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THE BUDGET MESSAGE OF THE PRESIDENT

To the Speaker of the House of Representatives and the
President of the Senate:

The current economic expansion, now in its 50th month, is al-
ready one of the longest of the postwar era and shows promise of
continuing to record length. This has not been due simply to
chance—it is the result of successful policies adopted during the
past 6 years. Disposable personal income is at an all-time high and
is still rising; total production and living standards are both in-
creasing; employment gains have been excellent. Inflation, which
raged at double-digit rates in 1980, has been reduced dramatically.
Defense capabilities, which had been dangerously weakened during
the 1970’s, have been substantially rebuilt, restoring a more ade-
quate level of national security. An insupportable growth in tax
burdens and Federal regulations has been halted, an intolerably
complex and inequitable income tax structure has been radically
reformed, and the largest management improvement program ever
attempted is in full swing in all major Federal agencies. It has
been a good 6 years.

Now in its 5th year, the current expansion already has exceeded
5 of the 7 previous postwar expansions in duration, and leading
economic indicators point to continued growth ahead. Our policies
have worked. Let me mention a few highlights of the current
economic expansion:

e In the past 4 years 12.4 million new jobs have been created,
while the total unemployment rate has fallen by 3.7 percent-
age points. By comparison, jobs in other developed countries
have not grown significantly, and unemployment rates have
remained high.

e Inflation, which averaged 10.3 percent a year during the 4
years before I came to office, has averaged less than a third of
that during the last 4 years—3.0 percent; inflation in 1986, at
about 1 percent, was at its lowest rate in over two decades.

e The prime rate of interest, and other key interest rates, are
less than half what they were in 1981.

e Between 1981 and 1986, numerous changes in the tax code,
including a complete overhaul last year, have simplified re-
porting, made the tax law more equitable, and significantly
lowered tax rates for individuals and corporations. Six million
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low-income taxpayers are being removed from the income tax
rolls. The inhibitive effect of our tax code on individual initia-
tive has been reduced dramatically. Real after-tax personal
income has risen 15 percent during the last 4 years, increas-
ing our overall standard of living.

e Qur defense capabilities have been strengthened with mod-
ernized equipment and successful recruiting and retention of
higher caliber personnel; the readiness, training, and morale
of our troops has been improved.

e After years of unsustainably rapid growth, Federal spending
for domestic programs other than entitlements has been held
essentlally flat over the last 4 years.

e Since 1981, the amount of time spent by the public filling out
forms required by the Federal Government has been cut by
cver 600 million hours, and the number of pages published
annually in the Federal Register has been reduced by over 45
percent.

¢ Qur continuing fight against waste, fraud, and abuse in Gov-
ernment programs has paid off, as the President’s Council on
Integrity and Efficiency has saved $84 billion in funds that
have been put to more efficient use.

e I'inally, Federal agencies have instituted the largest manage-
rnent improvement program ever attempted to bring a more
business-like approach to Government.

The dramatic improvement in the performance of our economy
stemmed from steadfast adherence to the four fundamental princi-
ples of the economic program I presented in February 1981:

¢ limiting the growth of Federal spending;

e reducing tax burdens;

e relieving the economy of excessive regulation and paperwork;
end

e supporting a sound and stable monetary policy.

BUDGET SUMMARY
(In billions of dollars)
1986 1987 1988 1989 1990 1991 | 1992
RECAIOIS . .o cmoiusenasrnsonssssaensusnasnonsas 769.1| 842.4| 916.6| 976.2| 1,048.3| 1,123.2| 1,191.2
D S o e ressssssenssssmsasssisssns 989.8| 1,015.6/ 1,024.3| 1,069.0(f 1,107.8] 1,1444| 1,178.9
Surplus or deficit (—) .......... —220.7| —173.2| —107.8] —92.8/ —59.5| -—-213 12.3
Gramm-Rudman-Hollings def-

icit targets.........cooveeverrnene —1719| —1440| —108.0f —72.0, —36.0 0.0 0.0
Difference..........coouurveereeeeence. 48.8 292 —0.2 20.8 23.5 213 -—123

Note.—Tolals include social security, which is off-budget.
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NEED FOR DEFICIT REDUCTION

The foundation has been laid for a sustained era of national
prosperity. But a major threat to our future prosperity remains:
the Federal deficit. If this deficit is not brought under control by
limiting - Government spending, we put in jeopardy all we have
achieved. Deficits brought on by continued high spending threaten
the lower tax rates incorporated in tax reform and inhibit progress
in our balance of trade.

We cannot permit this to happen. Therefore, one of the major
objectives of this budget is to assure a steady reduction in the
deficit until a balanced budget is reached.

This budget meets the $108 billion deficit target for 1988 set out
in the Balanced Budget and Emergency Deficit Control Act, com-

monly known for its principal sponsors as Gramm-Rudman-Hol-
lings. Gramm-Rudman-Hollings committed both the President and

Congress to a fixed schedule of progress toward reducing the defi-
cit. In submitting this budget, I am keeping my part of the bar-
gain—and on schedule. I ask Congress to do the same. If the deficit
reduction goals were to be abandoned, we could see unparalleled
spending growth that this Nation cannot afford.

This budget shows that eliminating the deficit over time is possi-
ble without raising taxes, without sacrificing our defense prepared-
ness, and without cutting into legitimate programs for the poor and
the elderly, while at the same time providing needed additional
resources for other high priority programs.

DEFICIT REDUCTION IN 1988

Although the deficit has equalled or exceeded 5 percent of the
gross national product (GNP) in each of the past 4 years, each year
I have proposed a path to lower deficits—involving primarily the
curtailment of unnecessary domestic spending. Congress, however,
has rejected most of these proposals; hence, our progress toward
reducing the deficit has been much more modest than it could have
been.

This year there appears to be a major turn for the better. The
1987 deficit is estimated to be about $48 billion less than in 1986
and should decline to less than 4 percent of GNP. As the economy
expands, Federal receipts will rise faster than the increase in out-
lays Congress enacted for the year.

However, there is no firm guarantee that progress toward a
steadily smaller deficit and eventual budget balance will continue.
On a current services basis the deficit will continue to decline over
the next 5 years, but this decline is gradual and vulnerable to
potential fiscally irresponsible congressional action on a multitude
of spending programs. It is also threatened by the possibility of a
less robust economic performance than is projected, for that projec-
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tion is based on the assumption that the necessary spending cuts
will be made.

This 1988 budget can deal the deficit a crucial blow. If the
proposals in this budget are adopted and if the economy performs
according to the budget assumptions for growth and inflation, then
for the second consecutive year the deficit should shrink substan-
tially, by $65 billion, and thus decline to less than 2% percent of
GNP. Reducing the deficit this far would bring it within the range
of our previous peacetime experience and bring our goal of a bal-
anced budget much closer to realization.

Moreover, if Congress adopts the proposals contained in this
budget, it will ensure additional deficit reductions in future years,
because in many cases the savings from a given action, although
small in 1988, would mount in later years. Given the good start
made in 1987, Congress has an opportunity this year—by enacting
this budget—to put the worst of the deficit problem behind us.

Adopting the spending reductions and other reforms proposed in
this budget would reduce the Federal deficit an average of $54 billion
annually for the next 3 years. This represents $220 each year for
every individual American and about $600 for every household. I
believe this is the appropriate way to deal with the deficit: cutting
excessive Federal spending rather than attacking the family
budget by increasing taxes, weakening our national security, break-
ing faith with the poor and the elderly, or ignoring the require-
ments for additional resources for other high priority programs.

A MORE COMPETITIVE, PRODUCTIVE AMERICA

The task of deficit reduction is a formidable one—but it can and
should be achieved with serious attention to the effects on Ameri-
ca’s economy, businesses, State and local governments, social orga-
nizations, and individual citizens. Reducing the deficit will reduce
the burden the Federal Government places on private credit mar-
kets. The specific deficit reduction measures proposed in this
budget would also help make our economy more competitive—and
more productive. These objectives have been major considerations
in the formulation of this budget.

High priority programs must be funded adequately. Despite the
very tight overall fiscal environment, this budget provides ade-
quate funds for maintaining and, in selected cases, expanding high
priority programs in key areas of national interest. For example:

e essential services and income support for the aged and needy
are expanded;

e the prevention, treatment, and research efforts begun in my
1987 drug abuse initiative are continued, while resources de-
voted to drug law enforcement have tripled since my adminis-
tration began;
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e the budget allocates $85 million to more intensive health care
for those with the highest incidence of infant mortality;

e over half a billion dollars is provided for AIDS research and
education in 1988—a 28 percent increase above the 1987 level
and more than double our 1986 effort (an additional $100
million is provided for AIDS treatment and blood screening
by the Veterans Administration and the Department of De-
fense);

e building upon the Nation’s preeminence in basic biomedical
research, the budget seeks funding for the full multiyear costs
of biomedical research grants made by the National Institutes
of Health;

e a $200 million increase over the 1987 level is proposed for
compensatory education for educationally disadvantaged chil-
dren;

e current ineffective programs intended to assist dislocated
workers are replaced by an expanded billion-dollar program
carefully designed to help those displaced from their jobs
move quickly into new careers;

e a 68 percent increase in funding is provided to permit the
Federal Aviation Administration to modernize the Nation’s
air traffic control system; this includes the procurement of
doppler radars capable of detecting severe downdrafts that
imperil landings and takeoffs at airports where this is a
hazard;

e for 1988, $400 million is provided to carry out newly enacted
immigration reform legislation;

e substantial increases in funding for clean coal technology
demonstrations, as well as research on acid rain formation
and environmental effects, are provided to address the acid
rain problem; and

* a new civil space technology initiative, together with previ-
ously planned increases to construct a space station, develop a
national aerospace plane, and foster the commercial develop-
ment of space, are provided in this budget.

Restoring our national security also has been one of my highest
priorities over the past 6 years due to the serious weakness arising
from severe underfunding during the middle and late 1970’s. None-
theless, defense and international programs have not escaped the
effects of fiscal stringency. The defense budget actually has de-
clined in real terms in each of the past 2 years. This trend cannot
be allowed to continue. I am proposing in this budget a 3 percent
real increase over last year’s appropriated level. This request—
some $8 billion less than last year’s—is the minimum level consist-
ent with maintaining an adequate defense of our Nation.

Likewise, my request for our international affairs programs is
also crucial to our effort to maintain our national security. I urge

7

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



Digitized for FRASER
http://fraser.stlouisfed.org/

Congress not to repeat last year’s damaging cuts, but rather to
fund these programs fully.

The incentive structure for other Federal programs should be
changed to promote efficiency and competitiveness. One of the prob-
lems with many Federal programs is that they provide payments
without encouraging performance or efficiency. They are perceived
to be “free”’ and, therefore, there is potentially unlimited demand.
This has to be changed—and this budget proposes creating needed
incentives in critical areas.

Our farm price support programs, under the Food Security Act of
1985, are proving much too costly—half again as costly as estimat-
ed when the bill was enacted just one year ago. The $25 billion
being spent on farm subsidies in 1987 is 14 percent of our total
Federal deficit and equivalent to taking $415 of each nonfarm
family’'s taxes to support farmers’ incomes—over and above the
amount that price supports add to their grocery bills. Some of the
provisions of the Act encourage farmers to overproduce just to
receive Federal benefits. Other provisions give the greatest benefits
to our largest and most efficient agricultural producers instead of
to those family farmers most in need of help. My administration
will propose amendments to the Food Security Act to focus its
benefits on the full-time family farmer by placing effective limita-
tions on the amount paid to large producers and removing the
incentive for farmers to overproduce solely to receive Federal pay-
ments.

Reform of the medicare physician payment system is also pro-
posed. Under the proposals, medicare would pay for radiology,
anesthesiology, and pathology (RAP) services based on average area
costs instead of inflationary fee-for-service reimbursements. The
current fee-for-service payment distorts incentives and induces in-
appropriate billing for unneeded services. This initiative would
remove the distortions caused by medicare’s current reimburse-
ment rules, eliminating a key barrier preventing the restoration of
traditional arrangements between RAP physicians and hospital
staffs. |

The budget proposes continued increases in federally supported
basic research that will lead to longer term improvements in the
Natior’s productivity and global competitiveness. For example, the
budget projects a doubling within 5 years of the National Science
Foundation’s support for academic research. I also propose to in-
crease support for training future scientists and engineers, and to
foster greater technology transfer from Government to industry.

Another way of attaching a “value” to Government-provided
services—and an incentive to use them only as needed—is to
charge user fees where appropriate. Those who receive special
Federal services—not the general taxpayer—should bear a greater
share of the costs of those services. Accordingly, this budget im-
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poses fees for Federal lending activities, for meat and poultry
inspection, for National park and forest facilities, for Coast Guard
services, for Customs inspections, and for many other services.

The Government should stop competing with the private sector.
The Federal Government interferes with the productivity of the
private sector in many ways. One is through borrowing from the
credit markets to finance programs that are no longer needed—as
in the case of the rural housing insurance fund, direct student
financial assistance, urban mass transit discretionary grants, voca-
tional education grants, the Federal Crop Insurance Corporation
fund, sewage plant construction grants, justice assistance grants,
the Legal Services Corporation, and rural electrification loans. I
am proposing in this budget that we terminate these programs and
rely instead on private or State and local government provision of
these services.

The budget also proposes that a number of programs that have
real utility be transferred back to the private sector, through
public offerings or outright sales. Following our successful effort to
authorize sale of Conrail, I am now proposing the sale of the Naval
Petroleum Reserves, AMTRAK, the Alaska Power Administration,
the helium program, and excess real property. In addition, I am
proposing legislation to authorize study of a possible divestiture of
the Southeastern Power Administration. These “privatization” ef-
forts continue to be a high priority of my administration and, I
believe, will result in increased productivity and lower total costs
of providing these services. The Federal Government needs to pro-
vide essential services that are truly public in nature and national
in scope. It has no business providing services to individuals that
private markets or their State or local governments can provide
just as well or better.

The Federal Government should depend more on the private
sector to provide ancillary and support services for activities that
remain in Federal hands. The budget proposes that the work asso-
ciated with over 40,000 Federal positions be contracted out to the
private sector as yet another way to increase productivity, reduce
costs, and improve services.

Federal credit programs should operate through the private mar-
kets and reveal their true costs. The Federal Government provides
credit for housing, agriculture, small business, education, and
many other purposes. Currently, over a trillion dollars of Federal
or federally assisted loans are outstanding. Including lending of
Government-sponsored enterprises, federally assisted lending
amounted to 14 percent of all lending in U.S. credit markets in
1985.

Under current treatment, loan guarantees appear to be “free”;
they do not affect the budget until and unless borrowers default.
Direct loans are counted as outlays when they are made, but as
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‘“negative outlays”’ when they are repaid; thus, direct loans seem
“free” too, inasmuch as it is presumed they will be repaid. But
neither direct loans nor loan guarantees are free. Besides the
better terms and conditions a borrower gets from the Government,
there is the matter of default. When a borrower does not repay a
direct loan, the negative outlay does not occur, and this is a subsi-
dy implicit in the original loan transaction. When a borrower
defaults on a guaranteed loan, the Government has to make good
on repayment—also a program subsidy.

Since these effects are poorly understood and lead to grave ineffi-
ciencies in our credit programs, we will ask Congress to enact
legislation whereby the true cost to the economy of Federal credit
programs would be counted in the budget. By selling a substantial
portion of newly made loans to the private sector and reinsuring
some newly made guarantees, the implicit subsidy in the current
practice will become explicit. This reform will revolutionize the
way Federal credit activities are conducted.

The private sector will also be increasingly involved in the man-
agement of our huge portfolio of outstanding loans and loan guar-
antess. Delinquent Federal borrowers will be reported to private
credit bureaus, and private loan collection agencies will be used to
help in our collection efforts. The Internal Revenue Service (IRS)
will expand its “offsetting’’ of refunds to pay off delinquent Federal
debts, and Federal employees who have not paid back Federal
loans will have their wages garnisheed.

Increased role for State and local governments. Over the past 6
years I have sought to return various Federal services to State and
local governments—which are in a much better position to respond
effectively to the needs of the recipients of these services. To me,
this is a question of reorganizing responsibilities within our Feder-
al system in a manner that will result in more productive delivery
of the services that we all agree should be provided. Thus, this
budget phases out inappropriate Federal Government involvement
in local law enforcement, sewage treatment, public schools, and
community and regional development. Transportation programs
will be consolidated or States will be given greater flexibility in the
use of Federal funds for highways, mass transit, and airports.

Federal regulations must be reduced even further to improve pro-
ductivity. My administration will continue the deregulation and
regulatory relief efforts that were begun in 1981. The Task Force
on Kegulatory Relief, headed by the Vice President, has been rein-
stated. In the past, excessive Federal regulations and related paper-
work have stifled American productivity and individual freedom.
We must continue our efforts to streamline the regulatory process
and to strike the proper balance between necessary regulation and
associated paperwork on the one hand, and the costs of these
requirements on the other.
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Federal activities should be better managed. The American people
deserve the best managed Federal Government possible. Last year,
I initiated the Federal Government Productivity Program, with the
goal of improving productivity in selected areas by 20 percent by
1992. A substantial portion of total direct Federal employment falls

‘within the program, including such activities as the Department of

Agriculture meat and poultry inspection, Navy aircraft mainte-
nance and repair, social security claims processing, National Park
maintenance, operation of Federal prisons, and IRS processing of
tax returns.

Credit reform, privatization, productivity improvement, and
other proposals will be described in more detail in the Management
Report to be issued this month. It will also identify further meas-
ures to reduce waste, fraud, and abuse; to improve management of
the Government’s $1.7 trillion cashflow; to institute compatible
financial management systems across all Federal agencies; and
other initiatives to improve the management of Government oper-
ations. These ambitious management reform undertakings, called
“Reform ’88,” constitute the largest management reform effort
ever attempted.

The budget also proposes a new approach to paying Federal
employees who increase their productivity. I ask that Congress
approve a new plan to transform the current system of virtually
automatic “within-grade” salary increases for the roughly 40 per-
cent of employees eligible each year for these 3 percent hidden pay
raises to one that is “performance-oriented”. This will give Federal
employees stronger incentives to improve service delivery.

I include with this budget my recommendations for increases in
executive level pay for the executive, legislative, and judicial
branches of the Federal Government. The Quadrennial Commission
report submitted to me on December 15, 1986 documented both the
substantial erosion in the real level of Federal executive pay that
has occurred since 1969 and the recruitment and retention prob-
lems that have resulted, especially for the Federal judiciary. The
Commission is to be commended for its diligent and conscientious
effort to address the complicated and complex problems associated
with Federal pay levels.

Every one of the Quadrennial Commissions that have met over
the past 18 years has recognized that a pay increase for key Feder-
al officials was necessary. Each Commission concluded that pay for
senior Government officials fell far behind that of their counter-
parts in the private sector. They also understood that we cannot
afford a Government composed primarily of those who are wealthy
enough to serve. Unfortunately, the last major Quadrennial Com-
mission pay adjustment was in 1977—a decade ago.

However, I recognize that we are under mandated efforts to
reduce the Federal deficit and hold down the costs of Government
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to the absolute minimum level. In this environment, I do not
believe it would be appropriate to implement fully the Quadrennial
Commission recommendations.

Accordingly, I have decided to propose a pay increase, but have
cut substantially the recommendations made by the Quadrennial
Commissioners in their report to me last month. Moreover, I have
decided to establish a Career Manager Pay Commission to review
and report to me by next August on appropriate pay scales for our
elite corps of career Government managers. The pay increases I am
proposing to Congress, plus the results of this new Commission,
should place Government compensation on a fairer and more com-
parable footing.

PEACE THROUGH STRENGTH

I have become convinced that the only way we can bring our
adversaries to the bargaining table for arms reduction is to give
them a reason to negotiate—while, at the same time, fulfilling our
responsibility to our citizens and allies to provide an environment
safe and secure from aggression.

We have built our defense capabilities back toward levels more
in accord with today’s requirements for security. Modest and sus-
tained growth in defense funding will be required to consolidate
the real gains we have made. Because of severe fiscal constraints,
we are proceeding at a slower pace than I originally planned, and
the budget I propose provides the minimum necessary to ensure an
adequate defense.

I am also submitting, for the first time, a two-year budget for
National Defense. This will permit greater stability in providing
resources for our defense efforts and should lead to greater econo-
my in using these resources.

BUDGET PROCESS REFORM

The current budget process has failed to provide a disciplined
and responsible mechanism for consideration of the Federal budget.
Budget procedures are cumbersome, complex, and convoluted. They
permit and encourage a process that results in evasion of our duty
to the American people to budget their public resources responsi-
bly. Last year Congress did not complete action on a budget for &
months and 2 weeks—2 weeks past the statutory deadline. Except
for the initial report of the Senate Budget Committee, Congress
missed every deadline it had set for itself just 9 months earlier. In
the end, Congress passed a yearlong, 389-page omnibus appropria-
tions bill full of excessive and wasteful spending. Because Congress
had not completed action on the annual appropriations bills, at one
point I was compelled by law to initiate a shutdown of Federal
Government activities. Such abrogation of a responsible budget
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process not only discourages careful, prudent legislation—it encour-
ages excessive spending and waste.

Furthermore, since I, as President, do not have a line-item veto, 1
had to ignore the many objectionable features of the omnibus
appropriations legislation and sign it to avoid a Federal funding
crisis. I am sure that many Members of Congress do not approve of
this method of budgeting the Federal Government.

Last Fall’s funding crisis and its slap-dash resolution are only
one of the most obvious manifestations of the flaws in the system.
Congress passes budget resolutions (without the concurrence of the
President) based on functions; it considers 13 separate, but related,
appropriations bills based on agencies, not functions; it develops a
reconciliation bill; it passes authorizing legislation, sometimes an-
nually; and it enacts limits on the public debt. The words alone are
obscure and confusing; the process behind it is chaotic. The process
must be streamlined and made more accountable.

Shortly, I will outline specific reforms designed to make the
process more efficient and increase accountability, so that we can
give the American people what they deserve from us: a budget that
is fiscally responsible and on time. |

CONCLUSION

Looking back over the past 6 years, we can feel a sense of pride
and satisfaction in our accomplishments. Inflation has been
brought under control. Growth and investment are up, while inter-
est rates, tax rates, and unemployment rates have all come down
substantially. A foundation for sustained economic expansion is
now in place. Our national security has been restored to more
adequate levels. The proliferation of unnecessary and burdensome
Federal regulations has been halted. A significant beginning has
been made toward curbing the excessive growth of domestic spend-
ing. Management of the Government is being improved, with spe-
cial emphasis on productivity.

Important tasks, however, still remain to be accomplished. The
large and stubbornly persistent budget deficit has been a major
source of frustration. It threatens our prosperity and our hopes for
continued economic growth.

Last year, the legislative and executive branches of Government
responded to this threat by mandating gradual, orderly progress
toward a balanced budget over the next 4 years. The proposals
outlined here achieve the 1988 target while preserving legitimate
programs for the aged and needy, providing for adequate national
security, devoting more resources to other high-priority activities,
and doing this without raising taxes.

This budget presents hard choices which must be faced squarely.
Congress must not abandon the statutory deficit targets of Gramm-
Rudman-Hollings. Honoring the provisions and promises of this
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legislation offers the best opportunity for us to escape the chronic
pattern of deficit spending that has plagued us for the past half
century. We must realize that the deficit problem is also an oppor-
tunity of a different kind—an opportunity to construct a new,
leaner, better focused, and better managed Federal structure sup-
porting a more productive and more competitive America.

RoNALD REAGAN
JANUARY 5, 1987

14

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



Digitized for FRASER

http://fraser.stlouisfed.o

BUDGET SUMMARY AND PRIORITIES

Part 2

The President’s budget for 1988 proposes further reduction in the
deficit while maintaining Federal support for the core functions of

Government. In particular, this budget:

e meets the Gramm-Rudman-Hollings 1988 deficit target of
$108 billion—a reduction of $65 billion in 1988, following a
reduction of $48 billion in 1987;

* avoids increasing the Nation’s tax burden;

e reflects bipartisan consensus to protect social security;
e provides 3 percent real growth in funding for national de-
fense, that is, 3 percent real growth above the 1987 appropri-

ated level; and

e reforms, reduces, or terminates an assortment of programs,

saving taxpayers $19 billion in 1988 alone.

PRESIDENT’S 1988 BUDGET
(In billions of dollars)

1986

1987

1988

1989

1990

1991

1992

Deficit or surplus..................
Gramm-Rudman-Hollings
WS it

Year-to-Year Changes:

769.1 842.4 916.6 976.2 | 10483 | 11232 1,191.2
989.8 | 10156 | 10243 | 10690 | 11078 | 11444 | 11789
2207 | —1732 | —1078| —928 | -—9595| -213 123
—1719 | —1440| —108.0| —720| —36.0 0.0 0.0
35.0 133 4.2 59.6 12.1 74.9 68.1
43.5 25.8 8.8 44.6 38.8 36.6 34.5
—85| +475| +654| +150| +333| +382| +33.6

As a share of gross national product (GNP), the proposed reduc-
tion in the deficit is dramatic—from 5.3 percent of GNP in 1986 to
just 2.3 percent in 1988.

The President’s budget calls for holding the outlay increase to $9
billion, from $1,016 billion in 1987 to $1,024 billion in 1988. After
adjustment for inflation, spending would decline in real terms.
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The $9 billion increase in proposed outlays reflects the net
impact, of:

e an increase of $2 billion for net interest payments;

 an increase of $11 billion for social security benefits under
existing law;

e an increase of $15 billion in spending for national defense;

e an increase of $1 billion for major medical programs; and

e a net decrease of $21 billion for other Federal spending. This
decrease reflects the net impact of increased revenues from
asset sales, privatization initiatives, and user fees—a total of
$13 billion—as well as a wide variety of programmatic in-
creases and decreases.

The following sections describe the major budget proposals by
programmatic category. Social security, national defense, major
medical, and the category of other mandatory programs are dis-
cussed separately from domestic discretionary programs. Spending
for mandatory programs is determined largely by the number of
indivicluals or businesses that meet eligibility and benefit criteria
established by law. Funding for national defense and domestic
discretionary programs is determined by authorizations and appro-
priations, rather than by benefit criteria in substantive legislation.
Domestic discretionary programs are described in three broad
groupings—economic subsidies and development, social programs,
and general government functions (including the conduct of inter-
national affairs). The discussion of programmatic changes is fol-
lowed by a discussion of the proposed changes in revenues from the
sale of assets, the collection of user fees, and other sources. Sum-

mary tables on these categories are provided at the end of this
chapter.

PROGRAMMATIC CHANGES

Social Security.—The administration proposes no changes in
social security benefits. Approximately one in every six Americans
is a social security beneficiary. The average benefit for a retired
workerr and spouse will be about $10,000 in 1987—an increase of
approximately $265 per month (or nearly $3,200 per year) over the
1981 level. Benefits will continue to increase as new retirees re-
ceive higher benefits based on higher average wages.

Nearly all Americans participate in the social security program,
either by receiving benefits or by paying payroll taxes that finance
them. Primarily because benefits will increase by the change in the
consurner price index and a growing number of beneficiaries, out-

lays for social security benefits are estimated to increase from $205
billion in 1987 to $217 billion in 1988.
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National Defense.—Defense budget authority levels declined in
real terms in both 1986 and 1987. The 1987 appropriated amount is
now 6 percent below that for 1985. In those years, Congress cut $65
billion from administration requests, with reductions in both oper-
ations and investment programs. As a result, the rebuilding of our
national security capabilities has been delayed and in the end may
prove more costly. Fewer aircraft, missiles, and ships are being
purchased than is prudent, and fewer resources are available for
combat readiness.

Specific congressionally mandated reductions in the President’s
budget request over the past 2 years include:

e a 65 percent cut in Peacekeeper strategic missiles—a reduc-
tion of 45 missiles from a 2-year request of 69 missiles;

e a 30 percent cut in funding for the Strategic Defense Initia-
tive—a reduction of $2.8 billion from a 2-year request of $9.3
billion; and

e a 27 percent cut in a variety of tactical missiles—a reduction
of 14,000 from a 2-year request of over 53,000 missiles;

To meet the most critical unmet needs resulting from the 2-year
decline in real defense budget authority levels, the administration
proposes a 1987 supplemental appropriation of $2.8 billion to be
followed by sustained moderate real growth of about 3 percent
annually. The amounts requested are those minimally necessary to
maintain national security and to allow the consolidation of real
gains in military strength made in this administration.

The budget resumes improvements in the capabilities of strategic
and conventional forces but at a slower rate than originally
planned. Procurement is being stretched out for several major
ground forces systems—including the Abrams tank and the Brad-
ley Fighting Vehicle. Similarly, ship procurement is being delayed
and the goal of achieving 40 Air Force tactical wings has been
reduced to 37 wings.

In keeping with the requirements of the 1986 Defense Authoriza-
tion Act, the administration is proposing a 2-year national defense
budget. Favorable response by Congress should lead to enhanced
program planning and execution, and more stability at the oper-
ational level where commanders and program managers carry out
mandated policy.

Major Medical Programs.—Since 1960, Americans’ per capita
spending on health care has increased rapidly—more than three
times faster than the rate of inflation. Americans now spend 10.7
percent of GNP on medical care, more than any other industrial-
ized nation. Federal health spending has also continued to grow
rapidly, despite major policy reforms enacted since 1981. Federal
spending for health care is growing even faster than medical
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HEALTH COSTS AS PERCENT OF GNP, 1975-1984

PERCENT OF GNP
. 1975 1980 1964
UNITED STATES............ 8.6 9.5 10.7
OTHER MAJOR INDUSTRIAL IZED
COUNTRIES °........ 7.0 7.3 1.7

4] 80 84

YEAR
® AUSTRALIA, CANADA, FRANCE, WEST GERMANY, [TALY, JAPAN, NETHERLANDS, AND UNITED KINGDOM

spending generally and will more than double in this decade unless
present trends are reversed.

Rising medical costs have been cited as a factor in the declining
international competitiveness of many industries. During the last
decade, the competitive burden of health care costs on American
industry has doubled, widening the gap between the U.S. and its
major trade competitors. More efficient use of health resources
would not diminish the quality of health care, but, as shown by the
experience of major international competitors, would free the Na-
tion’s resources for other productive efforts.

Without substantial health spending reform, America’s competi-
tive position will continue to erode. The Nation’s businesses, which
pay for most health care in the U.S. through payroll taxes and
fringe benefits, have recognized the urgent need for reform. They
have Dbrought competitive market principles to the health care
systemr, promoting among other reforms the wider use of health
maintenance organizations (HMOs), i.e., a single institution that is
responsible for all of an individual’s health care. So, too, must
Federal health spending be brought under control.
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Medicare.—By far the largest Federal health program is medi-
care. Medicare’s prospective payment system (PPS) has curbed hos-
pital spending, which increased only 2.0 percent between 1985 and
1986 after almost doubling from 1980 to 1985. In contrast, spending
on physician services grew 8.5 percent between 1985 and 1986, even
though the number of beneficiaries grew only 2 percent and hospi-
tal admissions actually declined by 2 percent. And this occurred
during a congressionally imposed freeze on physician charges!

The budget includes urgently needed medicare reforms that will
restrain the rapid growth in Federal health spending and, in turn,
will help improve the Nation’s competitive position. The principle
of capitation—paying a fixed, predetermined price for health serv-
ices—would be expanded in medicare and medicaid, replacing the
inflationary incentives inherent in cost reimbursement. By creat-
ing incentives for the efficient delivery of quality care, capitation
and other reforms can bring to Federal programs the same efficien-
cies realized by employers and private insurers. This budget pro-
poses that medicare payments to physicians whose practices are
based in hospitals—radiologists, anesthesiologists, and pathologists
(RAPs)—be incorporated in the set price for each procedure, provid-
ing incentives for hospitals and these physicians to provide quality
care at lower costs.

The role of capitation in bringing greater efficiencies to the
provision of services paid for by medicare would also be enhanced
by encouraging HMOs to participate in medicare and by promoting
the development of preferred provider organizations (PPOs). A pri-
vate sector innovation, PPOs lower costs by contracting only with
efficient providers.

Under the budget, medicare payments for hospital capital costs
would become part of the hospital’s fixed, predetermined price per
admission (depending on the patient’s diagnosis). This reform
would reverse the inflationary incentives of the current system,
which rewards hospitals for building excess capacity even though
one out of every three hospital beds currently is empty. Prospective
payment for capital costs would give hospitals the incentive to
allocate resources efficiently and to restrain escalations in costs.
However, consistent with provisions of the Omnibus Budget Recon-
ciliation Act of 1986, capital reforms would not reduce medicare
spending in 1988.

Revenue proposals would restrain spiraling health care costs by
increasing medicare premiums to 35 percent of supplementary
medical insurance costs for new enrollees and extending medicare
coverage to the minority of State and local employees that are not
already covered (most of whom are eligible for medicare benefits).

Medicaid.—The Federal Governmeht’s second largest medical
program—medicaid—has grown 10 percent per year since 1980.
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The aclministration proposes an optional capitation demonstration
program with fiscal incentives for States to place medicaid benefici-
aries into HMOs.

The administration reproposes the institution of a reasonable
limit in the growth of Federal medicaid payments to States. Feder-
al payments would be limited to $1 billion below projected outlays
in 1983 and then be allowed to grow at the rate of the medical
consumer price index.

Federal Employees Health Benefits (FEHB).—The FEHB program
is the world’s largest multiple-choice health plan. The administra-
tion proposes that the formula used to determine the Government’s
contribution to enrollees’ health premiums be changed to a weight-
ed average that reflects the premiums of al/l FEHB plans and the
distribution of enrollees among those plans. Currently, this contri-
bution is based on a simple average of the high-option coverage
offered by six of the largest plans. The limitations of this outdated
formula prevent it from reflecting the recent shift of enrollees from
high-option to low-option coverage and the dramatic growth in the
number of FEHB plans. The proposed formula would reflect these
and other changes in the FEHB program, providing more equitable
cost sharing between the Government and its employees.

ACTUAL. /' PROJECTED- /

7% 77 78 79 80 8 82 83 8 8 8 8 8 8 90 9 92

FISCAL YEAR
* INCLUDES MEDICARE, MEDICAID, FEDERAL EMPLOYEE HEALTH BENEFTTS, HOSPITAL AND MEDICAL CARE FOR VETERANS,
AND INDUN HEALTH CARE. _ I
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Veterans Medical Care.—Adequate medical care for America’s
disabled and needy veterans is one of the Nation’s highest prior-
ities. The administration’s proposal for Veterans Administration
(VA) medical care provides ample resources to meet this objective.
No-cost care would be provided to all service-disabled veterans who
request it, as well as to former prisoners of war and veterans
exposed to certain toxic substances and radiation. No-cost care
would also be provided to veterans of wars prior to World War 11
and those receiving VA pensions. Among other veterans, funding
would be provided for no-cost care for all earning less than $25,000
per year (for a veteran with one dependent; $20,000 for a single
veteran); funding would not be provided for the care of those whose
annual incomes exceed these levels. The administration believes
that as a rule when veterans’ illnesses are completely unrelated to
their military service and they are financially able to provide for
their own health care, they should do so.

Conclusion.—As the chart above reveals, under current services
major medical expenditures are projected to increase by 54 percent
during the period 1988 through 1992. However, adjusting for the
increase in the expected number of beneficiaries and general infla-
tion, expenditures should have to rise by only 27 percent to main-
tain the same level of resources per beneficiary. Without some kind
of reforms, expenditures would rise at twice the rate that would
appear warranted. The proposals outlined above would increase
real expenditures per beneficiary by 1 percent per year while low-
ering the overall increase during the next 5 years to 36 percent.
This difference is hardly a trifle; it would save taxpayers $7.2
billion in 1988 and $65.8 billion from 1988 through 1992.

Other Mandatory Programs.—This category includes farm price
supports, deposit insurance, Federal employee retirement, unem-
ployment compensation, food and nutrition assistance, and other
income maintenance programs, including those for veterans.

The administration proposes no cuts in the benefit levels for
supplemental security income, veterans compensation, and food
stamps. For some “other mandatory”’ programs, however, the ad-
ministration proposes carefully targeted reforms to make the
system more equitable and to reduce unnecessary costs.

Restructure Farm Price Supports.—The administration will pro-
spose-iegislation to-modify farm commodity price support programs
in order to solve the farm program problems once and for all.

In the past 5 years, spending on farm programs has increased
over sixfold—from $4 billion in 1981 to $25.8 billion in 1986. This
$25.8 billion would amount to an average payment of more than
$16,000 to each of the 1.6 million farm families if made directly.
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Desrpite this enormous commitment of resources, economic condi-
tions in agriculture are not good, in large part because of contra-
dictory and counterproductive farm programs. This situation is
untensble and must be changed.

Because current crop programs are designed to support farm
income: when prices decline, overproduction generates ever-increas-
ing Federal support. In addition, too much Federal money goes to a
relatively small proportion of farmers—and those tend to be the
owners, of the largest and most efficient farms. Finally, certain
farm programs are directly counter to the Federal Government’s
international objectives and responsibilities. For example, the Gov-
ernment’s support for domestic sugar producers conflicts with the
policy to encourage increased trade between the United States and
the Philippines and certain Caribbean countries.

The administration’s proposals address the major shortcomings
of the 1985 farm bill but retain that bill’s basic price support
mechanisms. Outlay savings of $24 billion over the 1988-1992
period are projected to result from enactment of these proposals.

Specifically, the administration’s proposed changes will modify
farm programs to:

e remove the incentive for farmers to overproduce by decou-
pling program benefits from an obligation to harvest certain
CIrops;

e limit to $50,000 (instead of $250,000 under current law) the
amount of Federal payments each farmer may receive;

e close loopholes that make current payment limitations inef-
fective for a large number of farmers; and

e reduce target prices by 10 percent per year in order to reduce
incentives for farmers to overproduce, and to reduce the
burden on the taxpayer.

The administration will also seek changes in the counter-produc-
tive sugar program to make it more market-oriented while provid-
ing adjustment assistance to current program participants.

Reform the Civil Service Retirement System (CSRS).—The budget
proposes that retirement benefits under the existing CSRS program
be brought in line with the new Federal employee retirement
system. (FERS) by limiting future cost-of-living adjustments
(COLAs) to the percentage change in the Consumer Price Index
(CPI) rainus 1 percent. This change would be identical to the COLA
that will be granted under the new FERS system for employees
retiring at age 62 and beyond. The administration is also seeking
repeal of the lump sum withdrawal provisions in both CSRS and
FERS, which enable employees to withdraw all their contributions
toward retirement in a lump sum at retirement.
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Improve the Self-Sufficiency of AFDC Recipients.—The adminis-
tration is proposing several changes designed to prevent and
reduce welfare dependency in the aid to families with dependent
children (AFDC) and child support enforcement programs. Under a
new AFDC work and training proposal, teenage recipients will be
encouraged to remain in or return to school; older recipients will
participate in a variety of employment and training activities de-
signed to improve their employability. A proposal to require States
to establish mandatory child support guidelines will also promote
self-sufficiency and family stability.

Withhold Funds From States for Excessive Issuance of Food
Stamp Benefits.—Over the past decade, States have made substan-
tial progress in giving the proper food stamp benefits to those who
lawfully deserve them. But State laxity, resulting in the over-
issuance of food stamps, remains a large problem that costs taxpay-
ers dearly. To date, only $1.3 million of approximately $100 million
in outstanding State food stamp liabilities have been collected.

This budget proposes to withhold from grants to States the value
of their excessive food stamp issuance. As States improve their
issuance systems and error rates fall, Federal withholdings would

also fall. The proposal would save an estimated $264 million in
1988.

Target School Meal Subsidies to Low-Income Students.—The
child nutrition programs give cash and commodity subsidies to
institutions for meals served in schools, child care facilities, and
other places. The administration proposes to maintain Federal nu-
trition subsidies to institutions for meals served to children from
families with incomes below 185 percent of the poverty level, but
discontinue subsidies for students from families with incomes above
that level. Under the administration’s proposals, nearly 13 million
needy children will receive federally subsidized meals in 1988, for
total budget authority of $4 billion. Limiting the subsidy to those
who need it most would save nearly $757 million.

Economic Subsidies and Development.—This category covers dis-
cretionary programs for science and space, energy, natural re-
sources and the environment, agricultural research and services,
commerce and housing credit, transportation, community and re-
gional development, and subsidies for health professions. Many
programs in these areas should be and are being increased, includ-
ing those that improve the safety and efficiency of the national
airspace system, address the acid rain issue, and encourage invest-
ments in science and technology that over the longer run will
enhance America’s competitiveness. Many other programs no
longer warrant current levels of Federal support.
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Improve the National Airspace System.—The Federal Aviation
Administration (FAA) operates and maintains the national air-
space system and provides funds to the Nation’s airports to ensure
the safe and efficient movement of the Nation’s air traffic. For
these activities, the administration proposes a 20 percent increase
in budget authority—from $4.8 billion in 1987 to $5.8 billion in
1988. Most of this increase would be used to modernize our Na-
tion’s airspace system. Among other activities, these funds would
be used to finance precision landing systems and weather radars
designed to detect potentially deadly wind shears.

Increase Efforts To Resolve the Acid Rain Issue.—In March 1985,
the President and the Prime Minister of Canada requested a full
report by the Special Envoys on the acid rain issue. In 1986, the
President and the Prime Minister endorsed the Envoys’ Report.

As a first step in carrying out the Envoys’ recommendations, the
Department of Energy committed $400 million that already had
been appropriated to share costs with the private sector for nine
clean coal technology demonstration projects at an estimated total
cost of just under $1 billion. Over the period 1981 to 1985, the
administration committed over $2 billion to clean coal technology
research and development. From 1986 to 1992, the administration
proposes an additional $1 billion for clean coal research.

The administration proposes an additional $350 million in spend-
ing over 5 years for new clean coal technology demonstration
projects, with at least as much funding to be provided by industry.
Together, the Federal and non-Federal investments beginning in
1986 constitute a national effort exceeding $5 billion in research,
development, and demonstration of new technologies.

It is critical to know with a significant degree of confidence the
environmental effects of any further new emission reduction ef-
forts, because such efforts will be extremely expensive for the
American people. Before assuming a commitment to bear such
costs, the American people should be assured that there will be
sufficiently positive environmental effects, and should know, with
some cegree of certainty, the extent and location of those effects.
The program funded in this budget moves toward these objectives.

Restore America’s Competitiveness.—The ability of the Nation to
meet global competition, to provide for national security, and to
improve the quality of life for all citizens depends in part upon
national investments in science and technology. The Nation’s
future position in global markets will depend upon:

e the allocation of national resources to the generation of new
knowledge; and

e the effective and timely transfer of this new knowledge to
specific applications.
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To satisfy these needs, the administration proposes continued
increases in federally supported basic research, including:

* an increase of about 18 percent in funding for basic research
for the National Science Foundation and a doubling of its
budget by 1992;

e an increase of about 22 percent in basic research activities of
the National Aeronautics and Space Administration, includ-
ing the initiation of two new science and technology pro-
grams; and

e an increase of about 15 percent for the general science pro-
grams of the Department of Energy, permitting better use of
basic research facilities.

Support for basic research, particularly at universities, is a key
factor in generating sufficient new knowledge to ensure continued
technological innovation. Federal support for basic scientific re-
search is estimated to increase by 76 percent between 1982 and
1988—an average rate of growth of nearly 10 percent annually.

A second key element in the continued leadership of the U.S. in
science and industry is the future availability of high-quality scien-
tists and engineers. The administration proposes to increase the
emphasis on research programs that would contribute to the devel-
opment of such “human capital.” This emphasis will be reflected in
new basic science and technology centers, and in a variety of
ongoing programs of the National Science Foundation (NSF).

Increase the Number of Subsidized Housing Units.—Housing
vouchers continue to be the cornerstone of the administration’s
housing policy. They are less expensive than new construction
subsidies and benefit tenants by giving them more freedom of
choice about where they live. For 1988, the administration is pro-
posing to provide 102,000 additional households with subsidies—
twice the level proposed in 1987. Most are vouchers: 79,000 funded
through the Department of Housing and Urban Development
(HUD) and 20,000 through the Farmers Home Administration
(FmHA). The other 3,000 subsidized units include new construction
of housing specifically for Indians and for the elderly and handi-
capped. Another 1,700 vouchers are being proposed in 1988 for
those tenants currently living in HUD or FmHA projects.

Set Federal Highway Funding Equal to User Fee Receipts.—High-
way construction and repair on the 834,000-mile Federal-aid high-
way system is financed by Federal highway user fees in combina-
tion with State and local funds. The administration proposes to set
annual Federal highway spending equal to the average annual
amount of user fee receipts, excluding interest, deposited in the
highway trust fund. Consolidation of several Federal-aid programs,
together with provisions to increase the flexibility States have in
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- spending these funds, would improve the abilities of States to meet
highway needs.

Limit the Federal Role in Mass Transit Funding and Distribute
Funds More Appropriately.—The Federal Government assists
States and localities with their mass transit programs through
grants for capital and operating expenses. These grants are fi-
nanced in part by a dedicated source of funding from a share of
motor fuel tax receipts.

The administration seeks a more appropriate distribution of this
dedicated source of transit funding. Currently, 83 percent of these
funds benefit fewer than 20 cities. The administration is proposing
that these funds, which are collected in every State, be allocated by
formula to States and local agencies.

The Federal role in transit would be limited to management and
allocation of the dedicated penny tax for transit, with no further
funding of discretionary grants or other transit from general funds
(except: for the Washington, D.C. system, which is separately au-
thorized).

Terminate Costly and Unjustified Electrification and Telephone
Subsidies.—The Rural Electrification Administration (REA) pro-
gram has gone far beyond its original purpose of making loans
available to cooperatives to provide electricity and telephone serv-

“ice to rural areas. Recipients of subsidized REA loans today include
electric cooperatives serving prosperous urban or suburban areas of
cities such as Washington, D.C., Atlanta, Houston, Minneapolis,
and Denver.

The administration proposes to terminate the costly existing sub-
sidized direct loan program (5 percent interest), the 100 percent
REA guaranteed Federal Financing Bank (FFB) loans, and the
subsidized Rural Telephone Bank lending to electric cooperatives
and telephone companies. Electric and telephone borrowers serving
largely urban, suburban, or recreation areas and most telephone
borrowers who are subsidiaries of larger holding companies would
no longer be eligible for any REA assistance starting in 1988.

Fill the Strategic Petroleum Reserve at 35,000 Barrels per Day.—
The strategic petroleum reserve (SPR) is a Government stockpile of
crude oil to supplement the market in the event of a severe disrup-
tion in world oil supplies. The administration is proposing to con-
tinue development and fill of the reserve at the current rate of
75,000 barrels per day during 1987, but to reduce the rate to 35,000
barrels; per day in 1988. This proposal is consistent with the admin-
istration’s support for development of a 750 million barrel reserve
and continues to preserve the Nation’s energy security.
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Constrain or Eliminate Community and Economic Development
Programs for State and Local Governments.—In 1988, the adminis-
tration will continue its effort to concentrate Federal resources on
national priorities and provide maximum opportunities for State
and local governments to meet their own local community and
development needs. The comprehensive and flexible community
development block grants (CDBG) will be the principal vehicle for
continued Federal support. The administration proposes to estab-
lish the CDBG program level at $2.6 billion for 1987 and 1988. The
most needy communities will continue to receive adequate re-
sources through legislation to target resources to such areas. The
administration is proposing termination of the urban development
action grants (UDAG) program, the Economic Development Admin-
istration (EDA), and the Appalachian Regional Commission (ARC).

Phase Out EPA Sewage Treatment Grants.—The Environmental
Protection Agency’s (EPA) sewage treatment grant program pro-
vides financial assistance to State and local governments for the
construction of publicly owned sewage treatment systems. The ad-
ministration’s budget provides $2 billion each in 1987 and 1988 and
declining amounts in future years as part of a major legislative
proposal to phase out the program by 1994. The Federal commit-
ment will be limited strictly to assistance for construction of treat-
ment facilities and related appurtenances to ensure maximum en-
vironmental benefits and cost-effectiveness.

Social Programs.—The Federal Government supports a wide
range of social programs involving education, training and employ-
ment, social services, health, and income support. This section
discusses some of the major administration initiatives that affect
discretionary programs in these areas.

Provide Major Increases for AIDS Research and Education.—
Acquired immune deficiency syndrome (AIDS) remains the admin-
istration’s highest public health priority. The administration pro-
poses $534 million for the Department of Health and Human Serv-
ices (HHS) AIDS research and education programs in 1988—a 28
percent, or $118 million, increase over the 1987 level and more
than twice the level for 1986.

In addition, the administration proposes $98 million for use by
the Veterans Administration and the Department of Defense to
screen for the AIDS antibody and to counsel and provide medical
care for veterans with AIDS.

Provide Stable Support for Basic Biomedical Research.—The ad-
ministration proposes to adopt a long-term policy of stable and
sustainable support for basic biomedical research by seeking obliga-
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tional authority of $5.8 billion for the National Institutes of Health
(NIH) in 1987 and 1988. The 2-year total of $11.6 billion represents
a 12 percent increase over the previous 2-year total of $10.4 billion.

Prouvide Assistance to the Homeless.—The administration believes
the problem of the homeless is one characterized by intense person-
al suffering, but one not given to easy solutions. This administra-
tion responds to the problem of homelessness in several ways,
including funding emergency needs for food and shelter, and direct-
ing that more efforts be made to ensure that the homeless have
access to entitlement programs, such as food stamps, supplemental
security income, aid to families with dependent children, VA bene-
fits, and social security.

The budget proposes to continue the emergency funds for feeding
and housing the homeless for the Federal Emergency Management
Agency at $80 million in 1988, to be distributed through a national
board of major private charities. This is a $10 million increase
above the 1987 amount.

Limit the Federal Role in the Financing, Content, and Structure
of Education Programs.—Education has always been and should
remain primarily a State, local, and family responsibility. Al-
though the Federal Government plays an important role—particu-
larly for programs for the disadvantaged, the handicapped, and
others in special need of additional support—the administration
seeks to reduce the current size of the Federal financial involve-
ment in education. In total, budget authority for Department of
Education programs is proposed to be $14.0 billion for 1988. Some
of the major program proposals are described below.

e For programs for the handicapped and for rehabilitation, the
budget allows for increases to offset inflation for the major
State grants in 1987 and 1988 and reductions in selected other
programs.

e For compensatory education for the disadvantaged, the ad-
ministration proposes $4.1 billion in budget authority for
1988—a $200 million increase over the 1987 appropriation.

e For student aid for higher education, the administration pro-
poses that guaranteed loans that have no direct costs to the
Giovernment be made available to all students without any
limit other than the cost of education. A Pell grant program
for the neediest students would be maintained, with targeting
improvements allowing funding reductions from $3.8 billion
in 1987 to $2.7 billion in 1988 and $2.0 billion in 1989 and
beyond.

Reform Job Training Programs.—The various programs now pro-
viding job search, job training, and cash benefits to dislocated
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workers, are proposed to be replaced by an entirely new program.
This new worker adjustment assistance program would assist all
dislocated workers without regard to why they are unemployed,
and will encourage workers to recognize when their old jobs are
gone and move more quickly on to new careers. The new program
would receive $980 million in 1988, compared to the $344 million
appropriated for job search, training, and cash assistance in 1987.

The summer youth employment program is proposed to be con-
verted-into a year-round program of remedial skill training, subsi-
dized summer jobs, or a mixture of both, as determined by local

‘areas, for youth in families receiving support from the aid to

families with dependent children (AFDC) program. The administra-
tion proposes to provide $800 million, $50 million more than the
1987 enacted appropriation for the summer youth employment pro-
gram.

Legislation will be proposed to decentralize authority, financing,
and responsibility for administering State unemployment insur-
ance and employment service programs to the States.

Continue Support for Important Social Services Programs; Reduce
Support for Others.—The administration proposes to continue fund-
ing for the social services block grant at $2.7 billion in 1988, the
same as the 1987 enacted amount. Selected other programs are
proposed for reductions or termination. The administration pro-

poses to begin to phase out the community services block grant in
1988.

General Government.—This category of discretionary programs
includes many core functions of Government: conduct of interna-
tional affairs, administration of justice, legislative and central exec-
utive functions, and fiscal operations such as tax collection.

International Affairs.—The President proposes to reverse the
sharp decreases in funding for many international affairs programs
that have taken place over the past 2 years. A 1987 supplemental
appropriation of $1.3 billion in budget authority is proposed.
Budget authority for 1988 is requested at $19.1 billion, which is
$1.0 billion above the 1987 level with the supplemental. Outlays in
1988 are estimated to be $15.2 billion.

International spending will be carefully targeted. A major por-
tion of the proposed increases is needed to make good on firm
commitments of the United States to other countries and organiza-
tions, commitments that Congress has fully reviewed and affirmed.
The increases also will allow vital support for the national security
of the United States in a variety of ways, particularly through the
provision of military and economic aid to democratic governments
struggling to maintain their freedom. Further, the increases are
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intended to protect the lives of American citizens and officials
against widespread threats by international terrorists. Finally, the
United States must further strengthen its international informa-
tion programs. These programs reach out to peoples throughout the
world to provide them with the truth about the United States, the
rest of the democratic world, and repressive, totalitarian regimes.

Nearly 60 percent of the 1987 supplemental is directed at inter-
national security assistance objectives. Over half of these security
funds are needed to honor the obligations of the United States to
countries that provide military bases or base access for United
States forces. These commuitnnents stnply cannot be ignored with-
out impairing the Nation’s secuirity. Miuch of the remaining securi-
ty aid will provide crucial economic assistance to four major Cen-
tral American democracies.

For international development and humanitarian assistance, the
supplemental proposes $100 million in urgently needed reconstruc-
tion funds for El Salvador in the wake of that country’s recent
severe earthquake. The supplemental also partially would reduce
large arrearages in U.S. payments to the multilateral development
banks.

The conduct of foreign affairs is inherently a Federal governmen-
tal function carried on for all Americans. The budget calls for
modestly increased funds for the State Department’s regular oper-
ations-—including enhanced reporting and analysis and improved
data processing and telecommunications capability. Most of the
$0.6 billion in increased spending in this area would protect U.S.
facilities and officials abroad from attack. The increase in such
attacks over the past decade and the resulting loss of life demand a
major upgrade for diplomatic security by the United States.

In trying to communicate more effectively with the peoples of
the world—particularly those of communist countries—the United
States has embarked on a major worldwide modernization and
expansion of Voice of America and Radio Free Europe/Radio Liber-
ty broadcasting facilities. To ensure that the U.S. message gets
through to a growing audience, increases in radio construction and
modernization programs are needed.

Expand Government-wide Drug Enforcement and Fight Drug
Abuse.—Overall, for drug law enforcement, prevention, and treat-
ment, budget authority has climbed from $1.2 billion in 1981 to
more than $3.0 billion proposed in 1988.

Improvement of the Federal drug law enforcement program has
been one of the administration’s top domestic priorities. This
budget. proposes resource levels for 1988 necessary to continue the
Federal priority given to drug enforcement. The 1988 request is
$0.5 billion lower than the enacted 1987 level of $3.0 billion for two
reasons. First, $225 million was appropriated in 1987 for grants to
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assist in drug enforcement activities at the State and local level.
The administration believes that this one-time infusion of funds
will provide significant assistance to local drug enforcement efforts,
so such grant funds will no longer be needed for 1988. Second,
approximately $350 million was appropriated for capital purchases
made in 1987, which need not be repeated in 1988. Partially offset-
ting these decreases are about $70 million of increases for drug
enforcement operations in 1988. For example, budget authority for
the Drug Enforcement Administration is proposed to increase from
$490 million in 1987 to $522 million in 1988.

The administration also proposes to expand the drug abuse treat-
ment, research, and prevention programs begun in the President’s
drug abuse initiative, and to continue substantial levels of drug
abuse research funding.

Implement Immigration Reform.—On November 6, 1986, the
President signed into law a landmark revision of the Nation’s
immigration laws—a rgvision 6 years in the making. The budget
seeks $138 million in supplemental 1987 budget authority and $194
million in 1988 budget authority for the Immigration and Natural-
ization Service to carry out this legislation.

Provide Necessary Resources for Securities and Exchange Commis-
sion (SEC) and Commodity Futures Trading Commission (CFTC).—
The administration is proposing budget increases for the independ-
ent regulatory agencies responsible for ensuring that the Nation’s
financial markets are kept efficient and that their integrity is
preserved.

REVENUE CHANGES

In addition to the programmatic changes discussed above, the
administration proposes a number of revenue changes to:
collect taxes owed but not paid;
improve the allocation of Federal credit;
sell loan assets where appropriate;
shift to the private sector the production of certain goods and
services; and
e charge reasonable user fees for Federal programs that deliver
services to identifiable beneficiaries. |

Credit Reform.—The administration proposes to change the way
Federal credit programs are treated in the budget. The proposal
would charge the true economic cost of credit—the present value of
the subsidy—to any agency making or guaranteeing loans. Adop-
tion of this proposal would be a significant improvement over
current practice. It would:
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e accurately and equitably measure the benefits of Federal
credit programs;

e encourage delivery of benefits in the form most appropriate to
the needs of beneficiaries;

e put the cost of credit programs on an expenditure basis equiv-
alent to other Federal spending; and

e improve the allocation of resources among credit programs
and between credit and other spending.

Details of this proposal and specific legislative language will be
prepared and sent to the Congress at a later date.

Other Loan Asset Sales.—The Federal Government will continue
and expand its pilot program of selling existing loan assets without
recourse—a program first proposed in the 1987 budget. These sales
are designed to achieve four main goals:

e reduce the Government'’s cost of administering credit;
e provide an incentive for agencies to improve loan origination
and documentation;
e agsist in determining the subsidies on Federal credit pro-
grams; and
* increase budgetary offsetting receipts in the year of sale.
The sales program includes loans with a face value of $11.2

billion in 1988, which are estimated to produce offsetting receipts
of $5.3 billion.

Privatization.—Privatization is a strategy to shift the production
of goods and services from the Government to the private sector in
order to reduce Government expenditures and to take advantage of
the efficiencies that normally result when services are provided
through the competitive marketplace. Building on the sale of Con-
rail, which was approved by the Congress last year and is expected
to take place in 1987, the administration proposes in this budget a
number of privatization initiatives:

Amtrak.—The administration proposes that the Federal Govern-
ment get out of the passenger rail business by severing its financial
ties to Amtrak. The budget proposes to terminate all Amtrak subsi-
dies and dispose of some or all of Amtrak’s assets, the majority of
which are in the Boston-to-Washington corridor, to one or more
private sector companies, rail passenger organizations, or other
entities. The disposal of Amtrak’s assets will generate offsetting
receipts estimated to be $1.0 billion in 1988, which will partially

repay the more than $12 billion in Federal subsidy already paid to
Amtrak.

Naval Petroleum Reserves (NPRs).—The administration proposes,
as it did last year, that the Federal Government sell the two oil
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fields it operates—Elk Hills, California, and Teapot Dome, Wyo-
ming. Running an oil field is a business, not a Government activi-
ty. Private owners can produce and market oil more efficiently and
effectively than can the Federal Government.

Selling the NPRs is estimated to reduce the deficit by $2.5 billion
in 1988 and $0.3 billion in 1989. In addition, if the assets are sold,
they will generate hundreds of millions of dollars in tax receipts
for the Treasury in future years.

Power Marketing Administrations.—The budget reproposes dives-
titure of the five power marketing administrations (PMAs), which
supply 6 percent of the electricity generated in the country. These
are commercial activities, which in most areas of the country are
performed by private and other non-Federal enterprises.

The administration continues to believe that divestiture can lead
to creation of new enterprises that are more responsive to regional
and customer needs, without significant increases in power rates.
Administration activities will be coordinated with Congress and
with existing power customers, and legislative authorizations will
be sought when necessary. (Implementation, of course, cannot pro-
ceed until there are necessary legislative approvals.)

Auction of the Unassigned Spectrum.—The administration pro-
poses to allow the use of auctions, instead of the present practice of
using hearings and lotteries, in assigning Federal Communications
Commission licenses for use of the unassigned spectrum. Public
auctions will capture the true value of the license and give taxpay-
ers a return for the use of the spectrum, which is considered public
property. Auctioning the assignments for frequencies is expected to
generate $600 million in 1988.

Helium Operations.—The budget proposes an increased role for
industry in supplying helium to U.S. Government users. The pri-
vate helium industry will provide purification and transportation
services to Federal helium consumers using crude helium from the
Government’s existing inventory in the Cliffside field storage reser-
voir. Government-owned helium facilities and helium program
assets other than the inventory of crude helium will be offered for
sale.

Excess Real Property.—In 1987, Federal agencies will identify
more than $800 million in excess real property for disposal. The
General Services Administration will sell this property over the
next 2 years; the receipts will help reduce the deficit.

User Fees.—Some of the services the Federal Government pro-
vides are utilized by narrowly defined groups or individuals. Agen-
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cies should recover a portion of their costs for providing these
services through “user fees,” in which recipients of the service are
charged directly. Direct charges to users are appropriate because
those who benefit from the service pay the cost; taxpayers do not.
User fees increase efficiency of service delivery by reaching those
willing to pay. Cost-based user fees may also provide an incentive
for the private sector to provide comparable service at lower cost.
The administration proposes to:

* increase fees in the mortgage finance programs of the Federal
Fousing Administration and the Government National Mort-
gage Association;
increase fee for Veterans Administration home loans;
charge for Coast Guard services;
increase recreation user fees;
charge user fees for the Food Safety and Inspection Service;
reform pension benefit guaranties;
revise user fees for guaranteed student loans;
establish user fees for the United States Travel and Tourism
Administration; and
e increase user fees for Commerce products and services.

SUMMARY OF TABLES

The first table in this section shows total outlays for the major
components of the budget: social security benefits; national defense;
major medical programs; other mandatory programs; programs
that provide economic subsidies and development; social programs;
general government programs; and net interest. The next table
summarizes the deficit reduction proposals described in the sec-
tions above. For each of the major categories of programmatic
changes and revenue changes, the table shows budget savings rela-
tive to a current services level. The current services level is a
measure of the budget outlook assuming no changes in policy.
Current services estimates are based on an assumption that exist-
ing laws and programs will simply be carried forward, adjusted
only for inflation and other anticipated relatively uncontrollable
changes such as increases in the number of beneficiaries.

MAJOR COMPONENTS OF THE BUDGET

(In billions of dollars)
1986 1987 1988 | 1989 | 1990 | 1991 | 1992

Social security benefits.......... cocoeeerererereerieriennen. 196.5 | 205.5| 2169 | 230.0 | 2444 | 259.1 | 273.2
National defense...........ccecveeeecemeeeeeeneeecrcersnasaenes 2134 | 282.2| 297.6 | 312.2| 330.0 | 349.5| 3709
Major medical programs............cccceeeurerreererenrenene. 106.4 | 111.2 | 1123 | 122.1| 130.8 | 140.7 | 151.2
Other mandatory............cooue. coveveenmeemeensnseensnsaenes 151.9 | 156.3 | 144.5| 1434 | 1448 | 1468 | 1483
Discretionry:

Economic subsidies and development................ 845| 813| 809| 822| 83| 798| 799

S T A S 4541 4661 4441 4501 4481 4521 446
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MAJOR COMPONENTS OF THE BUDGET—Continued
(In billions of dollars)

1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 1992
General government...............oocerevereeerensensunnnne 28.7| 321| 341| 383| 402 | 426| 445
Subtotal, discretionary............ccccovvrerrreerennee. 158.7 | 160.0 [ 159.4 | 1654 | 1674 | 167.6 | 169.0

Net interest........covveveeee e seessaeeens 136.0 | 137.5| 139.0 | 1415 139.0 | 1348 | 1221
Subtotal, gross Federal outlays. ................... 1,022.8 [1,052.7 {1,069.7 |1,114.7 |1,156.3 {1,198.5 (1,234.6
Undistributed offsetting receipts. ...........cccouerruees —33.0—37.1 | —454 | —458 | —48.5 | —54.0 [ —55.6
Total Federal outlays............ccceerreerrrenrrnneee. 989.8 {1,015.6 {1,024.3 {1,069.0 {1,107.8 |{1,144.4 {1,178.9

SUMMARY OF DEFICIT REDUCTIONS

(Change from current services, in billions of dollars)

1987 1988 1989 1990 1991 1992
Programmatic changes:

Major medical programs.............cccceevneee. —0.1 —6.7 —~77( =100 -118| -—139
Other mandatory..........cooeevverevcrereerrennee, —0.1 —34 -82] -114| -131| -139
Nondefense discretionary:

Economic subsidies and development..| —1.3 —46| -107( -—-119| -—150| —16.2

Social programs...........cceeeererursuenrenne —05 —4.5 —7151 =100 —=113| =125

General government...........ccccevvevuennnn 1.1 0.5 3.2 2.5 2.1 1.5

Subtotal, nondefense discretionary..| —0.7 —86| -—-150| -—-193| -—-242| -213
Subtotal, programmatic changes..., —-09| —187| —-308| —408| —491| 551
Revenue changes:

Governmental receipts 1........cccovvereeneen. —0.1 —6.1 —8.0 —8.6 —8.8 -89
Credit reform ..., —13 —0.6 0.9 2.2 3.6
Other loan asset SaleS..........cceveeereereenseeverrereecienene —4.2 =17 —038 —0.3 —*
1117172 (11 —0.1 —54 -3.7 —38 —6.5 —53
T —— -0.3 —-3.2 -~3.5 —3.6 —3.7 -3.8
Other revenue Changes............cccceeceeveeeenswevrecrrsenenenns —2.1 —2.6 —3.6 —43 —6.7

Subtotal, revenue changes.................. ~04] —-224| 2011 -—-195| -—-215| -—-21.2
INrest........ceovveeeeeeeerereeereeereesessereesenne —* -13 —-3.2 —6.0 -93| -—-143

Total deficit reductions................... —13| —424| -542| —662( —799| —906
*$50 million o less.

1 For additional details, see Part 4, “Federal Receipts by Source”, and Special Analysis A, “Current Services Estimates.”

The administration proposes to reduce the 1988 deficit by $42.4
billion below the current services level. Nearly 56 percent of these
reductions are a result of the various revenue changes discussed
above, and lower interest. Only 44 percent of the reductions are a
result of programmatic changes. Even after these proposed reduc-
tions, outlays for many programs will increase between 1987 and
1988. The next table provides additional detail on the dollar
amounts of proposed changes in specific programs. The last table
shows that of the $42.4 billion in reductions, $12.8 billion results
from privatization and other proposed terminations.
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PROPOSED DEFICIT REDUCTIONS
(Change from current services, in billions of dollars)

1987 1988 1989 1990 1991 1992
Programmatic changes:
Major medlical:
MEAICAIE ........oeoeeeeenecreceeee s sessressesesessesssees | seseseenesenns —46 | —40 [ =51 | —56 | —6.3
Medicaid ...........ccooomureeeeer e —* | —-14 | =30 | —40 | —52 | —6.6
Veterans medical care............c.coceeuuverenrucreneennns -01 | —0.1 —* (=01 | =01 | —-0.1
Federal employees health benefits.............ccccoovensfrrrernenncne. —-05 | —-06 | —07 | —08 | —0.38
OHREY......cceeeeceee e ssseesssssessesesssassensssenns -* 1 =01 | =01 | —-02 [ —02 | —0.2
Sublotal, major medical..............cccoeuerrrreunnne. -01 { —-6.7 | —=7.7 |-10.0 [—11.8 |—13.9
Other mardatory:
Farm price SUPPOMES..........ceevveecreeereeressessemsnsssesessa eessenessesnes 05 | =35 [ —-61 | —69 | —6.9
Federal retirement SYStemS...........ccooevueereeereeenerveenreennnnes —-15 | =17 | =19 | -21 | —-22
Child nutrition...........coeveeeeeeeeeeeeeeeece s -01 (—-08 | -09 | —-10 | —11 | —11
Family support payments...........co..oovueeveeeeerescusservecseennnnens —06 | —06 | —05 | —06 | —09
o T S W, N —-03 (—-03 | =02 | —0.1 | —0.1
3 * | —08 | -12 | —18 | <23 | —-27
Subtotzl, other mandatory...........cocoovvvvreeeererernn. —-0.1 | —-34 | —82 |-114 (—131 |—139
Nondefense Discretionary:
Economic subsidies and development.........................
Rural electrification administration........................ -02 | -15 | —-18 | —-21 | -33 | -39
Natural resources and environment....................... -02 (-11 | -16 | —-18 | =21 | -23
Rural housing insurance fund............ccceeueverennnee. —-08 | —-08 (—14 [ —-15 (-17 | —18
Rural cevelopment insurance fund........................ ~* |1 -05]|-16 | —-03 | —-03 | —04
T T N S —-03 | ~06 | =12 | =181 -18
111 O —01 | —04 | —36 [ —49 [ —58 | —6.0
Subtotal, economic subsidies and development....| —1.3 | —4.6 |—10.7 |[—11.9 |—15.0 [—16.2
Social programs:
Student financial assistance...........c..ccccovuevuernnnee —02 | —-18 | =37 | —45 | —49 | -53
Other education.............ccoocveeeeceeereeeereeeceeeceans * 1 =11 | =19 | —-25 | —29 | —-3.2
Low income home energy assistance ..............coofveeceereennene. —-06 [ —-07 | —08 | —0.8 | —09
National Institutes of Health................ccccovvuueen.c -02 [ —-05 [ —-06 | —-08 [ =10 | —1.1
Legal Services Corporation...............cocevveeveveernennseerrerennnn. -03 | -03 | —-03 | —03 | —03
1)1 -01 (-03 | —-03 | -10 | —-13 | —-1.6
Subtotal, social programs...............ooo..coeemvvveeen. —05 | —45 | =75 [-100 |-113 |—125
General government:
IRS enforcement...................oovvvvereererererrecnnee 0.1 0.4 0.6 0.6 0.5 [ 05
Department of JUSHCE.........c.ccovervenerrreeniririenee. 0.1 0.6 0.5 0.3 0.4 0.4
Conduct of foreign affairs..............cooovueerreerrrencee. 0.2 0.4 0.4 0.5 0.6 0.5
Public Law 480 food aid..............ccooemreerrremmererenne] cerierrrrenne -01 (-01 | =01 [ =02 | —0.2
Federal SUPPIY SEIVICE..........ccovuevvurrremremrreeernsaenas] seesereseneens -02 | -02 | =02 | —02 | —0.2
EXDOPRIPONT BOK ......ciovcsiuimsiciimssimsissasissiivisa sssssssssssssne —04 . 0.1 0.1 0.2
11 . 0.7 | —0.2 19 1.3 0.9 0.2
Subtotal, general government........................... 1.1 0.5 3.2 2.5 2.1 1.5
Subtotal, programmatic changes...................... —09 |—187 |—308 |—40.8 [—49.1 |-55.1
Revenue changes:
Governmental reCeIPES ..........evvereeerrecrrnrreerierrirennans -01 | —-61 [ —-80 | —86 | —88 | —89
Credit reform...........ccoeveeeeciereressenssesseessessressesssessec eseesessensens —-13 | —0.6 0.9 2.2 3.6
OUY 1008 800t SIBS ......ooivoivivcsiisiicsmimsnmsinmsvisfussassssssinsn —42 | -17 | —08 | —03 —*
Privatization:
Amtral sale and grant termination ..............ccocclicrnnnncce —16 | =06 [ =07 | =07 | =07
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PROPOSED DEFICIT REDUCTIONS—Continued

(Change from current services, in billions of dollars)

1987 1988 1989 1990 1991 1992
Sale Of NPRS.......oveeeeeeeec st eessesssnns e eeeesieenens 25 | —03 0.5 0.7 0.6
Sa10 OF PMAS . sl asmmiee —18 | —26 | =54 | —4.0
Auction of the unassigned SPeCtrum .........ccocoeewfuecrrirnenne. —0.6 [ fereecnniecsned|eennennsneessasaesenens
GSA real property Sales............ccoeveeereerecrerenenes | everereiennne —-03 | —04 | —-02 | —0.2 | —0.2
Terminate Crop INSUFANCE...............covveemveemmeseurnnsec oevsenesnnnncs —-02 | —-05 | —-06 | =07 | —0.8
Health professions training subsidies ................... —-01 | -02 | -02 { —-02 [ —-02 | —0.2

Subtotal, privatization.........cccccoveerrrrerreniunns —01 | -54 | —37 | —-38 | —6.5 | =53

User fees:

Credit fEES ...t seesaes s saesesanaes -03 | -16 | -16 | =17 | —-18 | —1.9
Othor user 1888, cuussminamsmmanamses —* 117 |-19 | -19 | —-19 | —-19
Subtotal, uSer fees........cooovveervereeerereirieeenns —03 [ -32 | =35 | -36 | =37 | 38

Other revenue changes:

FOLIC ...t cconissssmssmnessasssnsssenssasuissansssarsonssvoneseifrseesssannins —16 | —08 | =05 01 | —09
Medicare premium iNCreASE...........oceewererueerrserrss|susserserereens —06 | —18 | =31 | —44 | —538
Subtotal, other revenue Changes ...........cccccoevewfuevrerennennee. —21 | =26 | =36 | —43 | —6.7
Subtotal, revenue changes..........ccccovvverreerennee —04 [—-224 |-20.1 |-19.5 |-21.5 |-21.2
INEEIEST ...t ssaensans —* | =13 | =32 | —60 | —93 |-143
Total deficit reductions..............c.cccceuenneeen. —13 |—424 |—-542 [—66.2 (—799 |—90.6

*$50 million or less.

PROPOSED PHASE-OUTS AND TERMINATIONS

(Outlays, in millions of dollars)

Federal Reserve Bank of St. Louis

Current Savings from current services
services
1987 1988 1989 1990
Privatization:
Amtrak sale and grant termination ............cccooceveviveecvenvicinnee. 640 |—1,617 — 640 —662
Naval petroleum reServes...........cocveeeeerenrererennersnsssensesssesaees —442 [—2,500 —274 518
Power marketing administrations..........c.cccccceuvenrervnriererenneinnne. =501 |, —1,75% |—2,631
Auction of the unassigned SPECITUM ..........ccovveveeveceereereereereriens | ereeenraensenans ) ) S O [We—
GOA 12l PrOPEItY SBES......cccuuunisssisssissmsmmsimsimsssssimsusssesssinions —250 —305 —353 -213
CrOP INSUFANCE .......cooveeceeceeesssesessesesssssssss e sesessssessessasssnenns 637 —178 | —471 —627
Health professions training Subsidies .............ccccoeeerrerrcennnn. 232 —186 —188 —201
Subtotal, privatization............cccceververeiererierreerseeeeeieens 316 |[—5,386 |—3,682 |—3,816
Economic Subsidies and Development:
Department of Agriculture:
Rural electrification 10ans.............coeeeeveeeeeericneseereeesneeseeesens —35 |-2162 |—2,266 |—2,267
Rural housing insurance fund............cccecevrvnreersrrnrercnessennsenne 2,999 —776 |—1,395 |—1,530
Telephone Bank..............coeueveeemreenivnrcesiesresseesssieseessasassenans -9 —344 —473 —438
Conservation Programs...............coc.ceeuemrersreerssesssessnsssnsssssssssaess 599 | =276 | —392 | —464
Extension Service categorical grants..........cccoceeueereverrcrverennees 332 —69 —92 —104
Rural water and waste disposal grants.............ccccceverrerrcrrnne. 168 —14 -39 —170
Office of Transportation ...............cccueeveereereemenmeceesiesseessereneee 2 - =3 -3
Marketing payments t0 States .........ccccoevvmiecrvvrecrinerenienin. 2 —1 —1 -1
Rural development insurance fund ...........ccccoocovvevcvrviricnnnes 1,023 —485 |—1,589 =218
Department of Commerce:
Economic Development Administration ...........cccoovevercivcrnnnees 358 —60 —130 —184
Trade adjustment asSIStanCe..........cccocoveevevcvricrveenrciecceene, 12 S TR U ———
National undersea research program............ccceceveeeeveemreereenennes 11 —6 - || ~12
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PROPOSED PHASE-OUTS AND TERMINATIONS—Continued
(Outlays, in millions of dollars)

Current Savings from current services
services
1087 1988 1989 1990
Coastal zone management and sea grants............c.cccceueurennnnes 80 —44 —68 —81
Public telecommunications facilities .............cccooveveereeerecriennenes 21 —11 —6 -1
Department of Housing and Urban Development:
Categorical housing Programs...........ccoeueevecuemreeecseeeesseressennes 515 —10 —171 =311
Urban davelopment action grants...........ccooeveevereerereercrerannee, 440 23 -13 —133
Rehabilifation 10ans.............c.oourveeveeereeriee e 25 —-97 —126 —84
Housing development action grants...........cccooveeveeveerieerreecnnnes 157 19 —47 | —106
Department of Transportation:
Mass transit discretionary grants............cccooeevervrierireecenernenee. 898 — 52 —219 —406
STRE RTINS SEUS. oo ci0imsissnsomsmsuamias psross 8 -9 -9 —10
Miscellaneous highway Projects ............c.oeueereeueeeeersneesussiannns 115 —12 —21 -39
Environmertal Protection Agency:
Sewage construction grants............ccocooeeeevereeerrereenresieniennnn. 2,610 -9 | =230 | —390
Asbestos-in-schools 10ans/grants ..........oooveeveeveerenrecrveeniennne. 15 -39 —45 —350
Other Agencies:
Postal SUDSIY..........c.cververeecrerecrireeeeeseec e saeseessseenanens 729 —523 — 564 —582
Interstale Commerce COmMMISSION...........c..coevrurcveemureererereerrenenes 46 —35 —46 -3l
TVA economic development programs............ccocveeeereeecereeeens 12 =17 ~13 —13
Communication technology satellite...............cccccoeverrerirrreneeee. 75 ~11 v i e———
Appalachian Regional Development Commission............c........... 143 -9 -29 —61
Subtotal, economic subsidies and development..................... 11,355 |[-515 |—7,967 |—7,670
Social Programs:
Department of Education:
Compensatory education (HEP & CAMP).........cocovvvrerrenrrnneee. 1 —6 —8 —8
Several elementary and secondary programs...........c.ccocoevvueeee. 48 —41 —33 — 56
Education for the handicapped (grants for infants and
T 2 —38 —49 —53
VOCAUORM GURIBALION -.co.conivsccisiamsssimnsnanssssvmssinssissssasmissiniss 941 —312 —749 —914
Immigrant and refugee education...............ccccocvvvvcrerrenrienenes 22 -23 —44 —48
Several higher education programs...........ccccoeevmeveereevireenennes 124 —80 —94 —96
Several student aid Programs ...........co.coeeeveeeveevereeerreesiseeenens 1,161 |—1239 (-1321 |—1,367
LRRY OIS i et s nihsnaisiin 200 -5 | =100 | —139
Other Agencies:
Legal Sarvices Corporation................cc.ecueeumrcrnioerernrenienienannen, 303 —276 —323 —333
Community services block grant ............ccccooovevcrvecrcrecrcrcnnnn. 368 —54 —=127 —220
SubLital, SOCIAl PIOBIAMS ....oiucivisusssicussssiuniassnsississsaaissssnsss 3176 |—2,124 |—2,868 |—3,234
General Government:
Justice assistance grants..........cccooveereereereeerenensenienanne, 267 | —118 | —289 | =375
ORI . cosiiciomsinnnnmssmniusnsssimmis AR 15,114 |—12,784 |—14,776 |—15,095
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Part 3a
ECONOMIC OUTLOOK

The economy and the budget are interrelated. Federal receipts
and outlays depend directly on the level of economic activity, infla-
tion, interest rates, unemployment, and other economic factors.
Likewise, both outlays and the tax structure have substantial ef-
fects on the state of the economy—output, employment, and inter-
est rates. In estimating Federal receipts and outlays for future
years, therefore, the economic assumptions underlying the esti-
mates must be clearly specified.

SHORT-RANGE ECONOMIC FORECAST

(Calendar years; dollar amounts in billions)

Actual Forecast
e 1985 1986 ¢ 1987 1988
Gross national product:
Current dollars:
AMOUNT ..ottt e s n s s nenenaes 3,998 4,218 4,493 4,816
Percent change, fourth quarter over fourth quarter.............. 6.3 54 6.9 1.3
Constant (1982) dollars:
AMOUNE.......ooceeeceecececicesssaeceessasasssssessssessessesessesasasssssessenes 3,585 3,681 3,794 3,928
Percent change, fourth quarter over fourth quarter.............. 2.9 2.7 3.2 3.7
Incomes (current dollars)
o T S —— 3,314 3,493 3,700 3,941
Wages and SAlaries ............cccovuecurvceneesresininsesasssssessessensenns 1,966 2,075 2,210 2,371
Corporate profits before ax ..........ocovveeeveeesreeereersessescsenans 223 240 309 341
Price level (percent change, fourth quarter over fourth quarter:
GNP GEfIATOT ...t sesnaessseseneanes 3.3 2.6 3.6 3.5
Constiner PHce: INdeX 2........cccsnimmasnimimssi 3.3 0.9 38 3.6
Unemployment rate (percent):
Total, fourth quarter 3 ... 6.9 6.7 6.5 6.2
Insured, annUAl AVErage 4............ummssissassersissssssonsssssassassass 2.8 2.8 2.6 2.4
Federal pay raise, January (percent):
MITEAMY 5 ...t ss s s s nssss s senees 51 1 S 3.0 4.0
OV . cinnnmmnanmmmasiss oo s e .0 P 3.0 2.0
Interest rate, 91-day Treasury bills (percent) ©.........ccccoeeveuennneee. 15 6.0 5.4 5.6

1 CPI for urban wage earners and clerical workers. Two versions of the CPl are now published. The index shown here is that currently used,
as required by law, in calculating automatic cost-of-living increases for indexed Federal programs.

2 Percent of total labor force, including armed forces residmﬁ in the U.S. .

3 This indicator measures unemployment under State regular unemployment insurance as a percentage of covered employment under the
program. It does not include recipients of extended benefits under that program. _

4 Two military pay raises occurred in calendar year 1985: 4 percent in January and 3 percent in October.

5 Average rate on new issues within period, on a bank discount basis.

6 Data released after the January 5th transmittal of the budget indicate a preliminary actual for 1986 GNP of $4,208 billion in current dollars

and $3,677 billion in constant dollars. The GNP deflator is 114.5; the CPl is unchanged. The fourth quarter unemployment rate is 6.7 percent.
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LONG-RANGE ECONOMIC ASSUMPTIONS
(Calendar years; dollar amounts in billions)

Assumptions
Item:
1989 1990 1991 1992
Gross nationzl product:
Current dollars:
TN s R bt 5,165 5,524 5879 6,214
Percent change, fourth quarter over fourth quarter ...... 1.2 6.8 6.3 5.4
Constant (1982) dollars:
AMOUNT ..ottt sessesesessnessssssssssesssnsens 4,071 4,218 4,367 4,514
Percent change, fourth quarter over fourth quarter ...... 3.6 3.6 35 3.3
Incomes (current dollars):
Personal iNCOME ...........cveereererereerieeeseseeeessessessessessessenens 4,201 4,452 4,703 4,959
WEARES B0 SRS ...t 2,546 2,716 2,885 3,057
Corporate profits before tax...........cccooeverveerreeereerenserennns 377 411 444 459
Price level (percent change, fourth quarter over fourth
quarter):
1 L (T 3.5 3.0 2.1 2.0
Consumer Price INAeX L..........ooveeeeeeerereeerseereeeesesseeenenes 3.5 3.0 2.6 2.0
Unemployment rate (percent):
Total. fousth QUAKTEr 2...........ccomsinsimsssisscasmssisaisnisns 59 5.7 5.5 9.5
Insured, annual average 3.............ccooeeuerrerrenrressessnsensenee 2.3 2.2 2.0 2.0
Federal pay raise, January (percent):
VIRATY ..o ssssas s ssssases 4.3 4.6 4.5 4.2
1 O 3.0 3.0 3.0 3.0
Interest rate, 91-day Treasury bills (percent) 4.................... 5.3 4.7 4.2 3.6

* CPI for urban wage earners and clerical workers. Two versions of the CPl are now published. The index shown here is that currently used,
as required by law, in calculating automatic cost-of-living increases for indexed Federal programs.
2 Percent of ofal labor force, including armed forces residin% in the U.S.

3 This indicalor measures unemployment under State regular unemployment insurance as a percentage of covered employment under the
program. It does not include recipients of extended benefits under that program.

4 Average rat2 on new issues within period, on a bank discount basis.

The accompanying two tables show the economic assumptions
that underlie the estimates in this budget. The first table shows
the short-range economic forecast through 1988; the second table
shows the long-range assumptions underlying the budget projec-
tions. The common practice is followed in showing these assump-
tions for calendar years, rather than fiscal years. To facilitate
comparisons, the current services estimates are based on the same
economic assumptions; hence, differences between current services
and policy are just due to the direct effects of policy changes, and
do not include the possible budgetary effects of any induced
changes in the economy.

The economic expansion that began in December 1982 is now in
its fifth year. Although it is a mature expansion, it shows no sign
of ending. On the contrary, most of the evidence points to an
acceleration of growth in 1987 and 1988. Moreover, if the adminis-
tration’s policy proposals assumed in this budget are enacted, the
economy could grow above its recent trend rate through 1992,
making this the longest period of uninterrupted growth on record.

Real GNP is projected to rise by 3.2 percent this year and by 3.7
percent in 1988. The inflation rate is projected to rebound from the
oil-price-depressed 1986 rate to the 3% percent rate of 1983-1985,
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with some upward push due to the decline in the dollar, but is then
projected to decline steadily to 2.0 percent in 1992.

In constant 1982 dollars, real GNP is projected to continue to
grow at an annual rate of 3.6 percent in 1989 and 1990, progressive-
ly slowing to 3.3 percent in 1992, which is close to the economy’s
postwar average rate. This is consistent with a decline the unem-
ployment rate to 5.5 percent by the end of 1991.
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Part 3b
FEDERAL CREDIT:
INVESTMENT IN FINANCIAL ASSETS

The Federal Government is the largest financial intermediary in
the United States. At the end of 1986, it held outstanding loans
with a face value of $252 billion in its direct loan portfolio, and it
had guaranteed another $450 billion in loans. Government-spon-
sored enterprises lent another $453 billion. Thus, directly or indi-
rectly, the Government had influenced the allocation of credit
worth more than a trillion dollars.

In 1986, the Government offered $41 billion in new direct loans
and $159 billion in guaranteed loans to farmers, homeowners, stu-
dents, small businesses, exporters, utilities and State, local and
foreign governments. The subsidies implicit in these direct and
guaranteed loans amounted to nearly $18 billion. The cost of these
largely invisible subsidies has been borne by all borrowers who
have not received subsidized credit. The unsubsidized borrowers
have paid higher interest rates or fees for their credit or have not
received credit at all. The cost of defaults on these loans has been
borne by taxpayers.

The Federal credit budget, which was introduced in 1980, meas-
ures and controls the volume of credit authority. Credit authority
is simply the authority to make new direct or guaranteed loans.
The credit budget measures the volume of new credit authority at
the point when the Government legally contracts to provide the
guarantee or direct loan. It controls the credit authority through
annual ceilings set in appropriations acts on the amount of new
direct or guaranteed loans that individual credit programs may
offer. For 1988, the budget proposes new direct loans of $27 billion
and new guaranteed loans of $128 billion. This is a decrease from
1986 of 34 percent in direct loans and 20 percent in guaranteed
loans. The chart shows Federal credit activity since 1965.

The economic sectors that receive the most Federal credit are
agriculture and housing. Approximately one-half of new direct
loans over the past decade have gone to agriculture, while two-
thirds of new guaranteed loans have gone to housing. The basic
rationale of all Federal credit programs is to provide financing on

42

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



Digitized for FRASER
http://fraser.stlouisfed.org/

Total Federal Credit Budget

$ Billions $ Billions
250 250

New Guaranteed Loans

New Direct Loans

0
1965 85
Fiscal Years Estimate

terms and conditions that are more favorable to the borrower than
financing otherwise available from private sources. Some of these
subsidies serve worthwhile public purposes and should be contin-
ued. Others do not.

The administration is proposing a significant reform of credit
accounting practices. The proposal would charge the true economic
cost of credit—the present value of the subsidy provided to borrow-
ers—to any agency making or guaranteeing loans. The proposed
phase-out or termination of some credit programs is another impor-
tant initiative. The budget also contains proposals to sell $11.2
billion of face value loans from the portfolios of several Federal
agencies, and to charge higher or new user fees for many credit
programs.
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Part 3c
CAPITAL SPENDING:
INVESTMENT IN PHYSICAL ASSETS

Federal outlays for investment take several forms and are made
for many purposes. They are in the form of direct outlays or grants
and they include the acquisition of physical assets, which yield a
stream of services over a period of years; expenditures for human
capital in the form of education and training; expenditures for
research and development, which provide less tangible long-term
benefits; and lending, which yields a monetary return.

Direct Federal Physical Capital —The budget proposes to spend
$4.3 billion in 1988 on physical assets that generate future revenue,
including those for TVA power generating stations and equipment,
many Corps of Engineers projects, and Postal Service buildings and
equipment.

An additional $6.7 billion is proposed to be spent in 1988 on
federally owned nondefense physical capital that will provide long-
term benefits, but that is not expected to generate future Federal
revenue. Total direct nondefense physical investment of the Feder-
al Government amounts to $10.9 billion, or 8.7 percent of all Feder-
al investment spending, and 1.3 percent of total Federal outlays.

The remaining purchases of long-lived physical assets by the
Federal Government are for defense. In 1988, $91.2 billion is budg-
eted for Federal investment in such assets. This amount is 72.7
percent of total Federal physical capital investment and 8.9 percent
of total Federal outlays.

Grants for Physical Capital Investment.—The Federal Govern-
ment also helps pay for many public physical assets that it does
not own. In 1988, grants to State and local governments for invest-
ment purposes are proposed to be $23.4 billion, which is 18.6 per-
cent of total Federal physical capital investment and 2.3 percent of
total Federal outlays. All Federal outlays for physical capital in-
vestment, both direct outlays and grants, come to $125.5 billion or
12.5 percent of total Federal outlays.
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Part 4
FEDERAL RECEIPTS BY SOURCE

This section describes the major sources of receipts (budget and
off-budget) and the legislative proposals and administrative actions
affecting them. The economic assumptions underlying the esti-
mates are in Part 3a.

Summary

Total receipts in 1988 are estimated to be $916.6 billion, an
increase of $74.2 billion from the $842.4 billion estimated for 198T7.
Receipts in 1989 and 1990 are estimated to be $976.2 billion and
$1,048.3 billion, respectively.

Composition of Receipts.—The Federal tax system relies predomi-
nantly on income and payroll taxes. In 1988:

 Income taxes paid by individuals and corporations are esti-
mated at $392.8 billion and $117.2 billion, respectively. Com-
bined, these sources account for 55.6 percent of total 1988
receipts.

e Social insurance taxes and contributions—composed largely of
payroll taxes levied on wages and salaries, most of which are
paid equally by employers and employees—will yield an esti-
mated $333.2 billion, 36.4 percent of the total.

e Excise taxes imposed on selected products, services, and ac-
tivities are expected to provide $33.4 billion, 3.6 percent of the
total.

e Estate and gift taxes, customs duties, and miscellaneous re-
ceipts are estimated at $40.0 billion, the remaining 4.4 per-
cent of the total.

Under the tax policy and economic assumptions presented in this
budget, the income tax share of total receipts is projected to rise to
96.3 percent by 1990, 0.7 percentage point more than for 1988. This
rise is the combined effect of a 0.1 percentage point rise in the
individual income tax share and a 0.5 percentage point rise in the
corporation income tax share. Social insurance taxes and contribu-
tions are projected to rise slightly as a share of total receipts to
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Receipts
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36.6 percent. The projected share of all other receipts declines by
0.9 percentage point between 1988 and 1990.

Enacted Legislation

Several major tax laws have been enacted since the administra-
tion took office in January 1981. The first, the Economic Recovery
Tax Act of 1981 (ERTA), provided incentives for work, saving, and
investment. The major provisions of this Act included an across-
the-board reduction in individual income tax rates; the annual
adjustment of the zero bracket amount, the personal exemption,
and individual income tax brackets for inflation beginning in 1985;
and the accelerated cost recovery of capital expenditures.

The second major tax law, the Tax Equity and Fiscal Responsibil-
ity Act of 1982 (TEFRA), improved the fairness of the tax system
while preserving the incentives for work, saving, and investment
enacted in 1981. This Act increased receipts primarily by eliminat-
ing unintended benefits and obsolete incentives, and providing
mechanisms to improve tax law enforcement and collection tech-
niques.
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NET EFFECT OF MAJOR ENACTED LEGISLATION ON RECEIPTS !

(In billions of dollars)

1986 1987 1988 1989 1990 1986-90
Economic Recovery Tax Act of 1981 ............... —209.8 | —238.5 | —258.7 | —282.0 | —309.4 [ —1,298.4
Tax Equity and Fiscal Responsibility Act of

1982 ..o 46.7 56.8 58.8 58.2 59.9 280.4
Highway Revenue Act of 1982..........ccccooue..... 45 4.7 49 5.1 5.1 24.2
Social Security Amendments of 1983 .............. 10.2 12.1 24.6 31.0 23.8 101.7
Interest and Dividends Tax Compliance Act of

1983 ... ess s ssssees —-21 =17 —1.38 —20| =25 —10.0
Railroad Retirement Revenue Act of 1983....... 1.1 1.1 1.0 1.1 1.1 54
Deficit Reduction Act of 1984 ......................... 16.1 22.0 25.3 21.1 31.1 122.1
Consolidated Omnibus Budget Reconciliation

7o QL — 0.9 2.1 3.0 3.0 3.1 12.7
Federal Employees’ Retirement System Act of

1986 ...t ssessessesns s saennens —04 —0.38 —0.38 —09 -29
Omnibus Budget Reconciliation Act of 1986....|................. 2.6 2.8 2.4 1.0 8.8
Superfund Amendments and Reauthorization

RE OF 1986 ..ccicocnnvisnnnimnanm busssmins 0.6 1.0 1.1 1.1 3.9
Continuing Resolution for 1987.........ccccoovvverccivrrenieriennnns 1.9 2.1 2.4 2.5 9.5
Tax Reform Act of 1986 2..........coooeoreeececene e 18.6 09| —11.7 —90 =12

Net tax reduction...........cocevevvereeerunnneen. —1324 | —1176 | —1364 | —164.4 | —193.1 | —743.8
ADDENDUM

Net effect on receipts by source:

Individual income taxes.........cccocvvveeveerenne. —1344 | —157.0 | —186.2 | —216.9 | —2386 | —933.2

Corporation income taxes ............cccoceevuneeen. —14.8 18.5 19.7 20.6 24.2 68.3

Social insurance taxes and contributions..... 11.3 13.8 21.3 334 25.1 110.9

EXCISE TAXES ....ooveeeeeeeeceeee e 11.3 14.4 11.2 8.7 8.5 54.0

Estate and gift taxes.........cccoeeevcruvrnccnnece, —35.9 —19 -92| =110 —124 —46.4

Customs duties.........cceceeereecrerrenieerirnennene. * 0.6 0.5 0.6 ' 1.8

Miscellaneous receipts..........coeevevveeveeerenenee 0.1 0.2 0.3 0.1 0.1 0.8

*$50 million or less.

! These estimates are based on the direct effect only of legislative changes at a given level of economic activity, induced effects on the
economy are taken into account in forecasting incomes, however, and in this way affect the receipts estimates by major source and in total.
2 The Tax Reform Act of 1986 also increases outlags.by the following amounts: 1987, $0.1 billion; 1988, $1.7 billion; 1989, $2.8 billion; and
1990, $2.8 billion. The cumulative amount for 1987-90 is $7.4 billion.

The Highway Revenue Act of 1982 was the third major tax law
enacted since January 1981. This Act increased the excise tax on
gasoline and diesel fuel and restructured other highway related
taxes.

Three  major laws affecting receipts were enacted during 1983.
The first, the Social Security Amendments of 1983, restored the
solvency of social security trust funds through a combination of
revenue increases and benefit reductions. The Interest and Divi-
dends Tax Compliance Act of 1983 repealed the withholding of
taxes on interest and dividend income provided in TEFRA. The tax
increases provided in the Railroad Retirement Revenue Act of
1983, together with the benefit reductions provided in the Railroad
Retirement Solvency Act of 1983, were designed to place the rail-
road industry pension program on a sounder financial basis. De-
spite these changes, further deterioration in the system has forced
the rail pension actuaries to recommend financing increases in the
pension program.
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The most recent major tax law enacted prior to 1986 was the
Deficit Reduction Act of 1984 (DEFRA). The major provisions of
this Act increased the efficiency of the tax system by curbing tax
shelter abuse, limiting unwarranted tax benefits, and further im-
proving tax law enforcement.

One of the most sweeping overhauls of the tax code in our
Nation’s history became law on October 22, 1986, when President
Reagan signed the Tax Reform Act of 1986. The major provisions of
this Act, which broadened the individual and corporation income
tax bases and substantially lowered individual and corporation
income tax rates, were designed to restore simplicity and fairness
to the Federal income tax code.

Other major laws enacted during 1986 affecting receipts included
the Consolidated Omnibus Budget Reconciliation Act of 1985, the
Federal Employees’ Retirement System Act of 1986, the Omnibus
Budget Reconciliation Act of 1986, the Superfund Amendments and
Reauthorization Act of 1986, and the Continuing Resolution for
1987.

As a result of these legislated changes, taxes have been reduced
by $743.8 billion over the 1986-1990 period relative to pre-1981 tax
law.

Receipts Proposals

Internal Revenue Service (IRS) Initiatives.—The administration
proposes to increase IRS funding in 1988 to ensure the smooth
implementation of tax reform, to improve tax law enforcement,
and to close the gap between taxes owed and taxes paid.

Other.—The administration also proposes that:

e Medicare hospital insurance (HI) coverage be extended to all
State and local government employees.

e Exemptions from gasoline and other highway excise taxes be
repealed.

* Contributions to the rail industry pension fund be increased.

e Employers pay the employer portion of the social security
(OASDHI) payroll tax on total tips.

e Excise taxes on coal production used to finance black lung
disability benefits be increased.

e Social security (OASDHI) coverage be extended to certain
earnings.

e Customs user fees scheduled to expire September 30, 1989 be
increased and extended.
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EFFECT OF PROPOSED LEGISLATION AND ADMINISTRATIVE ACTION ON RECEIPTS !

(In billions of dollars)

Federal Reserve Bank of St. Louis

1987 1988 1989 1990
IRS INIIATIVES........c.vvereeeeeeceeeseeesssssessssssssesessesssesessssessesssensssssssssssess | sessesssesesnnes 2.4 3.1 33
Extend HI coverage to State and local employees.............cocoevvevrverecernc|eonercrrennnn. 1.6 2.2 2.2
Repeal gasoline and other highway tax exemptions 2.............ccooovveeicsfecrrecerennnns 0.6 0.6 0.6
Increase contribution to rail industry pension fund ............ccoovvevevvvcecerrecicinnnnnes 0.1 0.3 0.3
Require employer tax on total tips 2...........cccvcumecmensssnonscssassaseassssnsins] sssssasessssasses 0.2 0.3 0.3
e M T T T S—— 0.3 0.3 0.3
Extend OASDHI coverage to certain arnings..........coccoeeueeueemuueeemscsreenns | severseesennnae 0.3 0.3 0.4
CUSTOMS USEE fBR 2.......o.eeeeeeecrectes st sasss s s s ssssassassnsenes o 0.1 0.1 0.5
Railroad unemployment inSUrance COVETage ............cooevuerureremueerneuneeneeans eereeeensenaennes 0.1 0.2 0.2
IRS USEE fBES ......eeeoeeceecreecicectesssssaesssssssesnsesesssessssensssnssssessnsasssssenes | ssesssssesssanens 0.1 0.1 0.1
Railroad windfall subsidy finanCing ............ccoueeeererreerienrrnnereseiessesiessesferseesessenane, 0.1 0.1 0.1
D.C. employer contribution 10 CSRS ...t e evensenns = * e
NOCIEa! DOWES DIONL 1005 ....ccvmusiimanmismsmniinsmsmsimiss 0.1 0.1 0.1 0.1
)11 (USSR, W 0.1 0.4 0.4
TORAL ..ot aess st sansntes 0.1 6.1 8.0 8.6
ADDENDUM
Effect of proposals on receipts by source:
[T T T 7 —* 1.1 1.4 14
COMpOration: ICOME TANES ..o 1.0 1.5 15
Social insurance taxes and CONHIDULIONS ...........cceecevvmuecreenrecrssseceens | eeeeeesneseenens 2.4 3.5 3.5
ON-DUAZEL ...t ssessensesseessnsssnes e eresanessaeneene (2.0) (2.9) (2.9)
OFf-DUAZEL ...t ssesssessssesssessssssee esesesesaennens (0.4) (0.6) (0.6)
EXCISE TAXES ......ooveeecicriects st ssas s sesss s ssssssenes | eesssssasaeseans 1.2 1.2 1.2
111 OO 0.1 0.4 0.5 1.0
BB s 0.1 6.1 8.0 8.6
OIDIIOEE .. oo (0.1) (5.8) (7.5) (8.0)
OFf-DUAEEL........oooeeeee e asssseseessseeseaessessssnsns eessseessnssesees (0.4) (0.6) (0.6)
*$50 million or less.
! These estimates are based on the direct effect of legislative changes at a given level of economic activity. Indirect effects on the economr
are taken into account in forecasting incomes, however, and in this way affect the receipts estimates by major sources and in total.
2 Net of income tax offsets.
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Part 5

FEDERAL PROGRAMS BY FUNCTION:
MEETING NATIONAL NEEDS

This section discusses the budget in terms of functions, which are
broad categories of activities with similar purposes. The programs
are grouped into functions so that related Federal activities that
meet particular national needs are considered together, regardless
of which agencies are responsible for them. The functional struc-
ture classifies these activities according to their primary purpose.
Each activity is classified only in the function that defines its most
important purpose, even though it may serve more than one.

There are 19 functions, each of which is divided into one or more
subfunctions, which are narrower and more homogeneous group-
ings of programs. There are two additional categories—allowances
and undistributed offsetting receipts—that are not themselves
functions because they do not consist of programs, but are needed
to encompass the entire budget. For purposes of this section, educa-
tion activities are discussed as if they were a separate function.
There have been no major changes in the functional structure of
the budget since last year.

The function-subfunction hierarchy is used in the outlay chart or
table that is presented for each function. The chart or table dis-
plays the outlays including the results from the President’s propos-
als; the accompanying text explains them. Table 4 at the back of
this volume supplies the outlay data underlying the charts in this
part.

While outlays are an important measure of resources allocated to
Federal programs, they do not cover all Federal activities. Federal
loan guarantees generally require no outlays unless the borrower
defaults. To monitor and control Federal credit activities, a sepa-
rate credit budget reflects all new guaranteed loan commitments
and direct loan obligations. Table 6 shows these data by agency.

Tax expenditures, also not measured by outlays, are another
means by which the Federal Government can achieve policy objec-
tives. Tax expenditures are provisions of income tax law that allow
a preferential rate of tax, a special credit, a deferral of tax liability,
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or a special exclusion, deduction, or exemption. Tax expenditures
are discussed at the end of this section.

NATIONAL DEFENSE

This function includes activities directly related to the defense
and security of the United States. The national defense program
seeks to preserve peace by maintaining sufficient military strength
to deter war and provide for a successful defense if war should
occur. Budget authority for defense declined in real terms in both
1986 and 1987, due to congressional cuts of $65 billion from admin-
istration requests. To preserve the real gains in our military capa-
bilities and national security made earlier in this administration,
the budget proposes an increase in budget authority for national
defense from $293 billion in 1987 to $312 billion in 1988 and $332
billion in 1989. Outlays are estimated to be $282 billion in 1987,
rising to $298 billion in 1988 and $312 billion in 1989.

Conventional Forces.—Conventional forces are required to deter
nonnuclear aggression and to respond to aggression if deterrence
should fail. The major elements supporting these forces are pay
and benefits for military personnel; purchase, operation and main-
tenance of conventional arms such as tanks, ships and aircraft;
procurement of ammunition and spare parts; and training. Budget
authority of $173.4 billion is requested for these forces in 1988, and
$184.4 billion for 1989. Major acquisitions include new helicopters
and M-1 tanks for the Army, new Navy ships, and Air Force
fighter aircraft.

Strategic Forces.—Strategic forces are required to deter Soviet
conventional or nuclear attack against the United States and its
allies. The budget includes proposals for continuing the moderniza-
tion of our strategic bomber forces by acquiring B-1B bombers, the
Advanced Technology Bomber, and Advanced Cruise Missiles.
Land-based forces are being modernized by procuging Peacekeeper
missiles, developing a survivable rail-mobile basing system for the
Peacekeeper, and developing a new, small intercontinental ballis-
tic missile. Our sea-based forces are being modernized by procuring
one Trident submarine a year and by developing and procuring
new Trident Il sea-launched missiles. Funding increases are pro-
posed for the President’s Strategic Defense Initiative—a research
effort to determine whether an effective defensive system against
ballistic missiles can be deployed.

Supporting Activities.—Supporting defense activities include re-
search and development, training and medical services, central
supply and maintenance, and other overhead and logistic activities.
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National Defense (Budget Authority)
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Budget authority of $106.2 billion is requested for these activities
in 1988, and $111.2 billion for 1989. Defense research and develop-
ment programs are intended to devise new and better weapons
systems to meet changing military needs. They involve a broad
range of activities, from basic research to construction of full-scale
prototypes of weapons systems.

Atomic Energy Defense and Defense-Related Activities.—The De-
partment of Energy develops, tests, and produces nuclear weapons
and reactors for nuclear-powered ships. Budget authority of $8.0
billion is requested for this work in 1988.

Other defense-related activities include stockpiling strategic ma-
terials, developing civil defense plans, and maintaining a stand-by
selective service system.

INTERNATIONAL AFFAIRS

The Federal Government has responsibility for protecting and
advancing the interests of the United States and its people. in
international affairs. U. S. foreign policy is directed toward achiev-
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ing a peaceful world environment, built on international security
and prosperity, in which individuals may enjoy political and eco-
nomic freedom. The administration proposes to reverse the sharp
decreases of the past 2 years in budget authority for many interna-
tional affairs programs, decreases which will lead to outlay reduc-
tions in later years. For 1987, supplemental appropriations are
proposed that add $0.6 billion in outlays for that year. Outlays for-
international affairs programs are estimated to be $15.2 billion for
1988. This is an increase of $0.6 billion from the $14.6 billion
estimated for 1987, assuming enactment of the supplemental appro-
priation.

Outlays for International Affairs

$ Billions $ Billions
25 25

International
Financial
Programs
and Other

International
Security
Assistance

International Development
and Humanitarian Assistance
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Foreign Aid.—Outlays for international security assistance pro-
grams for 1988 are estimated to be $7.7 billion. These programs
primarily serve to strengthen democratic countries where the
United States has special security concerns. Over half of the sup-
plemental appropriation will be used to meet prior commitments to
recipients of security assistance. The 1987 spending levels will be
maintained in 1988, but outlays will drop because of estimated
large repayments on loans made in previous years.
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Outlays for international development and humanitarian assist-
ance are estimated to be $4.4 billion for 1987 and $4.9 billion for
1988. Programs include both multilateral and bilateral assistance
to help meet the development and humanitarian needs of poorer
countries and to encourage the expansion of a market-oriented
international economic system.

Multilateral development assistance is provided through the
World Bank group of institutions, regional development banks, the
United Nations, and related organizations. A $0.6 billion increase
in 1988 outlays to $1.6 billion mainly reflects the proposed restora-
tion of prior year funding cuts to enable the United States to honor
pledges to the multilateral banks. Bilateral development assistance
programs are largely carried out by the Agency for International
Development (AID). AID programs support economic growth in
developing countries through projects in agriculture, population,
health, education and energy. The estimated outlays for AID for
1988 are $2.1 billion, about the same level as for 1987. Included in
that amount is a development fund for Africa, permitting greater
flexibility in providing development assistance there.

Public Law 480 food aid provides surplus U.S. agricultural com-
modities to foreign governments under either long-term low inter-
est rate loans, or grants. Outlays for this program in 1988 are
estimated to drop slightly to $1 billion, reflecting falling commodity
prices rather than a reduction in tonnage delivered.

International Financial Programs.—The Export-Import Bank ad-
ministers direct loan and guarantee programs to promote U.S.
export sales. New lending will remain roughly at 1987 levels in
1988. A special $0.2 billion in budget authority is sought in 1988 for
a fund to continue a program, begun in 1987, that offsets highly
concessional export credits offered by some other governments. By
demonstrating that the United States will not be underbid, this
program aims to force international negotiations to end such pred-
atory financing policies.

Other.—Outlays of $2.7 billion for 1987 and $3.0 billion for 1988
are estimated for the conduct of foreign affairs. Portions of the
increase are to improve security of U.S. embassies overseas and to
pay for limited personnel increases to expand essential reporting
and analysis of diplomatic and political conditions abroad.

Foreign Information and Exchange Activities.—The U.S. Infor-
mation Agency will continue the expansion and modernization of
Voice of America radio facilities. Outlays of $1.0 billion for 1987

and $1.1 billion for 1988 are estimated for all foreign information
and exchange activities.
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GENERAL SCIENCE, SPACE, AND TECHNOLOGY

The programs in this function emphasize investments that con-
tribute to long-term economic growth and the- technological
strength of the Nation. Federal support is proposed for general
science and basic research, space research and technology, and
space flight. Outlays are estimated to increase from $9.5 billion in

1987 to $11.4 billion in 1988.

General Science and Basic Research.—Outlays for general science
and basic research are estimated to increase by 14 percent, from
$2.3 billion in 1987 to $2.6 billion in 1988. This area covers the
scientific and engineering research programs supported across all
disciplines by the National Science Foundation (NSF) and the gen-
eral science programs in nuclear and high energy physics support-
ed by the Department of Energy (DOE). The budget maintains the
Nation’s commitment to these important areas of basic research.

With the increased level of support of basic research proposed for
1988, interdisciplinary research would receive special emphasis.

Outlays for General Science, Space, and Technology
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Basic research among several disciplines often leads to the creation
of important new fields of science. The budget proposes to establish
between 5 and 10 new interdisciplinary basic science and technolo-
gy centers modeled after the existing engineering research centers.
These new centers will focus on basic research among scientific
disciplines and will attract and encourage substantial participation
by industry and the States to speed the transfer of new knowledge
from the laboratory to the marketplace. Outlays for this and other
research activities of the NSF are estimated to be $1.8 billion in
1988, a 15 percent increase from the 1987 level.

The budget also proposes additional funding for operation of the
nuclear and particle physics accelerators supported by DOE. With
the increased level of support, efforts will be enhanced to achieve a
comprehensive understanding of the basic components of matter
and energy and the forces that govern their interaction. Outlays of
$782 million are estimated for support of these programs in 1988,
an increase of $185 million or 12 percent over 1987.

Space Programs.—The Federal civilian space program is under
the jurisdiction of the National Aeronautics and Space Administra-
tion. Outlays for the civilian space program in 1988 are estimated
to be $&.8 billion. In 1988, emphasis will be placed on returning the
space shuttle safely to flight. Four shuttle flights are planned for
1988 and nine are planned for 1989. The development of the
manned space station will be continued in 1988. The space station
will facilitate space-based research, help develop advanced technol-
ogy useful to the economy, and encourage greater commercial use
of space.

Other programs in this area will study the solar system, the
universe, and the Earth’s resources and environment; support re-
search on materials processing in space; and develop technology for
future space programs. In addition a major new effort, the civil
space technology initiative, will develop a variety of generic space
technologies such as space based propulsion, automation, and robot-
ics. This initiative is intended to strengthen the technology base for
continued U.S. leadership in space.

ENERGY

The Nation needs adequate supplies of energy at reasonable
costs. The best way to meet this need is to let market forces work.
The role of the Federal Government in this process should be
limited.

Consistent with this philosophy, the budget proposes a number of
reductions in energy programs and major initiatives that both
provide new revenues and curtail the Federal Government’s in-
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volvement in energy markets. Total outlays for energy are estimat-
ed to be $3.3 billion in 1988, compared to $3.8 billion in 1987.

Energy Supply.—Programs in this area include energy research
and development, direct production programs, and subsidies for
synthetic fuels and for certain electric utilities and telephone sys-
tems.

The budget proposes reductions in support for energy research
and development, limiting such support to research that comple-
ments, rather than supplants, ongoing research and development
investment by the private sector. Budget authority of $2.2 billion is
requested for 1988.

Outlays for Energy

$ Billions $ Billions
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Direct production programs include the enrichment of uranium
for use as fuel at nuclear power plants; development of facilities to
provide for nuclear waste disposal; production of petroleum at the
naval petroleum reserves (NPRs) in California and Wyoming; and
the generation and sale of electricity at the Tennessee Valley
Authority and at the five regional power marketing administra-
tions (PMAs). The administration proposes to sell the NPR’s, which
have outlived their usefulness as national security assets, and to
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transfer the PMAs out of the Federal Government. Defederalizing
the PMAs can provide greater regional control and result in a
more efficient electric power system. The proceeds from these sales
and transfers are reflected in undistributed offsetting receipts else-
where in the budget.

The administration proposes to phase out Rural Electrification
Administration direct loans by the end of 1989. A less costly pro-
gram offering a 70 percent REA guarantee of the principal of
privately originated loans would be substituted.

Energy Conservation.—The budget proposes $86 million in new
budget authority for energy conservation in 1988. State and local
government grant programs have received $2.8 billion this past
year from the settlement of cases involving petroleum pricing vio-
lations under the old oil price control program. Consequently, no
new budget authority is proposed for these grants.

Emergency Energy Preparedness.—The administration proposes
to continue development and fill of the strategic petroleum reserve
at the current rate of 75,000 barrels a day during 1987, then to
reduce the rate to 35,000 barrels a day in 1988. This proposal is
consistent with the administration’s support for a 750 million
barrel reserve. Outlays for 1988 are estimated to be $442 million.

Other.—QOutlays for other energy programs for 1988 are estimat-
ed to be $0.7 billion, a slight increase over 1987. These funds
support the work of the Nuclear Regulatory Commission and vari-
ous Department of Energy operating and administrative expenses.

NATURAL RESOURCES AND ENVIRONMENT

The programs in this function are designed to ensure the respon-
sible management and conservation of the Nation’s natural re-
sources. Net outlays are estimated to be $14.2 billion in 1988.
Estimated outlays are reduced by $3.1 billion from 1987 levels
through the use of increased user fees, management improvements,
funding fewer new construction projects, and returning some regu-
latory powers.
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OUTLAYS FOR NATURAL RESOURCES AND ENVIRONMENT

(In billions of dollars)
Pollution control Water resources Conservation, recreation and
other Total

Outlys | Receipts | Total | Outlays | Receipts | Total [ o] Roceipts | Tota outlays
1978 40| —* 4.0 35| =0.1 34 49 [ —13 36 11.0
1979....conermmmmsssssssssonsassast 47| -* 4.7 39| —0.1 39 54| —1.9 36| 121
|1 | [ — 95| —* 5.9 43| —0.1 4.2 6.2 | —2.0 41 139
1981, 52| —* 5.2 43| —0.2 4.1 6.4 | —2.2 43| 136
1982 ... sesinnomais 50| -—* 5.0 41| —0.2 39 6.3 | —2.2 40| 13.0
;.. ———— 43| -* 4.3 40| —0.1 3.9 64| —1.9 45| 127
1984......oeeeeene 40| —* 4.0 42| =02 4.1 6.7 | —2.2 45| 126
FOBE.... coessnssonsssanssnsmesionson 45| -—* 4.5 43| —0.2 4.1 11| =23 48| 134
L2 | S —— 48| —* 4.8 42| —0.2 4.0 10| —23 48| 136
1987 estimate.................... 45| -—* 4.5 46 | —04 4.2 14| —23 511 139
1988 estimate.................... 46| -—-* 4.6 46 | —0.5 4.1 80| —25 55| 142
1989 estimate.................... 46| -—-* 4.6 49| —04 4.4 88| —217 6.1 15.2
1990 estimate.................... 46| -—* 4.6 48 | —04 44 90| —27 6.3| 15.3

*$50 million or less.

Pollution Control.—QOutlays for pollution control are estimated to
be $4.6 billion in 1988, including $0.9 billion for cleaning up aban-
doned hazardous waste sites and chemical spills, which continues
the expanded effort begun in 1987.

New budget authority of $2.0 billion will be requested in 1988 for
the construction of sewage treatment systems once an acceptable
program has been reauthorized.

Water Resources.—Outlays for water resources are estimated to
be $4.1 billion in 1988 which is $0.1 billion less than 1987 due to a
sale of loan assets. Most of the proposed funding covers construc-
tion of projects started in previous years, and operation and main-
tenance costs of completed projects.

The administration proposes up to 13 new construction starts for
the Army Corps of Engineers, contingent upon non-Federal cost
sharing in accordance with the Water Resources Development Act
of 1986 (WRDA). WRDA authorized a new 0.04 percent ad valorem
fee for use of the 200 U.S. commercial harbors, annually recovering
up to 40 percent of Corps of Engineers harbor operations and
maintenance expenses. WRDA also imposed gradual increases in
the existing inland waterway fuel tax, doubling it by 1995.

The Bureau of Reclamation is included in the administration’s
loan asset sale initiative. Completed Bureau loans worth about
$350 million will be offered for sale, yielding estimated receipts of
$154 million. Funding for Bureau projects gives highest priority to
completing ongoing construction activities substantially underway,
and constrains funding of new activities and projects.

In addition the administration proposes to terminate the Soil
Conservation Service small watershed program, which provides
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flood control facilities that are usually within the financial and

engineering capability of non-Federal entities to provide for them-
selves.

Conservation, Recreation, and Other.—Outlays for conservation
and land management are estimated to be $2.5 billion in 1988, an
increase of $0.9 billion from 1987. An increase of $1.4 billion for
conservation of agricultural lands is partially offset by decreases in
other conservation and land management programs.

Outlays for recreational resources are estimated to be $1.4 bil-
lion, a decrease of $0.2 billion from 1987. This reduction occurs
primarily as a result of a postponement of some construction and
recreational land acquisition through 1992, and a proposed increase
in user fees.

AGRICULTURE

The goals of Federal agricultural price support, credit, and insur-
ance programs are to promote economic stability and a market-
oriented farm economy. Total outlays are estimated to be $26.3
billion in 1988, a $4.8 billion decrease from 1987.

To ensure a fair deal to taxpayers while meeting commitments to
America’s farmers, the administration will propose legislation to
modify farm commodity price support programs. Program changes
that will be proposed within the basic structure of the farm bill are
expected to reduce the enormous spending on agricultural pro-
grams and expand export markets for agricultural products by
moving towards a more market oriented agricultural sector. In
addition, the budget proposes to scale down Federal intervention
and subsidies in other areas of agriculture, particularly in crop
insurance, applied research, and other business services.

Farm Income Stabilization.—Expenditures on farm income stabi-
lization programs are estimated to be $24.5 billion in 1988 and
represent 93 percent of total 1988 outlays for all agricultural pro-
grams. Specific programs include those of the Commodity Credit
Corporation which provides producers of agricultural commodities
with price and income support through loans, purchases, payments,
and other activities. In addition, the Federal Government provides
crop insurance and credit to farmers.

Outlays for commodity price support and related programs are
estimated to total $21.3 billion in 1988, a $4.0 billion decrease from
1987. The projected decrease is primarily because the administra-
tion does not plan to provide advance deficiency payments on 1988
crops during FY 1988.

Legislation to modify the Food Security Act of 1985 will be
proposed to: reduce target prices and decouple program benefits
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Outlays for Agriculture
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from a requirement to harvest crops; and reduce payment limita-
tions from $250,000 per farmer to $50,000 as well as close loopholes
to make the limitation more effective. These changes will continue
support for the family farmer and reduce payments to our largest
most efficient producers. Changes will also be proposed to reform
the sugar program. -

Outlays for Federal crop insurance are projected to total $482
million in 1988. Since a 1980 initiative was successful in achieving
its objective of developing a market for private crop insurance, the
budget proposes a privatization of crop insurance services and a 5-
year phaseout of the Federal role.

The administration’s request for agricultural credit contains
almost $4.0 billion in total credit authority in 1988 to help ensure
that viable but higher risk farmers have operating credit available
to continue operations. Within this level of credit authority, direct
Government lending is reduced and Federal guarantees of private
loans are increased.

Agricultural Research Programs.—The 1988 research program
outlays are estimated to be $880 million in 1988, an increase of $48
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million over 1987. The increase in research funding results from
expanded genetic and biotechnology research programs. Also, the
1988 budget will emphasize long-term, basic research rather than
applied research and product development, which are more appro-
priately financed by private industry.

Federal outlays for extension programs are proposed to be re-
duced frorn $332 million in 1987 to $274 million in 1988. The lower
funding level estimated reflects an administration proposal to

~reduce, but not eliminate, Federal funding for the Extension Serv-
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ice by terminating categorical grants to States for such programs
as urban gardening, pest management, support for rural develop-
ment centers, financial management, and food and nutrition educa-
tion. Formula grants continue to be available for these purposes.

Other Federal expenditures for agricultural services include mar-
keting assistance, animal and plant health programs, and the col-
lection and distribution of economic data. Legislation will be pro-
posed to expand the user fees charged for these services. According-
ly, outlays for agricultural services are estimated to decrease
slightly from $757 million in 1987 to $655 million in 1988.

COMMERCE AND HOUSING CREDIT

Commerce and housing credit programs channel credit assistance
to the housing sector; support an environment in which all sectors
of the economy may compete equally for credit; insure bank, thrift,
and credit union deposits; and provide postal services. Outlays are
estimated to be $2.5 billion in 1988.

OUTLAYS FOR COMMERCE AND HOUSING CREDIT

(In billions of dollars)

Mortgage Other

credit and Postal advance- Total

deposit Service ment of

insurance commerce
5. ), D N L S ——, 3.6 1.3 1.4 6.3
L L O S 2.3 0.9 1.5 4.7
1. ) T SO 5.6 1.2 2.5 9.4
£ ) 4.7 1.4 2.1 8.2
e . TSRO 4.0 0.2 2.1 6.3
i 7 SN, N e e e 3.9 1.1 1.7 6.7
|, S P =TT SR 3.8 1.2 1.9 6.9
e R 0.9 1.4 2.0 4.2
1080 et eren st n et en e nsanee 1.9 8 1.8 44
1987 ESHIMATE ...t seesss s s s s ees s ssssenees 5.5 1.8 2.0 9.3
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Mortgage Credit Insurance.—The Federal Government aids the
housing industry and homebuyers by promoting stable, non-infla-
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tionary economic growth. Consistent with the policy to reduce Fed-
eral intervention in private markets, the administration is propos-
ing to terminate, or privatize programs in which beneficiaries are
served by existing private market mechanisms. The budget would
also raise user fees for credit programs in which the Government
unfairly competes with the private sector.

The Federal Housing Administration (FHA) insures loans for
housing, particularly home mortgages for low- and moderate-
income first-time homebuyers. The administration proposes a guar-
anteed loan limitation of $70 billion for this purpose in 1988. It also
proposes to allow FHA to charge an insurance premium compara-
ble to private market premiums and better target the FHA pro-
gram to homebuyers with fewer private market alternatives.

The Government National Mortgage Association (GNMA) pro-
vides loan guarantees, which enhance the saleability of FHA-in-
sured and VA-guaranteed mortgages in the capital markets. The
administration proposes a $100 billion GNMA loan guarantee ceil-
ing in 1988 and an increase in the GNMA guarantee fee to 10 basis
points in order to increase private issuances of similar securities.

Housing construction loan programs serving low-income families
will be replaced by more cost-effective rental housing vouchers.

Bank, Thrift, and Credit Union Deposit Insurance.—The provision
of deposit insurance is an increasingly important stabilizing influ-
ence on the Nation’s economy, given the record number of bank
failures in 1986, which were due to severe problems in the agricul-
tural sector and continued financial problems for a segment of the
thrift industry. These insurance programs are operated by the
Federal Deposit Insurance Corporation, the Federal Savings and
Loan Insurance Corporation, and the National Credit Union Ad-
ministration. Costs are estimated to exceed receipts for these insur-
ance funds by $7.6 billion in 1987 and $0.5 billion in 1988.

Other Advancement of Commerce.—The Small Business Adminis-
tration provides credit assistance to small and minority businesses
through loan guarantees. Credit management reforms are being
proposed that would increase fees and reduce the Federal Govern-
ment’s contingent liability for these guarantees.

In order to strengthen securities and commerce law enforcement,
funding increases are being proposed for the Securities and Ex-
change Commission and the Commodities Futures Trading Com-
mission.

Consistent with a recent Postal Rate Commission study of subsi-
dized postal mailings, the budget proposes to eliminate nearly all
of the subsidy while continuing lower rates for most religious and
charitable mailings. The proposal would also establish separate
subclass pricing for the reduced-rate payers.
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TRANSPORTATION

The viability of the national economy, interstate commerce and
travel, and national defense depends on safe and efficient transpor-
tation services. The Federal Government promotes this goal through
programs that provide services and assist State and local govern-
ments as well as private enterprises.

Outlays for transportation are estimated to be $25.5 billion in
1988, $1.5 billion less than in 1987. This decrease reflects a continu-
ation of the policies aimed at: requiring transportation users to pay
the full cost of the transportation benefits they receive; working to
eliminate unnecessary Federal transportation regulations and sub-
sidies; and providing reduced, but flexible funding for local trans-
portation projects.

Highways.—Total outlays for highway and highway safety pro-
grams are estimated to be $13.2 billion in 1988, $0.3 billion more
than 1987. Although the administration proposes to limit 1988
funding for programs supported by the highway trust fund to an-
ticipated highway user fee receipts, the funding available for high-
way programs would be enhanced by the proposed repeal of exist-
ing gas tax loopholes. Closing these tax loopholes would increase
highway trust fund receipts by $0.8 billion in 1988 and $0.9 billion
annually through 1992 (funding generated by additional receipts
would be prorated by existing formulae between highway and mass
transit programs). The 1988 estimates include legislative proposals
to provide States with greater flexibility in spending funds provid-
ed for construction or repair of interstate or primary highways.
The administration also proposes to consolidate categorical grants
for urban and secondary highway systems and bridges on those
systems into a $2.2 billion block grant for use on any main public
road.

Mass Transit.—The $1.6 billion in proposed budget authority for
mass trensit in 1988 represents a $1.9 billion decrease from 1987
and reflects the administration’s efforts to limit the Federal role in
mass transit funding. The budget proposes to eliminate discretion-
ary grant funding, which in the past has provided funds for the
construction of unnecessary, costly, and underutilized transit sys-
tems in a small number of cities. The budget also proposes to
distribute the receipts provided by the one cent per gallon of gaso-
line tax dedicated to mass transit activities more equitably by
formula.

Railroads.—In keeping with the administration’s policy of reduc-
ing Federal responsibility for rail activities unrelated to safety,
proposed budget authority for railroad programs decrease by $667
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million in 1988. Program reductions largely result from the pro-
posed elimination of Amtrak subsidies and the disposal of some or
all of Amtrak’s assets, which will increase revenues by about $1
billion.

Air Transportation.—Budget authority for air transportation in
1988 is estimated to total $6.5 billion dollars, a $1.0 billion increase
over 1987. Most of the requested 1988 funding increase is due to a
68 percent proposed increase in funding for the Federal Aviation
Administration’s (FAA) program to modernize our Nation’s air
traffic control system and a 16 percent increase in funding for FAA
operations to increase the air traffic controller and safety inspec-
tion workforces.

Changes being proposed to the airport grant program include:
allowing airports to withdraw from the Federal program and assess
their own fees; allocating 22 percent of the funds to States to
administer directly; and targeting discretionary funds to capacity
and safety related projects. In addition, the administration will
again propose that 85 percent of all FAA costs be funded from the
user-supported Airport and Airway Trust Fund. This proposal is
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consistent with studies which have shown that 85 percent of all
FAA costs are attributable to the non-Federal use of the national
airspace system and would end an inappropriate and unnecessary

general taxpayer subsidy estimated to be more than $7.4 billion
during the period 1982-1987.

Water Transportation.—Outlays for water transportation pro-
grams are estimated to be $2.9 billion in 1988, $0.8 billion less than
in 1987. The estimated outlay decrease reflects the administration’s
proposal to recover fees for certain Coast Guard services provided
to commercial operators and recreational boaters as well as several
initiatives to reduce unwarranted maritime subsidies. The adminis-
tration’s maritime proposals include terminating Federal aid to
maritime schools and reducing the cost of the expanded cargo
preference requirement enacted as part of the Food Security Act of
1985. At the same time, drug law enforcement will continue to
receive major emphasis in 1988 with 22 percent of the Coast
Guard’s operating budget supporting interdiction of drug smug-
gling. The Coast Guard’s other missions (e.g., search and rescue)
will continue at or above current operating levels.

COMMUNITY AND REGIONAL DEVELOPMENT

Federal programs for community and regional development sup-
plement State and local government efforts to sustain economic
and social growth in urban and rural neighborhoods, communities,
and regions. The administration believes that Federal programs
that support community and regional development should transfer
as much responsibility as possible to the State and local govern-
ments themselves. The administration proposes to eliminate a
number of Federal categorical programs currently providing sup-
port for specific local community and economic projects.

Community Development.—The community development block
grant (CDBQG) program, administered by the Department of Hous-
ing and Urban Development (HUD), is the principal program in
this category. These grants provide Federal support for cities, coun-
ties, Indian tribes, and U.S. territories to help them meet their
community and development needs. The program allows the State
and local governments to use their CDBG funds in ways that they
choose, and is therefore less restrictive than many other communi-
ty development programs. The administration proposes to rescind
$375 million of 1987 budget authority and establish the CDBG
program level at $2.6 billion for 1987 and 1988. Although this
reduces the total resources available for this program, proposed
legislation changes will help ensure that the most needy communi-
ties will continue to receive adequate assistance.
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Other community development programs include urban develop-
ment action grants (UDAG), rental rehabilitation grants, and
rental development grants. Both the UDAG program and the
rental development grant program are proposed for termination in
198 ., while the rental rehabilitation grant program is scheduled to
receive new budget authority of $95 million in 1987 and $75 million
in 1988. The more flexible CDBG program will allow communities

to meet most of these same program objectives with greater local
discretion.
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Area and Regional Development.—Programs in this category sup-
port rural development, development of American Indian reserva-
tions and multi-State regional development. Budget authority is
proposed to decrease from $2.9 billion in 1987 to $2.3 billion in
1988. Total outlays are estimated to be $1.8 billion in 1988, only
$0.1 billion below 1987 largely because of spending from prior
years.

Much of the decline in the funding of area and regional develop-
ment programs can be attributed to program terminations. The
administration proposes to eliminate the Farmers Home Adminis-
tration (FmMHA) rural development loan and grant programs which
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finance construction of water and waste-water systems and commu-
nity facilities. These projects are primarily a State and local re-
sponsibility, and local financing enables communities to better de-
termine the appropriate scope of such projects.

Like the FmHA programs, the economic development adminis-
tration, which is part of the Department of Commerce, and the
Appalachian Regional Commission are proposed for termination in
1987. Similar funds for both programs are available through other
Federal sources such as the CDBG program.

Finally, Federal Indian programs, which are intended to increase
self-determination for Indian tribal governments, to encourage eco-
nomic development on Indian reservations, and to fulfill the trust-
eeship responsibilities of the Federal Government, are expected to
have outlays of $1 billion in 1987 and $1.1 billion in 1988. The 1987

figure represents an 8 percent increase over the 1986 figure of $958
million.

Disaster Relief and Insurance.—Providing insurance against
losses from floods, hurricanes, tornadoes, and other natural disas-
ter is primarily the responsibility of private insurers. State and
local governments aid recovery when necessary, and Federal insur-
ance and disaster relief programs are available when those re-
sources are insufficient. One such Federal program is the Small
Business Administration (SBA) business disaster loan program. For
this program, eligibility changes are proposed to limit coverage to

businesses and households who could not obtain similar loans else-
where.

EDUCATION

The administration’s policies on education emphasize national
leadership and dedication to excellence in education for all chil-
dren. Federal programs for education assist parents, States, and
localities in providing education, especially for educationally disad-
vantaged, low-income, and handicapped persons. Outlays for educa-
tion are estimated to be $14.5 billion in 1988, a 12.0 percent de-
crease from the proposed 1987 level, which reflects requested rescis-
sions.

Elementary, Secondary and Vocational Education.—Programs in
this category are primarily Federal grants designed to help States
educate students with special needs. For 1988, the administration
proposes to finance most of the major grant programs at or near
the 1987 level, but proposes to eliminate or reduce selected smaller
programs in which the Federal investment is inappropriate. The
budget allows for an increase over the 1986 level to offset the
effects of inflation on the major State grant for the education of
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handicapped children and provides additional assistance above 1986
amounts to States in the preschool grant for children aged 3-5. The
administration proposes to increase funding for compensatory edu-
cation programs in 1988 above the 1987 amounts, and is proposing
legislation to revise and strengthen these programs. Estimated out-
lays for these programs are $7.8 billion in 1988.

Higher Education.—The budget continues the Federal Govern-
ment’s commitment to ensuring access to higher education for the
poor, with significant changes proposed in program structure. The
administration proposes reforms for Federal student aid that would
maintain total aid at about current levels and target subsidized aid
to the most needy students, while substantially decreasing costs to
taxpayers. Major proposals include: elimination of borrowing limits
(other than the cost of education) on guaranteed student loans
(GSLs) that have no direct cost to the Government; expansion of
the income-contingent loan program; continuation of the Pell grant
program with improved targeting; initiation of insurance fees on
new guaranteed borrowing; elimination of the Federal payment of
student interest for regular GSLs; and reduction of GSL subsidies
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to lenders and intermediary guarantee agencies. In addition, no
funding is requested for supplemental educational opportunity
grants, college work-study, Perkins loans, or State student incen-
tive grants. These programs inefficiently provide aid to institutions
rather than directly to students and are not needed under the new
policies proposed for other programs. Estimated outlays for higher
education are $5.5 billion in 1988.

TRAINING, EMPLOYMENT, AND SOCIAL SERVICES

Federal programs in this area are designed to facilitate the oper-
ation of the labor market and provide social services to needy
individuals. Outlays for these activities are estimated to be $13.9
billion in 1988, an increase of $0.6 billion from 1987.

Training and Employment.—Training and employment programs
are designed to improve individuals’ abilities to obtain and re-
tain jobs by developing job skills and to support services that
match individuals with jobs. The major Federal activities in this
area are financed through grants to States. These grants include a
block grant that allows States to design training programs to meet
the needs of their disadvantaged population and categorical grants
for the employment service, public service employment for older
workers, summer youth employment and training, and job place-
ment and training for workers displaced by changing economic
conditions. In addition, the Federal Government contracts for the
operation of other job training programs, including the Job Corps.
Outlays for training and employment are estimated to be $6.0
billion in 1988.

Legislation will be proposed to replace the existing summer
youth employment program with a year-round program of remedial
skills training, subsidized summer jobs, or a mixture of both, as
determined by local areas. Youth in families receiving support
from the aid to families with dependent children (AFDC) program
would be eligible.

Two programs that currently help workers whose jobs have dis-
appeared because of changes in the economy—trade adjustment
assistance and Title III of the Job Training Partnership Act—are
proposed to be replaced by an entirely new program. This new
program, which would allow States and local areas to use a variety
of new approaches to encourage workers to move on more quickly
to new careers, could assist any dislocated worker, without regard
to the reason for the unemployment.

Social Services.—The Federal Government makes grants to
States and to public and private institutions for a variety of social
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services. Beneficiaries include low-income persons, the elderly, the
disabled, children, youth, and Native Americans. Outlays for social
services are estimated to increase from $7.5 billion in 1987 to $7.9
billion in 1988.

The social services block grant gives States discretion to deter-
mine which social services will be offered and who will be eligible
to receive them. This grant is proposed to be funded in 1988 at the
same level as enacted for 1987. The administration proposes to
begin phasing out the community services block grant. A phased
reduction will provide community action agencies, which derive
less than 13 percent of their funding from this grant, time to solicit
funds from other sources. A generic appropriation of $2.2 billion for
social services activities will allow the Department of Health and
Human Services to best serve children, older Americans, the devel-
opmentally disabled, and Native Americans. Increases over 1986
levels in the vocational rehabilitation State grant are proposed to

- offset the effect of inflation while reducing overall costs from the

1987 enacted level.
The Federal Government also makes grants to help States pro-
vide foster care and adoption assistance, and reunite children with
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their families. Federal funding for these programs has grown un-
controllably since 1981 because of claims for States’ administrative
expenses rather than increased benefit payments to families. The
administration therefore proposes to limit Federal reimbursement
for these State administrative costs.

HEALTH

The Federal Government contributes to meeting national health
care needs by financing and providing health care services, promot-
ing disease prevention, and supporting research, training and con-
sumer and occupational health and safety. Federal outlays for
these programs are, excluding medicare and veterans medical pro-
grams, estimated to decrease from $40 billion in 1987 to $39 billion
in 1988. |

Medicaid.—More than two-thirds of Federal outlays for health in
this function is devoted to medicaid. Under current law, estimated
State medicaid outlays of $22.2 billion in 1988 and an additional
$28.1 billion provided by the Federal Government are expected to
finance care for nearly 24 million poor Americans.

The administration is proposing legislation to give States option-
al authority to capitate acute care medicaid services. To qualify, a
State program would have to capitate all eligible beneficiaries in a
particular geographic area—such as a county—and must have cer-
tain provisions that protect quality of care and access to care.
During the first three years of each new capitation project, a State
would receive a higher Federal matching rate, which would help
defray the costs of the transition from fee-for-service to capitation.

A second legislative proposal would reduce Federal medicaid as-
sistance to States in 1988 by $1.0 billion in outlays and, in subse-
quent years, constrain the rate of increase in Federal assistance to
States to the rate of increase in medical care prices.

Other Health Programs.—Programs in this category include the
Indian Health Service, health block grants to States, and research
and education on Acquired Immune Deficiency Syndrome (AIDS).
In addition, the Federal Government provides 85 percent of the
Nation’s expenditure on basic, health-related research. Outlays for
this research are estimated to be $6.2 billion in 1988. Because the
supply of health care professionals is now adequate, the adminis-
tration proposes ending direct Federal subsidies for health profes-
sions training except for family medicine, geriatric training, and
loan guarantees. Estimated outlays of $0.9 billion in 1988 will help
protect consumers from unsafe products, and workers from occupa-
tional hazards.
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The administration is proposing to reform the Federal employees
health benefits (FEHB) program. The formula used to determine
the Government’s contribution to enrollees health premiums would
be changed to a weighted average that reflects the premiums of all
FEHB plans and the distribution of enrollees among those plans.
This proposed formula would produce a Government contribution
that more accurately reflects the trends and costs of the FEHB
program, providing more equitable cost sharing between the Gov-
ernment and its employees. The administration’s proposal is ex-
pected to generate outlay savings of $0.2 billion in 1988.

MEDICARE

The Federal Government contributes to the health of aged and
disabled Americans through medicare. Medicare outlays in 1988,
which are estimated to be $73.0 billion, are expected to finance
health insurance for an estimated 32 million persons who are aged,
disabled or suffer from end-stage renal (i.e., kidney) disease.

In 1984 medicare’s inflationary cost-reimbursement system for
hospitals was replaced by the prospective payment system (PPS),
which generally sets a flat payment per case in advance for each
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hospital patient based on that patient’s diagnosis. PPS has curbed

the rapid increase in spending on hospitals, which increased only

2.0 percent between 1985 and 1986 after almost doubling from 1980

to 1985. For planning purposes, the average payment for a hospital
~ case is projected to increase 2.5 percent in 1988.

Outlays for Medicare
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The administration is proposing several programmatic changes.
First, beneficiaries would be offered a voucher with which they
could choose from a wide variety of plans, each offering benefits at
least equivalent to medicare’s.

Second, medicare payments for hospital capital costs would
become part of the hospital’s predetermined price per admission,
giving hospitals the incentive to allocate resources efficiently. Con-
sistent with provisions of the Omnibus Budget Reconciliation Act
of 1986, capital reforms would not reduce medicare spending in
1988.

Third, medicare payments to physicians whose practices are
based in hospitals—radiologists, anesthesiologists, and patholo-
gists—would reflect a set price for each diagnosis, providing incen-
tives for hospitals and these physicians to provide quality care at
lower costs.
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Spiraling general fund health care costs would be restrained by
increasing medicare premiums to 35 percent of supplementary
medical insurance costs for new enrollees. Payroll contributions
from extending medicare coverage to the minority of State and
local employees that are not already covered (most of whom are
eligible for medicare benefits) would improve the solvency of the
hospital insurance trust fund.

Even with proposed savings, outlays are projected to increase
$32.8 billion between 1987 and 1992, an increase larger than justi-
fied by general inflation and the increase in beneficiaries. Under
the administration’s proposals, spending per medicare beneficiary
would increase in real terms through 1992.

INCOME SECURITY

Income security benefits are paid to the aged, the disabled, the

unemployed, and low-income families. Total outlays are estimated
to be $124.8 billion in 1988.

Retirement and Disability.—In 1988, estimated outlays of $42.9
billion will go to retired or disabled Federal civilian workers, mili-
tary personnel, railroad employees, and coal miners, and their
dependents and survivors.

The administration is proposing to reduce the overly generous
features in the old civil service retirement system (CSRS) to more
closely parallel the new Federal employee retirement system
(FERS) by changing the way cost-of-living adjustments (COLAs) are
provided to annuitants. The administration’s proposal generally
would limit future COLA’s to the percentage change in the Con-
sumer Price Index (CPI) minus one percentage point. The adminis-
tration is also seeking repeal of the lump sum withdrawal provi-
sions in both CSRS and FERS, which enable employees to with-
draw all their contributions toward retirement in a lump sum at
retirement.

Unemployment Compensation.—Outlays for unemployment com-
pensation are estimated to be $18.0 billion in 1987 and $17.7 billion
in 1988. About 2.3 million workers per week are estimated to
receive benefits in 1987 and 2.2 million workers in 1988. The ad-
ministration is proposing legislation to extend Federal-State unem-
ployment insurance coverage to rail workers.

Housing and Food Assistance.—The Federal Government pro-
vides assistance for housing and food to low-income households. In
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1988, an estimated 6.5 million households will receive housing aid

and the estimated monthly food stamps participation will be 19.3
million individuals.

Outlays for subsidized housing programs are estimated to in-
crease from $12.9 billion in 1987 to $13.4 billion in 1988. For 1988,
the administration is proposing to provide 102,000 additional house-
holds with subsidies. Virtually all of these households will receive
vouchers, which are less expensive than new construction and ben-
efit tenants by giving them more freedom of choice about where to
live.

Outlays for child nutrition and other food programs, excluding
food stamps and aid to Puerto Rico, are estimated to be $6.1 billion
in 1988. The administration proposes to better target Federal funds
to the needy by maintaining institutional subsidies for meals
served to students whose family income are below 185 percent of
the poverty level, but discontinuing subsidies to students above that
level.

Under proposed law, estimated food stamp outlays including nu-
trition assistance to Puerto Rico are $12.5 billion in 1988, compared
to $12.7 billion for 1987. The budget includes proposals to improve
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State incentives to reduce overpayments and to reform Federal
funding for State and local administrative costs. Similar changes in
funding for administrative costs are proposed for aid to families
with dependent children and medicaid.

Other Income Security.—Outlays for the supplemental security
income program (SSI), which pays benefits to an estimated 4 mil-
lion needy aged, blind or disabled individuals, are estimated to be
$12.3 billion in 1988. SSI payments continue to be adjusted for
changes in the cost-of-living. Federal outlays for aid to families
with dependent children (AFDC) and child support enforcement are
estimated to be $9.8 billion in 1988. Approximately 3.8 million low-
income families are estimated to receive AFDC benefits in 1987.
The budget proposes to increase recipients’ work opportunities and
to control excessive State and local administration costs. Other
income security programs include the earned income tax credit and
low-income home energy assistance.

SOCIAL SECURITY

- The Federal Government contributes to the income security of
aged and disabled Americans through social security, which is

Outlays for Social Security
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comprised of old-age and survivors insurance (OASI) and disability
insurance (DI) programs. Social security represents about one-fifth
of estimated total Federal outlays in 1988 and provides benefits to
one in every six Americans.

Social Security.—Social security affects the lives of most Ameri-
cans, either through benefits received or through payroll taxes
deducted from earnings. Outlays for social security old-age, survi-
vors, and disability programs are estimated to increase from $207.9
billion in 1987 to $219.4 billion in 1988, primarily because of cost-of-
living increases and increases in the number of beneficiaries.

VETERANS BENEFITS AND SERVICES

Benefits and services are provided to meet the Nation’s obliga-

tion to veterans of military service. Outlays for this function are
expected to be $27.2 billion in 1988.

Hospital and Medical Care.—The Veterans Administration (VA)
operates the Nation’s largest medical care system. The budget pro-
poses to carry out the comprehensive reform of VA medical care
eligibility that Congress enacted last year. In accordance with this
reform, VA will sustain no-cost quality care, primarily for veterans
injured during military service, former prisoners of war, veterans
exposed to certain toxic substances and radiation, veterans of wars
prior toc World War II, those receiving VA pensions and veterans
least able to finance the cost of their own health care (i.e., other
veterans earning less than $25,000 per year for a veteran with one
dependent; $20,000 for a single veteran). The administration be-
lieves that as a rule when veterans’ illnesses are completely unre-
lated to their military service and they are financially able to
provide for their own health care, they should do so.

The VA may, however, continue to furnish care to non-service-
disabled veterans with incomes above $25,000 in locations where
resources remain available. Outlays for hospital and medical care

programs (excluding third-party reimbursements) are estimated at
$9.4 billion in 1987 and $9.8 billion in 1988.

Compensation.—Compensation benefits are provided to an esti-
mated 2.6 million veterans with service-connected disabilities and
survivors of such veterans. Outlays for veterans compensation ben-
efits are estimated to increase from $10.5 billion in 1987 to $10.6
billion in 1988. These estimates reflect an administration proposal
to link the compensation cost-of-living adjustment to the annual
change in the consumer price index.
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Pensions.—Pensions are provided to needy veterans with war-
time service—both combat and non-combat veterans alike—and to
needy survivors of deceased veterans. Outlays for pension benefits
are estimated at $3.8 billion in both 1987 and 1988. Pension recipi-
ents are scheduled to receive an estimated 3.5 percent increase in
benefits, effective with the January 1988 payments.

Education, Training, and Rehabilitation.—The GI bill provides
education benefits to veterans and active duty personnel who
served, at least in part, between February 1, 1955, and December
31, 1976. These benefits are designed primarily to help veterans
adjust to civilian life.

Individuals who entered military service after 1976 are eligible
for the post-Vietnam era education program. Enrollment in this
program has been closed since July 1985, while the all-volunteer
force educational assistance test program is in effect. The budget
proposes to make the new GI bill permanent and transfer the
funding responsibility for its basic benefit to the Department of
Defense, who would use it as a recruitment and retention incen-
tive. VA would continue to administer the program.
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Outlays for readjustment benefits are estimated to decrease from
$756 million in 1987 to $626 million in 1988.

Other.—The VA provides additional assistance to veterans
through housing loan guarantees. New guaranteed loan commit-
ments are expected to decrease from $35.0 billion in 1987 to $27.9
billion in 1988. As part of the administration’s policy to make
Federal credit programs self-supporting, the existing 1 percent
funding fee charged on VA-guaranteed housing loans would be
increased to 2.5 percent in 1987 and could be added to the mort-
gage amount. Direct loans are available to disabled veterans eligi-
ble for specially adapted housing and to non-veterans who purchase
property from the VA portfolio.

ADMINISTRATION OF JUSTICE

Federal activities in this function include law enforcement, liti-
gative and judicial activities, the operation of prisons to house
Federal inmates, and criminal justice assistance to State and local

Governments. The proposed budget authority for these activities is
$9.0 billion in 1988, $0.2 billion above the 1987 level.

Federal Law Enforcement Activities.—More than one-half of out-
lays for programs in this function are for law enforcement activi-
ties. Budget authority for this purpose is proposed to be $5.1 billion
in 1988, $0.4 billion above the 1987 level.

The Justice Department carries out criminal investigations
through the Federal Bureau of Investigation (FBI) and the Drug
Enforcement Administration (DEA). The FBI and DEA work to-
gether with other Federal agencies through 13 regional task forces
on organized crime drug enforcement. The administration is re-
questing full funding for over 600 domestic and foreign positions
added to the DEA by the Anti-Drug Abuse Act of 1986, as well as
funding to improve DEA’s computer and technical equipment capa-
bilities. In 1988, additional resources are also being requested for
the FBI's foreign counterintelligence activities and for intensified
efforts against organized criminal organizations, white collar crime
and terrorist activity.

In the area of border enforcement, the budget requests $400
million of budget authority in 1988 to implement immigration
reform legislaton. The majority of this money will go to the Immi-
gration and Naturalization Service.

Federal Litigative and Judicial Activities.—The administration’s
efforts in this area focus on enforcing organized crime and drug
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Outlays for Administration of Justice
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statutes; strengthening efforts to combat fraud and waste; recover-
ing delinquent debt owed the Government; and defending civil
claims filed against the Government and its officials.

The budget does not include any funding beyond 1987 for the
Legal Services Corporation, created to assist State and local agen-
cies that provide free civil legal assistance to the poor. The social
services block grant is sufficient to fund legal services activities
through State and local governments. In addition, local bar associa-
tions have developed programs to provide free assistance to indi-
gent clients, and these efforts are expected to grow, consistent with
private attorneys’ ethical obligations to provide such free services.

Proposed budget authority for litigative and judicial activities is
$2.8 billion in 1988.

Federal Correctional Activities.—The Federal Government is re-
sponsible for the care and custody of prisoners charged with or
convicted of violating Federal laws. In response to the continuing
growth of the Federal prisoner population, two new prisons are
proposed for construction in 1988. In addition, renovation and ex-
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pansion projects proposed in this budget would further increase
and improve existing facilities. Proposed budget authority for cor-

rectional activities is $1.0 billion in 1988, an increase of $0.2 billion
over 1987.

Criminal Justice Assistance.—The administration is requesting to
terminate the juvenile justice and delinquency prevention pro-
grams because the primary objective of the programs—the separa-
tion of juvenile from adult offenders—has largely been accom-
plishecd. The administration is also proposing that funding for the
State and local assistance program be ended, since the States can
better afford to pay for these programs than can the Federal Gov-
ernment and because the States and localities benefit from them.
Outlays for criminal justice assistance in 1988 are estimated to be
$0.4 billion, $43 million above the 1987 level.

GENERAL GOVERNMENT

This function comprises central Government activities for both
the legislative branch and the Executive Office of the President. It
also includes tax collection by the Internal Revenue Service (IRS),
general property and procurement activities of the General Serv-

Outlays for General Government

$ Billions ’ $ Billions
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ices Administration, central personnel management activities of
the Office of Personnel Management (OPM), and archive and rec-
ordkeeping activities. Outlays for general government are estimat-
ed to be $7.5 billion in 1988.

Administration initiatives include expanded efforts to identify
and collect unpaid taxes. The IRS will continue to modernize and
streamline its operations, with the use of new tax processing equip-
ment and automated collection of unpaid tax liabilities. Greater
emphasis on audits and increased litigation of tax shelter cases are
expected to encourage voluntary compliance with the tax laws. A
‘'substantial increase in the tax audit staff is proposed, which will
have revenue benefits well beyond the increased cost.

GENERAL PURPOSE FISCAL ASSISTANCE

General purpose fiscal assistance provides financial aid to State
and local governments without major restrictions or matching re-

quirements. Outlays for this assistance are estimated to decline
from $1.9 billion in 1987 to $1.5 billion in 1988.

Outlays for General Purpose Fiscal Assistance

$ Billions $ Billions
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General Revenue Sharing.—In 1987, the phasing out of the gener-
al revenue sharing program essentially will be completed. This
termination is consistent with the substantial improvements
during the past decade in the abilities of State and most local
governments to meet their own fiscal needs. The estimated Federal
outlays of $82 million in 1987 for this program will be to distribute
the remainder of funds appropriated in prior years.

Other General Purpose Fiscal Assistance.—This category includes
payments to the District of Columbia and other payments to States,
localities, and territories. Some jurisdictions receive payments from
the Federal Government based on receipts generated from the
timber sales, mineral leases, grazing permits and other activities
on Federal property. Outlays for other general purpose fiscal assist-
ance are estimated to be $1.9 billion in 1987 and $1.5 billion in
1988. The administration is proposing legislation that will allow
the Federal Government to deduct the costs of managing the lands
that generate timber and mineral receipts before calculating the
States’ and counties’ shares.

NET INTEREST

Net interest includes the Federal Government’s cost of borrowing
and most of its income from lending money. It consists of the
interest costs of borrowing to finance the public debt and the

collections of interest payments from Government trust funds and
from the public.

The public debt is composed of Treasury securities held by the
public and by Government accounts. The interest cost associated
with these securities is shown as interest on the public debt. The
gross Federal debt is rising significantly, but the projected decline
in interest rates largely offsets the cost associated with this growth.
Net interest outlays were $136.0 billion in 1986 and are estimated

to be $137.5 billion in 1987 and $139.0 billion in 1988.

Most trust fund balances are required by law to be invested in
Federal securities. The interest outlays on this debt are included in
interest on the public debt. However, the interest earned by most
trust funds is deducted in this function so that net interest includes
only the Government’s net transactions with the public.

Other interest income from Federal agencies and the public as
well as other interest costs of the Government are also included in
this function in order to show net interest transactions with the
public.
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Net Interest Outlays
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NET INTEREST
(In billions of dollars)
1986 1987 1988 1989 1990
actual estimate estimate estimate estimate
Itorest o The PUbHC. 08BE............oumisissiissinsisinn 190.2 191.7 198.4 205.6 208.6
Interest received by on-budget trust funds .......................... —266| —287| —316| —352| —383
Interest received by off-budget trust funds.......................... —43 -3.1 —6.6 -92| -123
g PSS —-233| -205| -212| —-196| —19.0
Net interest outlays..............coooocvrevemennnnee. 136.0 137.5 139.0 1415 139.0
ALLOWANCES

Allowances cover certain forms of budgetary transactions that
are expected to occur but are not reflected in the program details
of the preceding functions. When these transactions take place,
they are reported as outlays or receipts for the appropriate agen-
cies and functions.

The allowance for civilian agency pay raises reflects the assump-
tion that Federal civilian employees will receive a 2.0 percent pay
raise in January 1988 and 3.0 percent in January of each year
thereafter. Also included are amounts for pay increases for top-

85

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



level officials in the executive, legislative, and judicial branches.
The allowance for Coast Guard military personnel pay raises re-
flects the administration’s proposed 4.0 percent pay increase in
January 1988 and assumes that pay raises in all other years will
match those granted to Department of Defense military employees.

The administration proposes to increase the thresholds of cover-
age under the Davis-Bacon and related acts, which cover wages
paid to workers on Federal and federally-aided construction
projects, and the Service Contract Act, which covers wages and
benefits paid to workers under Federal service contracts. The
threshold of coverage under the Davis-Bacon Act has not been
revised since it was set at $2,000 in 1935, while the threshold of
coverage under the Service Contract Act has not been revised since
it was set at $2,500 in 1965. The thresholds are proposed to be
raised to $1 million for defense contracts and $100,000 for nonde-
fense contracts. This proposal is expected to reduce outlays by $24
million in 1988.

The administration proposes to change the budgetary accounting
of Federal credit programs. This proposal, which is estimated to
reduce outlays by $1.3 billion in 1988, would separate the subsidy
value of a loan from its financing.

The formula used to determine the Government’s contribution
for employees’ health premiums is currently based on a simple
average of the high-option coverage offered by six of the largest
plans. The administration proposes to change the formula to a
weighted average that reflects the premiums of all Federal employ-
ees health benefit plans and the distribution of enrollees among
those plans, thereby reducing outlays by $140 million in 1988.

The administration is also proposing personnel reforms to foster
more efficient delivery of Government services; these are estimated
to reduce outlays by at least $200 million in 1989.

An allowance for other requirements contains amounts for poten-
tial reestimates and minor programmatic changes, which net to
ZEero.

UNDISTRIBUTED OFFSETTING RECEIPTS

Offsetting receipts are generally deducted from agency and sub-
function totals, but in three instances they are deducted from the
budget totals as undistributed offsetting receipts.

Agency contributions for employee retirement are counted as
outlays of the paying accounts. Deductions for the receipt of these
payments are not made against the receiving agencies and func-
tions, because the size of the deductions would seriously distort the
budget totals for these programs. Hence, these collections are de-
ducted as undistributed offsetting receipts. There are two major
categories of these collections: those received by budget accounts,
primarily the military retirement and civil service retirement trust
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funds, and those received by the off-budget social security trust
funds. Total collections by the budget accounts are estimated to be
$28.0 billion in 1987 and $32.1 billion in 1988, while the collections
by off-budget accounts amount to $3.3 billion in 1987 and $5.5
billion in 1988. Included in these totals are the effects of the
administration’s proposals to require the Postal Service to begin
paying the full employer share of the cost of employee pensions
and to require the Department of Defense to make social security
contributions for wage credits earned by military personnel.

Payments to the Federal Government for rents and royalties on
the Outer Continental Shelf (OCS) are large, and their inclusion in
a particular function would distort the display of budget totals.
Offsetting collections for OCS are estimated to be $3.9 billion in
1987 and $3.7 billion in 1988.

The Omnibus Budget Reconciliation Act of 1986 authorized the
sale of Conrail. It is anticipated that the sale will be concluded in
1987 and that receipts from the sale, including cash transfers al-
ready made by Conrail to Treasury, could amount to $1.9 billion.
The administration proposes to sell the naval petroleum reserves for
an estimated $3.3 billion at the end of 1988, and the five Federal
power marketing administrations, beginning in 1989. The adminis-
tration also proposes to sell some or all of Amtrak’s assets in 1988
for $1.0 billion and to auction Federal Communications Commis-
sion licenses for use of the unassigned spectrum for approximately
$600 million in 1988. Since the proceeds from these sales are rela-
tively large, they are recorded as undistributed offsetting receipts.

TAX EXPENDITURES

Tax expenditures are features of the individual and corporation
income tax laws that provide special benefits or incentives in com-
parison with what would be permitted under the general provisions
of the Internal Revenue Code. They arise from special exclusions,
exemptions, or deductions from gross income, or from special cred-
its, preferential tax rates, or deferrals of tax liability.

Tax expenditures are so designated because they are one means
by which the Federal Government carries out public policy objec-
tives; in many cases, they can be considered as alternatives to
direct expenditures. For example, investment in research and de-
velopment is encouraged by allowing such costs to be expensed; a
program of direct capital grants could also achieve this objective.
Similarly, State and local governments benefit from both direct
grants and the ability to borrow funds at tax-exempt rates.

Because tax expenditures can be viewed as alternatives to direct
Federal spending programs, it is desirable that estimates of tax
expenditure items be comparable to outlay programs. Thus, tax
expenditures are generally shown as outlay equivalents, that is, the
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amount of budget outlays required to provide the same level of
after-tax benefits by substituting a direct spending program for the
tax expenditure. The accompanying table displays estimates of tax
expenditures classified by function. Special Analysis G contains

more detailed estimates and explanation.

TAX EXPENDITURES ESTIMATED AS OUTLAY EQUIVALENTS

(In billions of dollars)

Function 1986 1987 1988
PRI TIORGOS AR 2.5 2.4 2.2
INternational affairs............ocooueeveecmeceeisiecesiees s sas s s sssssses s ssessesesssssssensanes 4.6 4.7 4.4
General science, space, and teCANOIOZY ..........c..vvevurruerereeremirerererseasaes s sassasssasens 3.9 3.5 3.0
BRI s o s dmssoussmensvousvesybos g S NN S SV NSRS 14 0.7 0.5
Natural resources and enVIrONMENT ...........c.oourveruemuereereerreseeeassceesasseessesesa s saesasssesans 3.3 3.1 34
ABFCUIUTE . .o sae s sessssssssssssssssssas s ssssss s s s s s s sss e ssessanns 1.2 0.6 0.8
Commerce and housing Credit ............coveeueverreremecerresisisssssssessessessssessessessessssssssasses 219.6 | 163.7 | 130.1
[ S AP, S S S U 0.2 0.1 0.2
Community and regional development ................ccueeeueenmeeeeerceresesesesessessesssaenaesens 1.1 1.3 1.7
Education, training, employment, and SOCIal SEIVICES...........ccovurrermrremrernrensersensensenanes 31.8 22.8 20.0
L R R S A S O 37.9 34.8 35.6
INCOME SECUMTY ........oocveceeiecrersessceecsessesessssessesssasssassessensssssesasasssessssssssssnssssssssssasssssseses 107.9 90.4 718.9
SOCIA! SBCUMLY.......couoreeceeeieceeciaesecacas e ss s s s s ss s ss s sse s s s sasssessansnnss 18.4 17.9 16.6
Veterans DEnNefits and SBIVICES..........coovueveerucveruerreaersessenssisssssssesessessessessessssassesaessenaees 2.3 2.1 1.9
General GOVEIMMENT .............co.. ettt ssassse s s s ss s s sesssnans 0.2 it [ A———
General purpose fisCal ASSISTANCE............coeveveereecreercereieseeessse s saesse s sse s ssassssnaens 36.3 31.2 21.6
B Y i e R G e 0.8 0.8 0.7
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Part 6a
THE BUDGET PROCESS

The Federal Government allocates resources between the private
and public sectors of the economy through taxing, borrowing, and
spending. Within the Federal Government, the allocation of budget
resources among individual spending programs reflects the nation-
al priorities determined by the President and the Congress.

Executive formulation and transmittal.—The budget sets forth
the President’s financial plan of operation for the Federal Govern-
ment. The President’s transmittal of budget proposals to the Con-
gress is the result of many months of planning and analysis
throughout the executive branch. Formulation of the 1988 budget
began in mid-1986.

First, policy issues are identified, budget projections are made,
and preliminary program plans are presented to the President. The
President reviews the budget projections in light of spending prior-
ities and the economic outlook, and establishes general budget and
fiscal policy guidelines for the fiscal year that begins more than a
year later. The President’s guidelines also cover the 4 fiscal years
beyond the budget year. Tentative policy decisions and planning
ceilings for the budget year and the following 4 years are then
given to the agencies as guidelines for preparing their budgets.

In the summer, agencies prepare their budget requests, which
are reviewed in detail in the fall by the Office of Management and
Budget and presented to the President. The budget sent to the
Congress early each calendar year reflects the needs of individual
programs, the total outlays and receipts that are appropriate in
relation to economic conditions, and the requirements of the Bal-
anced Budget and Emergency Deficit Control Act of 1985, which
specifies deficit targets each year designed to achieve a balanced
budget by 1991.

The President is also required by law to transmit current serv-
ices estimates with the budget. These estimates are the budget
authority and outlays required to continue Federal programs in
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Major Steps in the Budget Process

. . 77/ %
Period Before the Fiscal Year //4}%5///// %2‘;?'

I
March Jan. Oct. Sept. 30

Formulation of
President’s budget

Congressional budget
process, including action
on appropriations and
revei,ue measures
(beginning 9 months
before fiscal year)*

Execution of enacted
budget

Final
Data
Available

* If appropriation action is not completed by Sept. 30, the Congress enacts temporary
appropriations (i.e., a continuing resolution).

subsequent fiscal years without any policy changes, thereby provid-
ing a base with which to compare proposed changes.

Congressional action.—Before enacting budget authority, which
permits agencies to incur obligations that result in spending, the
Congress enacts legislation to authorize the program. Many pro-
grams are authorized indefinitely, or for a specified number of
years; other programs such as space exploration, foreign affairs,
and some construction projects require annual authorizing legisla-
tion. Budget authority is usually provided separately in appropria-
tions bills after the program authorizing legislation has been en-
acted. In many cases, budget authority becomes available each year
only as voted by the Congress. In other cases, the Congress has
voted permanent budget authority, under which funds become
available annually without further congressional action. For exam-
ple, social security, medicare, and interest on the public debt are
paid urider permanent appropriations.

Under procedures established by law, the Congress considers
budget totals before completing action on individual appropria-
tions. Congressional committees are scheduled to report budget
estimates to the House and Senate budget committees by February
25. The Congress is scheduled to adopt by April 15 a concurrent
budget resolution as a guide in its subsequent consideration of
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appropriations and revenue measures. The resolution sets targets
for receipts, outlays and budget authority, and for direct loan obli-
gations and new guaranteed loan commitments.

Congressional budget resolutions do not require Presidential ap-
proval. Frequently, however, there is consultation between the con-
gressional leadership and the administration, because subsequent
legislation developed to attain congressional budget targets must be
sent to the President for approval. In some recent years, the Con-
gress enacted omnibus reconciliation legislation that reduced
budget authority and outlays or increased revenues in response to
directives in the concurrent budget resolution.

Congressional consideration of requests for appropriations and
for changes in revenue laws occurs first in the House of Represent-
atives, where the Ways and Means Committee reviews proposed
revenue measures and the Appropriations Committee studies the
appropriations requests. These committees recommend the action
to be taken by the House of Representatives. After the appropria-
tions and tax bills are approved by the House, they are forwarded
to the Senate, which follows a similar process. When the House
and Senate disagree, a conference committee, consisting of Mem-
bers of both bodies, resolves the issues and submits a report to both
Houses for approval. |

After congressional approval, bills are transmitted to the Presi-
dent for approval or veto. When action on appropriations is not
completed by the beginning of the fiscal year, the Congress enacts
continuing resolutions to provide authority for the affected agen-
cies to continue financing operations up to a specified date or until
their regular appropriations are enacted.

Deficit reduction.—The Balanced Budget and Emergency Deficit
Control Act of 1985 requires the deficit to be reduced in gradual
stages to zero by 1991. Annual deficit targets are established for
the President’s budget and congressional budget resolutions.
During the last 2 months before the start of a fiscal year, the
directors of the Office of Management and Budget and the Congres-
sional Budget Office estimate the deficit for that year. If it exceeds
the specified target by $10 billion, a sequestration (i.e. reduction)
process is triggered. A sequestration occurred in 1986, the first year
to which the act applied. In August, the directors initiated the
sequestration process for 1987 by submitting their initial joint
report. However, their second report indicated that a number of
legislative actions were underway that, if enacted as expected,
would avoid the need for a sequestration. The Congress did not
order sequestration.
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Budget execution and control—Once approved, the budget be-
comes the basis for the financial operations of agencies during the
fiscal year. Most budget authority and other budgetary resources
are made available by the Office of Management and Budget under
an apportionment system designed to ensure the effective and or-
derly use of available authority.

The executive branch must report to the Congress any adminis-
trative action to postpone or eliminate spending authorized by law.
Deferrals, which are temporary withholdings of budget authority,
may be overturned by an act of the Congress at any time. Rescis-
sions, which permanently cancel existing budget authority, must be
approved by the full Congress within 45 days of continuous session.
Otherwise, the withheld funds must be made available for spend-
ing.

Relation of Budget Authority to Outlays

Not all of the new budget authority for 1988 will be obligated or
spent in that year.

e Budget authority for social security and most other major
trust funds arises from their receipts and is used over time as
needed for purposes specified by law.

* Budget authority for most major construction and procure-
ment programs covers the estimated full cost of projects at
the time they are started.

* Budget authority for many loan and insurance programs pro-
vides financing for a period of years or is a backup that may
be used only in the event of defaults.

As a result of these factors, a large amount of budget authority
carries over from one year to the next. Most is earmarked for
specific uses and is not available for other programs.
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Relation of Budget Authority to Outlays - 1988

$ Billions
New Authority To be spent in 1988 Outlays
Recommended . 731.8 ' in 1988
for 1988 1,024.3
1,142.2 ’
Authority
written off,
‘ expired, (anl;td)ad}ustod
’ 28.0 ’
Unspent Authority ™ Unspent Authority

Enacted in for Qutlays in
‘ Prior Years B ol B Future Years ’
1,177.1 856.5 1,266.9
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Part 6b
GLOSSARY OF BUDGET TERMS 1

AUTHORIZING LEGISLATION—Legislation enacted by the Congress to set up or
continue the operation of a Federal program or agency. Authorizing legislation
is normally required for subsequent appropriations, but does not usually pro-
vide budget authority.

BUDGET—A plan of proposed receipts and spending for the coming fiscal year.

BUDGET AUTHORITY (BA)—Authority provided by law to enter into obligations
that will result in immediate or future outlays. It may be classified by the
period of availability, by the timing of congressional action, or by the manner
of determining the amount available. The basic forms of budget authority are:

Appropriations—Authority that permits Federal agencies to incur obligations and
to rnake payments.

Authority to borrow—Authority that permits Federal agencies to incur obligations
and to borrow money to make payments.

Contract authority—Authority that permits Federal agencies to enter into con-
tracts or incur other obligations in advance of an appropriation.

CONCURRENT RESOLUTION ON THE BUDGET—A resolution passed by both
Houses of the Congress, but not requiring the signature of the President,
setting outlay and receipt targets for the Congress.

CONTINUING RESOLUTION—Legislation enacted by the Congress to provide
budget authority for specific ongoing activities when a regular appropriation
for those activities has not been enacted by the beginning of the fiscal year.

CREDIT BUDGET—A plan of proposed direct loan obligations and guaranteed loan
commitments. Budget authority and outlays associated with the credit budget
are included in the budget totals.

CURRENT SERVICES ESTIMATES—Estimates of receipts, outlays, and budget
authority for coming fiscal years that assume no policy changes from the year
in progress. The estimates include the effects of anticipated changes in eco-
nonmic conditions (such as unemployment or inflation), beneficiary levels, pay
incrreases, and changes required under existing law.

DEFEREAL—Executive branch action that temporarily delays the obligation of
budget authority. Deferrals may be overturned at any time by an act of the
Corigress.

FEDERAL FUNDS—Amounts collected and used by the Federal Government for
the general purposes of the Government. The major Federal fund is the gener-
al fund, which is derived from general taxes and horrowing. The nther forms of
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on October 1, 1986, and ends on September 30, 1987. (From 1844 to 1976 the
fiscal year began on July 1 and ended on the following June 30.)

OBLIGATIONS—Amounts of orders placed, contracts awarded, services received, or
similar legally binding commitments made by Federal agencies during a given
period that will require outlays during the same or some future period.

OFFSETTING RECEIPTS—Collections deposited in receipt accounts that are offset
against budget authority and outlays rather than being counted as budget
receipts. These collections are derived from Government accounts (intragovern-
mental transactions) or from the public (proprietary receipts) through activi-
ties that are of a business-type or market-oriented nature.

OUTLAYS—Payments, normally in the form of checks issued or cash disbursed, net
of refunds, reimbursements, and offsetting collections. Outlays include interest
accrued on the public debt. Social security outlays are now off-budget; all other
outlays are on-budget. |

RECEIPTS—Income, net of refunds, collected from the public by the Federal Gov-
ernment in its sovereign capacity, primarily through the exercise of its power
to tax. Business-type transactions (such as sales, interest, and loan repay-
ments) and payments between Government accounts are excluded from re-
ceipts and offset against outlays (see offsetting receipts). Social security taxes
are now off-budget; all other receipts are on-budget.

RECONCILIATION—A reconciliation directive is a provision in the concurrent
resolution on the budget that calls on various committees of the Congress to
recommend legislative changes that reduce outlays or increase receipts by
specified amounts. A reconciliation bill contains these changes.

RESCISSION—A legislative action canceling budget authority previously provided
by the Congress. :

SEQUESTRATION—Reduction of new budget authority or other budgetary re-
sources, as defined in the Balanced Budget and Emergency Deficit Control Act
of 1985.

SUPPLEMENTAL APPROPRIATION—AnN appropriation enacted subsequent to a
regular annual appropriation act. Supplemental appropriations acts provide
additional budget authority for programs or activities (including new programs
authorized after the date of the original appropriations act) for which the need
for funds is too urgent to be postponed.

SURPLUS OR DEFICIT—Difference between receipts and outlays.

TAX EXPENDITURES—Provisions of income tax law that allow a special exclu-
sion, exemption, or deduction from gross income or provide a special credit,
preferential rate of tax, or deferral of tax liability. Tax expenditures frequent-
ly have results similar to spending programs, loan guarantees, or regulations.

TRUST FUNDS—Amounts collected and used by the Federal Government for carry-
ing out specific purposes and programs according to a statute or trust agree-
ment and specified by law as being trust fund money, such as the social
security and unemployment trust funds. Trust fund receipts that are not
needed immediately are generally invested in Government securities and earn
interest for the trust fund.
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Table 1. RECEIPTS, OUTLAYS, AND DEBT, 1978-90

(In billions of dollars)
. Actual Estimate
P 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990
Receipts: |
On-budget: |
Federal funds...........c.coeuuemmuemmmenemnenennensnesnnnns 270.5 | 3164 | 3509 | 4104 | 4093 3824 | 4204 459.5 | 4735 526.1 969.0 601.4 645.7
DI T s oo consssovinsiipiesiionsil 769 | 86.0 94.7 | 106.0 122.1 147.3 157.5 197.7 206.9 215.1 232.5 2439 | 2513
Interfund transactions..............cceuverumensnsens -332 | —-370 | —416 |—-474 | —57.1 | —76.5 | —77.5 | —1094 | —1116 | —1129 |—127.1 | —1325 | —1413
Total on-budget................ccccccorvurunnen. 3142 | 3653 | 4039 | 469.1 474.3 453.2 500.4 547.9 968.9 628.4 674.5 712.8 761.6
Off-budget (trust funds)..........cccoormmrueremscnrsene, 854 | 980 | 113.2 | 130.2 143.5 147.3 166.1 186.2 200.2 214.0 242.1 263.4 | 286.6
DT EBERIDNE. .. .oicoiconsinissssssnsamiornsnsisn 3996 | 4633 | 517.1 | 599.3 | 617.8 600.6 666.5 734.1 769.1 842.4 916.6 976.2 | 1,048.3
Outlays:
On- bud get:
Fedefal DI s cicissmnicomniin A 3424 | 3749 | 4335 | 496.2 943.4 613.3 638.6 726.1 756.5 769.1 780.5 813.3 840.5
e A R 59.9 65.7 84.8 94.2 107.9 124.4 124.9 152.7 161.4 164.8 168.5 176.6 186.2
Interfund transactions.............cccecvuuervenuene. —332 | =370 |—416 |—474 | =571 | —76.5 | —77.5 | —1094 | —1116 |—1129 (—127.1 | —1325 | —1413
Total on-budget................ccooovrvunnrnnns 369.1 | 4035 | 476.6 | 543.0 594.3 661.2 686.0 769.5 806.3 821.1 8219 857.3 885.4
Off-budget (trust funds).........ccoorerercerneerennnnns 89.7 | 100.0 | 1143 | 135.2 151.4 147.1 165.8 176.8 183.5 194.5 202.4 211.7 222.4
TOEMOMEEIUS . ... ..ccoonnonessioccsssmsasmrnisonsen 458.7 | 5035 | 5909 | 678.2 745.7 808.3 851.8 946.3 989.8 | 1,0156 | 1,0243 | 1,069.0 | 1,107.8
Suglde s or deficit (—):
IR s osnsntassmsisommsenspaninsii —71.9 | —585 | —826 | —858 | —134.2 | —2308 |—218.2 | —266.6 | —283.0 | —243.0 | —2114 |—211.8 | —194.9
e 12.7 18.3 8.8 6.8 6.2 23.1 32.9 54.4 62.3 69.8 103.7 119.0 135.4
Total Surplus or deficit (—)............... —592 | —402 | —738 | —789 | —1279 | —207.8 | —185.3 | —2123 | —2207 | —1732 | —107.2 | —98.2 | —59.5
RN (—59.4) [(—38.2) [(—72.7) [(—73.9) |(—120.0) ( —208.0) |(—185.6) |( —221.6) | —237.5) |(—192.7)|( —147.4)|( —144.5) |(—123.8
DIPIRIIEEE «.c...conenevoenccsnreconsnssosenssassone (—43)|(—=20)[(=11)[{(=50)| (=79 (0.2 (0.3 (9.4 (16.7 (19.5)| (39.7)| (81.7 (64.3
Debt outstanding, end of year:
Gross Federal debt .............ccoooecvvrvvceeccccnnnnncenee 780.4 | 8338 | 9143 |1,0039 | 1,147.0 | 1,381.9 | 1,576.7 | 1,827.5 | 2,112.0 | 2,320.6 | 2,509.0 | 2,684.3 |.........
Held by the public...........ccooooeevueerrenrrcerrreenneee, 6109 | 644.6 | 7151 | 794.4 929.4 | 1,141.8 | 1,312.6 | 1,5099 | 1,714.0 | 1,855.7 | 1948.7 | 20154 |.......
3 Note.—For all years, transactions of the social security trust funds are presented off-budget and transactions of formerly off-budget are presented on-budget.
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Table 2. COMPOSITION OF RECEIPTS AND OUTLAYS IN CURRENT PRICES: 1971-90

(In billions of dollars)

QOutlays
! e Nondefense S";B}F‘S-t"'
iscal year eceipts : - T d s iCi
ot | Yotenee 7 R -l BT B R (R ”"ﬂ%‘u‘{"* (=)
nondefense indiduals grants ! ogﬁggg

B el e e 187.1] 2102| 789| 1313| 84| 77| 148| 285 —101| —230
D s cnsa im0 s A AR A AR A SISO RSO RS sBp em 207.3 230.7 79.2 151.5 92.9 20.6 15.5 32.2 =96 | - =234
51 7 2. UL SR eSO YRS s o PO 230.8 245.7 76.7 169.0 104.5 28.1 17.3 3251 —=1341 —149
e et B B B 263.2 269.4 79.3 190.0 120.1 28.7 21.4 3651 —16.7 —Db.1
L N U | OO 279.1 332.3 86.5 245.8 153.5 33.3 23.2 A =136 | ~532
NI = B Sl il b eeemessmessora il T BT M B 298.1 371.8 89.6 282.2 180.1 39.4 26.7 5080 =344 | =731
I s ar e T A R AT 355.6 409.2 97.2 312.0 196.3 46.1 2991 ‘45| 1491 —536
{1215 RSO SO 399.6 458.7| 104.5 354.2 211.0 53.7 354 0991 =157 | 592
O T ccisiciissssisons vamsssoiiigssoands veasF TR RS RS A R RS ESSUA SRR AR DY 463.3 503.5 116.3 387.1 232.9 55.9 42.6 1321 =1151 —40.2
B B s e cenunomcnnnaicenssamesswemsomssmmm AR R RS e ABAS AR SRS A B SRS 517.1 590.9 134.0 456.9 271.5 59.4 52.5 874 —199| —738
L e S R S A e S S 599.3 678.2 157.5 520.7 323.4 57.8 68.7 988 | —280| 789
N s A e kR S 617.8 745.7 185.3 560.4 356.7 50.3 85.0 945 | <261 —1279
[ b R b BT SNSRI O - TR POy 0. o 600.6 808.3 209.9 598.4 395.3 50.8 89.8 96.5| —34.0( —207.8
T R U T PO P . M NN o e -1 v 8 A0, 666.5 851.8 2274 624.4 399.8 53.2 111.1 923 —320 1 —=1853
TORSINS U Sl - e bt ol o, e it et mn A S e el ) 134.1 946.3 252.7 693.6 425.6 57.6 129.4 137 —328 | —212.3
0 i 2 Rt SRl SRR E W fe 2 e - Do el W 5 20 O 769.1 989.8 273.4 716.4 448.0 60.8 136.0 104.7| —330 | —220.7
g T R O e S YR ol S S S Mo LT T e, o g 842.4 | 1,015.6 282.2 733.3 465.3 55.5 137.5 N224 —=3E1 | "=1732
L L G 7 | R e S L e 916.6 | 1,024.3 297.6 726.8 481.0 53.2 139.0 989 | —454 | —107.8
1 G i Ay el B o W, BBl o M R SUL i b e S0 B e Ao 976.2 | 1,069.0 312.2 756.8 509.5 53.2 141.5 983 | —458| —92.8
L o T (et M e o0 L S e gt Sl ool S 1, 5 et P 1,048.3 | 1,107.8 330.0 177.8 538.1 51.6 139.0 9771 —485| =395

1 Grants to State and local governments excluding those for payments for individuals.
Note—Excludes transition quarter.



Table 2. COMPOSITION OF RECEIPTS AND OUTLAYS IN CONSTANT (FISCAL YEAR 1982) PRICES: 1971-90 — Continued
(In billions of dollars)

Outlays
Nondefense
Fiscal year Receipts . .
s ﬁg}g{g m&tfaelm Payfn;? " Al °tth°' Net Interest Other :ﬂn“;%lb-
N rants 1

individuals | 8rants I'eé:ipltllg

B L B s 453.6 509.4 202.7 306.7 181.0 43.3 34.0 158 =213

B e i o s s ke B AR SRR AN RO 474.2 521.6 190.9 336.7 200.1 47.4 33.6 197 | =241

e e e e e e 495.5 521.5 175.1 352.4 215.7 60.5 35.9 684 | —28.1

I o e S U N YT W D A - U N Sy 516.6 528.7 163.3 365.3 228.3 56.8 41.1 719 | —328

B T o i S aparasavomba pi ki s s oy ranms s g 592.1 586.0 159.8 426.2- 265.8 58.5 40.4 849 | —234

T L e s S N O L e S PR 488.9 609.8 153.6 456.2 | = 291.7 64.3 43.0 80.1| —229

B e e 541.0 622.6 154.3 468.3 295.5 70.1 44.6 7199 | -21.7

R o R AT e ST L e ey 568.0 652.2 155.0 497.1 296.8 15.7 49.4 91.0| =211

1522 R e TR WSRO P VRSSO TR S s 1 SOR NSRS 607.5 660.2 159.1 501.0 301.6 71.8 54.7 959 | —229

I . nininninssiieasasnis Sa T GRR 611.7 699.1 164.0 535.1 324.7 68.4 62.0 103.8 | —23.8

1 V. 642.0 726.5 171.4 555.2 3443 61.3 13.7 106.0 | —30.1
12 W ottt I RN, .. s . it SO 617.8 145.7 185.3 560.4 356.7 50.3 85.0 945| —26.1|

|21, S VTR PO . (AR L, S e SRS 576.9 176.5 201.3 575.1 378.6 48.8 86.1 95.0| —334

b S WM RN WA, | R T R o e S, 1, oS 618.1 789.9 211.5 578.4 368.6 49.2 102.6 885 | =305

LTI SR e A et A T e SV Y ST TR 657.8 848.0 228.7 619.3 379.3 50.7 115.6 103.3| —29.5

T e el SN SR S I e e L 673.0 866.2 242.1 624.1 389.4 51.5 117.9 946 | —294

BT T odS I U A SRR S i (U L 715.2 862.3 242.6 619.7 392.2 45.7 115.6 984 | —32.2

1988 BSHMALE..........oeeeieeeeeeeeeee et eeeessassseesseseesssasass s s e eessesasseseasasassnenes 751.0 839.3 246.9 592.5 391.6 42.2 113.0 841 —384

1989 ESHIMALE..........c.ooeeeeeeeeeeeee et eeees e sese s sssesesaesesesnessnsensssesssenses s s s asnssassasnsnns 173.1 846.6 250.2 596.4 400.8 40.8 111.1 808 | —37.1

1890 BBIMNATR ..oiciciiimmnsimninnmsii s s s s 803.0 848.6 256.0 592.6 409.6 38.2 105.6 7178 | —38.5

1 Grants to State and local governments excluding those for payments for individuals.
Note.—Excludes transition quarter.
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Table 3. RECEIPTS BY SOURCE AND OUTLAYS BY FUNCTION, 197888
(In billions of dollars)

Actual Estimate
Description
1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
RECEIPTS BY SOURCE
Individual income taxes..........ccccoeueeeernnnene 181.0 217.8 244.1 285.9 297.7 288.9 298.4 334.5 349.0 364.0 392.8
Corporation income taxes...........ccccoeevvennee 60.0 65.7 64.6 61.1 49.2 37.0 56.9 61.3 63.1 104.8 117.2
Social insurance taxes and contributions:
Employment taxes and contributions...... 103.9 120.1 138.7 163.0 180.7 185.8 209.7 234.6 255.1 213.2 307.4
Unemployment insurance........................ 13.8 15.4 15.3 15.8 16.6 18.8 Zo.1 25.8 24.1 23.8 22.2
Other retirement contributions............... 3.2 3.5 i 4.0 4.2 4.4 4.6 4.8 4.7 44 3.9
Total social insurance taxes and
contributions ..........cc.cevvrrerenns 121.0 138.9 157.8 182.7 201.5 209.0 239.4 265.2 283.9 301.5 333.2
On-budget ............coeeerreerrrnnnne. (35.6) (40.9) (44.6) (52.5) (58.0) (61.7) (73.3) (79.0) (83.7) (87.4) (91.1)
18T (85.4) (98.0) (113.2) (130.2) (143.5) (147.3) (166.1) (186.2) (200.2) (214.0) (242.1)
Excise taxes:
RO .o s i) 5.5 5.5 5.6 5.6 5.4 5.6 5.3 5.6 5.8 5.9 5.9
TODACCO ... 2.4 2.5 2.4 2.6 2.5 4.1 4.7 4.8 4.6 4.8 4.6
HIghWay ........ooeeceeerecrereesiescvnnne. 6.9 1.2 6.6 6.3 6.7 8.3 11.7 13.0 13.4 13.7 15.1
g B | —— 1.3 1.5 1.9 ” 0.1 2.2 2.5 2.9 27 3.1 3.4
Windfall profit tax ........cc.evereeereeercerens e e reeesessessnenns 6.9 23.3 18.4 12.1 8.9 6.3 2.3 = SF R
i o N, 2.2 2.0 0.9 3.1 3.1 3.0 4.2 o T LT M AR IRECR. Sl 0l e R
Total excise taxes...........cccceuunnee. 18.4 18.7 24.3 40.8 36.3 35.3 37.4 36.0 32.9 32.6 334
Estate and gift taxes..........ccccccerrrerrrnnnee. 5.3 5.4 6.4 6.8 8.0 6.1 6.0 6.4 1.0 6.0 5.8
CUSTOMS: QUTIBS....coovciivcessinssiionseisimsisssssmasin 6.6 1.4 1.2 8.1 8.9 8.7 114 12.1 13.3 14.4 15.3
Miscellaneous receipts............ccceeeevecrrenne. 1.4 9.3 12.7 13.8 16.2 15.6 17.0 18.5 19.9 19.1 18.9
Total receipts............cccccoevuueee. 399.6 463.3 517.1 599.3 617.8 600.6 666.5 734.1 769.1 8424 916.6
On-budget ..........cooevvvrmnrennne. (314.2) (365.3) (403.9) (469.1) (474.3) (453.2) (500.4) (547.9) (568.9) (628.4) (674.5)
OTEDUAERL.........coomsnmmsinannases (85.4) (98.0) (113.2) (130.2) (143.5) (147.3) (166.1) (186.2) (200.2) (214.0) (242.1)
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Table 3. RECEIPTS BY SOURCE AND OUTLAYS BY FUNCTION, 1978-88—Continued
(In billions of dollars)

Actual Estimate
Description
1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
OUTLAYS BY FUNCTION

National defense...........c.ccceeremrerereenrnnenes 104.5 116.3 134.0 157.5 185.3 209.9 2214 252.7 273.4 282.2 297.6
International affairs...........ccoueerrereenrcnrnnes 15 15 12.7 13.1 12.3 11.8 15.9 16.2 14.2 14.6 15.2
General science, space, and technology...... 4.9 5.2 5.8 6.5 1.2 1.9 8.3 8.6 9.0 9.5 114
] 4 e S B, 8.0 9.2 10.2 15.2 13.5 9.4 1 5.7 4.7 3.8 3.3
Natural resources and environment............ : 11.0 12.1 13.9 13.6 13.0 12.7 12.6 13.4 13.6 13.9 14.2
[rirel [ e MRS T et e S, 11.4 11.2 8.8 11.3 - 159 22.9 13.6 25.6 31.4 31.1 26.3
Commerce and housing credit.................... 6.3 4.7 9.4 8.2 6.3 6.7 6.9 4.2 4.4 9.3 2.5
T O I A o T ooy nssints 15.5 17.5 21.3 23.4 20.6 21.3 23.7 25.8 28.1 21.0 29.9
Community and regional development ........ 11.8 10.5 11.3 10.6 8.3 1.6 14 1.7 1.2 6.2 9.5
Education, training, employment, and

SOCIA] SOIVICES .cc.oronecssssaisassessisssssssanseesss 26.7 30.2 31.8 33.7 21.0 26.6 21.6 29.3 30.6 29.8 28.4
U T U 18.5 20.5 23.2 26.9 21.4 28.6 30.4 33.5 35.9 39.7 38.9
o T N 22.8 26.5 32.1 39.1 46.6 52.6 51.5 65.8 70.2 71.6 73.0
IICOMESOEITINY...c..voessorsonsishossismssosisasasasnass 61.5 66.4 86.5 99.7 107.7 122.6 112.7 128.2 119.8 124.9 124.8
DOCIAIBSHCIIIY . iiciiimnississitsssimsusiniat 93.9 104.1 118.5 139.6 156.0 170.7 178.2 188.6 212.2 198.8 207.9

DRl s (0.7) (0.8) (0.7) (0.7) (0.8) (20.0) (7.1) (5.2) (8.1) (5.0) (4.9)

RNTIMIROBE Bon s o o0 e ricniiidns ki (93.1) (103.3) (117.9) (138.9) (155.1) (150.7) (171.2) (183.4) (190.7) (202.9) (214.5)
Veterans benefits and services................... 19.0 19.9 212 23.0 24.0 24.8 25.6 26.4 26.4 26.7 21.2
Administration of justice..............c.ccoeeunneee. 3.8 4.2 4.6 48 4.7 5.1 5.7 6.3 6.6 8.3 9.2
General government ............ccocevreenenernnnns 3.6 3.9 44 4.6 4.5 4.8 5.1 9.2 6.1 6.8 1.5
General purpose fiscal assistance............... 8.4 8.4 8.6 6.9 6.4 6.5 6.8 6.4 6.4 1.9 1.5
Ty 1 e 35.4 42.6 52.5 68.7 85.0 89.8 111.1 129.4 136.0 137.5 139.0

DIEDUOBOLIE . i s ssssamnsssasvenmansas (37.8) 44.8) 54.9) (71.0) 87.1) 91.6) (114.4) (133.6) (140.3) (142.5) (145.6)

DRI ....occooscnsmmriammiasnonsiin (—24) (—22) (—2.3) (—2.3) (—=2.1) {=138) (—3.3) (—4.1) (—4.3) (=5.1) (—5.6)
IIWBTIEES cxvvs irnsriocormmrmssrssnesassmirantamssmntbnammmemsamnsrasmnsl nsasenmsonssasmmepmrisssmsessemnssmsmassalsengnpmamansansnslsnasssmessossnersssoiiiasmasnissatrssasessbarinssiase i G I SRR R B R AT —0.8
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Table 3. RECEIPTS BY SOURCE AND OUTLAYS BY FUNCTION, 1978-88—Continued

(In billions of dollars)

Actual

Estimate
Description
1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
OUTLAYS BY FUNCTION
Undistributed offsetting receipts................. —15.7 —17.5 —19.9 —28.0 —26.1 —34.0 —32.0 —32.8 —33.0 -37.1 —454
On-budget.........oooevvmrrrierrrieeieniesias (—14.7) | (—16.4) (—-18.7; (—26.6) | (—24.5) | (=322) | (=29.9)| (—303) (—30.2; (=338) | (—39.9)
Off-budget .........cooveeeereeeeerreeis (—1.1 (=1.1) (=12 (—14) (—1.6) (—1.8) (=2.0) (—=2.5) (=29 (=3.3) (—5.9)
Total outlays ..................cccccuee.... 458.7 503.5 590.9 678.2 745.7 808.3 851.8 946.3 989.8 1,015.6 1,024.3
On-budget .........oovvverrererrrnces (369.1; (403.5) (476.6) 543.0; §594.3) | (661.2) 2686.0) 2769.5; %806.3; (821.1) (821.9)
Off-budget...........coovrrerrrenenen. (89.7 (100.0) (114.3) 135.2 151.4) (147.1) 165.8) 176.8 183.5 (194.5) (202.4)

*$50 million or less.



Table 4. OUTLAYS BY FUNCTION AND SUBFUNCTION, 1978-90

(In billions of dollars)

Actual Estimate
Function and subfunction
1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990
National defense:
Department of Defense—Military:
Military personnel..........c..coooueervveererrennnnns 35.6 313 40.9 41.9 55.2 60.9 64.2 67.8 11.5 70.8 15.7 76.1 11.1
Operation and maintenance....................... 33.6 36.4 44.8 51.9 59.7 64.9 67.4 72.3 75.3 16.7 81.4 86.2 94.7
P ORI £ s teiscioni sinssssonensis 20.0 25.4 29.0 35.2 43.3 53.6 61.9 70.4 76.5 82.7 82.8 83.6 88.7
Research and development........................ 10.5 11.2 13.1 15.3 17.7 20.6 23.1 21.1 32.3 34.2 38.3 42.1 38.9
Military construction and other ................. 2.1 3.3 3.2 3.6 49 4.5 4.3 1.7 10.1 9.8 11.2 15.7 21.0
Subtotal, Department of Defense—
L R A S A M 102.3 113.7 131.0 153.8 180.7 204.4 220.8 245.4 265.6 274.2 | 289.3 | 303.7 321.0
Atomic energy defense activities.................... 2.1 2.9 2.9 3.4 43 5.2 6.1 1.1 14 1.4 1.8 8.3 8.8
Defense-related activities.............ccceveveevenneen. 0.1 0.1 0.1 0.3 0.3 0.3 0.5 0.3 0.3 0.6 0.4 0.2 0.2
Total national defense....................... 104.5 116.3 134.0 157.5 185.3 209.9 2274 252.7 273.4 282.2 297.6 312.2 330.0
International affairs:
International development and humanitarian
L e U 2.6 2.9 3.6 4.1 3.8 4.0 4.5 54 5.0 4.4 4.9 5.0 4.8
International security assistance.................... 3.9 3.7 4.8 5.1 5.4 6.6 1.9 9.4 10.5 8.6 1.1 9.8 9.5
Conduct of foreign affairs...........ccceocureneene 1.1 1.3 1.4 1.3 1.6 1.8 1.9 2.1 2.3 2.1 3.0 3.1 3.3
Foreign information and exchange activities .. 0.4 0.5 0.5 0.5 0.6 0.6 0.7 0.8 0.9 1.0 L1 & | 1.2
International financial programs..................... —06 | —09 2.4 2.0 0.9 =11 0.9 —-15 | —45 =21 -15 | —-09 —09
Total international affairs................. 1.5 15 12.7 13.1 12.3 11.8 15.9 16.2 14.2 14.6 15.2 18.1 17.9
General science, space, and technology:
General science and basic research............... 1.2 13 1.4 1.5 1.6 1.6 1.8 2.0 2.2 2.3 2.6 2.8 3.2
Space flight .........cvueveerrerrceereeeeesieesens 2.3 2.2 2.6 3.1 3.5 4.1 4.0 4.0 3.8 4.3 5.6 6.9 6.6
— Space science, applications, and technology .. 1.0 1.2 1.3 1.4 15 1.5 1.7 1.9 2.1 2.2 23 2.4 2.6
= Supporting space activities..............ccceevvune 0.5 0.6 0.5 0.6 0.6 0.8 0.8 0.8 0.8 0.8 1.0 1.0 1.1
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Table 4. OUTLAYS BY FUNCTION AND SUBFUNCTION, 1978-90—Continued
(In billions of dollars)

| Actual Estimate
kunction and subtunction 5
1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990
Total general science, space, and
technology...........cccooervvrernrcrrnrenenns 4.9 5.2 5.8 6.5 7.2 79 8.3 8.6 9.0 9.5 114 13.2 13.5
Energy:
ENErgy SUPPIY ......voerveereerienreseeereeseisenssanens 6.1 1.2 8.4 10.2 8.2 6.1 3.3 2.6 2.8 1.9 2.1 1.7 2.1
Energy conservation...............cooueeeueerunrcrreene 0.2 0.3 0.6 0.7 0.5 0.5 0.5 0.5 0.5 0.4 0.2 0.1 0.1
Emergency energy preparedness.................... 0.9 1.0 0.3 3.3 3.9 1.9 2.5 1.8 0.6 0.7 0.4 0.4 0.4
Energy information, policy, and regulation..... 0.8 0.7 0.9 1.0 0.9 0.9 0.8 0.7 0.8 0.7 0.7 0.7 0.7
Total energy..........cccoceemervereecnreeennn, 8.0 9.2 10.2 15.2 135 94 7.1 57 4.7 3.8 33 29 3.2
Natural resources and environment:
Water reSOUICES...........ccoeremmerrerreenerieneerenaennn, 34 3.9 4.2 4.1 3.9 3.9 4.1 4.1 4.0 4.2 4.1 4.4 44
Conservation and land management .............. 1.0 0.8 1.0 1.2 1.1 1.5 1.3 1.5 14 1.6 2.9 3.0 3.2
Recreational resources............cceeeeeeerereesenennes 1.4 1.5 1.7 1.6 1.4 1.5 1.6 1.6 15 1.6 14 1.4 1.3
Pollution control and abatement..................... 4.0 4.7 53 9.2 3.0 4.3 4.0 4.9 4.0 4.9 4.6 4.6 4.6
Other natural resources ...........cc..oceevuereeeeene. 1.2 13 14 1.5 1.5 L9 1.6 1.7 1.9 1.9 1.1 1.8 1.8
Total natural resources and envi-
11, | T —————— 11.0 12.1 13.9 13.6 13.0 12.7 12.6 134 13.6 13.9 14.2 15.2 15.3
Agriculture:
Farm income stabilization...............ccccvuun... 10.2 9.9 14 9.8 14.3 21.3 11.9 23.8 29.6 29.2 24.5 20.0 16.5
Agricultural research and services.................. | 1.3 1.4 1.5 1.6 1.6 ot 1.8 1.8 1.9 1.8 1.8 1.7
Total agriculture...................ccoeuennee. 114 11.2 8.8 113 15.9 229 13.6 25.6 314 31.1 26.3 21.8 18.2
Commerce and housing credit:
Mortgage credit and thrift insurance.............. 3.6 2.3 5.6 4.7 4.0 3.9 3.8 0.9 19 9.9 2.0 2.1 3.5
POl SOV i sisiniees 1.3 0.9 1.2 1.4 0.2 1.1 1.2 1.4 0.8 1.8 3.0 1.6 1.8
Other advancement of commerce................... 1.4 1.5 29 2.1 2.1 1.7 1.9 2.0 1.8 2.0 1.5 1.7 31
Total commerce and housing ‘
[ | (R S RS, 6.3 4.7 94 8.2 6.3 6.7 6.9 4.2 44 93 2.5 0.7 14




Transportation:
Ground transportation................ceverresenes o
(VR T
Water transportation............cceenremrmnnensene
Other transportation...............eeceuveemrsssssennens

Total transportation ..................cc......

Community and regional development:
Community development................ i
Area and regional development...............cc.....
Disaster relief and insurance...............ccooveeee.

Total community and regional de-
velopment ..............c.coonenniiininns

Education, training, employment, and

social services:

Elementary, secondary, and vocational edu-
L P b T e TR

Higher education..............ccoveuueessenmsesnsenesenns

Research and general education aids.............

Training and employment............ccoooueerrvnnns

Other 1abOr SEIVICES...........ccevummmmmmrnnsanessnes

e e T A OE pee

Total education, training, employ-
ment, and social services.............

Health:
Health care Services ............coeceurereresenrennenns
Health research ............ccccoeeovuemennnnernennennnne
— Education and training of health care work
= O e i
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16.2

10.4 12.1 15.3 17.1 14.3 14.3 17.6 18.7 17.9 16.6 17.7 17.0
3.2 34 3.7 3.8 3.5 4.0 4.4 4.9 5.3 3.3 5.9 6.2 6.4
1.8 2.0 2.2 24 2.7 3.0 3.0 3.2 4.0 3.7 2.9 2.8 2.9
0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
15.5 17.5 21.3 23.4 20.6 21.3 23.7 25.8 28.1 27.0 25.5 26.7 26.4
3.3 4.0 4.9 3.1 4.6 4.4 4.5 4.6 4.1 4.3 3.7 3.1 3.0
5.7 4.9 4.3 3.8 3.8 3.2 3.0 3.1 2.1 1.9 1.8 1.2 0.8
2.9 1.6 2.0 1.7 | =01 —* 0.1 —* 0.4 —* & 0.1 0.2
11.8 10.5 113 10.6 8.3 1.6 17 1.7 1.2 6.2 5.5 4.4 4.0
5.2 6.1 6.9 1.2 6.8 6.3 6.5 1.6 1.8 1.6 18 1.6 1.6
3.7 5.1 6.7 8.9 1.2 1.2 14 8.2 8.4 1.5 5.5 5.3 4.2
1.0 11 1.2 1.0 1.0 1.1 1.2 1.1 1.2 14 1.3 1.2 1.1

10.8 10.8 10.3 9.2 8.5 5.3 4.6 3.0 5.3 5.0 5.2 5.9 3.7
0.4 0.5 0.6 0.6 0.6 0.6 0.6 0.7 0.7 0.7 0.8 0.8 0.8
5.6 6.6 6.1 6.9 5.9 6.1 1.2 6.7 1.2 1.5 19 8.1 8.5

26.7 30.2 318 33.7 21.0 26.6 27.6 29.3 30.6 29.8 284 28.9 28.0

13.9 16.0 18.0 21.2 21.8 23.0 24.5 21.0 28.8 32.0 31.5 329 | 346
2.8 3.0 34 3.8 3.9 4.0 4.4 4.9 5.4 5.9 6.2 6.2 6.3
0.9 0.6 0.7 0.8 0.7 0.6 0.4 0.5 0.5 0.5 0.4 0.4 0.4
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Table 4. OUTLAYS BY FUNCTION AND SUBFUNCTION, 1978-90—Continued
(In billions of dollars)

Actual Estimate
Function and subfunction :
1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990
Consumer and occupational health and
SAMBLY......vvueerecercereere e 0.8 0.9 1.0 1.0 1.0 1.1 1.1 1.2 1.2 1.2 0.9 0.9 0.9
ELLE T () ————————— 18.5 20.5 23.2 26.9 274 28.6 30.4 335 35.9 39.7 38.9 40.4 42.2
MediCare.............ccooovverecnecrcene s aensesnes 22.8 26.5 32.1 39.1 46.6 52.6 57.5 65.8 70.2 71.6 73.0 81.1 87.9
Income security:
General retirement and disability insurance ... 34 4.4 bl 5.4 5.6 5.6 2.4 5.6 5.3 55 54 5.5 5.7
Federal employee retirement and disability....| 19.8 22.1 26.6 31.3 34.3 36.5 38.1 38.6 41.4 43.6 42.9 45.5 48.2
Unemployment compensation...............ccc...... 11.8 10.7 18.0 19.7 23.7 31.5 18.4 17.5 17.8 18.0 1.7 17.5 17.9
Housing asSIStance............ccoevvruerereeereecenncs 3.7 4.4 5.6 1.8 8.7 10.0 11.3 253 12.4 12.9 13.4 13.7 14.2
Food and nutrition assistance..............ccc.v.... 8.9 10.8 14.0 16.2 15.6 18.0 18.1 18.5 18.6 19.4 18.6 19.1 | ' 198
Other income SECUNItY........cccovvvererrererrererenene 13.9 13.4 17.2 19.4 19.8 211 21.4 22.7 24.4 25.5 26.8 21.3 21.1
Total income security........................ 61.5 66.4 86.5 99.7 107.7 122.6 112.7 128.2 119.8 124.9 124.8 128.7 133.5
Social SECUNtY ...........covvervrmrerrerireeiieiererienens 93.9 104.1 118.5 139.6 156.0 170.7 178.2 188.6 198.8 207.9 219.4 232.5 246.8
61 R L S ———— (0.7) (0.8) (0.7) (0.7) (0.8) | (20.0) (7.1) (5.2) (8.1) (5.0) (4.9) (5.4) (5.4)
1T | (93.1) | (103.3) | (117.9) | (138.9) | (155.1) | (150.7) | (171.2) | (183.4) | (190.7) | (202.9) | (214.5) | (227.0) | (241.4)
Veterans benefits and services:
Income security for veterans.............ccccuveneee 9.7 10.8 11.7 12.9 13.7 14.3 14.4 14.7 15.0 15.1 15.2 15.6 15.9
Veterans education, training, and rehabilita-

(1 | L o 3.4 2.8 2.3 2.9 1.9 1.6 1.4 1.1 0.5 0.4 0.5 0.5 0.4
Hospital and medical care for veterans.......... 9.3 5.6 6.9 1.0 1.5 8.3 8.9 9.5 9.9 10.3 10.5 10.7 10.9
Veterans OUSING ..........ccverveereeneerseresersenens i 0.2 —* 0.2 0.1 * 0.2 0.2 0.1 0.1 —* | =01 —*
Other veterans benefits and services............. 0.6 0.6 0.7 0.7 0.7 0.7 0.8 0.8 0.8 0.8 0.9 0.9 0.9

Total veterans benefits and serv-
R - TP 19.0 19.9 21.2 23.0 24.0 24.8 25.6 26.4 26.4 26.7 27.2 27.6 28.0




Administration of justice:
Federal law enforcement activities................ 1.8 2.0 2.2 2.4 2.5 2.9 3.2 3.5 3.6 4.6 5.2 4.9 4.9
Federal litigative and judicial activities.......... 0.9 1.1 1.3 1.5 1.5 1.6 18 2.1 2.2 2.6 2.1 2.8 2.8
Federal correctional activities.............ccoervenns 0.3 0.3 0.3 0.4 0.4 0.4 0.5 0.5 0.6 0.8 0.9 1.0 0.9
Criminal justice assistance.............ccoourrrurene 0.7 0.7 0.7 0.5 0.3 0.2 0.1 0.1 0.2 0.3 0.4 0.2 0.1
Total administration of justice........| 3.8 4.2 4.6 4.8 4.7 5.1 5.7 6.3 6.6 8.3 9.2 89 8.8
General government:
Legislative functions.............cocoeemreeenrererrennns 0.9 0.9 1.0 1.0 1.2 1.2 1.3 1.4 1.4 1.7 1.8 1.8 1.8
Executive direction and management............. 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Central fiscal operations ...........ccccoeererrvnnnee 2.0 2.2 2.6 2.6 2.6 3.1 3.3 3.5 3.6 4.5 9.3 5.6 9.9
General property and records management.... 0.3 0.3 0.3 0.1 0.2 0.2 0.2 0.1 0.5 . —0.2 0.1 0.2
Central personnel management...................... 0.1 0. 0.2 0.2 0.1 0.1 0.1 0.2 0.1 0.1 0.1 0.1 0.1
Other general government ..............ccccecvveenne 0.4 0.5 0.6 0.7 0.5 0.8 0.6 0.5 0.5 0.9 0.7 0.6 0.6
Deductions for offsetting receipts................ =03 | -0.2 —-04 | =02 —0.2 —0.6 05 | =05 —0.1 —0.4 —04 | —04 | —05
Total general government................. 3.6 39 44 4.6 4.5 4.8 5.1 5.2 6.1 6.8 15 19 19
General purpose fiscal assistance:
General revenue Sharing .............cccceeuverrenene. 6.8 6.9 6.8 5.1 4.6 4.6 4.6 4.6 5.1 0.1 L TR S
Other general purpose fiscal assistance......... 1.6 1.5 1.7 1.7 1.8 1.8 2.2 1.8 1.3 1.9 1.5 1.5 1.6
Total general purpose fiscal as-
T Ve, L e R 8.4 8.4 8.6 6.9 6.4 6.5 6.8 6.4 6.4 1.9 1.5 1.5 1.6
Net interest:
Interest on the public debt...............cccoounue.... 48.7 59.8 74.8 95.5 117.2 128.6 153.8 179.1 190.2 191.7 1984 | 205.6 | 208.6
Interest received by on-budget trust funds..., —6.1 | —7.7 | —9.7 | —115 | —140 | —153 | —17.0 | —221 | —266 | —28.7 | —316 | —352 | —383
Interest received by off-budget trust funds...., —24 | —22 | —23 | —23 -21 -18 | =33 | —41 —43 | =51 —66 | =92 | —123
Other interest ..........ccooveeeevervemrenrerirersienniene, —47 | -73 | =102 | —130 | —161 | —21.7 | —224 | —234 | —233 | —205 | —21.2 | —196 | —19.0
Total net interest............................... 354 42.6 92.5 68.7 85.0 89.8 111.1 129.4 136.0 137.5 139.0 141.5 139.0
= On-budget ..., (37.8) | (44.8) | (54.9) | (71.0) | (87.1) | (91.6) | (114.4) | (133.6) | (140.3) | (142.5) | (145.6) | (150.8) | (151.3)
J Off-budget ..., (=24) | (=22) | (=23) [ (=23) | (=21) | (—18) [ (—=33) | (—41) [ (—43) | (=51)1 (—6.6) | (—9.2) I(—123)
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Table 4. OUTLAYS BY FUNCTION AND SUBFUNCTION, 1978-390—Continued

(In billions of dollars)

Actual Estimate
Function and subfunction
1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990
“Allowances:
G A 0NN DAY EHISBE . oeuuss ssicnissmsssseslicmummnivbecfusommsscessmsesvafimnmiesemeospillincammsmseceassesmssssssebeoresfimitmatombssiofnsionmariaratafonshons i esmes | anceatiessmsnessa|ssrssanars Seinin 0.7 1.6 2.1
Contingencies Tor Oher TOCQUIVBIMBIS........x.ecssosssssssesisnsassissssssasssssisslssssnsssessesssiluisssiosessamssas svesssonssusnsochfisassiaimsinssiak |wsssassausiasnainfurasssasaisntinse] ssmmvonissmesbnpessinsnsransmains -14 | 11 0.1
T L - R W, SO SO | ¢SO o .| CROEL v Sino ey A SR, - SIS RS ST JERr WE % VR ST S —0.8 0.5 2.8
Undistributed offsetting receipts:
Employer share, employee retirement (on-
DUAZEE) ..o ~124 | <131 | —-146 | 165 | —182 | -21.7 | —232 | -247 | —254 | —280 | —321 | —33.8 | —355
Employer share, employee retirement (off-
BUOORLY . oicciisimmammmuimsussmmvsins 11 | =1l -12 | -14 | -16 | —-18 | =20 | -25 | =29 | -33 —95.5 —6.1 | —6.7
Rents and royalties on the QOuter Continen-
tal Shelf ..., -23 | =33 | —41 [ -101 —62 | —105 | —67 | =55 | —41 -39 -3.7 -35 | =38
LG P T U RSSOV (ST, INRPSSSTTS OOINUUIE SISO SRR, [UTORIG) WO S —-19 | =41 | =23 | =25
Total undistributed offsetting re-
BBIOLS.......oomsiccsssissmsamssnismessmssasasiins —157 | —175 | —199 | —28.0 | —26.1 | —340 | —320 | —328 | —33.0 | —37.1 | —454 | —458 | —485
On-budget ..........oovremeeeerrerrerierenanens (=14.7) |(—16.4) |(—18.7) |(—26.6) |(—24.5) |(—32.2) |(—29.9) |(—30.3) |(—30.2) |(—33.8) [(—39.9) [(—39.7) [(—41.8)
01207 R —— (=11 | (=11) [ (=12) | (=14) | (=16) | (—1.8) | (—20) [ (—=2.5) | (—=29) | (—=33) | (=5.9) [ (—6.1) [ (—6.7)
Total oUtlays .............coommnuemsessisenns 4587 | 5035 | 5909 | 6782 | 7457 | 8083 | 8518 | 9463 | 989.8 |1,0156 |1,0243 |1,069.0 |1,107.8
T SRR MRS S S . (369.1) | (403.5) | (476.6) | (543.0) | (594.3) | (661.2) | (686.0) | (769.5) | (806.3) | (821.1) | (821.9) | (857.3) | (885.4)
13T 0 MR Do el o ERs. (89.7) | (100.0) | (114.3) | (135.2) | (151.4) | (147.1) | (165.8) | (176.8) | (183.5) | (194.5) | (202.4) | (211.7) | (222.4)

Note.—For all years, transactions of the social security trust funds are presented off-budget and transactions of formerly off-budget accounts are presented on-budget.
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Table 5. OUTLAYS BY AGENCY, 1986-92
(In billions of dollars)

1986 Estimate

actual 1987 1988 1989 1990 1991 1992
Legislative branch............................... 1.7 2.1 2.2 2.2 2.2 2.2 2.3
The Judiciary ..........ccoveeeveeeeeceeeeeenene. 1.1 1.2 1.4 15 1.5 1.5 1.6
Executive Office of the President........ 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Funds appropriated to the President...| 11.4 11.8 11.2 13.3 12.7 12.3 11.7
AGHICURUTE.......ooeeeeecee s 58.7 55.1 50.7 46.5 42.9 39.5 37.6
COMMEICE. ... eeersaeaa 2.1 2.4 2.3 2.4 3.3 2.0 1.9
Defense—Military 2 ...........ccouueeeee.. 265.6 | 2742 | 289.3| 303.7| 321.0| 340.0| 361.0
Defense—Civil.........oveeveeeeeeeeeeeeenns 20.3 20.9 22.1 23.4 24.5 25.5 26.5
Education...........ooeeeeereeeeeeeee, 17.7 16.8 14.7 144 13.3 12.8 12.4
ERBIRY - crcconsvsonsmrsponmsiossassampsiinssnthamanss 11.0 10.6 10.2 10.9 11.8 12.5 13.3
Health and_Human Services, except

Social Security .........oooveevreerreenen. 1433 | 1453 | 1468 | 1563 | 1652 | 1764 | 1859
Health and Human Services, Social

SECUMEY ... 190.7 | 2029 | 2145 227.0| 2414 | 25.2| 270.6
Housing and Urban Development........ 14.1 14.6 13.9 14.3 14.0 13.6 13.7
{11111 O 4.8 5.2 4.4 4.7 4.6 4.4 4.3
[T ([ 3.8 4.8 5.8 5.6 54 5.9 5.6
RN ..o 00mtsvessinntesrsns sesusnsensrnsas 24.1 24.5 25.4 25.4 25.9 26.2 26.8
OIE 2.9 3.3 3.6 3.7 39 4.0 39
TRMSDOIAION........ccvonvsuisiinessseisininns 21.4 26.2 24.6 25.9 25.5 25.0 25.4
TIRASUNY .o eenaenens 179.2 | 180.2| 187.3| 197.0| 2007 | 2029 | 196.0
Environmental Protection Agency........ 4.9 4.6 4.6 4.7 4.7 4.6 4.5
General Services Administration.......... 02| —=01| —-04] 03| —02| —03| —=07
National Aeronautics and Space Ad-

MINIStration...........c.eveveevereeceeeeennee. 14 19 9.5 11.1 11.1 11.0 11.0
Office of Personnel Management ........ 24.0 21.1 26.8 28.4 29.9 31.5 33.1
Small Business Administration............ 0.6 01] —03] =01 0.4 0.4 0.4
Veterans Administration....................... 26.5 26.8 21.0 21.6 21.9 28.5 28.9
Other independent agencies................ 11.4 17.9 11.5 9.2 10.5 11.9 11.8
AIOWANCES 2 ........oeeeeeeeeeeeeeneeeeas eeeeessessessens eeeenenaesaeens —0.8 0.5 2.8 49 1.1
Undistributed offsetting receipts......... —650( —718| —842| —90.2| —99.1 | —110.8|—118.0

INtErest ..o (—32.0)[ (—34.7)| (—38.8)| (—44.4)| (—50.6)| (—56.8)| (—62.4)

0011 G (—33.0)[ (—37.1)| (—45.4)| (—45.8)| (—48.5)| (—54.0)| (—55.6)

Total outlays........................... 989.8 | 1,015.6 | 1,024.3 | 1,069.0 | 1,107.8 | 1,1444 | 1,1789
Off-budget.........oooeveerrenne 16.7 19.5 39.7 317 64.3 74.4 81.4
! Includes allowances for civilian and military pay raises for the Department of Defense.
2 Includes allowances for civilian agency pay raises and military pay raises for the Coast Guard.
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Table 6. CREDIT BUDGET: NEW DIRECT LOAN OBLIGATIONS AND GUARANTEED LOAN COMMITMENTS
BY AGENCY

(In millions of dollars)

Department or other unit

Direct loan obligations

Guaranteed loan commitments

1986 1987 1988 1986 1987 1988
actual estimate estimate actual estimate estimate
Funds Appropriated to the President.................. 6,443 5,405 5,720 282 345 250
R 1] e S SR —— 26,658 | 22,508 | 15,915 4,117 8,113 6,840
COMMIBIOR = i 10 160 17 41 T2 Lvinscionss
b LR e S S S s S PR <171, 3 T S (SR e T T G T
S0 e e A AT 515, Tk 1,582 1,232 1,404 8,975 9,591 9,398
L e D s e B Liessicssussssisibuonio it o W | NG el e b
Health and Human Services...........ccccoeuevueunnnee 22 47 32 374 343 100
Housing and Urban Development 1 .................... 1,060 | 1,711 832 | 102,673 | 87,125 | 70,000
T T e e AR B IR SR, S 67 67 45 37 40 34
b e N SOOI S I 5 2 3 o i SRR Fied |17 0 S
D e AR IR N RN 1 1 | AR e e, T
RSP IANION G . . ittt ishersints b aeaboti 1,337 658 153 AR
Environmental Protection Agency.............cc........ i (SA——— I oo e e
Small Business Administration .............cc.ccc........ 1,543 916 804 2,180 | 3,617 3,910
Veterans Administration ...........ccocevvererecrnnneene, 972 933 829 | 34,297 | 35,000 | 27,930
Other independent agencies:
Export-Import Bank ............ccooceverneiicrnnnnees 578 900 1,000 5,508 | 11,355 | 10,000
Federal Deposit Insurance Corporation........... B2 Jocecvusssmsisuifovmsvosioneniirusten il et e e ...,
Federal Savings and Loan Insurance Corpo-
ration CRRIRBY . e 21 25 25 906 103 300
National Credit Union Administration.............. 34 61 11 6 2 1
Tennessee Valley Authority .........ccceevrvveneee. 268 301 280 lav i b e
T e A R R ) WY 41,329 | 34,927 | 27,136 | 159,243 | 155,705 | 128,362
ADDENDUM
Secondary guaranteed 10anS 1 ...........ccocovvmcvvececornrrrennncenn e e 137,962 | 132,500 | 100,000

1 Commitments by GNMA to ﬁuarantee securities that are backed by loans previously insured or guaranteed by the Federal Housing
i

Administration, Veterans Administra
memorandum entry.
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Table 7. FEDERAL FINANCES AND THE GROSS NATIONAL PRODUCT, 1969-90

(Dollar amounts in billions)

Receipts Outlays
— nﬁiﬁg, Total On-budget Off-budget * Total On-budget Off-budget *

o Amount gf’&ﬁ“g Amount Efe'gﬁ"l} Amount Ef'gﬁ"g Amount Ef’gﬁ"g Amount L’?rgang Amount EEFE?‘",}
12153 SRS TS S —— 929.5 | 186.9 20.1 | 157.9 17.0 29.0 3.1 183.6 198 | 1584 17.0 25.2 2.1
1 R S M s e S e 990.2 | 192.8 19.5 | 159.3 16.1 33.5 34| 1956 19.8 | 168.0 17.0 21.6 2.8
L 7 LS 1,055.9 | 187.1 17.7 | 1513 14.3 35.8 34| 2102 199 | 1773 16.8 32.8 3.1
o T ik o R TRRPIT SUPI O TP AT TN O RS- 1,153.1 | 207.3 180 | 1674 14.5 39.9 35| 230.7 20.0 | 193.8 16.8 36.9 3.2
L 7 A N SR D 3SR .. 1281.4 | 230.8 18.0 | 184.7 14.4 46.1 36| 2457 19.2 | 200.1 15.6 45.6 3.6
LT o S N R oY 1416.5 | 263.2 186 | 209.3 14.8 53.9 38| 2694 190 | 217.3 15.3 52.1 3.7
B ent oL Larssnas s amcssansiassins st entaEAssSEs E At 15225 | 279.1 18.3 | 216.6 14.2 62.5 41| 3323 21.8 | 2719 17.9 60.4 4.0
L 1 STt A — 1698.2 | 298.1 176 | 231.7 13.6 66.4 39| 371.8 219 | 302.2 17.8 69.6 4.1
L S VO 1933.0 | 355.6 184 | 278.7 14.4 76.8 40| 409.2 21.2 | 3285 17.0 80.7 4.2
T s o ool 2,171.8 | 399.6 184 | 314.2 14.5 85.4 39| 4587 21.1 | 369.1 17.0 89.7 4.1
| . R P sl S s S SO 24478 | 463.3 189 | 365.3 14.9 98.0 40| 503.5 20.6 | 403.5 16.5 | 100.0 4.1
BB ..coiciosismsunassisusssmessiiansysisisgssisissiions eoaivasasbsasa s 26706 | 517.1 19.4 | 403.9 15.1 | 113.2 4.2 5909 22.1 | 476.6 178 | 1143 4.3
LB sosnunsisommmsmmmsnssinsnss e easamsssensasaaRssbesbisapugeNss KBRS 2986.4 | 599.3 20.1 | 469.1 15.7 | 130.2 44| 678.2 22.7 | 543.0 18.2 | 135.2 4.5
L N T P g 3,139.1 | 617.8 19.7 | 4743 15.1 | 1435 46| 7457 23.8 | 594.3 189 | 1514 4.8
|2 o S N . 5 33219 | 600.6 18.1 | 453.2 13.6 | 147.3 44| 808.3 243 | 661.2 199 | 147.1 4.4
L R RRPII O S S 3,686.8 | 666.5 18.1 | 5004 13.6 | 166.1 45| 851.8 23.1 | 686.0 18.6 | 165.8 4.5
L e el et oesetie-= A S et 3937.2 | 7341 186 | 5479 139 | 186.2 47 | 946.3 24.0 | 769.5 19.5| 176.8 4.5
121 S S U O 4163.3 | 769.1 18.5| 5689 13.7 | 200.2 48 | 989.8 23.8 | 806.3 194 | 1835 4.4
1987 ESHMALE........oeoeeeeeeeee oo ssesseses s s s s e enaes 44189 | 8424 19.1 | 6284 142 | 214.0 4.8 [1,015.6 23.0 | 821.1 18.6 | 1945 4.4
1988 ESHMALE...........ceoeeeeeceeeeeeee e e s s s eeseseesssenans 4731.2 | 916.6 194 | 6745 143 | 2421 511(1,024.3 21.7 | 8219 174 | 2024 4.3
1989 ESHMALE........ovveeeeeeeee e s s s e seseesesessessessssaeenes 5076.0 | 976.2 192 | 7128 140 | 2634 5.2 |1,069.0 21.1 | 857.3 16.9 | 211.7 4.2
1990 ESHMALE........c.oveeeeeeeeeee e s eeesaes e esenses s eeseseeseenensenees 5434.2 | 1,048.3 19.3 | 761.6 140 | 286.6 531(1,107.8 20.4 | 8854 16.3 | 2224 4.1

*0.05% or less. 1 Social Security trust funds. Note: Excludes the transition quarter.
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28 Table 7. FEDERAL FINANCES AND THE GROSS NATIONAL PRODUCT, 1969—90—Continued
e (Dollar amounts in billions)
Surplus or deficit (—) Federal debt, end of year
Gross Total On-budget Off-budget * Gross Held by Government Held by the public
Fiscal year nam?tl accounts

i Amount E?rgeﬁni} Amount Eferglz‘ng Amount g?fg%",} Amount Ef'&%ng Amount E?rgﬁng Amount E?r&“;
1908 ... cocciinimimussinimmiia s AR 929.5 3.2 03] =05 —0.1 3.7 04| 367.1 39.5 87.7 94| 2795 30.1
77 - 9902 | —28| —03| —87] —09| 59| .06 3826| 386 97| 99| 2849 288
TBTL.....cisccsnesminmmumsiesssmnenmsommaxomansssmomsammstminosremssn 10589 | <230t =221 <201 | —2% 3.0 03| 409.5 388 | 105.1 10.0 | 304.3 28.8
LTRSS R 1.153.1 | —234| —201]| 2641 —23 3.0 031 4313 379 | 1136 98 | 3238 28.1
VBT S .. cvicuisnsmicamoianesiossyiisi s saomidons SR A A SR 12814 | =149 —=12]| =154 =12 0.5 * 1 4684 36.6 | 1254 98| 343.0 26.8
LOT4 .o see e sess s esssaes s sasae s sas s nenaes 1416.5| —61| —04| —80| —06 1.8 0.1 486.2 343 | 140.2 99| 346.1 24.4
FOTD.....cocuumimmmmsmsscemsensssensaxsossonsamsmmpsssmamenssssashesnsssssasasmarssrpssnses 15225 | —532| —35]| =953 | —36 2.0 01| 544.1 35.1 | 141.2 9.7 396.9 26.1
. [ T SO Us U SSUSE SR gt o 16982 | —73.7| —43| —-705| —42( -32| —02] 631.9 3721 18L6 89| 4803 28.3
VLT coicionionivncsinsininimssius R R A BB SAH 19330 | —536| —28| —49.7| —26| -39 —0.2]| 709.1 0| 1513 81| 551.8 28.5
1978 ettt b bt ee 21718 | —59.2 | —27| —549| -25| —-43| —02| 7804 359 | 169.5 78| 610.9 28.1
JRID oo cvescnssmssmmmmensmesss sranssmmassemmamas e TSP AR AASRORRSAS 24478 | —402| —16| —382| —16| —20| —0.1( 8338 34.1 | 189.2 1.7 | 644.6 26.3
LB s resssnsemmmniss B A AR R RSB RHARRE 26106 | —738 | —28 | <=J27| =21| =1l =% 8143 342 | 199.2 15| 17151 26.8
e A A R 29864 | —789 | —26] =739 | —25| —=50| -—0.2]1,003.9 33.6 | 209.5 70 | 7944 26.6
BRI s sy s A v s sy 3139.1 |-12719 | —4.1|—1200| —38! —719| -03]1,147.0 3651 2116 6.9 | 929.4 29.6
T Fr i, T Tl T N, SV S FC SO S PO | 33219 |—-2078 | —6.3(—2080| —6.3 0.2 *11,381.9 416 | 240.1 7.2 [1,141.8 34.4
B o e e 36868 |—1853| —50(—1856| —5.0 0.3 *11,576.7 428 | 264.2 7.2 [1,312.6 35.6
05 iR ey o o L ol e I - o NSy, 3937.2 |—-2123 | —54(—2216| —5.6 94 0.2 |13827.2 46.4 | 3174 8.11,509.9 38.3
o Tt DR R e W 6 0. /NN o SN Rl TN, 51 41633 |—220.1 | —53 |-231.5| =51 16.7 0421329 51.2 | 386.8 9.3 |1,746.1 41.9
LGB T BSUIMAIE, ..o essciistasssihares obutda sonsissmnss s eme A AR SR e 44189 (—1732 | —39(—192.7| —44 19.5 04123724 53.7 | 464.0 10.5 | 1,908.4 43.2
1988 BSUMATE. . o ssubminiiesbitus deisinsanioredos bbby ashaiiand 47312 |-1078 | —23(-1474| -—-3.1 39.7 0.8 | 2,585.9 54.6 | 570.4 12.1 | 2,015.1 42.6
1L 1 e m ami ] cweribte gt il awpies o X B el o, S 1 50760 | —928 | —18|—-1445| —28 51.7 1.0 | 2,796.9 55.1 | 689.4 13.6 | 2,107.5 41.5
1 TG S R Wi PO S MG Es 8 SR - LA 5434.2 | —595| —11|—1238| -—23 64.3 1.2 12,9913 55.0 | 824.8 15.2 | 2,166.5 39.9

*0.05% or less.  * Social Security trust funds.

Note: Excludes transition quarter.



Table 8. FULL-TIME EQUIVALENT OF FEDERAL CIVILIAN EMPLOYMENT !

Fiscal year
1986 1987 1988 1989 difference
actual 2 estimate estimate estimate 1987-88
L R S S SN e 102,997 | 106,393 | 99,085 | 98,894 | —7,308
T N S R A X 32,321 33,849 | 41,049 | 43,577 1,200
Defense—civil fUNCEIONS .............cc.covueeuenermensensensennenes 28,511 28,348 28,347 28,347 -1
AN S TR D, 4,526 4,500 4,500 4,500 |.................
B s bescmeasmeamimsiasosesinsiisan i sl 16,193 16,100 | 15,950 15,850 —150
Health and Human Services.............cccveureerreecerecenens 128,105 | 124,745 | 119,099 | 114,208 | —5,646
Housing and Urban Development .............cooocevneerunece 11,720 | 12,535 | 12,438 11,428 -97
L R S S SN SR 70,657 | 71,350 | 70,400 | 70,400 —950
L T T ST N e S -\ 63,307 | 69,463 | 76,920 | 77,782 1,457
RN SO .. 17,931 18,339 | 18,060 17,997 -219
RN S SR SO § 25,261 | 26,147 | 26,658 | 26,803 511
BEERIEINN .........c..ooovoonnssnnmscimesecoscasiomssssssmmstntass 60,375 | 60,480 | 59,868 | 57,404 —612
L AL Y OO 1% 130,845 | 136,807 | 146,188 | 148,574 9,381
Environmental Protection Agency...........ccccceeurruennenne 12,931 14,165 | 14,323 14,263 158
National Aeronautics and Space Administration.......... 21660 | 21,800 | 22425| 22425 625
Veterans AdminiStration ...........cceceeeecrueeeneecusesneesens 220,642 | 221,227 | 216,709 | 215218 | —4)518
Other:
Agency for International Development ................... 4,675 4,825 4,825 |7, ) S——
General Services Administration..............ccccoeeuveeee. 22,745 | 22,281 | 21677 | 20877 —604
Nuclear Regulatory CommiSsion...........coeeeeeuersecanns 3,445 3,369 3,250 3,180 -119
Office of Personnel Management.................c.......... 5,306 5,419 5,195 5,005 —224
Panama Canal CommISSION..............cccverurceeecencrnene 8,336 8,950 8,665 8,665 115
Small Business Administration..............ccccecoeeruennene 4,054 4,115 4,227 4,050 112
Tennessee Valley Authority .............ccoreeeereeeceennene. 27,613 29,500 | 29,500 | 29,500 |.................
United States Information Agency ..........ccoocovunnee. 8,981 9,120 9,020 9,020 —100
BARSERHATIRONS «...........occccocunnnmeccmoocensasasnsasososssasbess 39,652 | 43529 | 44,049 | 43981 520
Estimated nondefense lapse ............oovveeeeruermeeenmenefeerereessussernens —21,939 | —19,292 | —16,452 2,647
Civilian agency employment..................... 1,072,789 | 1,075,017 | 1,083,135 | 1,080,321 8,118
Defense—military functions 2 ..........oooeoveeceerrennrnnee. 1,041,352 | 1,039,000 | 1,037,000 { 1,036,000 | —2,000
N NI W, . 2,114,141 | 2,114,017 | 2,120,135 | 2,116,321 6,118
Postal Service Employment % ... 739,574 | 764,590 | 794,000 | 824,000 | 29,410
Total, Executive Branch............co.ccoouevenrernen. 2,853,715 | 2,878,607 | 2,914,135 | 2,940,321 | 35,528

! Excludes developmental positions under the Worker-Trainee Opportunity Program (WTOP) as well as certain statutory exemptions.
2Data are estimated for portions of Defense—civil functions as well as for the Federal Reserve System, Board of Governors and the
International Trade Commission.
3 Section 904 of the 1982 Defense Authorization Act (Public Law 97-86) exempts the Departmenl of Defense from full-time equivalent
employment controls. Data shown are estimated.
4 Includes the Postal Rate Commission.
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Table 9. TOTAL RECEIPTS AND OUTLAYS, 1789-1992 (in millions of dollars)

Surplus Surplus
Fiscal year Receipts Outlays or Fiscal year Receipts QOutlays or
deficit (—) deficit (—)
1789-1849 ... 1,160 1,090 +70 | 1947...... 38,914 34,496 +4,018
1850-1900 ... 14,462 15,453 —991 | 1948........... 41,560 29,764  +11,796
L) SR 588 525 +63 | 1949............ 39,415 38,835 + 580
1902, 5.\ ... 962 485 +77 | 1950.............. 39,443 42,562 -3,119
1903 .. 562 517 +45
ML 541 584 =43 | 199)..cini 51,616 45,514 +6,102
1905, i 544 567 —-23 | 19%2............ 66,167 67,686 —1,819
1906~ ... 595 570 +25 | 1953....... 69,608 76,101 —6,493
L[] 666 579 +87 | 19%...... 69,701 70,855 —1,154
1511 A, 602 639 —957 | 19%.......... 65,451 68,444 —2,993
Y 604 694 —89 [ 19%.............. 714,587 70,640 + 3,947
1910t 676 694 —18 | 195]..iciine 79,990 16,578 + 3,412
1958.............. 79,636 82,405 —2,769
B L. 102 691 +11 | 1959.............. 719,249 92,098 —12,849
1912 .. 693 690 +3 | 1960....c. 92,492 92,191 +301
19180 714 115 2
PG 125 126 —* | 1961.............. 94,388 97,123 —3,338
1915 . . 683 146 —63 | 1962............. 99,676 106,821 —17,146
10160 ... 761 713 448 | 1963.............. 106,560 111,316 —4,756
111 1 10 S 1,101 1,954 —853 | 1964............ 112,613 118,528 —5,915
i 14 R S, 3,645 12,677 —9,032 | 1965.............. 116,817 118,228 —1411
19190 5,130 18493 —13,363 | 1966.............. 130,835 134,532 —3,698
|13 1L 8 AR 6,649 6,358 +291 | 1967.............. 148,822 157,464 —8,643
1968.............. 152973 178,134  —25,161
127 W WO 5,971 5,062 +509 | 1969............ 186,882 183,640 + 3,242
1992 5. 4,026 3,289 +736 | 1970.............. 192,807 195,649 —2,842
1 T 3,853 3,140 +713
1924 cocionons 3,871 2,908 +9688 | 197 187,139 210,172 —23,033
1925, 3,641 2,924 +717 | 1972............. 207,309 230,681 —23,373
1926...0.c00rerens 3,795 2,930 +865 | 1973.......... 230,799 245,707 —14,908
| b (2 4,013 2,857 +1150 | 1974......0 263,224 269,359 —6,135
1928.............. 3,900 2,961 +939 | 1975...... 279,090 332,332 53,242
1929 3,862 3,127 +1734 | 1976.............. 298,060 371,779 —73,719
19300 s 4,058 3,320 +138 | TQasesssnssess: 81,232 95,973 —14,741
1977.............. 355,559 409,203 —53,644
1930 s 3,116 3,917 —462 | 1978.............. 399,561 458,729  —59,168
1932 .0 s 1,924 4,659 2,135 | 1979........... 463,302 503,464 —40,162
1933...cccnensis 1,997 4,598 —2,602
i U e 2,955 6,941 —3,586 | 1980.............. 517,112 590,920 —73,808
1935 s 3,609 6,412 —2,803 | 1981.......... 999,272 678,209 —78,936
183628 . 3,923 8,228 —-4304 | 1982............ 617,766 745,706 —127,940
19375 5,387 7,580 —2,193 | 1983........ 600,562 808,327 —207,764
1938..5.....c.... 6,751 6,840 —89 | 1984..... 666,457 851,781 —185,324
1151 — 6,295 9,141 —2,846 | 1985.............. 734,057 946,316 —212,260
1940.............. 6,548 9,468 —2,920 | 1986.............. 769,091 989,815 —220,725
1987 est........ 842,390 1015572 —173,182
1941........ 8,712 13,653 —4941 | 1988 est........ 916,571 1,024,328 —107,756
1942, i 14,634 35137 —20,503 | 1989 est........ 976,197 1,068,963 —92,766
19435 .z 24,001 78,555  —54,554
1984 ... 43,747 91,304  —47,557 | 1990 est........ 1,048,295 1,107,795 —59,501
1945 icoineie 45,159 92,712  —47,553 | 1991 est........ 1,123,155 1,144,445 —21,290
1946.............. 39,296 55,232  —15936 | 1992 est........ 1,191,208 1,178,942 12,267

*$500 thousand or less.

Data for 1789-1933 are for the administrative budget; data for 1934 and all following years are for the unified budget.
Beginning in 1937, includes amounts for social security trust funds that are off-budget.
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THE BUDGET DOCUMENTS

Budget of the United States Government, 1988 contains the Budget Message of the
President and presents an overview of the President's budget proposals. It includes
summary information on goals of the 1988 Budget, economic assumptions, receipts
and outlays, defense and international p ams, social security benefits, other
programmatic changes, financing changes, reductions and terminations, a listing of
the budget by agency and account, and various summary data tables. Recommenda-
tions on Executive, Ifeg‘islative and Judicial Salaries are also included.

Budget of the United States Government, 1985—Supplement repeats the Budget
Message of the President and the summary information. In addition it includes
sections on the Federal program by function, perspectives on the budget, the budget
system and concepts, reform of the Federal credit system, and summary tables (both
the tables included in the Budget and additional tables).

United States Budget in Brief, 1988 is designed for use by the general public. It
provides a more concise, less technical overview of the 1988 budget than the above
volumes, including summary and historical tables on the Federal budget and debt,

to%ther with graphic djsSplays.

udget of the Ignited tates Government, 1988—Appendix contains detailed infor-
mation on the various appropriations and funds that constitute the budget. The
Appendix contains more detailed information than any of the other budget docu-
ments. It includes for each agency: the proposed text of appropriation B.nguagf,
budget schedules for each account, new legislative pro s, explanations of the
work to be performed and the funds needed, and proposed general provisions appli-
cable to the appropriations of entire agencies or groups of agencies. Sufplementals
and rescisaim;(rropoaa]s for the current year are presented separately. Information
is also provided on certain activities whose outlays are not part of the budget totals.

Special Analyses, B t of the United States Government, 1988 contains analyses
that are designed to highlight specified program areas or provide other significant
presentations of budget data. This document includes information about alternative
views of the budget; i.e., current services and national income accounts; economic
and financial anal of the budget covering Government finances and operations
as a whole; and Government-wide program and financial information for Federal
research and development programs. Data on Federal civilian employment are also
included in this volume.

Historical Tables, Budget of the United States Government, 1988 provides data on
budget receipts, outlays, surpluses or deficits, and Federal debt covering extended
time periods—in many cases from 1940-1992. These are much lonﬁr time periods
than those covered by similar tables in other budget documents. The data in this
volume and all other historical data in the budget documents are consistent with
the conce and presentation used in the 1988 Budget, so the data series are
comparable over time.

anagement of the United States Government, 1988 includes the President’s Man-
agement Message and provides the goals and strategies of the President’s Manage-
ment Improvement Program. It reports on the nine point credit management pro-
gram, the program to improve financial management in executive branch agencies,
the President’s Productivity Program, the activities of the President's Council on
Integrity and Efficiency, and the President’s Council on Management Improvement.
This document also describes the status of Grace Commission recommendations, the
status of debt collection anc:egrompt payment efforts, and a report on the motor
vehicle cost reductions required by the Consolidated Omnibus Budget Reconciliation
Act (COBRA) of 1985.

Instructions for purchasing copies of any of these documents are on the last two
pages of this volume.

For sale by the Superi dent of Dx ts, U.S.Government Printing Office
Washington, D.C. 20402
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