployment benefits.. .2 .2 .2 .3 .3 .4 .4 .5 .5 .6 .9 .9
Other .1 .1 .1 .1 .1 .1 .2 .3 .3 .3

Total 3.2 3.2 3.7 4.2 4.9 6.6 7.9 7.6 7.3 7.6 9.6 9.6

Health:
Medicaid/General health financing assistance. .8 1.2 1.8 2.3 2.7 3.4 4.6 4.6 5.8 6.8 8.1 9.0
Other (includes research, construction, serv-

ices, and medical training) 5 .7 .9 .8 1.2 1.1 1.4 1.6 1.9 2.3 2.2 1.7

Total.. 1.3 1.9 2.7 3.1 3.9 4.5 6.0 6.2 7.6 9.2 10.4 10.7

Education, training, employment, and social
services:

Education... 1.9 2.8 3.3 3.2 3.6 3.9 4.1 4.1 3.9 4.7
Training and employment .3 .3 .5 .5 .5 .8 1.6 1.9 1.9 2.7
Social services 3 .6 .7 .9 1.1 1.4 2.6 2.3 2.2 3.2

Total - 2.4 3.7 4.5 4.5 5.2 6.1 8.2 8.4 8.1 10.7 13.1 11.3

4.4
5.1
3.5

4.2
3.5
3.6

Veterans benefits and services * * * * * * * * * .1 .1 .1

Total human resources programs 6.9 8.8 10.9 11.9 14.0 17.2 22.2 22.3 23.0 27.6 33.2 31.8

See footnotes at end of table.
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Table A-6. FUNCTIONAL COMPOSITION OF FEDERAL GRANTS-IN-AID (in billions of dollars)—Continued

Actual Estimate

1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977

ALL OTHER FUNCTIONS

Natural resources, environment, and energy:
Environment
Other

Total

Community and regional development:
Urban renewal
Other H U D grants
Area and regional development
Other

Total

Commerce and transportation:
Highways (including safety)
Urban mass transit
Other (mainly airport construction)

Total

.1

.1

.2

.3
*

.1

.3

.7

3.9

.1

4.0

.1

.1

.2

.4

.1

.1

.3

.8

4.0

.1

4.1

.2

.1

.3

.5

.1

.2

.4

1.2

4.2
*

.1

4.3

.2

.2

.4

.5

.2

.3

.3

1.3

4.2
.1
.1

4.4

.2

.2

.4

1.0
.3
.3
.5

2.2

4.4
.1
.1

4.6
— —: —

.5

.2

.8

1.0
.5
.4
.4

2.4

4.6
.2
.1

4.9

.5

.3

.8

1.2
.7
.4
.4

2.8

4.7
.3
.1

5.1

.7

.3

1.1

1.0
.9
.5
.5

2.9

4.7
.4
.2

5.3

1.6
.3

2.0

1.2
.8
.5
.4

2.9

4.5
.5
.2

5.3

2.0
.5

2.5

1.4
.8
.6
.5

3.3

4.7
.9
.3

5.9

2.5
.5

3.0

1.4
1.3
.8
.5

4.0

6.4
1.5
.4

8.3

4.0
.5

4.5

1.0
1.8
.8
.4

4.0

6.8
1.7
.4

9.0
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General science, space, and technology (mainly
research grants) _ .5 .5 .6 .6 .7 .6 .6 .6 .7 .8 .8 .8

Law enforcement and justice._ * * * * * .2 .3 .5 .7 .7 .8 .8
Revenue sharing and general purpose fiscal

assistance:
General revenue sharing __ _ 6.6 6.1 6.1 6.3 6 5
Other .2 .2 .3 .2 .3 .3 .4 .4 .4 .5 .5 .4

Total .2 .2 .3 .2 .3 .3 .4 7.0 6.5 6.7 O To

All other functions (includes allowance for
contingencies) .2 .3 .3 .3 .4 .4 .4 .5 .5 .7 .8 1.2

Total functions not included in human
resources grouping 5.8 6.0 6.9 7.3 8.6 9.6 10.4 18.1 18.6 20.7 24.6 27.4

Total grants-in-aid... 12.7 14.8 17.8 19.2 22.6 26.8 32.6 40.4 41.6 48.3 57.8 59.3

* Less than $50 million.

Note.—Excludes the transition quarter. Data on the transition quarter are shown in table A—8.
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2 0 THE BUDGET FOR FISCAL YEAR 1977

The chart on the composition of Federal sector expenditures com-
bines grants-in-aid and domestic transfer payments. Table A-6 shows
detail on grants-in-aid by budget function and major activity, and
table A-5 shows similar detail for domestic transfer payments.

Program detail on grant expenditures may be found in Special
Analysis O of this document. While the definition of Federal aid
used in that analysis differs somewhat from that used in the NIA,
the programs largely overlap and Special Analysis O shows the re-
lationship between the two data series.

Foreign transfer payments.—There are three major types of foreign
transfer payments: expenditure of dollars to assist foreign economic
development, grants to foreign governments of foreign currencies that
are earned from the sale of surplus agricultural products, and payments
under social security and similar programs to individuals living abroad.
Although payments to individuals are gradually rising (roughly in
proportion with the rise in GNP), total foreign transfer payments have
been stable (and a declining proportion of GNP) for many years.

Net interest paid.—Net interest is highly dependent on the size of
Federal debt, loans outstanding, and the interest rates on both bor-
rowing and lending. The coverage in this category has expanded sub-
stantially due to the net impact of two of the definitional changes that
are explained in detail below. These changes are the inclusion of
interest paid to and received from foreigners as part of net interest
paid and the imputation of interest payments by banks equal to the
value of their services provided to the Government without charge.

Subsidies less current surplus of Government enterprises.—Subsidies
less current surplus of Government enterprises consist of two elements:
(a) Subsidy payments to resident businesses (including farms); and
(b) the "current surplus" or "deficit" of Government enterprises. A
subsidy is a monetary grant to a unit engaged in commercial activities.
Examples are payments to farmers for land retirement, payments to
air carriers, and the construction and operating differential subsidies
paid to operators of U.S.-flag merchant ships.

"Government enterprise" is the term used in the NIA to designate
certain business-type operations of the Government (usually appearing
in the budget as public enterprise revolving funds). The operating
costs of Government enterprises are, to a great extent, covered by the
sale of goods and services to the public, as distinguished from tax
receipts. The difference between the sales and the current operating
expenses of a Government enterprise constitutes its surplus or deficit.
The largest of these enterprises are the Commodity Credit Corpora-
tion, the Postal Service (which is no longer included in the budget),
and the Tennessee Valley Authority.

Table A-7 shows the composition of this aggregation by major
category.
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Table A-7. SUBSIDIES

Description

LESS CURRENT

1966 1967

SURPLUS OF

1968 1969

GOVERNMENT

Actual

1970 1971

ENTERPRISES

1972 1973

(in biffions of dollars)

1974 1975

Estimate

1976 1977

Subsidies:
Commodity Credit Corporation 2.0 3.1 2.6 3.0 3.1 3.6 3.0 4.0 2.4 0.6 0.3 0.4
Maritime 3 .3 .3 .3 .3 .4 .4 .4 .4 .5 .6 .7
Housing(HUD) .2 .3 .3 .4 .5 .8 1.3 1.7 1.9 2.1 2.4 3.0
Railroad. _ _ _ * .1 .1 .1 .5 .7 .5
Small Business Administration .7 *
Other (mainly Agriculture) .5 .6 .6 .5 .4 .4 .4 .4 .3 .5 .3 .2

Subtotal _ 3.1 4.2 3.7 4.2 4.4 5.2 5.2 7.3 5.2 4.2 4.3 4.8

Enterprise surpluses (—) or deficits:
Commodity Credit Corporation 1.6 .7 .3 .5 .6 .6 .6 1.3 1.5 .3 .4 .3
Postal Service.... 8 1.0 .9 .9 1.3 2.0 1.4 1.3 2.0 2.1 2.4 1.7
Tennessee Valley Authority _ - . 1 - . 1 - . 1 - . 1 - . 2 - . 2 - . 2 - . 2 - . 3 - . 4 - . 3 - . 4
Federal Housing Administration..__ - . 2 - . 2 - . 2 - . 2 - . 2 - . 3 - . 3 - . 3 - . 1 - . 1 - * - . 1
Federal Deposit Insurance Corporation —.1 —.1 —.1 —.1 —.1 —.1 —.2 —.1 —.1 —.2 —.2 —.2
Federal Savings and Loan Insurance Cor-

poration - . 1 - . 1 - . 1 - . 1 - . 1 - . 1 - . 1 - . 1 - . 2 - . 2 - . 2 - . 2
Allotheri _ - . 2 - . 3 - . 3 - . 3 - . 2 - . 3 - * .1 - . 2 - . 1 - . 2 - . 2

Subtotal 1.7 1.0 .4 .4 1.1 1.7 1.2 1.8 2.7 1.5 1.9 .9

Total subsidies less current surplus... 4.8 S.2 4.1 4.6 5.4 6.8 6.4 9.1 7.9 5.7 6.2 5.6

* Lest than $50 million.
1 Includes impact of retroactive pay raises.
Note.—Excludes the transition quarter.
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2 2 THE BUDGET FOR FISCAL YEAR 1977

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

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

QUARTERLY ESTIMATES

Table A-8 presents quarterly NIA receipts and expenditures esti-
mates (at seasonally adjusted annual rates) for the period covered by
the budget.

The translation of the budget into national income accounts cate-
gories is necessarily inexact. The budget itself is a mixture of a fore-
cast of what receipts and outlays are expected to be for some items
under current law and a Presidential request for congressional ap-
proval of proposed amounts for others. For this special analysis each
budget receipt and outlay is analyzed and translated into NIA
categories. Imprecision and possible error are inevitable even when
the translation is made using annual data. When these annual esti-
mates are converted into quarterly distributions seasonally adjusted
at annual rates, the imprecision is further increased. The data pre-
sented in table A-8 are the best available estimates of the quarterly
NIA receipts and expenditures consistent with the 1977 budget, but
should be used with clear recognition of their limitations.
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Table A-8. FEDERAL RECEIPTS AND EXPENDITURES IN THE NATIONAL INCOME ACCOUNTS, QUARTERLY, 1975-77

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

Actual Estimated

Description J ly- Oct- Jan- Apr- July- Oct- Jan- Apr- July- Oct- Jan- Apr- July-
Sept Dec Mar June Sept Dec Mar June Sept Dec Mar June Sept
1>74 19/4 1975 1975 1975 I9751 1976 1976 1976 1976 1977 1977 1977

RECEIPTS

Person* l t « and nontax receipts 134.6 137.4 137.6 99.3 130.5 135.2 136.6 142.2 143.6 152.0 155.5 162.3 172.8
Corporate profits tax accruals 51.8 42.9 32.1 35.5 43.4 46.8 48.5 51.1 53.5 55.2 56 1 59.4 62.2
Indirect business tax and nontax accruals 22.1 21.7 22.3 23.5 25.5 25.4 22.6 22.7 23.1 23.9 24.1 24.4 24.9
Contributions for social insurance 90.8 91.1 91.7 91.9 93.9 96.4 103.4 106.3 108.7 111.4 123.7 126.3 129.0

Total receipts 299.2 293.1 283.6 250.1 293.3 303.8 311.1 322.3 328.9 342.5 359.4 372.4 388.9

EXPENDITURES

Purchases of goods and services 113.6 118.2 119.4 119.2 124.2 129.8 131.4 134.5 133.5 137.1 139.0 140.3 141.1
DJcnse (78.4) (80.5) (81.4) (82.1) (84.9) (87.4) (87.3) (87.3) (88.2) (90.9) (92.4) (93.7) (94.2)
Nondefense (35.1) (37.7) (38.0) (37.1) (39.3) (42.3) (44.1) (47.2) (45.3) (46.2) (46.6) (46.6) (46.9)

Transfer payments 121.2 127.8 139.2 150.5 152.5 154.6 163.3 163.6 163.3 163.0 166.6 168.4 174.5
Domestic ("to persons") (118.0) (124.8) (136.2) (147.3) (149.5) (151.5) (159.7) (159.6) (159.5) (159.2) (162.8) (164.6) (170.7)
Foreign (3.2) (3.0) (3.0) (3.2) (3.0) (3.1) (3.6) (4.0) (3.8) (3.8) (3.8) (3.8) (3.8)

Grants-in-aid to State and local governments 44.0 45.0 50.1 52.8 56.8 57.1 58.2 59.1 60.8 59.0 59.3 59.5 59.5
Net interest paid 21.4 22.0 22.4 22.6 23.4 25.7 26.9 28.3 29.0 30.0 31.2 32.7 34.2
Subsidies less current surplus Government enter-

prises 5.5 5.1 6.3 7.1 6.9 7.0 4.8 5.9 5.2 5.4 5.4 5.4 5.8
Wage disbursements less accruals 1.5

Total expenditures 307.2 318.6 337.4 352.3 363.8 374.2 384.6 391.4 391.8 394.5 401.5 406.3 415.1

Deficit ( - ) - 8 . 0 -25.5 - 5 3 . 7 - 1 0 2 . 2 -70 .5 -70 .4 -73 .5 -69.1 -62 .9 -52 .0 -42.1 -33.9 -26 .2

1 Preliminary.
Note: Because of the methods normally used in seasonally adjusting NIA data, the average of seasonally adjusted data for the four quart rs of a fiscal year may not

be equal to the unadjusted fiscal year total.
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2 4 THE BUDGET FOR FISCAL YEAR 1977

IMPACT OF THE "BENCHMARK" REVISIONS ON THE FEDERAL SECTOR

NIA
The Department of Commerce has recently competed a major

("benchmark") revision of the gross national product (GNP) and
subsidiary accounts. The data contained in this analysis are based on
the revised series.

The "benchmark" revisions made by the Department of Commerce
are of two kinds—"statistical" and "definitional."1 The statistical
changes are based on revised or new data—they are more accurate
estimates. Statistical revisions are a normal-and necessary—part
of the U.S. national economic accounting. The accounts are based
almost entirely on data produced by other agencies for other purposes
and adapted for national economic accounting. Since the timing,
quality of data, and comprehensiveness of coverage are primarily
determined by the producers of the raw data, there are significant gaps
and lags in producing GNP and related estimates. Yet the utility of the
GNP estimates is based largely on timeliness. To meet this need the
Department of Commerce has adopted a regular cycle for producing
and refining these data.

Even with a regular procedure for making corrections, some informa-
tion may become available too late to be reasonably incorporated in
the regular revision cycle—after 3 years estimates become "final"
and are not further revised until a new "benchmark" is developed.
Thus, when a comprehensive "benchmark" revision occurs (the
previous one was in 1965) the Department of Commerce revises data
many years back if needed. While the revised series contain some
statistical revisions going back many years, those for years prior to
1972 are generally far smaller than the definitional revisions.

The definitional revisions are made because conditions change. In
any comprehensive data system such as that underlying the GNP a
great many judgmental decisions are made in classifying transactions.
Over time some of these judgments are made obsolete by changes
in the economy. These changes may be relatively minor at first but
become significant problems at a later date. In the case of atomic
energy activities (discussed below), for example, when the program
started it was clearly a defense program. Over time, the nature of the
program changed so that a significant part of the atomic energy
development program is now nondefense.

Table A-9 shows—for 1974—the total impact of both statistical
and definitional changes in the Federal sector NIA. As table A-9
shows, virtually all of the definitional changes involve transfers of
transactions from one expenditure category to another. Two defini-
tional revisions affect receipts categories:

• Corporate tax accruals include a change in the treatment of
"carryback provisions" affecting receipts estimates as far back
as 1948. Losses are now recorded in the years when they occur
rather than when the tax liabilities are offset.

t Social insurance contributions include contributions for Federal
employees for workmen's compensation.

I Distinction may be made between "definitional" and "classificational" revisions. For purposes of
simplicity and clarity no such distinction is made in this section.
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SPECIAL ANALYSIS A 2 5

Table A-9. FEDERAL RECEIPTS AND EXPENDITURES IN THE NATIONAL
INCOME ACCOUNTS FOR 1974: COMPARISON OF JANUARY 1975 AND
CURRENT ESTIMATES (in billions of dollars)

January Defini- Statistical Current
Description 1975 ( tional revisions "actuals"

"actuals" revisions

RECEIPTS

Personal tax and nontax receipts. 123.1 - . 2 122.9
Corporate profits tax accruals 45.6 (l) —2.0 43.6
Indirect business tax and nontax accruals 21.6 —.2 21.4
Contributions for social insurance 83.3 .3 .1 83.7

123.1
45.6
21.6
83.3

273.6

0)

.3

.3

- . 2
- 2 . 0
- . 2

.1

-2 .3Total receipts._ 273.6 .3 -2 .3 271.6

EXPENDITURES

Purchases of goods and services 110.3 -5 .2 - . 6 104.5
Defense (75.4) (-1.0) (-.4) (74.0)
Nondefense (34.9) (-4.2) (-.2) (30.5)

Transfer payments 104.2 .5 * 104.7
Domestic ("to persons") (101.3) (.5) (•) (101.7)
Foreign (2.9) (*) (3.0)

Grants-in-aid to State and local governments 41.5 __ _ .1 41.6
Net interest paid 17.4 2.4 * 19.8
Subsidies less current surplus of Government enter-

prises.
Wage disbursements less accruals

4.7
.2 ..

278.3

2.6

.3

.6

.1

7.9
.1

278.7Total expenditures

Deficit(-) -4 .7 -2 .4 -7 .1

"Less than $50 million.
1 This adjustment affected many years but not 1974.

Table A-10 shows in detail the definitional changes affecting Federal
sector expenditures and these are discussed in the remainder of this
section.

Table A-10. COMPOSITION OF DEFINITIONAL REVISIONS TO FEDERAL
SECTOR EXPENDITURES (1974 data; in billions of dollars)

Non- Domes* Subsidies less
Defense defense tic Net current sur-

Definitional Revision pur- pur- trans- interest plus of gov-
chases chases fers paid ernmental

enterprises

Foreign interest .1 —3.1 3.1
CCC inventory valuation adjustment —1.5 1.5
Low-rent housing payments —1.2 _ 1>2
Imputed bank service changes and interest .7 —.7
ERDA (AEC) nondefense - . 8 .8
Fleet reserve payments —.4 .4
Maritime construction subsidies —.2 .2
Auto depreciation allowances .1 * —.2
Reclassification of enterprises .3 —.3
Grossing of workmen's compensation .3

Total -1 .0 -4 .2 .5 2.4 2.6

*Less than $50 million.
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2 6 THE BUDGET FOR FISCAL YEAR 1977

Foreign interest.—Under the prior definition interest payments to
and receipts from abroad were included in purchases of goods and
services; they are now included in net interest paid. At the time the
practice originated this category generally totaled well under $100
million annually; including these transactions as purchases eliminated
the need for a reconciliation line between net exports as shown in
the balance-of-payments figures and those shown in the national
income accounts. While this decision had pragmatic value when the
transactions were relatively minor, by 1975 they totaled $3}£ billion.

CCC adjustment.—The computation of a CCC adjustment creates
equal and offsetting changes in nondefense purchases and the current
surplus (or deficit) of this Government enterprise. Previously, the
nondefense purchase estimates were based on the acquisition price of
agricultural commodities for both the initial purchase and the subse-
quent sale. Under the new definition, nondefense purchases will be
based on current market prices for the acquisition and sale of com-
modities. The difference between the acquisition price and market
price will be reflected as part of the CCC surplus or deficit.

Low-rent housing payments.—A large portion of budget outlays for
low-rent public housing go to State or local government housing
agencies classified as Government enterprises. These payments were
included in nondefense purchases on the rationale that subsidies could
not be paid to Government enterprises; in effect, they were treated as
purchases of housing services for the benefit of the renter. Under the
new definition these payments are recognized as being subsidies; thus,
nondefense purchases are reduced and subsidies increased by the value
of these payments.

Imputed bank service charges and interest.—The Federal Govern-
ment maintains interest-free accounts in commercial banks in exchange
for having those banks service Government checks and perform other
services without charge. Under the new definition the NIA includes
as nondefense purchases an imputed service charge by the banks for
the value of services rendered and includes an imputed receipt of
interest by the Government from banks equal to the imputed service
charge. This raises nondefense purchases and lowers net interest paid
by equal amounts.

ERDA (AEC) nondefense.—When the Atomic Energy Commission
(the predecessor agency to Energy Research and Development
Administration) was established it was clearly a national defense
program, and was so classified in both the budget and the NIA. Over
time, however, the AEC became involved in a large-scale nondefense
program, especially in the promotion and regulation of nuclear energy
for peaceful purposes. When the functional structure of the budget
was changed in the 1976 budget it took cognizance of this gradual
shift in operation of ERDA by dividing the outlays between national
defense and nondefense functions. The 1976 budget also anticipated
that ERDA nondefense activities would no longer be classified as
defense purchases in the NIA but the actual implementation of this
change occurred in the benchmark revision under discussion.
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SPECIAL ANALYSIS A 27

Fleet reserve.—Fleet reserve retired pay in the budget is part of
the category "military retired pay." It arises when naval and marine
enlisted personnel complete 20 years of service and opt for retirement
instead of remaining a full 30 years. These personnel are subject to
being called up in case of an emergency, so the NIA treated these
payments as compensation (defense purchases), the same as reserve
pay. However, unlike other reservists, the recipients of fleet reserve
pay are retired from the Armed Forces and are not required to perform
any military duty to earn their payments. The NIA now treats these
expenditures as transfer payments.

Maritime construction subsidies.—The Maritime Administration
pays both construction and operating differential subsidies to en-
courage a strong domestic merchant marine. The operating differential
payments—which compensate for the higher wage levels on U.S.-flag
ships—have traditionally been counted as subsidies. But the construc-
tion differential subsidies have been counted as nondefense purchases.
Prior to 1957 the Maritime Administration would pay for the construc-
tion of merchant ships in U.S. shipyards and then sell the ships at
prices roughly comparable to foreign ship costs to U.S.-flag carriers.
The acquisition cost would count as purchases and the sale as negative
purchases. In July 1956, the program was converted to having U.S.-
ship operators purchase the ships from U.S. shipyards with the Mari-
time Administration paying the difference between the total cost and
the cost if the ship had been constructed abroad. This payment had
been canied as nondefense purchases but—under the revision—is
treated as subsidies retroactive to the time (July 1956) the financing
procedure was changed.

Auto depreciation allowances.—The auto depreciation adjustment
arose out of the Government reimbursing its employees for using
their personal cars in Government service. In the NIA the reim-
bursement was split into two categories—that part which was pay-
ment for the cost of fuel, oil, etc. and that part considered as deprecia-
tion on the value of the car. The former part of the payment was
always considered purchases of goods and services, but the depreciation
allowance was considered a transfer payment. Generally the recipients
of these payments fail to distinguish between the two components—
both are looked on as simply part of the value of service rendered.
This revision eliminates the distinction in the NIA; all of the reim-
bursement is now treated as a purchase of goods and services. The
bulk of these purchases are by defense agencies, but some nondefense
purchases are affected by the same revision.

Reclassification of enterprises.— Reclassification of certain Govern-
ment agencies from being Government enterprises to "Government"
has resulted in raising nondefense purchases (as measured) and
reducing enterprise deficits (or raising enterprise surpluses). The
criterion for classifying an activity as a Government enterprise is that
operating income must cover at least one-half of the operating ex-
penses. In the past, interest income was included in the operating
income in making these calculations but was excluded from the
calculations in estimating the enterprise surplus or deficit, since
interest was included in net interest paid. Under the new procedure,
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2 8 THE BUDGET FOR FISCAL YEAR 1977

interest is left out of the computation in deciding whether an activity
is to be included as a Government enterprise. This resulted in reclassi-
fication of 9 activities—primarily credit programs—as being part
of Government rather than Government enterprises. The net trans-
actions of these activities that would have—in the past—counted as
enterprise deficits now count as nondefense purchases.

Grossing workmen's compensation.—In the past the NIA treated
Federal budget outlays for workmen's compensation (for Federal
employees) as nondefense purchases; that is, as part of the cost of
maintaining the Federal labor force. This treatment is appropriate
in measuring the cost of the labor force to the Government. However,
these are also payments to individuals for which no current service
is rendered and, hence, are transfer payments. Under the new definition
the NIA will continue to show this amount as nondefense purchases
and will also show an identical amount of transfer payments and
imputed social insurance contributions. This is the same treatment
that has been given all along for unemployment compensation for
ex-Federal employees. Since receipts and expenditures are increased by
identical amounts, the surplus or deficit is unaffected by this change.

RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR OF THE
NATIONAL INCOME ACCOUNTS

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

Table A-11. RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR,
NIA (in billions of dollars)

Description 1975 1976 TQ 1977
actual estimate estimate estimate

RECEIPTS

Total budget receipts 281.0 297.5 81.9 351.3

Government contribution for employee retirement
(grossing)

Other netting and grossing
Ad justment to accruals
Other

Federal sector, NIA receipts _

EXPENDITURES

Total budget outlays _

Lending and financial transactions..
Government contribution for employee retirement

(grossing)
Other netting and grossing
Defense timing adjustment
Bonuses on Outer Continental Shelf land leases
Other

Federal sector, NIA expenditures 328.7 378.7 97.2 404.5

5.1
2.4

-6.4
- . 7

281.5

324.6

-4.8

5.1
2.4

- . 6
2.0

- . 1

5.6
2.4
3.0

-1.1

307.4

373.5

-5.4

5.6
2.4
.5

2.6
- . 5

1.5
.6

2.7
- . 2

86.5

98.0

- 1 . 2

1.5
.6

- 1 . 5
.3

- . 5

6.1
2.7
5.5

- . 9

364.7

394.2

-3.2

6.1
2.7

- . 5
5.4

- . 2
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SPECIAL ANALYSIS A 2 9

Lending and financial transactions.—Conceptually, the national
income accounts measure the Nation's current income and production,
and therefore do not include transactions—such as loans—that are
an exchange of assets and liabilities rather than current income or
production. Loan transactions have a significant economic impact,
affecting income and output, but they are analyzed more appropri-
ately within a different accounting framework. Special Analysis C
(Borrowing, Debt, and Investment) and Special Analysis E (Federal
Credit Programs) both contain information on the financial market
implications of the budget.

Most of the lending and financial transactions shown in table
A-l l are shown in Special Analysis E. However, this total differs
from the total for direct loans shown in Special Analysis E because:
(a) The NIA records nonrecourse agricultural commodity loans as
purchases rather than loans; (b) capital contributions to international
financial institutions, while not technically loans, are excluded from
the NIA and treated as financial transactions; and (c) Special Analysis
E separately also shows credit transactions of privately owned Gov-
ernment-sponsored enterprises that are not included in the budget or
the Federal sector NIA (since they are private enterprises) and there-
fore do not require reconciliation.

Government contribution for employee retirement.—The contributions
of Government agencies to the retirement trust funds of their em-
ployees are not included in the budget totals. While the outlays are
recorded in each agency's budget, they are offset by an intragovern-
mental deduction. However, the NIA counts Government payments
for employee retirement as part of the compensation paid to Govern-
ment employees and, therefore, as Government expenditures; this
treatment maintains comparability with the treatment of employee
retirement contributions in the rest of the economy. This category
includes contributions by Government enterprises such as the Postal
Service; Government enterprise contributions increase the current
deficit of enterprises rather than nondefense purchases. The receipt of
these retirement contributions is treated in the NIA as contributions
for social insurance. Since receipts and expenditures are increased by
equal amounts, this treatment has no effect on the surplus or deficit.
Over 75% of these payments go to the civil service retirement fund,
while most of the remainder is for Federal employees insured under
social security.

Other netting and grossing.—The budget normally counts as receipts-
only income from taxation or similar sources that arises from the
exercise of governmental power to compel payment. Money received
in the course of business-type transactions, therefore, is normally
shown as offsets against expenditures. For instance, receipts from
two major insurance programs operated by the Veterans Administra-
tion (National Service Life Insurance and U.S. Government Life
Insurance) are netted against expenditures in the budget since these
programs are voluntary, commercial-type activities. However, in
the NIA these insurance premiums are treated as social insurance
receipts just as are receipts from compulsory Government programs.
Adjustments of this type affect total receipts and expenditures
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3 0 THE BUDGET FOR FISCAL YEAR 1977

equally and thus do not alter the surplus or deficit of either the
budget or the Federal sector NIA. Other netting and grossing also
includes some imputed contributions for social insurance for unem-
ployment compensation and workmen's compensation for Federal
employees.

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

The principal timing adjustment to expenditures is for defense
purchases. Procurement items (such as missiles or airplanes) pur-
chased under most fixed-price contracts are recorded in the Federal
sector NIA as defense purchases at the time of delivery to the Fed-
eral Government rather than when they are fabricated or when they
are paid for; work in progress is counted as part of private business
inventories until the articles are completed and delivered to the
Government. In both the budget and the NIA accounts, public debt
interest is recorded when it accrues.

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

Other.—This category includes some miscellaneous adjustments,
largely for certain specialized aspects of the national income accounts,
such as the purchase and sale of land and geographical exclusions
arising out of transactions with Puerto Rico, the Virgin Islands, and
other U.S. territories. Certain nondefense timing adjustments are
included here because of the difficulty in separating them from other
adjustment categories. This category includes adjustments for certain
foreign currency transactions that are not included in the budget and
transactions of Federa agencies or activities that are excluded from
the budget but included in the Federal sector NIA.
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Table A-J 2. FEDERAL TRANSACTIONS IN THE NATIONAL INCOME ACCOUNTS, 1966-77 (in billions of dollars)

Actual Estimate
Description

RECEIPTS, NATIONAL INCOME BASIS

Personal taxes and nontaxes.
Corporate profits tax accruals _
Indirect business tax and nontax accruals
Contributions for social insurance. _ _

Total receipts, national income basis... 132.7 146.0 160.0 190.1 194.9 192.5 213.5 240.0 271.6 281.5 307.4 364.7

1966

57.5
30.8
15.5
28.9

1967

64.4
30.3
15.8
35.5

1968

71.4
33.2
17.1
38.4

1969

90.0
37.0
18.6
44.5

1970

93.6
33.0
19.2
49.2

1971

87.5
32.0
20.0
52.9

1972

100.3
34.2
19.9
59.1

1973

107.3
40.5
20.7
71.5

1974

122.9
43.6
21.4
83.7

1975

126.4
40.6
22.4
92.0

1976

136.4
47.5
24.0
99.5

1977

160.4
58.2
24.3
121.8

EXPENDITURES, NATIONAL INCOME
BASIS

Purchases of goods and services 72.4 86.0 95.0 98.0 97.0 94.8 100.9 101.5 104.5 117.6 130.0 139.4
Defense.... (54.1) (67.0) (74.9) (76.1) (75.3) (72.1) (72.5) (73.2) (74.0) (80.3) (86.7) (92.8)
Nondefense. (18.3) (19.0) (20.1) (21.9) (21.7) (22.7) (28.4) (28.4) (30.5) (37.3) (43.3) (46.6)

Transfer payments 34.1 39.3 44.8 50.9 57.0 70.1 78.9 89.7 104.7 134.8 158.7 168.2
Domestic ("to persons") (31.8) (37.2) (42.7) (48.7) (55.0) (67.7) (76.1) (87.1) (101.7) (131.7) (155.1) (164.4)
Foreign (2.3) (2.2) (2.1) (2.2) (2.0) (2.3) (2.8) (2.7) (3.0) (3.1) (3.6) (3.8)

Grants-in-aid to State and local governments. 12.7 14.8 17.8 19.2 22.6 26.8 32.6 40.4 41.6 48.3 57.8 59.3
Net interest paid 8.7 9.6 10.5 12.1 13.6 14.2 14.1 15.9 19.8 22.0 26.0 32.0
Subsidies less current surplus of Government

enterprises __ _ 4.8 5.2 4.1 4.6 5.4 6.8 6.4 9.1 7.9 5.7 6.2 5.6
Wage disbursements less accruals —.1 .1 —.5 .1 .4

Total expenditures, national income
basis. _ 132.7 154.9 172.2 184.7 195.6 212.7 232.9 256.1 278.7 328.7 378.7 404.5

Excess of receipts (-f) or expenditures (—),
national income basis.. + * - 8 . 9 -12 .2 +5.4 - . 6 -20 .2 -19 .5 -16.1 - 7 . 1 -47 .2 -71 .3 - 39 .8

•$50 million or less.
Note.— Excludes the transition quarter. Data on the transition quarter are shown in table A—1.
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SPECIAL ANALYSIS A

FEDERAL TRANSACTIONS IN THE NATIONAL INCOME ACCOUNTS

The budget is designed to serve several purposes:
• It is an economic document that reflects the taxing and spending

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

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

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

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

No single budget concept can satisfy all these purposes fully. The
budget document and related Treasury reports provide detailed
information on the finances of the Federal Government and on the
tax and spending programs proposed by the President. For study of
aggregate economic activity, however, the national income accounts
(NIA) of the United States provide the most useful measures.

This special analysis shows the Federal budget as measured in the
national income accounts. The analysis is divided into three major
sections. The first shows the size, composition, and trends in Federal
sector receipts and expenditures. Additional details will be published
in the February 1977 issue of the Department of Commerce publica-
tion, Survey oj Current Business. The second section of this analysis
shows quarterly estimates of Federal sector receipts and expenditures
stated in seasonally adjusted annual rates, and the final section ex-
plains the major differences between the budget and the NIA con-
cepts. A discussion of fiscal policy can be found in the Economic
Report oj the President.

FEDERAL SECTOR RECEIPTS AND EXPENDITURES

Table A-l shows Federal sector NIA receipts, expenditures, and
deficits for 1976-78, including the transition quarter (TQ).1

1 The transition quarter is the quarter from July 1 through Sept. 30, 1976. Starting in calendar
year 1976 the Federal fiscal year converted from a July 1 through June 30 basis to an Oct. 1 through
Sept. 30 basis. This 3-month period was required to make the conversion to a new fiscal year and is
being maintained as a separate accounting period.

7
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THE BUDGET FOR FISCAL YEAR 1978

Table A-l. FEDERAL RECEIPTS AND EXPENDITURES IN THE NATIONAL
INCOME ACCOUNTS (in billions of dollars)

Description 1976
actual

TQ 1977 1978
stimate

RECEIPTS

Personal tax and nontax receipts 137.2
Corporate profits tax accruals 51.0
Indirect business tax and nontax accruals 24.5
Contributions for social insurance 100.9

Total receipts 313.6

EXPENDITURES

Purchases of goods and services 127.2
Defense (85.8)
Nondefense (41.4)

Transfer payments 156.7
Domestic ("to persons") (153.6)
Foreign (3.1)

Grants-in-aid to State and local governments 57.5
Net interest paid 25.8
Subsidies less current surplus cf Government enter-

prises 5.8

Total expenditures

Deficit(-)

40.5
14.0
5.9

25.8

158.6
60.6
24.6

116.9

177.5
65.5
26.1

136.6

86.2 360.7 405.7

32.5
(21.7)
(10.8)
40.4

(39.6)
(.8)

15.4
6.8

144.8
(94.8)
(50.0)
171.0

(167.7)
(3.3)
68.0
28.8

160.0
(105.4)
(54.6)
179.4

(175.9)
(3.5)
69.6
30.0

1.6 7.3 8.1

373.0

-59.4

96.7

-10.5

419.9

-59.2

447.1

-41.4

Trends in Federal sector receipts.—Table A-l divides receipts
into four major categories, which are also illustrated in the chart on
the distribution of Federal sector receipts by category.

Personal tax and nontax receipts.—The largest receipt category—
personal tax and nontax receipts—is composed primarily of individual
income taxes but also includes estate and gift taxes and some mis-
cellaneous receipts. Increases in income, because of both real growth
and inflation, automatically increase these receipts. Since personal
income taxes are progressive, these receipts normally grow at a faster
rate than personal income. However, tax reductions have been
enacted periodically over the past three decades that have offset
most of the increase in effective tax rates resulting from the progressive
tax structure. This is illustrated in table A-2, which shows Federal
sector receipts at 10-year intervals as a percent of the gross national
product (GNP).

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

Description
1948

actual

8.2
4.6
3.2
1.9

1958
actual

8.2
4.0
2.6
2.8

1968
actual

8.6
4.0
2.1
4.6

1978
estimate

8.7
3.2
1.3
6.7

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

Total receipts 17.8 17.7 19.3 19.9
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SPECIAL ANALYSIS A

Distribution of Federal Sector Receipts by Category

Percent

100

Corporate profits tax accruals.—These tax accruals are volatile be-
cause corporate profits are among the most volatile components of
national income. The NIA corporate profits taxes generally differ from
the corresponding budget category primarily because: (1) The NIA
show the deposit of earnings by the Federal Reserve System as
corporate profit taxes, while the budget treats them as miscellaneous
receipts; and (2) the NIA record corporate profits taxes when the
profits are earned (that is, accrued), while the unified budget records
the cash receipts.

Estimates of corporate profits tax accruals are normally subject to
greater error than any other category of receipts. The NIA estimate is
derived from estimates of corporate profits before tax and effective
tax rates. These estimates are subject to significant revisions based on
later data. As is shown in table A-8, revised estimates of corporate
profits raised estimated corporate profits tax accruals for 1975 by $1.0
billion from the estimate of a year ago, even though both estimates
were for a period that had ended. There is about a 3-year lag between
initial estimates of corporate tax liability data; in the interim, succes-
sive estimates are made based on gradually improving data.

The secular decline in corporate profits tax receipts relative to GN.P
and to total receipts (as shown in the chart above) results mainly from
three factors: (1) a long-term decline in corporate profits relative to
GNP; (2) a narrowing of the corporate profits tax base resulting from
changes in the definition of corporate profits for tax purposes (largely
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10 THE BUDGET FOR FISCAL YEAR 1978

increases in permissible depreciation allowances); and (3) the nearly-
constant nominal tax rate on taxable corporate profits. This decline
would be accelerated in future years by the proposed corporation
income tax rate reductions and the proposed integration of individual
and corporation income taxes.

Indirect business tax and nontax accruals.—These receipts are com-
posed of excise taxes, customs duties, and various miscellaneous re-
ceipts such as rents and royalties. The import fees on crude oil and
petroleum products, most of which have been ended, are classified
as indirect business taxes. Over time, indirect business tax and nontax
accruals have become a much less important part of total Federal
sector receipts, partly because they normally do not rise in proportion
to the increase in the economy and partly because some of them, such
as the automobile and telephone excise taxes, have been repealed or
reduced.

Contributions for social insurance.—This group of receipts consti-
tutes the second largest category of Federal sector receipts. The rapid
increase since World War II has been caused by the growth in the
labor force and in wage rates, the expanded coverage of existing
social insurance programs, the enactment of new ones, and the higher
taxable wage base and contribution rates needed to finance liberaliza-
tion of benefits. As a result of the rapid rise in social insurance taxes
(mainly social security) and the passage of legislation reducing or
eliminating individual income taxes for many low- and moderate-
income individuals and families, millions of Americans now pay
significantly higher social insurance taxes than income taxes.

Major tax changes.—Federal sector receipts in the budget reflect
both the impact of tax changes scheduled under current law and pro-
posed tax legislation. The major changes in taxes reflected in the
budget are the following:

—-The recently enacted Tax Reform Act of 1976 extended tempo-
rary tax reductions that were scheduled to expire and enacted a
number of major tax reforms. Had the provision of the temporary
tax reductions previously in effect been permitted to expire,
personal taxes would have been increased nearly $13 billion and
corporate taxes by about $4 billion in 1977.

—Permanent individual and corporation income tax reductions are
proposed to become effective retroactive to January 1, 1977. In
comparison to current law, these reductions—which would include
replacement of some of the temporary provisions of the Tax
Reform Act (such as the $35 per capita credit)—would reduce
receipts by about $9 billion in 1977 and $27 billion in 1978. In
comparison to the receipts that would result from extending the
temporary provisions of the Tax Reform Act, the reductions are
the same in 1977 and about $13 billion in 1978.
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SPECIAL ANALYSIS A 11

—Income earned by corporations is currently taxed twice: first as
corporation income and then as personal income when profits are
passed on to the shareholder. It is proposed that this double
taxation be eliminated in six annual phases, beginning in Jan-
uary 1978, through comprehensive corporation income tax
integration. This proposal reduces 1978 corporate profits tax
accruals by $1.9 billion.

—The social security tax base increased from $15,300 in 1976 to
$16,500 in calendar year 1977. Under existing law, the base will
increase further to $17,700 in calendar year 1978, and the com-
bined employer-employee rate will rise from 11.7% to 12.1%. In
addition, a rate increase of 0.2 percentage points—to 12.3%—is
proposed for January 1978. This proposal would increase 1978
receipts by $1.4 billion.

—These estimates also reflect the Unemployment Compensation
Amendments of 1976, which increased the Federal unemployment
insurance tax rate (from 0.5% to 0.7% effective January 1, 1977)
and tax base (from $4,200 to $6,000 effective January 1, 1978).
These increases raise receipts by $0.3 billion in 1977 and $2.6
billion in 1978.

Part 4 of the budget discusses tax changes and proposed legislation
in greater detail.

Trends in Federal sector expenditures.—Federal sector expendi-
tures are also divided into several major NIA categories. The primary
division is between purchases of goods and services (which are divided
between defense and nondefense purchases) and all other transactions.
Purchases are that portion of the Nation's output that is bought di-
rectly by the Federal Government and, therefore, included in GNP.
The other expenditure categories consist primarily of payments to
individuals and grants to State and local governments. These indivi-
duals and governments, in turn, can use the income to finance their
own consumption or purchases of goods and services, to save, and—
in the case of States and localities—to hold down taxes or make trans-
fer payments.

A major shift in the composition of Federal sector expenditures has
been underway for years. As the chart on expenditures shows, defense
purchases of goods and services have been a declining share of Federal
spending since the Korean war. There has been a corresponding rise
in other components, especially grants-in-aid and domestic transfer
payments. While this shift has been underway for two decades, it was
accelerated in the past decade due to the sharp increases in Federal
transfer payments and grants, while defense purchases in current
prices dropped for several years in a row. In 1974 defense purchases
in current prices were still below the 1968 and 1969 levels. Real (i.e.,
deflated) spending for defense has decreased substantially during this
period.
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12 THE BUDGET FOR FISCAL YEAR 19 78

Distribution of Federal Sector Expenditures by Category

5-Yeor Averoses

Interest and Other

1949-53 1954-58 1959-63 1964-68 1969-73 1974-78
Fiscal Yeais Estimate

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

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

_ . . 1948 1958 1968 1978
Description actual actual actual estimate

Defense purchases 3.9 10.1 9.0 5.2
Nondefense purchases ].5 1.5 2.4 2.7
Domestic transfer payments 3.5 4.0 5.1 8.6
Foreign transfer payments 1.1 .4 .3 .2
Grants-in-aid to State and local governments .7 1.1 2.1 3.4
Net interest paid 1.7 j .2 \.3 K5
Subsidies less current surplus of Government enterprises. .2 .5 .5 .4
Wage disbursements less accruals —.1

Total expenditures 12.6 18.7 20.8 21.9
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SPECIAL ANALYSIS A 13

Defense purchases and foreign transfer payments are largely
for the conduct of our national defense and foreign affairs.2 In 1948
defense purchases—reduced by receipts from large-scale sales of
World War II materials—were only 3.9% of GNP, while foreign
transfer payments were 1.1% of GNP. The total of these, 5.0%,
roughly reflects the cost of the conduct of external affairs. In 1958,
after the Korean war defense buildup, they totaled 10.5% of GNP;
by 1978 they will be back down to about 5.4% of GNP.

In contrast, spending on most other expenditure categories, espe-
cially nondefense purchases, domestic transfer payments, and grants-in-
aid, has risen dramatically. In 1948, NIA spending for everything
except defense purchases and foreign transfers was equal to 7.6% of
GNP; in 1978 it is estimated at 16.6% of GNP.

Defense purchases of goods and services.—Defense purchases consist
of all purchases of goods and services under programs included in the
national defense function in the budget. Almost all defense purchases
are made by the Department of Defense—Military, but this category
also includes defense-related purchases (related to atomic weapons)
by the Energy Research and Development Administration and other
accounts included in the defense function.

The 1978 budget calls for increases in defense purchases in 1977
and 1978. These increases more than offset the impact of inflation,
thus reversing the pattern of declining defense spending in real terms.
While NIA defense purchases are not estimated in constant prices
(the Department of Commerce is working on constant price defense
purchases, and according to current plans will publish estimates of
them in calendar year 1978), the budget includes constant price
estimates of outlays in the national defense function. There is suffi-
cient similarity between this category and defense purchases in the
NIA that these figures give a rough approximation of the same trans-
actions. The unified budget estimates of national defense outlays in
constant prices are as follows (in billions of fiscal year 1972 dollars):

1963 - - 79.0
1968 102.2
1973 70.5
1976 64.6
1977 estimate 67.0
1978 estimate 70.2

Nondejense purchases oj goods and services.—This category covers
the goods ancl services purchased by Federal nondefense agencies.
These include such programs as operation of national forest, park
and recreation areas; space exploration; promotion of commerce;
acquisition and disposal of agricultural commodities; construction of
flood control and navigation projects; operation of the Federal air-
way system; a wide variety of medical, energy, and other scientific
research; the capital outlay of Government enterprises; Federal
law enforcement; and operation of veterans hospitals. Table A-4
shows the composition of this spending by agency for the years 1975
through 1978.

3 However, in recent years a significant portion of foreign transfers arises from payments under
general domestic social programs; for example, payments to social security retirees living abroad.
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Table A-4.

THE BUDGET FOR FISCAL

NONDEFENSE PURCHASES OF
AGENCY (in billions of

Description

YEAR

GOODS
dollars)

1975
actual

1978

AND

1976
actual

SERVICES BY

1977 1978
estimate estimate

0.8
.3

.3
2.5

.9
2.2
5.9
1.2
2.3
1.4
.9
.8

3.2
2.8
1.0
1.8
.5
.1
*

3.6
.7

1.0
4.4
2.8

1.0
.4

.6
3.3
1.2
2.5
6.3
1.1
3.4
1.7
1.1
1.1
3.6
3.0
1.3
3.0
.7
.5
.2

3.6
.6

1.4
5.2
3.2

1.1
.4

.2
3.5
1.3
2.7
6.7
1.0
3.4
1.8
1.1
1.2
3.8
3.2
1.5
3.6
.7

1.2
.2

3.8
.6

1.5
5.5
4.6

Legislative branch 0.7
The Judiciary .3
Agriculture:

Commodity Credit Corporation (CCC) .2
Other 2.4

Commerce .9
Defense—Civil 2.1
Health, Education, and Welfare 5.3
Housing and Urban Development .8
I nter ior 2.2
Justice 1.3
Labor .7
State .7
Transportation 3.0
Treasury 2.5
Civil Service Commission .8
Energy Research and Development Administration 1.4
Environmental Protection Agency .4
Federal Energy Administration .1
General Services Administration .4
National Aeronautics and Space Administration 3.2
Postal Service 1 .7
Tennessee Valley Authority 1.0
Veterans Administration 4.1
Allother2 2.8

Total 38.0 41.4 50.0 54.6

"Less than $50 million.
1 Not included in budget outlays.
2 Includes allowances for civilian agency pay raises and contingencies.
Note.— Excludes the transition quarter. Data on the transition quarter are shown in Table A- l .

Nondefense purchases consist mainly of the cost of operating the
various nondefense agencies. In the case of Government enterprises
(including the CCC and the Postal Service), however, the purchases
figures represent net capital formation.

Domestic transfer payments.—This is now the largest category of
Federal sector expenditures. Spending for domestic transfers has
expanded rapidty in recent years, mainly because of more beneficiaries
and higher benefit pa}onents under the social insurance programs.
Table A-3 shows the growth in domestic transfer payments as a
percent of GNP at 10-year intervals, and the chart on the distribution
of Federal sector expenditures by categor}^ shows this growth trend
over time relative to total Federal sector expenditures. Table A-5
provides data on the composition of domestic transfer payments by
major program and by functional category. As can readily be seen,
spending on human resources programs—especially income security
programs—dominates domestic transfer payments. Under budget
proposals, this spending would continue tc rise in 1978, but at a much
slower rate than in most recent years. Program trends (on a unified
budget basis) are extensively discussed in Part 5 of the budget and
elsewhere in the budget documents.
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Table A-5. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS

(In billions of dollars)

Actual
Description

1967 1968 1969 1970 1971 1972 1973 1974 1975

HUMAN RESOURCES PROGRAMS
Income security:

Social security (OASDI) 20.5 22.5 25.8 28.6 34.0 38.0 46.6 53.2 61.5
Railroad retirement 1.2 1.4 1.5 1.6 1.9 2.1 2.4 2.6 3.0
Civil service retirement 1.9 2.1 2.4 2.7 3.2 3.7 4.5 5.6 6.9
Unemployment benefits 2.1 2.2 2.2 3.0 5.6 6.5 4.8 5.5 12.2
Benefits for coal miners * .3 .4 .9 1.0 .9
Supplemental security income 1.9 4.2
Food stamps .1 .2 .2 .5 1.5 1.8 2A 2.7 4.1
Special payments, Treasury! 1.7
Other .1 .2 .2 .2 .3 .3 .4 .4 .5

Subtotal, income security 26.0 28.5 32.3 36.7 46.7 52.8 61.7 72.8 95.2

Health:
Medicare 3.0 5.0 6.2 6.7 7.5 8.3 9.0 10.9 14.0
Other .3 .3 .3 .4 .4 .4 .4 .4 .5

Subtotal, health 3.3 5.4 6.6 7.2 7.9 8.8 9.4 11.3 14.5

See footnote at the end of table.

Estimate
1976 1977 1978

70.3
3.4
8.2

18.3
1.0
4.5
4.9
.8
.5

80.7
3.7
9.6

15.3
.9

4.8
4.1
.8
.8

88.0
3.8

10.9
12.8
1.0
5.1
4.1

1.0

112.0 120.8 126.7

16.8
.5

17.4

20.8
.5

23.2
.5

21.3 23.7
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Table A-5. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS—Continued

(In billions of dollars)

Actual

1967 1968 1969 1970 1971 1972 1973 1974 1975 1976

HUMAN RESOURCES PROGRAMS—Con.

Education, training, employment, and social
services:

Education .4 .7 .7 .9 .9 .9 1.0 1.0 1.5 2.0
Training and employment2 .1 .1 .1 .2 .4 .6 .5 .5 .2 .3

Subtotal, education, training, employ-
ment, and social services .6 .9 .9 1.0 1.3 1.5 1.5 1.5 1.8 2.3

Veterans benefits and services 5.3 5.6 6.2 6.9 8.0 8.8 9.7 10.4 12.8 14.3

Total, human resources programs 35.1 40.4 45.9 51.8 64.0 71.9 82.4 96.0 124.3 145.9

ALL OTHER FUNCTIONS
National defense (military retired pay) 1.8 2.1 2.4 2.8 3.3 3.8 4.3 5.1 6.2 7.2
All other functions (includes allowance for

contingencies) .2 .3 .3 .4 .4 .4 .4 .5 .6 .6

Total functions not included in human
resources grouping 2.0 2.3 2.7 3.2 3.7 4.2 4.7 5.6 6.7 7.7

Total domestic transfer payments 37.2 42.7 48.7 55.0 67.7 76.1 87.1 101.7 131.0 153.6

*Less than $50 million.
1 Includes the $50 tax rebate and the earned income credit to the extent that tax credits exceed tax liabilities otherwise owed.
2 Includes a relatively small amount classified as social services.

Note.— Excludes the transition quarter. Data on the transition quarter are shown in table A—1.

Estimate

1977 1978

2.5
.3

2.1
.3

2.8

13.7

2.4

13.1

158.7 165.8

8.2

.7

8.9

9.0

1.1

10.1

167.7 175.9
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SPECIAL ANALYSIS A 17

Composition of Federal Sector Expenditures

S Bill.

2 4 0 -

200

160

1 2 0 -

80 - "

Grants-in-Aid and

Domestic Transfer Payments

All Other

1960
Fiscal Yeatj

1965 1970 1975 1978
Estimate

Grants-in-aid.—These expenditures help State and local govern-
ments to provide general public services or to finance programs for
the needy. There is a substantial degree of substitutability between
grants-in-aid and domestic transfer payments and—to a lesser
degree—nondefense purchases. For example, low-income veterans
could be eligible for free medical care under medicaid (grants), in
a veterans hospital (nondefense purchases), or, perhaps, under medi-
care (transfer payments). The supplemental security income transfer
payments have replaced the previous program of grants to States
for public assistance for the elderly and handicapped. (The State
and local spending of Federal grant money for public assistance
programs is classified as State and local government transfer pay-
ments.) In addition, there is significant substitutability between
different grant programs; for example, the substitution of block grants
and general revenue sharing for categorical grants can result in signifi-
cant changes in administrative controls without changing the total
size of grants. In some cases a more meaningful picture of Federal
efforts to meet domestic needs through income transfers is obtained
by treating grants and domestic transfer payments together rather
than separately.

240-700 O - 77 - 2
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Table

Description

A-6. FUNCTIONAL

1967

COMPOSITION

1968 1969

OF FEDERAL GRANTS-IN-AID

Actual

1970 1971 1972 1973

(in billions of

1974 1975

dollars)

1976

Esti

1977

mate

1978

HUMAN RESOURCES PROGRAMS
Income security:

Public assistance cash benefits
Child nutrition and related programs
Administration of unemployment benefits
Other

Subtotal, income security

Health:
Medicaid/General health financing assist-

ance
Other (includes research, construction, serv-

ices, and medical training)

Subtotal, health

Education, training, employment, and social
services:

Education
Training and employment
Social services

Subtotal, education, training, employ-
ment, and social services

Veterans benefits and services

Total human resources programs

ALL OTHER FUNCTIONS

Natural resources, environment, and energy:
Environment
Other

2.7
.2
.2

3.2

1.2

.7

1.9

2.8
.3
.6

3.7

*

8.8

.1

.1

3.2
.2
.2
.1

3.7

1.8

.9

2.7

3.3
.5
.7

4.5

*

10.9

.2

.1

3.6
.3
.3
.1

4.2

2.3

.8

3.1

3.2
.5
.9

4.5

*

11.9

.2

.2

4.1
.4
.3
.1

4.9

2.7

1.2

3.9

3.6
.5

1.1

5.2

*

14.0

.2

.2

5.5
.6
.4
.1

6.6

3.4

1.1

4.5

3.9
.8

1.4

6.1

17.2

.5

.2

6.6
.9
.4
.1

7.9

4.6

1.4

6.0

4.1
1.6
2.6

8.2

*

22.2

.5

.3

5.9
1.1
.5
.1

7.6

4.6

1.6

6.2

4.1
1.9
2.3

8.4

*

22.3

.7

.3

5.4
1.2
.5
.2

7.3

5.8

1.9

7.6

3.9
1.9
2.2

8.1

*

23.0

1.6
.3

5.1
1.7
.6
.3

7.7

6.8

2.4

9.2

4.8
3.4
3.2

11.4

*

28.3

2.0
.4

5.8
2.3

.9

.4

9.4

8.5

2.7

11.2

4.8
5.5
3.4

13.7

.1

34.4

2.5
.8

6.1
3.0

.9

.4

10.4

10.2

2.7

12.9

5.6
4.5
4.2

14.3

.1

37.8

4.6
1.1

6.5
2.5

.9

.4

10.3

12.0

2.1

14.0

5.6
4.6
3.9

14.1

.1

38.5

5.3
1.2
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Subtotal, natural resources, environment,
andenergy .2 .3 .4 .4 .8 .8 1.1 2.0 2.4 3.3 5.7 6.5

Community and regional development:
Urbanrenewal 4 .5 .5 1.0 1.0 1.2 1.0 1.2 1.3 1.2 1.0 .7
Other HUD grants_ __-_ 1 .1 .2 .3 .5 .7 .9 .8 .7 1.3 2.5 3.1
Area and regional development. _ .1 .2 .3 .3 .4 .4 .5 .5 .5 .6 1.4 1.4
Other _._ _ 3 .4 .3 .5 .4 .4 .5 .4 .4 .5 .6 .5

Subtotal, community and regional de-
velopment. .8 1.2 1.3 2.2 2.4 2.8 2.9 2.9 3.0 3.6 5.5 5.7

Commerce and transportation:
Highways (including safety)._ _ 4.0 4.2 4.2 4.4 4.6 4.7 4.7 4.5 4.7 6.3 5.9 7.0
Urban mass transit . * .1 .1 .2 .3 .4 .5 .8 1.0 1.6 1.5
Other (mainly airport construction) .1 .1 .1 .1 .1 .1 .2 .2 .4 .4 .5 .8

Subtotal, commerce and transportation.. 4.1 4.3 4.4 4.6 4.9 5.1 5.3 5.3 5.9 7.7 8.0 9.3

General science, space, and technology (mainly
research grants) .5 .6 .6 .7 .6 .6 .6 .7 .6 .6 .8 .7

Law enforcement and justice * * * * .2 .3 .5 .7 .7 .8 .7 .7
Revenue sharing and general purpose fiscal

assistance:
General revenue sharing __ __ __ 6.6 6.1 6.1 6.2 6.8 6.8
Other (includes antirecession financial assist-

ance) .2 .3 .2 .3 .3 .4 .4 .4 .6 .6 1.9 .9

Subtotal, revenue sharing and general
purpose fiscal assistance .2 .3 .2 .3 .3 .4 7.0 6.5 6.7 6.7 8.7 7.7

All other functions (includes allowance for
contingencies) _ .3 .3 .3 .4 .4 .4 .5 .5 .6 .6 .7 .7

Total functions not included in the human
resources grouping 6.0 6.9 7.3 8.6 9.6 10.4 18.1 18.6 20.0 23.2 30.2 31.1

Total grants-in-aid 14.8 17.8 19.2 22.6 26.8 32.6 40.4 41.6 48.3 57.5 68.0 69.6

*Lcss than $50 million.
Note.— Excludes the transition quarter. Data on the transition quarter are shown in table A-l.
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2 0 THE BUDGET FOR FISCAL YEAR 19 78

The chart on the composition of Federal sector expenditures com-
bines grants-in-aid and domestic transfer payments. Table A-6 shows
detail on grants-in-aid by budget function and major activity, and
table A-5 shows similar detail for domestic transfer payments.

A discussion of grant expenditures may be found in Special Analysis
O of this document. While the definition of Federal aid used in that
analysis differs somewhat from the NIA definition, the two sets of
data largely overlap. Special Analysis O explains the relationship
between the two data series.

Foreign transfer payments.—There are three major types of foreign
transfer payments: expenditure of dollars to assist foreign economic
development, grants to foreign governments of foreign currencies
that are earned from the sale of agricultural products, and pay-
ments under social security and similar programs to individuals living
abroad. Although payments to individuals are gradually rising
(roughly in proportion with the rise in GNP), total foreign transfer
payments have been stable (and a declining proportion of GNP) for
many years.

Net interest paid.—Net interest is highly dependent on the size of
Federal debt, loans outstanding, and the interest rates on both borrow-
ing and lending. In the late 1940's, net interest paid amounted to
around 13% to 14% of total Federal sector NIA expenditures; but
since 1952 it has generally been between 6% and 7% of the total.

Subsidies less current surplus of Government enterprises.—Subsidies
less current surplus of Government enterprises consist of two ele-
ments: (1) Subsidy payments to resident businesses (including farms);
and (2) the "current surplus" or "deficit" of Government enterprises.
A subsidy is a monetary grant to a unit engaged in commercial activi-
ties. Examples are housing subsidies, payments to farmers for land
retirement, payments to air carriers, and the construction and operat-
ing differential subsidies paid to operators of U.S.-flag merchant ships.

"Government enterprise" is the term used in the NIA to designate
certain business-type operations of the Government (usually appear-
ing in the budget as public enterprise revolving funds). The operating
costs of Government enterprises are, to a great extent, covered by the
sale of goods and services to the public, as distinguished from tax
receipts. The difference between the sales and the current operating
expenses of a Government enterprise constitutes its surplus or deficit.
The largest of these enterprises are the Commodity Credit Corpora-
tion, the Postal Service (which is currently not included in the budget
but is included in the NIA), and the Tennessee Valley Authority.

Table A-7 shows the composition of this aggregation by major
category.
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Table A-7. SUBSIDIES LESS CURRENT SURPLUS OF GOVERNMENT ENTERPRISES

(In billions of dollars)

Actual Estimate
Description

Subsidies:
Commodity Credit Corporation 3.1 2.6 3.0 3.1 3.6 3.0 4.0 2.4 0.6 0.3 0.4 0.4
Maritime .3 .3 .3 .3 .4 .4 .4 .4 .5 .5 .6 .6
Housing(HUD) .3 .3 .4 .5 .8 1.3 1.7 1.9 2.2 2.4 2.9 3.6
Railroad and mass transit * .1 .1 .1 .4 1.2 1.3 1.3
Small Business Administration _ _._ _ __ .7 * -
Other (mainly Agriculture) 6 .6 .5 .4 .4 .4 .4 .3 .5 .3 .3 .3 2

Subtotal -._ 4.2 3.7 4.2 4.4 5.2 5.2 7.3 5.2 4.2 4.7 5.5 6.2

Subtotal 1.0 .4 .4 1.1 1.6 1.6 1.8 2.7 1.5 1.2 1.8 1.9

Total subsidies less current surplus.. 5.2 4.1 4.6 5.4 6.8 6.4 9.1 7.9 5.7 5.8 7.3 8.1

*Less than $50 million.
1 Includes impact of retroactive pay raises.
Note.— Excludes the transition quarter. Data on the transition quarter are shown in table A-l .

Enterprise surpluses (—) or deficits:
Commodity Credit Corporation .7 .3 .5 .6 .6 .6 1.3 1.5 .3 .1 .6 .5
PostalService 1.0 .9 .9 1.3 2.0 1.4 1.3 2.0 2.2 2.0 2.1 2.3 *
Tennessee Valley Authority.. - . 1 - . 1 - . 1 - . 2 - . 2 - . 2 - . 2 - . 3 - . 3 - . 4 - . 4 - . 4 g
Federal Housing Administration —.2 —.2 —.2 —.2 —.3 —.3 —.3 —.1 —.2 —.2 —.3 —.4
Federal Deposit Insurance Corporation —.1 -—.1 —.1 —.1 —.1 —.2 —.1 —.1 —.2 —.2 —.2 —.2
Federal Savings and Loan Insurance Corpo-

ra t ion^. - . 1 - . 1 - . 1 - . 1 - . 1 - . 1 - . 1 - . 2 - . 2 - . 2 - . 2 - . 2
Another* - . 3 - . 3 - . 3 - . 2 - . 3 - * .1 - . 2 - . 2 .1 .2 .3
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2 2 THE BUDGET FOR FISCAL YEAR 19 78

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

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

Estimating errors.—The process of estimating NIA receipts and
expenditures is imprecise. Data are frequently not available when
needed and in the detail desired, yet it is important that the esti-
mates be prepared in a timely manner. The budget piocess does
not generate all of the data needed to make precise NIA estimates, so
approximations are required in the NIA translation. Table A-8 pro-
vides some indication of the magnitudes of the estimating errors.
When the 1977 budget was issued, fiscal year 1975 had been over for
7 months, and the 1975 figures were labeled "actual"; yet, as table
A-8 shows, the current figures for 1975 are now significantly different.
These data, therefore, need to be recognized as approximations,
not precise figures.
Table A-8. FEDERAL RECEIPTS AND EXPENDITURES IN THE NATIONAL

INCOME ACCOUNTS FOR 1975: COMPARISON OF JANUARY 1976 AND
CURRENT ESTIMATES (in billions of dollars)

January
1976 Current

Description "actuals" Change "actuals"

RECEIPTS
Personal tax and nontax receipts 126.4 0.9 127.3
Corporate profits tax accruals 40.6 1.0 41.6
Indirect business tax and nontax accruals 22.4 —.3 22.1
Contributions for social insurance 92.0 .1 92.2

Total receipts 281.5 1.7 283.2

EXPENDITURES
Purchases of goods and services 117.6 1.4 119.0

Defense (80.3) (.7) (81.0)
Nondefense (37.3) (.7) (38.0)

Transfer payments 134.8 —.7 134.1
Domestic ("to persons") (131.7) (-.7) (131.0)
Foreign.. (3.1) (*) (3.1)

Grants-in-aid to State and local governments 48.3 * 48.3
Net interest paid 22.0 - . 1 21.9
Subsidies less current surplus of Government enterprises 5.7 —* 5. 7
Wage disbursements less accruals .4 —* .4

Total expenditures 328.7 .7 329.5

Deficit ( - ) - 47 .2 1.0 -46 .3

*Less than $50 million.

QUARTERLY ESTIMATES
Table A-9 presents quarterly NIA receipts and expenditures esti-

mates (at seasonally adjusted annual rates) for the period covered by
the budget.
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Table A-9. FEDERAL RECEIPTS AND EXPENDITURES IN THE NATIONAL INCOME ACCOUNTS, QUARTERLY, 1976-78

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

Description July-
Sept.
1975

Oct.-
Dec.
1975

Actual

Mar.
1976

Apr-
June
1976

July-
Sept.
1976

Oct.-
Dec.
1976 1

Jan.-
Mar.
1977

Apr.-
June
1977

Estimated

July-
Sept.
1977

Oct.-
Dec.
1977

Mar.
1978

Apr.-
June
1978

July-
Sept.
1978

RECEIPTS

Personal tax and nontax receipts.-.. 130.5 135.1 137.7 141.9 147.2 154.5 157.2 157.7 166.4 171.7 171.3 177.1 189.9
Corporate profits tax accruals 47.4 49.4 53.1 54.8 56.5 59.6 60.0 60.2 62.6 63.8 64.5 65.5 68.0
Indirect business tax and nontax

accruals 25.2 25.5 22.8 23.3 23.8 24.1 24.3 24.7 25.2 25.6 25.7 26.2 26.8
Contributions for social insurance-.. 94.7 96.6 102.9 104.6 106.6 109.3 116.8 120.3 123.1 125.7 138.5 140.8 143.1

Total receipts 297.7 307.6 316.5 324.6 334.0 347.5 358.3 362.9 377.3 386.8 400.0 409.6 427.8

EXPENDITURES

Purchases of goods and services 124.6 130.4 129.2 131.2 134.5 138.9 141.8 146.5 151.8 157.2 159.2 160.8 162.7
Defense (84.6) (87.1) (86.2) (86.9) (88.5) (91.3) (92.8) (95.7) (99.3) (103.6) (105.1) (106.0) (106.9)
Nondefense (40.0) (43.2) (42.9) (44.2) (46.0) (47.6) (49.0) (50.8) (52.5) (53.6) (54.1) (54.8) (55.8)

Transfer payments 152.1 154.9 160.3 158.7 163.1 166.5 169.7 172.0 175.7 176.7 177.8 179.2 183.7
Domestic ("to persons") (149.2) (151.8) (157.2) (155.6) (159.8) (163.3) (166.4) (168.7) (172.3) (173.3) (174.3) (175.7) (180.1)
Foreign,- (2.9) (3.2) (3.1) (3.1) (3.4) (3.2) (3.3) (3.3) (3.4) (3.4) (3.5) (3.5) (3.6)

Grants-in-aid to State and local
governments 56.8 58.0 58.8 56.3 60.1 65.5 66.3 69.3 70.2 69.6 69.5 69.9 69.3

Net interest paid 23.6 25.6 26.6 27.4 27.7 28.4 28.6 28.9 29.3 29.6 29.9 30.2 30.3
Subsidies less current surplus Govern-

ment enterprises 6.7 7.1 5.4 5.2 5.6 6.3 7.2 7.8 8.3 8.3 8.2 8.3 8.1

Total expenditures 363.7 376.0 380.3 378.7 391.1 405.6 413.6 424.5 435.3 441.4 444.6 448.4 454.1

Deficit ( - ) - 66 .0 -69 .4 -63 .8 -54 .1 -57 .1 -58 .1 -55 .3 -61 .6 -58 .0 - 5 4 . 6 - 4 4 . 6 -38 .8 - 2 6 . 3

1 Preliminary.

Note.— Because of the methods normally used in seasonally adjusting NIA data the average of seasonally adjusted data for the four quarters of a fiscal year may not
be equal to the unadjusted fiscal year total.
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2 4 THE BUDGET FOR FISCAL YEAR 1978

The translation of the budget into national income accounts
categories is necessarily inexact. The budget itself is a mixture of a
forecast of what receipts and outlays are expected to be for some items
under current law, and a Presidential request for congressional ap-
proval of proposed amounts for others. For this special analysis, each
budget receipt and outlay is analyzed and translated into NIA
categories. Imprecision and possible error are inevitable even when
the translation is made using annual data. One can anticipate revisions
similar to those shown in table A-8 for the "actuals" each year. The
margin of error for the estimate years (1977 and 1978 in this budget) is
inevitably even greater, since they involve estimating errors and differ-
ences between proposals and what is realized in the basic unified
budget, as well as errors in translating unified budget transactions into
NIA terms. When these annual estimates are converted into quarterly
estimates seasonally adjusted at annual rates, the imprecision is
further increased. The data presented in table A-9 are the best avail-
able estimates of the quarterly NIA receipts and expenditures con-
sistent with the 1978 budget, but should be used with clear recognition
of their limitations.

RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR OF THE
NATIONAL INCOME ACCOUNTS

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

Table A-10. RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR,
NIA (in billions of dollars)

Description

RECEIPTS

Total budget receipts

Government contribution for employee retirement
(grossing)

Other netting and grossing
Adjustment to accruals _
Other

Federal sector, NIA receipts

EXPENDITURES

Total budget outlays

Lending and financial transactions
Government contribution for employee retirement

(grossing)
Other netting and grossing
Defense timing adjustment
Bonuses on Outer Continental Shelf land leases
Other..

Federal sector, NIA expenditures 373.0 96.7 419.9 447.1

1976
actual

300.0

6.0
2.3
6.0

- . 8

313.6

366.5

- 4 . 8

6.0
2.3
2.6
2.1

- ) . 7

TQ
actual

81.8

1.6
.6

2.3
- . 2

86.2

94.7

- 1 . 3

1.6
.6
.8

1.1
- . 9

1977
estimate

354.0

6.8
2.7

- 1 . 8
-1 .1

360.7

411.2

- 3 . 2

6.8
2.7
2.0
1.9

- 1 . 5

1978
estimate

393.0

7.5
3.0
3.2

- 1 . 0

405.7

440.0

- 3 . 8

7.5
3.0
1.0
2.3

- 2 . 8
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SPECIAL ANALYSIS A 2 5

Lending and financial transactions.—Conceptually, the national
income accounts measure the Nation's current income and production,
and therefore do not include transactions, such as loans, that are an
exchange of assets and liabilities rather than current income or pro-
duction. Loan transactions have a significant economic impact,
affecting income and output, but they are analyzed more appropriately
within a financial market framework such as provided by the flow-of-
funds data of the Federal Keserve Board. Special Analysis C (Borrow-
ing, Debt, and Investment) and Special Analysis E (Federal Credit
Programs) both contain information on the financial market implica-
tions of the budget.

Most of the lending and financial transactions contained in table
A-10 are shown in Special Analysis E. However, this total differs
from the total for direct loans shown in Special Analysis E because:
(a) The NIA records nonrecourse agricultural commodity loans as
purchases rather than loans; (b) capital contributions to international
financial institutions, while not technically loans, are financial transac-
tions and, therefore, are excluded from the NIA; and (c) Special
Analysis E shows separately the credit transactions of off-budget
Federal entities, which do not require reconciliation with the NIA
because the}^ are also not included in the budget.

Government contribution for employee retirement.—The contributions
of Government agencies to the retirement trust funds of their em-
ployees are not included in the budget totals. While the outlays are
recorded in each agency's budget, they are offset by an intragovern-
mental deduction. However, the NIA counts Government payments
for employee retirement as part of the compensation paid to Govern-
ment employees and, therefore, as Government expenditures; this
treatment maintains comparability with the treatment of employee
retirement contributions in the rest of the economy. This category
includes contributions by Government enterprises such as the
Postal Service; Government enterprise contributions increase the
current deficit of enterprises rather than nondefense purchases, as do
the contributions of the agencies. The receipt of these retirement con-
tributions is treated in the NIA as contributions for social insurance.
Since receipts and expenditures are increased by identical amounts,
this treatment has no effect on the surplus or deficit. About 75% of
these payments go to the Civil service retirement fund, while most of
the remainder is for Federal employees insured under social security.

Other netting and grossing.—The budget normally counts as receipts
only income from taxation or similar sources that arises from the exer-
cise of governmental power to compel payment. Money received in the
course of business-type transactions, therefore, is normally shown as
offsets against expenditures. For instance, receipts from two major
insurance programs operated by the Veterans Administration (Na-
tional Service Life Insurance and U.S. Government Life Insurance)
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2 6 THE BUDGET FOR FISCAL YEAR 1978

are netted against expenditures in the budget since these programs are
voluntary, commercial-type activities. However, in the NIA these
insurance premiums are treated as social insurance receipts just as are
receipts from compulsory Government programs. Adjustments of
this type affect total receipts and expenditures identically and, thus,
do not alter the surplus or deficit of either the budget or the Federal
sector, NIA. Other netting and grossing also includes some imputed
contributions for social insurance for unemployment compensation
and workmen's compensation for Federal employees.

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

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

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

Other.—This category includes some miscellaneous adjustments,
largely for certain specialized aspects of the national income accounts,
such as the purchase and sale of land and geographical exclusions
arising out of transactions with Puerto Rico, the Virgin Islands, and
other U.S. territories. Certain nondefense timing adjustments—for
example, the difference between State withdrawals of unemployment
benefits and actual payments to individuals—are included here
because of the difficulty in separating them from other adjustment
categories. This category includes adjustments for certain foreign
currency transactions that are not included in the budget, and trans-
actions of Federal entities or activities that are excluded from the
budget but included in the Federal sector NIA.
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Table A—11. FEDERAL TRANSACTIONS IN THE NATIONAL INCOME ACCOUNTS, 1967-78

(In billions of dollars)

Description
Actual Estimate

1967

64.4
30.3
15.8
35.5

1968

71.4
33.2
17.1
38.4

1969

90.0
37.0
18.6
44.5

1970

93.6
33.0
19.2
49.2

1971

87.5
32.0
20.0
52.9

1972

100.3
34.2
19.9
59.1

1973

107.3
41.0
20.7
71.5

1974

122.6
43.8
21.4
84.1

1975

127.3
41.6
22.1
92.2

1976

137.2
51.0
24.5
100.9

1977

158.6
60.6
24.6
116.9

1978

177.5
65.5
26.1
136.6

RECEIPTS, NATIONAL INCOME BASIS

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

Total receipts, national income basis.. _ 146.0 160.0 190.1 194.9

EXPENDITURES, NATIONAL
INCOME BASIS

Purchases of goods and services 86.0 95.0 98.0 97.0
Defense (67.0) (74.9) (76.1) (75.3)
Nondefense (19.0) (20.1) (21.9) (21.7)

Transfer payments 39.3 44.8 50.9 57.0
Domestic ("to persons") (37.2) (42.7) (48.7) (55.0)
Foreign.. (2.2) (2.1) (2.2) (2.0)

Grants-in-aid to State and local governments. 14.8 17.8 19.2 22.6
Net interest paid 9.6 10.5 12.1 13.6
Subsidies less current surplus of Government

enterprises 5.2 4.1 4.6 5.4
Wage disbursements less accruals —.1

Total expenditures, national income
basis 154.9 172.2 184.7 195.6

Excess of receipts ( + ) or expenditures (—),
national income basis —8.9 —12.2 +5.4 —.6

192.5 213.5 240.4 271.9 283.2 313.6 360.7

6.8 6.4
.5

7.9
.2

5.7
.4

5.8 7.3

405.7

94.8
(72.1)
(22.7)
70.1
(67.7)
(2.3)
26.8
14.2

100.9
(72.5)
(28.4)
78.9
(76.1)
(2.8)
32.6
14.1

101.7
(73.3)
(28.4)
89.7
(87.1)
(2.7)
40.4
15.9

104.8
(74.2)
(30.6)
104.7
(101.7)
(3.0)
41.6
19.8

119.0
(81.0)
(38.0)
134.1
(131.0)
(3.1)
48.3
21.9

127.2
(85.8)
(41.4)
156.7
(153.6)
(3.1)
57.5
25.8

144.8
(94.8)
(50.0)
171.0
(167.7)
(3.3)
68.0
28.8

160.0
(105.4)
(54.6)
179.4
(175.9)
(3.5)
69.6
30.0

8.1

212.7 232.9 256.2 278.9 329.5 373.0 419.9 447.1

-20 .2 -19 .5 -15 .7 - 7 . 1 -46 .3 -59 .4 -59.2 -41 .4

Note.— Excludes the transition quarter. Data on the transition quarter are shown in table A—I.
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SPECIAL ANALYSIS B 
F E D E R A L T R A N S A C T I O N S IN T H E N A T I O N A L I N C O M E A C C O U N T S 

The budget is designed to serve several purposes: 
• It is an economic document that reflects the taxing and spending 

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

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

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

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

No single budget concept can satisfy all these purposes fully. The 
budget document and related Treasury reports provide complete, 
detailed information on the finances of the Federal Government and on 
the tax and spending programs proposed by the President. For study 
of aggregate economic activity, however, the Federal sector of the 
national income accounts (NIA) of the United States provides the 
most useful measures. 

This special analysis shows Federal finances as measured in the 
national income accounts. The analysis is divided into three major 
sections. The first shows the size, composition, and trends in Federal 
sector receipts and expenditures. Additional details will be published 
in the February 1978 issue of the Department of Commerce publica-
tion, Survey of Current Business. The second section of this analysis 
presents quarterly estimates of Federal sector receipts and expendi-
tures seasonally adjusted at annual rates, and the final section explains 
the major differences between the budget and the NIA concepts. A 
brief discussion of fiscal policy can be found in Part 2 of the Budget 
of the United States, and a more detailed one in the Economic Report 
of the President. 

F E D E R A L SECTOR RECEIPTS AND EXPENDITURES 

Table B - l shows Federal sector NIA receipts, expenditures, and 
deficits for 1977-79. 

45 
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46 THE BUDGET FOR FISCAL YEAR 19 79 

Table B-1. FEDERAL RECEIPTS AND EXPENDITURES IN THE NATIONAL 
INCOME ACCOUNTS (in billions of dollars) 

Description 1977 1978 1979 
actual estimate estimate 

RECEIPTS 

Personal tax and nontax receipts 165.5 1 85.5 1 95.6 
Corporate profits tax accruals 57.4 63.1 69.7 
Indirect business tax and nontax accruals 24.6 28.5 34.8 
Contributions for social insurance 116.5 133.7 151.3 

Total receipts 364.0 410.8 451.4 

E X P E N D I T U R E S 

Purchases of goods and services 140.7 158.4 171.6 
Defense (92.0) (99.8) (108.1) 
Nondefense (48.7) (58.6) (63.5) 

Transfer payments 169.7 184.2 201.8 
Domestic ("to persons")... (166.5) (180.7) (198.0) 
Foreign. _ (3.2) (3.5) (3.8) 

Grants-in-aid to State and local governments 66.0 77.0 81.6 
Net interest paid 29.3 34.5 39.8 
Subsidies less current surplus of Government enterprises. 6.1 9.5 9.2 

Total expenditures... 411.8 463.6 504.0 

Deficit ( - ) - 4 7 . 8 - 5 2 . 8 - 5 2 . 6 

Trends in Federal sector receipts.—Table B-1 divides receipts 
into four major categories, which are also illustrated in the chart on 
the distribution of Federal sector receipts by category. 

Personal tax and nontax receipts.—The largest receipt category— 
personal tax and nontax receipts—is composed primarily of individual 
income taxes but also includes estate and gift taxes and some miscel-
laneous receipts. Increases in income, because of both real growth and 
inflation, automatically increase these receipts. Since personal income 
taxes are progressive, these receipts normally grow at a faster rate 
than personal income. However, tax reductions enacted periodically 
over the past three decades have offset much of the increase in effective 
tax rates resulting from the progressive tax structure. Table B-2 
shows Federal sector receipts at 10-year intervals as a percent of the 
gross national product (GNP). 

Table B-2. FEDERAL SECTOR RECEIPTS AS A PERCENT O F G N P 

1947-49 1957-59 1967-69 1977-79 
Description average average average average 

actual actual actual estimate 

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

Total receipts 

7.6 8.3 9.0 8.9 
4.5 4.5 4.0 3.1 
3.3 2.6 2.1 1.4 
2.0 2.8 4.7 6.5 

17.3 18.1 19.8 19.9 
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SPECIAL ANALYSIS A 47 

D i s t r i b u t i o n of F e d e r a l S e c t o r Rece ip ts b y C a t e g o r y 

5 - Y e a r Averages 

Contributions for 
Social Insurance 

Indirect Business Tax 
and N o n t a x Accruals 

Corporate Profits 
Tax Accrua l * 

1 9 5 0 - 5 4 
Fiscal Years 

1 9 5 5 - 5 9 

Corporate profits tax accruals.—These tax accruals vary significantly 
from year to year because corporate profits are among the most volatile 
components of national income. The NIA corporate profits taxes 
generally differ from the corresponding budget category primarily 
because: (1) The NIA includes the deposit of earnings by the Federal 
Reserve System as corporate profits taxes, while the budget treats 
these collections as miscellaneous receipts; and (2) the NIA records 
corporate profits taxes when the profits are earned (that is, accrued), 
while the unified budget records the cash receipts. 

Estimates of corporate profits tax accruals are normally subject to 
greater error than any other category of receipts. The NIA estimate 
is derived from estimates of corporate profits before tax, estimated tax 
rates, and adjustments for tax changes. These estimates are subject to 
significant revisions based on later data. As is shown in table B-8, the 
estimated corporate profits tax accruals for 1976 are now $1.2 billion 
higher than was estimated a year ago, even though both estimates 
were for a period that had ended. There is about a 3-year lag between 
initial and final estimates of corporate tax liability data; in the interim, 
successive estimates are made using the better data that gradually 
become available. 

The secular decline in corporate profits tax receipts relative to GNP 
and (as shown in the chart above) to total receipts results mainly 
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48 THE BUDGET FOR FISCAL YEAR 19 79 

from three factors: (1) a long-term decline in corporate profits rela-
tive to GNP; (2) a narrowing of the corporate profits tax base result-
ing from changes in the definition of corporate profits for tax purposes 
(largely increases in permissible depreciation allowances); and (3) 
reductions in effective tax rates on corporate profits resulting from 
statutory rate reductions and provision for investment tax credits. 

Indirect business tax and nontax accruals.—These receipts are com-
posed of excise taxes, customs duties, and various miscellaneous re-
ceipts such as rents and royalties. The import fees on crude oil and 
petroleum products, most of which have been eliminated, are classi-
fied as an indirect business tax; these began in 1975 and amounted to 
$1.9 billion in the peak year of 1976. In 1979 these taxes will total 
$0.2 billion. Over time, indirect business tax and nontax accruals have 
become a much less important part of total Federal sector receipts, 
partly because they normally do not rise in proportion to the growth 
in the economy and partly because some of them, such as the auto-
mobile and telephone excise taxes, have been reduced or repealed. 
This trend is expected to be reversed due to proposed new taxes to 
discourage energy consumption in general and to encourage the con-
version away from the use of oil and natural gas to other types of fuel. 

Contributions for social insurance.— This group of receipts consti-
tutes the second largest category of Federal sector receipts. The in-
crease since World War II has been caused by the growth in the labor 
force and in wage rates, the expanded coverage of existing social in-
surance programs, the enactment of new ones, and increases in the 
taxable wage base and tax rates needed to finance liberalization of 
benefits. As a result of the rapid rise in social insurance taxes (mainly 
social security) and the passage of legislation reducing or eliminating 
individual income taxes for many low- and moderate-income in-
dividuals and families, millions of Americans now pay significantly 
higher social insurance taxes than income taxes. 

Major tax changes.—Federal sector receipts in the budget reflect 
both the impact of tax changes scheduled under current law and pro-
posed tax legislation. The major changes in taxes reflected in the 
budget are the following: 

—Permanent individual and corporation income tax reductions, 
generally effective October 1, 1978, and tax reforms, generally 
effective January 1, 1979, are proposed. In comparison to current 
law, these reductions—which would replace some of the tempo-
rary provisions of the Tax Reduction and Simplification Act of 
1977—would reduce receipts by about $34 billion in 1979. In 
comparison to the receipts that would result from extending the 
temporary provisions of the Tax Reduction and Simplification 
Act of 1977, the reductions are $24 billion in 1979. 

—The social security tax base increased from $16,500 in calendar 
year 1977 to $17,700 in 1978 and the rate increased from 11.7% 
to 12.1%. Prior to recent legislation, the base was scheduled to 
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increase to $18,900 in 1979. The Social Security Amendments of 
1977 legislated further increases in the rate and base in future 
years beyond what was previously scheduled. In calendar year 
1979, the rate is scheduled to rise to 12.26% and the base is 
scheduled to increase to $22,900. The increases resulting from the 
1977 legislation will raise 1979 receipts by $3.2 billion. 

—The administration's energy tax proposals were announced last 
year. They include the crude oil equalization tax, the oil and 
natural gas consumption tax, and other excises designed to raise 
the price of oil and gas. The proposals also include several tax 
incentives for energy-saving investments, such as home insulation 
and solar heating devices. They also provide for per capita 
refunds of the excise tax collections. 

—Legislation is proposed to eliminate the telephone excise tax 
effective October 1, 1978, and to reduce the Federal unemploy-
ment insurance tax rate from 0.7% to 0.5% effective January 1, 

Part 4 of the budget discusses tax changes and proposed legislation 
in greater detail. 

Trends in Federal sector expenditures.—Federal sector expendi-
tures are also divided into several n 

divided between defense and nondefense purchases) and all other 
transactions. Purchases are that portion of the Nation's output that 
is bought directly by the Federal Government and, therefore, included 
in GNP. The other expenditure categories consist primarily of pay-
ments to individuals and grants to State and local governments. These 
individuals and governments, in turn, can use the income to finance 
their own consumption or purchases of goods and services, to save, 
and—in the case of States and localities—to hold down taxes or to 
make transfer payments. 

A major shift.in the composition of Federal sector expenditures has 
been underway for years. As the chart on expenditures indicates, 
defense purchases of goods and services have been a declining share of 
Federal spending ever since the Korean war. This pattern was tem-
porarily reversed for 2 years during the Vietnam period, but by 
1970 the defense share was well below the pre-Vietnam percentage. 
There has been a corresponding rise in other components, especially 
grants-in-aid and domestic transfer payments. While this shift has 
been underway for a quarter of a century, it accelerated in the past 
decade due to the sharp increases in Federal transfer payments and 
grants. Defense purchases in current prices dropped significantly 
after the 1969 peak, but have since risen again largely in response to 
the impact of inflation on the defense budget. Defense purchases are 
expected to total 21.4% of Federal sector expenditures in 1979; they 
were 22.3% in 1977. 

1 The Federal unemployment tax finances administrative expenses of the Unemployment In-
surance Service and the Federal-State Employment Service as well as the Federal share of extended 
unemployment benefits paid when unemployment is high. State taxes deposited in the fund finance 
benefits. 

1979.1 

distinction is between purchases 

260-700 O - 78 - 4 

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

1979



50 THE BUDGET FOR FISCAL YEAR 19 79 

D i s t r i b u t i o n o f F e d e r a l S e c t o r E x p e n d i t u r e s b y C a t e g o r y 

5 - Y e a r Averages 

Interest a n d O t h e r 

G r a n t s - i n - A i d 

Domestic 
Transfer Payments 

1 9 5 0 - 5 4 1 9 5 5 - 5 9 1 9 6 0 - 6 4 1 9 6 5 - 6 9 1 9 7 0 - 7 4 1 9 7 5 - 7 9 
Fiscal Years Estimate 

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

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

1947-49 1957-59 1967-69 1977-79 
Description average average average average 

actual actual actual estimate 

Defense purchases 
Nondefense purchases 
Domestic transfer payments 
Foreign transfer payments 
Grants-in-aid to State and local governments 
Net interest paid 
Subsidies less current surplus of Government enter-

prises 

Total expenditures. 

4.3 9.9 8.7 4.9 
2.0 1.6 2.4 2.8 
3.4 3.9 5.1 8.9 
1.3 .4 .3 .2 
.7 1.1 2.0 3.6 

1.7 1.2 1.3 1.7 

.2 .6 .6 .4 

13.8 18.6 20.4 22.4 

Defense purchases and foreign transfer payments are, of course, 
largely devoted to the conduct of our national defense and foreign 
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affairs.2 In 1947-49 defense purchases—reduced by receipts from large-
scale sales of World War II materials—were only 4.3% of GNP, 
while foreign transfer payments were 1.3% of GNP. The total of 
these—5.6%—reflects roughly the cost of the conduct of external 
affairs. The years 1957-59, while a post-Korean war peacetime period, 
reflected a higher level of defense expenditures than was prevalent 
prior to the Korean war. In that period, defense purchases and foreign 
transfers combined were equal to 10.3% of GNP. Even though the 
1967-69 period included the peak spending for the Vietnam war, 
defense purchases and foreign transfers were down to 8.9% of GNP. 
In the 1977-79 peacetime period, they are expected to be equal to 
5.0% of GNP. 

In contrast, spending on most other expenditure categories relative 
to GNP has risen dramatically, especially nondefense purchases, 
domestic transfer payments, and grants-in-aid. In 1947-49, spending 
for everything except defense purchases and foreign transfer payments 
was equal to 8.1% of GNP; in 1977-79 it is estimated to equal 17.4% 
of GNP. 

Defense purchases of goods and services.—Defense purchases consist 
of all purchases of goods and services under programs included in 
the national defense function in the budget document. Almost all 
defense purchases are made by the Department of Defense—Military, 
but some are made by the Department of Energy (for atomic weapons) 
and other accounts included in the defense function. In addition, de-
fense purchases include purchases of goods and services by the military 
assistance programs that are now classified in the international affairs 
function in the budget. 

The budget calls for an increase in defense purchases of $8.3 billion 
in 1979 over 1978. This increase more than offsets the impact of 
inflation, thus continuing the reversal of the pattern of a steady 
decline in real terms from 1968 through 1976. While NIA defense 
purchases are not estimated in constant prices,3 the budget includes 
constant price estimates of outlays in the national defense function. 
This category and defense purchases in the NIA are sufficiently 
similar so that these figures give a rough approximation of the same 
transactions. The unified budget estimates of outlays in constant 
prices for the national defense function are as follows (in billions 
of 1972 dollars): 
At 5-year intervals: 

1949 27.5 
1954 88.0 
1959 75.3 
1964 77.0 
1969 97.9 
1974 67.9 
1979 estimate 70.3 

1 Last year prior to Korean war. 
2 Wartime peak year. 
3 Post-Korean war low in the- 1950's. 
4 Lowest year between Korean and Vietnam wars. 
6 Lowest year since Vietnam war. 
8 Last year for which actual data are available. 

For selected years: 
19501 29.4 
19532 96.3 
19563 72.9 
1965 4 69.3 
19682 101.4 
19765 65.5 
19776 66.5 
1978 estimate 68.9 

2 However, in recent years a significant portion of foreign transfers has arisen from payments 
under general domestic social programs—for example, payments to social security retirees living 
abroad. 

3 The Department of Commerce is developing a data series on constant price defense purchases, 
and according to current plans will publish the data this calendar year. 
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Nondefense purchases of goods and services.—This category covers 
the goods and services purchased by Federal nondefense agencies. 
These include such programs as operation of national forest, park, and 
recreation areas; space exploration; promotion of commerce; acqui-
sition and disposal of agricultural commodities; construction of flood 
control and navigation projects; operation of the Federal airway sys-
tem; a wide variety of medical, energy, space, and other scientific re-
search; the capital outlays of Government enterprises; Federal law 
enforcement; and operation of veterans hospitals. Table B-4 shows the 
composition of this spending by agency for the years 1975 through 
1979. 

Table B-4. NONDEFENSE PURCHASES OF G O O D S AND SERVICES B Y 
AGENCY (in billions of dollars) 

1975 1976 1977 1978 1979 
actual actual actual estimate estimate 

Legislative branch 0.7 0.8 1.0 1.1 1.2 
The judiciary— .3 .3 .4 .5 .5 
Agriculture: 

Commodity Credit Corporation (CCC) .2 .2 2.7 3.0 .9 
Other 2.4 2.3 2.9 3.8 3. 6 

Commerce .9 1.0 1.1 1.2 1.5 
Defense—Civil 2.1 2.2 2.4 2.6 2.6 
Energy 1 1.8 2.4 3.1 5.9 6.6 
Health, Education, and Welfare 5.3 5.7 6.3 7.0 7.6 
Housing and Urban Development .8 .5 .6 .6 .5 
Interior 1.8 1.4 2.8 3.3 3.3 
Justice. 1.3 1.4 1.6 1.9 2.0 
Labor .7 .9 1.1 1.6 2.4 
State.. .7 .9 1.0 1.1 1.2 
Transportation 3.0 3.2 3.6 4.1 4.6 
Treasury 2.5 2.7 2.9 3.2 3.4 
Civil Service Commission .8 1.0 1.1 1.3 1.5 
Environmental Protection Agency .5 .5 .6 .7 .8 
General Services Administration .4 * * .3 .3 
National Aeronautics and Space Administration. 3.2 3.6 3.9 3.9 4.2 
Postal Service 2 .7 .7 .4 .5 .5 
Tennessee Valley Authority 1.0 1.1 1.2 1.5 1.5 
Veterans Administration. 4.1 4.6 5.2 6.0 6.4 
All other 3 . . . . 2.3 3.4 2.8 3.9 6.3 

Total 37.6 40.7 48.7 58.6 63.5 

*$50 million or less. 
1 1975 and 1976 figures are spending by predecessor agencies. 
2 Not included in outlays shown in the Federal budget. 
3 Includes allowances for civilian agency pay raises and contingencies. 
Note.— Excludes the transition quarter. 

Nondefense purchases consist mainly of the cost of operating the 
various nondefense agencies. In the case of Government enterprises 
(including the CCC and the Postal Service), however, the purchases 
figures reflect net capital formation. 

Domestic transfer payments.—This is now the largest category of 
Federal sector expenditures. Spending for domestic transfers has 
expanded rapidly in recent years, mainly because of more beneficiaries 
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and higher benefit payments under social insurance programs.4 As can 
be seen, spending on human resources programs—especially income 
security programs—dominates domestic transfer payments. This 
spending is expected to continue to rise in 1979, largely due to demo-
graphic and economic conditions—increases in the covered population 
and adjustments to compensate for inflation. Program trends (on a 
unified budget basis) are discussed extensively in Part 5 of the Budget 
and elsewhere in the budget documents. 

C o m p o s i t i o n of F e d e r a l S e c t o r Expend i tu res 

S Billions 
3 0 0 

$ Billions 
3 0 0 

2 5 0 - 2 5 0 

200 G r a n t s - i n - A i d and 

1 5 0 

Domestic Transfej Payments t 

/ 
/ 

/ 

200 

100 Defense Purchases 

1 5 0 

too 

Grants-in-aid.—These expenditures help State and local govern-
ments to provide general public services and to finance programs for 
the needy. There is a substantial degree of substitutability between 
grants-in-aid and domestic transfer payments and—to a lesser de-
gree—nondefense purchases. For example, low-income veterans could 
be eligible for free medical care under medicaid (grants), in a veterans 
hospital (nondefense purchases), or, perhaps, medicare (transfer pay-
ments). The supplemental security income transfer payments have 
substituted for the previous program of grants to States for public 
assistance for the elderly and handicapped. (The State and local 
spending of Federal grant money for public assistance programs is 

4 Table B-3 shows the growth in domestic transfer payments as a percent of GNP at 10-year inter-
vals, and the chart on the distribution of Federal sector expenditures by category shows this growth 
trend over time relative to total Federal sector expenditures. Table B-5 provides data on the com-
position of domestic transfer payments by budget functional category and major program. 
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Table B-5. F U N C T I O N A L C O M P O S I T I O N O F D O M E S T I C T R A N S F E R P A Y M E N T S (in billions of dollars) 

Actual Estimate 

Description 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 

81.2 
3.7 
9.4 

14.1 
.9 

4.7 
4.6 

.9 

.6 

.2 

20.6 
.7 

21.3 25.1 

1979 

HUMAN RESOURCES P R O G R A M S 

Income security: 
Social security (OASDI) 22.5 25.8 28.6 34.0 38.0 46.6 53.2 61.5 70.3 
Railroad retirement 1.4 1.5 1.6 1.9 2.1 2.4 2.6 3.0 3.4 
Civil service retirement 2.1 2.4 2.7 3.2 3.7 4.5 5.6 7.0 8.2 
Unemployment benefits 2.2 2.2 3.0 5.6 6.5 4.8 5.5 12.2 18.2 
Benefits for coal miners __ * .3 .4 .9 1.0 .9 1.0 
Supplemental security income 1.9 4.2 4.6 
Food and nutrition .2 .2 .6 1.5 1.8 2.2 2.7 4.2 4.8 
Special payments, Treasury1 1.7 .9 
Workmen's compensation .1 .1 .1 .2 .2 .2 .3 .4 .5 
Other * .1 .1 .1 .1 .1 .1 .1 .2 

Subtotal, Income security 28.5 32.3 36.7 46.7 52.8 61.7 72.8 95.2 112.2 

Health: 
Medicare. 5.0 6.2 6.7 7.5 8.3 9.0 10.9 14.0 16.8 
Other. .3 .3 .4 .4 .4 .4 .4 .5 .6 

Subtotal, Health 5.4 6.6 7.2 7.9 8.8 9.4 11.4 14.5 17.4 

90.3 
4.0 

10.8 
11.3 
1.0 
4.8 
4.8 
1.2 
.7 
.2 

24.4 
.7 

100.0 
4.2 

12.0 
10.7 
1.0 
5.3 
5.0 
2.0 

.7 

.2 

120.4 129.1 141.1 

28.1 
.7 

28.9 
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Education, training, employment, and social 
services: 

Education .4 .4 .5 .7 .9 1.0 1.0 1.5 2.1 2.7 3.2 3.8 
Training, employment, and social services. .6 .7 .7 .9 .9 .7 .7 .4 .3 .3 .4 .4 

Subtotal, education, training, employ-
ment, and social services 1.0 1.0 1.3 1.5 1.7 1.7 1.7 1.9 2.4 3.0 3.6 4.1 

Veterans benefits and services 5.6 6.2 6.9 8.0 8.8 9.7 10.4 12.8 14.3 13.3 ]X2 112 

Total, human resources programs 40.5 46.1 52.0 64.2 72.1 82.6 96.3 124.4 146.1 157.9 171.0 187.3 

ALL O T H E R FUNCTIONS 
GO 

National defense (military retired pay) 2.1 2.4 2.8 3.3 3.8 4.3 5.1 6.2 7.2 8.1 9.1 10.1- * 
All other functions .1 .2 .2 .2 .2 .2 .4 .5 .6 .5 .6 .6 

*$50 million or less. 
1 Includes both $50 tax rebates and earned income tax credits in excess of tax liabilities; the latter are now counted in the budget as refunds of receipts. 
Note.— Excludes the transition quarter. 

> 
Total functions not included in human C 

resources grouping 2.2 2.6 3.0 3.5 4.0 4.5 5.4 6.7 7.8 8.6 9.7 10.7 

Total domestic transfer payments 42.7 48.7 55.0 67.7 76.1 87.1 101.7 131.1 153.9 166.5 180.7 198.0 

CO 

Oi Oi 
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Table B-6. F U N C T I O N A L C O M P O S I T I O N OF F E D E R A L G R A N T S - I N - A I D (in billions of dollars) 

Oi O* 

Actual Estimate 

Description 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 

H U M A N RESOURCES P R O G R A M S 

Income security: 
Public assistance cash__ _ _ 
Child nutrition and related programs 
Other 

3.2 
.2 
.2 

3.6 
.3 
.3 

4.1 
.4 
.3 

5.5 
.6 
.4 

6.6 
.9 
.4 

5.9 
1.1 
.5 

5.4 
1.2 
.5 

5.1 
1.7 
.7 

5.8 
2.1 
1.0 

6.3 
2.6 
1.3 

6.7 
2.9 
1.3 

6.8 
2.7 
1.5 

Subtotal, income security _ 3.7 4.2 4.8 6.5 7.8 7.5 7.1 7.5 8.9 10.2 10.9 10.9 

Health: 
Medicaid. _ _ _ . . . 
Other (includes research, construction, serv-

ices, and medical training) . 

1.8 

.9 

2.3 

.8 

2.7 

1.2 

3.4 

1.2 

4.6 

1.5 

4.6 

1.7 

5.8 

2.0 

6.8 

2.6 

8.5 

3.1 

9.8 

2.9 

10.8 

3.0 

11.9 

3.1 

Subtotal, health _ _ _ _ _._ _ 2.7 3.1 4.0 4.6 6.1 6.3 7.8 9.4 11.6 13.0 13.8 15.0 

Education, training, employment, and social 
services: 

Education... _ 
Training and employment. __ __ 
Social services 

3.1 
.8 
.9 

3.1 
.7 

1.0 

3.4 
.8 

1.4 

3.7 
1.1 
1.6 

4.0 
1.7 
2.9 

4.0 
2.2 
2.6 

3.9 
1.9 
2.5 

4.8 
3.4 
3.4 

4.9 
5.6 
3.4 

5.3 
6.1 
3.9 

5.9 
9.6 
4.7 

6.6 
10.7 
4.3 

Subtotal, education, training, employ-
ment, and social services 4.8 4.8 5.6 6.4 8.6 8.7 8.4 11.7 13.9 15.2 20.2 21.7 

Veterans benefits and services * * * * * * * * .1 .1 .1 .1 

Total, human resources programs.. . _ 11.2 12.2 14.4 17.5 22.6 22.5 23.3 28.6 34.5 38.5 44.9 47.7 

w 
H 

W d o o w ^ 

o w 
h-t 
CP o > 
tr1 

Kj H > 
W 
CO 
CO 
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ALL O T H E R FUNCTIONS 

Natural resources and environment: 
Environment 
Natural resources 

Subtotal, natural resources and environ-
ment 

Community and regional development: 
Urban renewal 
Other HUD grants 
Local public works 
Area and regional development. 
Other 

Subtotal, community and regional 
development 

.7 

.3 
1.6 
.4 

2.0 
.4 

2.5 
.6 

3.7 
.4 

4.3 
.5 

4.8 
.6 

1 . 1 2 . 0 2.4 3.1 4.1 4.8 5.5 

2 1.0 1.2 1.3 1.2 .9 .6 .4 
5 .9 .8 .7 1.3 2.2 2.7 2.9 

.6 2.3 2.0 
4 .5 .5 .5 .6 .5 .6 .5 
1 .2 .1 .2 .3 .3 .4 .4 

2.6 2.7 2.8 3.3 4.4 6.6 6 . 2 

oo ^ 
M 
O 
£ t* 

w t—I 
GO 

w 

Or 
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Table B-6. F U N C T I O N A L C O M P O S I T I O N O F FEDERAL G R A N T S - I N - A I D (in bUlions of dollars)-Continued 

Actual Estimate 

Description 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 

Transportation: 
Highways (including safety) 4.2 4.2 4.4 4.6 4.7 4.7 4.5 4.7 6.2 6.0 6.8 7.6 
Urban mass transit .1 .1 .1 .2 .3 .4 .5 .8 1.0 1.3 1.4 1.4 
Other (mainly airport construction) .1 .1 .1 .1 .1 .2 .2 .3 .3 .4 .6 .6 

Subtotal, transportation 4.3 4.4 4.6 4.9 5.1 5.3 5.3 5.8 7.5 7.7 8.8 9.6 

General purpose fiscal assistance: 
General revenue sharing 6.6 6.1 6.1 6.2 6.8 6.8 6.9 
Other .2 .3 .3 .3 .3 .4 .4 .5 .5 2.3 2.5 2.2 

Subtotal, general purpose fiscal assist-
ance .2 .3 .3 .3 .3 7.0 6.5 6.7 6.7 9.0 9.3 9.0 

All other functions (includes allowance for 
contingencies in 1979) .9 1.0 l . l 1.3 1.7 1.9 1.9 2.1 2.3 2.3 2.5 3.6 

Total functions not included in the human 
resources grouping 6.6 7.0 8.1 9.2 10.0 17.9 18.4 19.8 23.0 27.5 32.1 33.9 

Total grants-in-aid 17.8 19.2 22.6 26.8 32.6 40.4 41.6 48.4 57.5 66.0 77.0 81.6 

*$50 million or less. 
Note.—Excludes the transition quarter. 
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SPECIAL ANALYSIS A 59 

classified as State and local government transfer payments.) In 
addition, there is significant substitutability between different grant 
programs; for example, the substitution of block grants and general 
revenue sharing for categorical grants can significantly change 
administrative controls without changing the total size of grants. 
In some cases a more accurate picture of Federal efforts to meet 
domestic needs through income transfers is obtained by treating 
grants and domestic transfer payments together, rather than looking 
at them separately, as is done in the preceding chart. 

The chart on the composition of Federal sector expenditures com-
bines grants-in-aid and domestic transfer payments. Table B-6 shows 
detail on grants-in-aid by budget function and major activity, and 
table B-5 shows similar detail for domestic transfer payments. 

Grant expenditures are discussed in greater detail in Special Analysis 
H of this document. While the definition of Federal aid used in that 
analysis differs somewhat from that used in the NIA, the two sets of 
data largely overlap. Special Analysis H explains the relationship 
between the two data series. 

Foreign transfer payments.—There are three major types of foreign 
transfer payments: expenditure of dollars to assist foreign economic 
development, grants of surplus agricultural products, and payments 
under social security and similar programs to individuals living 
abroad. Although payments to individuals are gradually rising 
(roughly in proportion with the rise in GNP), total foreign transfer 
payments have been stable (and a declining proportion of GNP) for 
many years. 

Net interest paid.—Net interest depends on the size of Federal debt, 
loans outstanding, and the interest rates on borrowing and lending. 
For the 1947-49 period, net interest paid amounted to 12.3% of total 
Federal sector NIA expenditures; since 1952 it has generally ranged 
between 6% and 7% of the total. In 1977 net interest comprised 7.2% 
of total Federal sector expenditures and it is expected to rise to 7.9% 
in 1979. 

Subsidies less current surplus of Government enterprises.—Subsidies 
less current surplus of Government enterprises consist of two elements: 
(1) Subsidy payments to resident business (including farms); and (2) 
the "current surplus" or "deficit" of Government enterprises. In this 
context, a subsidy is a monetary grant to a unit engaged in commercial 
activities. Examples are housing subsidies, subsidies for railroads, 
and the construction and operating differential subsidies paid to oper-
ators of U.S.-flag merchant ships. 

"Government enterprise" is the term used in the NIA to designate 
certain business-type operations of the Government, which usually 
appear in the budget as public enterprise revolving funds. The operat-
ing costs of Government enterprises are, to a great extent, covered by 
the sale of goods and services to the public, as distinguished from tax 
receipts. The difference between the sales and the current operating 
expenses of a Government enterprise constitutes its surplus or deficit. 
As noted above, the capital formation of Government enterprises is 
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60 THE BUDGET FOR FISCAL YEAR 19 79 

classified as nondefense purchases. The largest Government enter-
prises are the Commodity Credit Corporation, the Postal Service 
(which is not now included in the budget), and the Tennessee Valley 
Authority. 

Table B-7 shows the composition of this aggregation by major 
category. 

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

Ordinarily, wage and salary payments disbursed in one period but 
earned in the preceding period are approximately offset by payments 
disbursed in the next period but earned in the current period, thus 
making the adjustment between national income and personal income 
small or zero. No adjustment for wage accruals by the Government 
is anticipated for the 3 years covered by this budget. 
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Table B-7. SUBSIDIES LESS C U R R E N T S U R P L U S O F G O V E R N M E N T E N T E R P R I S E S (in billions of dollars) 

Actual Estimate 
Description 

1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 

Subsidies: 
Commodity Credit Corporation 2.6 3.0 3.1 3.6 3.0 4.0 2.4 0.6 0.3 0.6 2.4 
Other Department of Agriculture .5 .5 .4 .3 .3 .4 .2 .4 .2 .3 .4 
Maritime .3 .3 .3 .4 .4 .4 .4 .5 .5 .6 .5 
Housing (HUD) .3 .4 .5 .8 1.3 1.7 1.9 2.2 2.5 2.9 3.5 
Railroad and mass transit * .1 .1 .1 .4 1.1 1.3 1.4 
Energy related subsidies .2 
Other (mainly airline subsidies) 1 .1 * * .1 .1 .7 .1 .1 .2 .1 .2 

Subtotal 3.7 4.2 4.4 5.2 5.2 7.3 5.2 4.2 6.9 5.7 8.7 

Enterprise surpluses (—) or deficits: 
Commodity Credit Corporation .3 .5 .6 .6 .6 1.3 1.5 .3 .2 .2 .5 
Postal Service .9 .9 1.3 2.0 1.4 1.3 2.0 2.2 2.3 1.3 1.7 
Tennessee Valley Authority —.1 —.1 —.2 —.2 —.2 —.2 —.3 —.3 —.4 —.5 —.8 
Federal Housing Administration —.2 —.2 —.2 —.3 —.3 —.3 —.1 —.2 —.2 —.2 —.2 
Federal Deposit Insurance Corporation —.1 —.1 —.1 —.1 —.2 —.1 —.1 —.2 —.2 —.2 —.3 
Federal Savings and Loan Insurance 

Corporation - . 1 - . 1 - . 1 - . 1 - . 1 - . 1 - . 2 - . 2 - . 2 - . 2 - . 2 
All other 2 - . 3 - . 3 - . 2 - . 3 - * 1 - . 1 - . 1 - . 3 - . * - * 

Subtotal .4 .4 1.1 1.6 1.2 1.8 2.7 1.5 1.2 .4 .8 

Total subsidies less current surplus. 4.1 4.6 5.4 6.8 6.4 9.1 8.0 5.7 6.1 6.1 9.5 

2.0 
.3 
.5 

4.2 
1.4 
.8 
.2 

9.4 

.6 

.8 
- . 9 
- . 2 
- . 3 

- . 2 
_ * 

- . 2 

9.2 

*$50 million or less. 
1 Includes subsidies by the disaster loan fund of $0.7 billion in 1973. 
2 Includes impact of retroactive pay raises. 
Note.— Excludes the transition quarter. 
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62 T H E BUDGET FOR FISCAL YEAR 19 79 

Estimating errors.—Estimates of NIA receipts and expenditures are 
necessarily imprecise. Data are frequently not available when needed 
and in the detail desired, yet it is important that the estimates be 
prepared in a timely manner. In addition, the budget process does not 
generate all of the data needed to make precise NIA estimates, so 
approximations are required in the NIA translation. Table B-8 pro-
vides some indication of the magnitudes of these estimating errors. 
When the 1978 budget was published a year ago, fiscal year 1976 had 
been over for 7 months, and the 1976 estimates were labeled "actual"; 
yet, as table B-8 shows, the figures for 1976 are now significantly 
different. These data, therefore, need to be recognized as approxima-
tions, not precise figures. 
Table B-8. F E D E R A L R E C E I P T S A N D E X P E N D I T U R E S IN T H E N A T I O N A L 

I N C O M E A C C O U N T S F O R 1976: C O M P A R I S O N O F J A N U A R Y 1977 A N D 
J A N U A R Y 1978 E S T I M A T E S 

(In billions of dollars) 
"Actuals" 
for 1976 Currently 

Description shown Change reported 
in 1978 "actuals" 
budget for 1976 

RECEIPTS 
Personal tax and nontax receipts 137.2 —* 137.2 
Corporate profits tax accruals 51.0 1.2 52.2 
Indirect business tax and nontax accruals 24.5 —.3 24.2 
Contributions for social insurance 100.9 —.4 100.5 

Total receipts 313.6 .5 314.1 

EXPENDITURES 
Purchases of goods and services 127.2 —0.7 126.5 

Defense (85.8) (*) (85.8) 
Nondefense (41.4) ( - . 7 ) (40.7) 

Transfer payments 156.7 .1 156.8 
Domestic ("to persons") (153.6) (. 3) (153.9) 
Foreign.. (3.1) ( - . 1 ) (3.0) 

Grants-in-aid to State and local governments 57.5 * 57.5 
Net interest paid 25.8 - . 4 25.4 
Subsidies less current surplus of Government enterprises 5.8 .3 6.1 

Total expenditures 373.0 - . 7 372.3 

Deficit ( - ) — -59 .4 1.2 - 5 8 . 2 

*$50 million or less. 

QUARTERLY ESTIMATES 

Table B-9 presents quarterly NIA receipts and expenditures 
estimates (at seasonally adjusted annual rates) for the period covered 
by the budget. 

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

1979



Table B-9. FEDERAL RECEIPTS AND EXPENDITURES IN THE NATIONAL INCOME ACCOUNTS, QUARTERLY, 1977-79 

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

Actual Estimated 

Description Oct.- Jan.- Apr.- July- Oct.— Jan.- Apr.- July- Oct . - Jan.- Apr.- July-
Dec. Mar. June Sept. Dec. Mar. June Sept. Dec. Mar. June Sept. 
1976 1977 1977 1977 1977* 1978 1978 1978 1978 1979 1979 1979 

R E C E I P T S 

Personal tax and nontax receipts 157.1 170.0 168.6 168.6 175.5 180.0 185.1 197.5 188.7 188.6 195.0 206.8 
Corporate profits tax accrues 55.1 55.4 59.9 59.5 63.2 61.6 63.0 64.5 69.0 67.0 70.0 72.8 
Indirect business tax and nontax accruals 23.8 24.2 24.6 25.4 25.2 25.7 30.9 32.0 31.1 34.9 36.0 37.3 
Contributions for social insurance 108.4 115.4 118.1 119.7 122.4 134.6 137.9 141.4 143.0 154.8 157.3 159.8 

Total receipts 344.5 364.9 371.2 373.2 386.3 401.9 416.9 435.4 431.8 445.3 458.3 476.7 

E X P E N D I T U R E S 

Purchases of goods and services 134.2 136.3 143.6 148.1 153.8 156.8 160.0 163.3 169.2 168.6 172.3 176.2 
Defense (88.4) (89.7) (93.4) (95.6) (98.6) (99.5) (100.3) (101.0) (104.4) (106.7) (109.3) (111.9) 
Nondefense (45.8) (46.7) (50.2) (52.5) (55.2) (57.3) (59.7) (62.3) (64.8) (61.9) (63.0) (64.3) 

Transfer payments 166.3 170.7 169.3 174.8 177.6 180.3 184.3 193.6 197.1 198.7 201.3 210.0 
Domestic (to "persons") (163.1) (167.8) (166.4) (171.2) (174.0) (176.9) (180.8) (190.1) (193.5) (195.0) (197.4) (206.0) 
Foreign (3.2) (2.9) (2.9) (3.6) (3.6) (3.4) (3.5) (3.5) (3.6) (3.7) (3.9) (4.0) 

Grants-in-aid to State and local governments.. 65.5 62.0 63.6 72.7 72.2 75.6 79.3 80.9 81.7 81.6 81.8 81.7 
Net interest paid 28.5 28.6 29.1 29.4 30.9 33.4 35.8 37.8 39.0 39.5 40.1 40.6 
Subsidies less current surplus of Government 

enterprises 6.0 6.1 5.9 7.2 12.3 10.2 8.6 8.1 10.4 9.3 9.0 8.2 

Total expenditures 400.4 403.7 411.5 432.1 446.7 456.3 468.0 483.7 497.4 497.7 504.5 516.7 

Deficit ( - ) - 55 .9 -38 .8 - 40 .3 -58 .9 - 6 0 . 4 - 5 4 . 4 -51 .1 - 48 .3 - 65 .6 - 52.4 -46 .2 -40 .0 

""Preliminary. 
Note.—Because of the methods normally used in seasonally adjusting NIA data, the average of seasonally adjusted data for the 4 quarters of a fiscal year may not be 

equal to the unadjusted fiscal year total. 
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64 T H E BUDGET FOR FISCAL YEAR 19 79 

As noted above, the translation of the budget into the national 
income accounts categories is inexact. The budget itself is a mixture 
of a forecast of what receipts and outlays are expected to be for 
some items under current law and a Presidential request for con-
gressional approval of proposed amounts for others. In compiling 
this special analysis, each budget receipt and outlay is analyzed and 
translated into NIA categories. Nonetheless, one can anticipate 
revisions similar to those shown in table B-8 even for the "actuals" 
each year. The margin of error for the estimated years (1978 and 1979 
in this budget) is even greater, since they involve estimating errors 
and differences between proposals and what is realized in the basic 
unified budget, as well as errors in translating unified budget trans-
actions into NIA terms. When these annual estimates are converted 
into quarterly distributions that are seasonally adjusted at annual 
rates, greater imprecision should be expected. The data presented in 
table B-9 are the best available estimates of the quarterly NIA 
receipts and expenditures consistent with the 1979 budget, but should 
be used with clear recognition of their limitations. 

RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR 
OF THE NATIONAL INCOME ACCOUNTS 

Table B-10 shows the major differences between the budget and the 
Federal sector of the NIA. These differences are explained below. 
Table B-10. RELATIONSHIP OF THE BUDGET T O THE FEDERAL 

SECTOR, NIA (in billions of dollars) 

Description 1977 1978 1979 
actual estimate estimate 

RECEIPTS 

Total budget receipts . 356.9 400.4 439.6 

Government contributions for employee retirement (grossing) __ 6.4 7.1 7.5 
Other netting and grossing 3.7 3.9 4.4 
Adjustment to accruals —1.9 .5 1.1 
Other . . . - 1 . 0 - 1 . 1 - 1 . 2 

Federal sector, NIA receipts 364.0 410.8 451.4 

EXPENDITURES 

Total budget outlays 401. 9 462.2 500.2 

Lending and financial transactions —1.3 —7.1 —4.7 
Government contribution for employee retirement (grossing)... 6.4 7.1 7.5 
Other netting and grossing 3.7 3.9 4.4 
Defense timing adjustment 2.7 .3 —.2 
Bonuses on Outer Continental Shelf land leases 1.5 1.2 .9 
Other - 3 . 2 - 4 . 0 - 4 . 1 

Federal sector, NIA expenditures.. 411.8 463.6 504.0 

Lending and financial transactions.—Conceptually, the national 
income accounts measure the Nation's current income and production, 
and therefore do not include transactions, such as loans, that are an 
exchange of existing assets and liabilities rather than current income or 
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SPECIAL ANALYSIS E 65 

production. Loan transactions have a significant economic impact, 
affecting income and output, but they are analyzed more appropriately 
within a financial market framework, such as provided by the flow-
of-funds data of the Federal Reserve Board. Special Analysis E 
(Borrowing, Debt, and Investment) and Special Analysis F (Federal 
Credit Programs) both contain information on the financial market 
implications of the budget. 

Most of the lending and financial transactions displayed in table 
B-10 are shown in Special Analysis F. However, this total differs 
from the total for direct loans shown in Special Analysis F because: 
(a) the NIA records nonrecourse agricultural commodity loans as 
purchases rather than loans; (b) capital contributions to international 
financial institutions, while not technically loans, are treated as 
financial transactions and, therefore, excluded from the NIA; and 
(c) Special Analysis F also shows lending by off-budget Federal 
entities, which do not require reconciliation with the NIA because 
they are not included in the budget. 

Government contribution jor employee retirement.—The contributions 
of Government agencies to the retirement trust funds of their employ-
ees are not included in the budget totals. While the outlays are recorded 
in each agency's budget, they are offset by an intragovernmental 
deduction. However, the NIA counts Government payments for 
employee retirement as part of the compensation paid to Government 
employees and, therefore, as Government expenditures; this treatment 
maintains comparability with the treatment of employee retirement 
contributions in the rest of the economy. This category includes con-
tributions by Government enterprises such as the Postal Service. 
Government enterprise contributions are recorded as an increase in 
the current deficit of enterprises whereas the contributions by other 
accounts are recorded as purchases of goods and services. The receipt 
of these retirement contributions is treated in the NIA as contributions 
for social insurance. Since receipts and expenditures are increased by 
identical amounts, this treatment has no effect on the surplus or 
deficit. Around 80% of these payments go to the civil service retire-
ment fund, while most of the remainder is for Federal employees 
insured under social security. 

Other netting and grossing.—The budget normally counts as receipts 
only income from taxation or similar sources that arises from the 
exercise of governmental power to compel payment* Money received 
in the course of business-type transactions, therefore, is normally 
shown as offsets against expenditures. For instance, receipts from social 
insurance programs operated by the Veterans Administration (such as 
the National Service Life Insurance and U.S. Government Life Insur-
ance) are netted against expenditures in the budget since these pro-
grams are voluntary, commercial-type activities. However, in the NIA 
these insurance premiums are treated as social insurance receipts just 
as are receipts from compulsory Government programs. Adjustments 
of this type affect total receipts and expenditures identically and, thus, 
do not alter the surplus or deficit of either the budget or the Federal 
sector of the NIA. 

Other netting and grossing includes some imputed contributions for 
social insurance for unemployment compensation and workmen's com-

260-700 O - 78 - 5 
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66 THE BUDGET FOR FISCAL YEAR 19 79 

pensation for Federal employees. The 1979 budget reflects a reclassi-
fication of receipts in excess of tax liabilities otherwise owed (the earned 
income credit) from being budget outlays to being offsets to receipts. 
This reduced the recorded budget receipts and outlays for 1976 by 
$0.8 billion and for 1977 to 1979 by $0.9 billion each year. The NIA 
treats these payments as transfer payments, therefore requiring a 
grossing adjustment between the two data series. Similarly, the NIA 
treats a proposed energy tax refund (amounting to $0.3 billion in 
1979) as subsidies rather than as tax refunds. 

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

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

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

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

Other.—This category includes some miscellaneous adjustments, 
largely for certain specialized aspects of the national income accounts, 
such as the purchase and sale of land and geographical exclusions 
arising out of transactions with Puerto Rico, the Virgin Islands, and 
other U.S. territories. Geographical exclusions will reduce NIA receipts 
by about $1.3 billion and NIA expenditures by about $3.3 billion in 
1979. Certain nondefense timing adjustments—for example, the 
difference between State withdrawals of unemployment benefits and 
actual payments to individuals—are included here because of the 
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SPECIAL ANALYSIS E 67 

difficulty in separating them from other adjustment categories. This 
also includes a $0.4 billion shift of cash payments from 1978 to 1979 in 
the supplemental security income transfer payments. Under new 
legislation, when these payments fall due on a weekend or holiday the 
payments are to be made early. The budget records 13 such monthly 
payments for 1978 and 11 for 1979; the NIA records 12 for each year. 
This category includes adjustments for certain foreign currency trans-
actions that are not included in the budget, and transactions of Federal 
entities or activities that are excluded from the budget but included 
in the Federal sector NIA. 

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

1979



Table B-11. FEDERAL T R A N S A C T I O N S IN THE NATIONAL INCOME ACCOUNTS, 1968-79 (in bUlions of dollars) 

Actual Estimate 
Description 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 

RECEIPTS, NATIONAL INCOME BASIS 
Personal taxes and nontax receipts 71.4 90.0 93.6 87.5 100.3 107.3 122.6 127.3 137.2 165.5 185.5 195.6 
Corporate profits tax accruals 33.2 37.0 33.0 32.0 34.2 41.0 43.7 42.1 52.2 57.4 63.1 69.7 
Indirect business tax and nontax accruals 17.1 18.6 19.2 20.0 19.9 20.7 21.4 22.1 24.2 24.6 28.5 34.8 
Contributions for social insurance._ ___ _ _ _ 38.4 44.5 49.2 52.9 59.1 71.5 84.2 92.1 100.5 116.5 133.7 151.3 

Total receipts, national income basis 160.0 190.1 194.9 192.5 213.5 240.5 271.8 283.6 314.1 364.0 410.8 451.4 

EXPENDITURES, NATIONAL INCOME 
BASIS 

Purchases of goods and services _ _ 95.0 98.0 97.0 94.8 100.9 101.7 104.6 117.9 126.5 140.7 158.4 171.6 
Defense (74.9) (76.1) (75.3) (72.1) (72.5) (73.3) (74.1) (80.3) (85.8) (92.0) (99.8) (108.1) 
Nondefense (20.1) (21.9) (21.7) (22.7) (28.4) (28.4) (30.5) (37.6) (40.7) (48.7) (58.6) (63.5) 

Transfer payments 44.8 50.9 57.0 70.1 78.9 89.7 104.7 134.2 156.8 169.7 184.2 201.8 
Domestic ("to persons") (42.7) (48.7) (55.0) (67.7) (76.1) (87.1) (101.7) (131.1) (153.9) (166.5) (180.7) (198.0) 
Foreign (2.1) (2.2) (2.0) (2.3) (2.8) (2.7) (3.0) (3.1) (3.0) (3.2) (3.5) (3.8) 

Grants-in-aid to State and local governments __ 17.8 19.2 22.6 26.8 32.6 40.4 41.6 48.4 57.5 66.0 77.0 81.6 
Net interest paid 10.5 12.1 13.6 14.2 14.1 15.9 19.8 21.9 25.4 29.3 34.5 39.8 
Subsidies less current surplus of Government 

enterprises 4.1 4.6 5.4 6.8 6.4 9.1 8.0 5.7 6.1 6.1 9.5 9.2 
Wage disbursements less accruals. - . 1 .1 - . 5 .2 .4 

Total expenditures, national income 
basis 172.2 184.7 195.6 212.7 232.9 256.2 278.8 328.7 372.3 411.8 463.6 504.0 

Excess of receipts ( + ) or expenditures (—), 
national income basis - 1 2 . 2 +5.4 - . 6 - 2 0 . 2 - 1 9 . 5 - 1 5 . 7 - 7 . 0 - 4 5 . 0 - 5 8 . 2 - 4 7 . 8 - 5 2 . 8 - 5 2 . 6 

Note.— Excludes the transition quarter. 
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