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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 programs, 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.

Budget of the United States Government, 1988—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,
together with graphic displays.

Budget of the United States Government, 1988—Appendix contains detailed infor-
mation on the various appropriations and funds tﬁat 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 language,
budget schedules for each account, new legislative proposals, 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. Supplementals
and rescission proposals 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, Budget 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 analyses 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 longer 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 concepts and presentation used in the 1988 Budget, so the data series are
comparable over time.

Management 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 and prompt 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.

GENERAL NOTES

1. All years referred to are fiscal years, unless otherwise noted.
2. Detail in the tables, text and charts of this volume may not add to the
totals because of rounding.

For sale by the Superintendent of Documents, U.S. Government Printing Office
Washington, D.C. 20402
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INTRODUCTION

Part 1 includes two alternative views of the budget—current
services estimates and the national income and product accounts.
The data include both on-budget and off-budget amounts (.e.,
transactions of the Federal old-age, survivors, and disability insur-
ance trust funds). These special analyses are designated A and B.

Special Analysis A (Current Services Estimates) presents the
estimates required by the Congressional Budget Act of 1974 (31
U.S.C. 1109(a)). These estimates reflect the anticipated costs of
continuing ongoing Federal programs and activities at present
levels without any policy changes. Estimates are provided through
1992.

Special Analysis B (Federal Transactions in the National Income
and Product Accounts) presents the Federal Government estimates
through 1988 in terms of the national income and product accounts
(NIPA). It also explains the relationship of the unified budget to
the NIPA, which constitute the most widely used measure of aggre-
gate economic activity in the United States.

1-2
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SPECIAL ANALYSIS A

CURRENT SERVICES ESTIMATES

The Congressional Budget Act of 1974, as amended, requires that
the President submit to the Congress estimates of the outlays and
budget authority needed to maintain current Government services
and activity levels. The Act defines the current services levels as

. . . the estimated budget outlays and proposed budget
authority that would be included in the budget for the
following fiscal year if programs and activities of the
United States Government were carried on during that
year at the same level as the current year without a
change in policy.

Since current services estimates show what outlays, receipts, and
budget authority would be if no policy changes were made, they
provide a base with which the administration’s budget proposals, or
other proposals, may be compared. Such comparisons are made in
various parts of the budget and serve to highlight the effects of
recommended policy changes.

Since long range estimates of Presidential policy are included in
the Budget, current services estimates are also provided for the 4
years beyond the budget year. Generally, these long-range current
services estimates are based on the same concepts as the budget
year current services estimates. Current services estimates include
both on- and off-budget receipts and outlays.

Tue CURRENT SERVICES CONCEPT

The current services estimates are neither recommended
amounts nor forecasts of what the budget results for 1987-1992 will
actually be. Rather, they provide a base against which budgetary
alternatives may be assessed. This base embodies the cumulative
effects of all past congressional and Presidential budgetary choices.
Since the estimates indicate the budgetary implications of the cur-
rent directions of Federal programs, they in effect answer the
question: “What would the budget be if enacted budget policy were
continued unchanged?”

The guiding principle in establishing a conceptual basis for the
current services estimates was to make the results useful to the
Congress and the public. The current services concepts used in this
analysis, and in previous current services estimates submitted by

A-1
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A-2 THE BUDGET FOR FISCAL YEAR 1988

the Executive Branch, are not the only ones possible. Different
concepts may be useful for different purposes. The current services
estimates presented in this analysis generally reflect the expected
costs of continuing ongoing Federal programs at 1987 levels in real
terms, without policy change; that is, they omit all proposed new
legislative initiatives, presidential or congressional, that are not
now enacted. (The major exceptions to this approach are described
below.) In general, the 1987 level on which the current services
estimates are based is that which is authorized or implied by
enacted 1987 appropriations or substantive legislation as modified
by administrative actions anticipated to be in place before the end
of 1987. The estimates allow for the future implications of current
law and final regulations, and for anticipated changes of a relative-
ly uncontrollable nature (as distinct from policy changes) such as
increases in the number of medicare beneficiaries.

The current services estimates are based on the same economic
assumptions as the President’s budget proposals.”Changes in eco-
nomic conditions significantly affect budget estimates because of
their effects on tax receipts, unemployment benefits, interest on
the Federal debt, and other programs under which spending varies
with the unemployment, interest, or inflation rates. As a result, if
different economic assumptions were used, it would be very diffi-
cult to separate the effects of policy differences from the effects of
differences in the economic assumptions.

The economic assumptions assume that all the President’s
budget proposals will be adopted. Continuation of all programs and
tax laws unchanged at current services levels would result in dif-
ferent economic conditions than would occur under the budget
proposals. The economic assumptions common to the budget and
the current services estimates are summarized in table A-1. For
further details and discussion of the sensitivity of the estimates to
the selected economic assumptions, see Part 3 of the Budget of the
United States Government, Fiscal Year 1988—Supplement.

The current services estimates reflect the effects of inflation on
virtually all budget accounts, including discretionary programs.
The current services estimates thus provide a “constant real pro-
gram’ base against which to measure the President’s budget pro-
posals. To facilitate the comparison between the current services
estimates and the President’s budget proposals, the current serv-
ices estimates are presented in the same account structure as the
budget, even if legislation is required to effect any structural
changes that may be proposed in the budget.

Specific guidelines for this year’s detailed programmatic esti-
mates are:

—For the Department of Defense—Military and other programs

in the national defense function, the current services budget
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SPECIAL ANALYSIS A

A-3

Table A-1. SUMMARY OF ECONOMIC ASSUMPTIONS

(Fiscal years)
1986 1987 1988 1989 1990 1991 1982
Gross national product (in billions of cur-
rent dollars) 4163 | 4,419 4731 5076 | 5434 5790 | 6,133
Change in constant dollar GNP (percent
change, year over Year) ..............cooeweene.. 2.1 29 34 37 3.6 36 3.4
Inflation measures (percent change, year
over year):
GNP deflator 2.9 31 3.5 35 3.3 29 2.4
Consumer Price Index .........ccooerrrvveevnnne. 2.2 23 3.7 3.6 34 29 24
Federal construction deflator 2.5 29 33 33 31 2.7 23
State and local purchases deflator........ 4.0 33 3.7 3.7 3.5 30 2.5
Unemployment rate (percent, annual aver-
age) 6.9 6.7 6.4 6.1 5.8 5.6 55
Interest rate, 91-day Treasury bills (per-
cent) 6.4 54 5.5 54 49 43 38
Interest rate, 10-year Treasury notes (per-
cent) 83 6.9 6.6 6.3 5.6 51 46
ADDENDUM
Federal pay raise (percent): 1
Mititary 230 30 40 43 46 45 42
Civilian 0.0 3.0 2.0 3.0 3.0 3.0 3.0

1 All pay raises are effective on January 1, unless otherwise noted.
2 Effective October 1, 1985.

authority and outlay levels are the same as those proposed by
the President. The budget authority for 1988 represents a 3-
percent increase in real terms over the 1987 enacted level. A
lesser amount, such as zero real growth, would not provide
adequate funding to carry out the decisions Congress has al-
ready made. Defining current services as being zero real
growth would cause additional problems if the 1987 program
mix was simply extended through the projection period. This
approach would ignore the shift toward faster spending ac-
counts that is occurring. For more discussion of the defense
current services concept, see Part 3 of the Budget of the United
States, Fiscal Year 1988.

—For entitlement programs (such as social security), the current
services estimates take into account changes in the benefit
base (usually determined by past earnings), and changes in the
anticipated numbers of beneficiaries. In addition, inflation ad-
justments are applied where mandatory under current law or
required to maintain real program level.

—The impact of regulations that are required to be issued under
current law in order to set specific program parameters (such
as Commodity Credit Corporation price support levels) is in-
cluded in current services at the level assumed in the Presi-
dent’s Budget. The impact of all other proposed regulations is
not reflected in current services.
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A-4 THE BUDGET FOR FISCAL YEAR 1988

—Individual grants to State and local governments are assumed
to support the same program levels or to be funded at the
same real (constant-dollar) amounts as in 1987 unless the
grants are: (a) set by law at specified amounts; (b) tied by
legislation to cost-of-living increases or the unemployment
rate; (c) affected by changes in beneficiary populations or other
factors that alter benefit payments under entitlement pro-
grams; or (d) affected by spending from prior-year commit-
ments (for example, highway grants).

—Procurement and construction activities are assumed to pro-
ceed in an orderly fashion, consistent with current law and
past appropriation levels. Outlays for these programs are
largely determined by prior-year contracts and obligations.
Some appropriations provide for anticipated inflation in the
cost of multiyear projects. In other cases, however, current
services estimates may reflect constraints on spending levels
imposed by available funding.

—As already set by law, the 1987 Federal pay was 3 percent for
civilians and military personnel. Absorption of the increased
costs associated with the pay raise is assumed to be at the level
proposed by the President. For 1988 thrcugh 1992, Federal pay
is assumed to increase at the same rates as assumed in the
President’s Budget. The President’s final recommendation on
pay, issued in August of each year, is implemented unless
overturned by Congress. The pay raise assumptions are shown
in table A-1. In 1987, absorption of the increased costs associat-
ed with the new Federal employee retirement system is also
assumed to be at the level proposed by the President. For 1988
through 1992, the full cost of the new system is incorporated.

—Interest on the public debt is estimated on the basis of the
current services deficits and the interest rate assumptions
shown in Table A-1.

—Offsetting receipts are estimated on the basis of judgment as to
their most likely level, assuming no change in current law.

—Budget authority for certain major trust funds consists of trust
fund receipts. These are estimated using standard revenue esti-
mating techniques.

—Proposed rescissions of nondefense budget authority and discre-
tionary nondefense program supplementals are not reflected.

—It is assumed that deferral actions continue in effect for the
period specified in the special message transmitted to the Con-
gress under the Impoundment Control Act of 1974 (unless they
have been overturned by the Congress).

Many Federal programs are authorized for a limited number of

years, but are routinely renewed. If authority for such a program is
scheduled to expire before or during the projection period, it is
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SPECIAL ANALYSIS A A-5

generally assumed for purposes of current services estimates that it
will be renewed and that budget authority will be held constant in
real terms. Programs that are clearly temporary in nature, such as
temporary study commissions, are assumed to expire.

The estimates of receipts on a current services basis assume that
future tax changes will occur as scheduled under current law.
Provisions that are clearly temporary in nature are assumed to
expire. Airport and airway trust fund taxes, highway trust fund
taxes, and hazardous substance response trust fund taxes scheduled
to expire under current law are assumed to be extended at present
rates.

CURRENT SERVICES TortaLs

As shown in Table A-2, current services outlays are estimated to
be $1,060.5 billion in 1988, 4.3 percent higher than in 1987, and
budget authority is estimated to be $1,172.2 billion, an increase of
6.3 percent over 1987. Outlays are projected to grow at an average
annual rate of 4.4 percent from 1988 to 1992. Receipts for 1988 are
estimated to increase 8.1 percent on a current services basis, from
$842.3 billion in 1987 to $910.4 billion in 1988. Receipts are project-
ed to grow at an average annual rate of 6.8 percent from 1988 to
1992. The resulting 1988 current services deficit is $150.1 billion,
$24.4 billion lower than the $174.5 billion deficit for 1987. The
deficit is projected to decline further each year, falling to $78.3
billion in 1992.

Table A-2. CURRENT SERVICES TOTALS

(In billions of dollars)

Loge 1987 1988 1989 1990 1991 1992
Budget authority ................ 1,072.8 1,102.6 1,172.2 1,251.8 1,323.0 1,410.6 1,460.8
(On-budget)................... (883.2) 1 (888.5) | (930.5) | (988.9) | (1,037.0) | (1,103.6) | (1,136.2)
(Off-budget) ................. (189.6) | (214.0) | (241.7) | (262.8) | (286.0) | (307.1) | (324.6)
Receipts ......c.ooveerrrvererrenns 769.1 842.3 910.4 968.2 1,039.7 1,114.3 1,182.3
(On-budget)................... (568.9) | (628.3) | (668.7) | (705.3) | (753.6) | (807.3)1 (851.7)
(Off-budget) ................. (200.2) | (214.0) | (241.7) | (262.8) | (286.0) | (307.1) | (324.6)
Outlays........ccoooeevverieriene. 989.8 1016.8 1,060.5 1,115.1 1,165.4 1,215.5 1,260.6
(On-budget) .................. (806.3) | (822.3) | (857.9) { (903.0) | (942.5) | (981.5) | (1,016.0)
(Off-budget) ................ (183.5) | (194.5) | (202.7) | (212.1) | (223.0) | (234.0) | (244.6)
Surplus or deficit ( —2207 | —1745 | —150.1 | —1469 | —1257 | —101.2 —783
(On-budget) ........ (—231.5) |(—194.0) 1(—189.2) |(—197.7) |(—188.8) |(—174.3) |(—158.3)
(Off-budget) ................. (16.7) (19.5) (39.0) (50.8) (63.1) (73.1) (80.0)

Receipts.—Table A-3 shows receipts by major source on a cur-
rent services basis. Current services receipts are projected to in-
crease by $68.1 billion from 1987 to 1988 and by $271.9 billion from
1988 to 1992, largely due to assumed increases in incomes resulting
from both real economic growth and inflation.
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A-6 THE BUDGET FOR FISCAL YEAR 1988

Individual income taxes are estimated to increase by $27.7 billion
from 1987 to 1988 on a current services basis. This growth of 7.6
percent is the net effect of increased collections resulting from
rising personal incomes, partially offset by the reductions provided
in the Tax Reform Act of 1986. Individual income taxes are project-
ed to grow at an average annual rate of 7.5 percent between 1988
and 1992, to $522.3 billion.

Corporation income taxes on a current services basis are estimat-
ed to grow by $11.4 billion or 10.9 percent from 1987 to 1988, in
large part due to higher corporate profits. Corporation income
taxes are projected to increase at an average annual rate of 8.1
percent from 1988 to 1992.

Table A-3. CURRENT SERVICES RECEIPTS BY SOURCE
{In billions of dollars)

1986

actual 1987 1988 1989 1990 1991 1992

Individual income taxes.................... 349.0 364.0 3917 4159 449.5 481.6 522.3
Corporation income taxes................ 63.1 104.8 116.2 127.1 1383 147.6 158.8
Social insurance taxes and contri-

BULIONS oovvvveree e 2839 301.5 3307 3538 380.5 406.3 4276
(On-budget) .... . (837) | (87.4) | (89.0) | (9L.0) | (94.4) | (99.2) | (103.1)
(Off-budget) ... . (200.2) | (214.0) | (241.7) | (262.8) | (286.0) | (307.1) | (324.6)

EXCISE taXES..cvnnrrrrerrmrererrrireerrenrrnnas 329 326 322 316 324 331 339
QOther 40.2 39.5 395 39.7 39.1 39.8 39.6

Total 769.1 842.3 9104 968.2 |1,039.7 |1,1143 |1,1823
(On-budget) .......cooovvvrerrerenn (568.9) | (628.3) | (668.7) | (705.3) | (753.6) | (807.3) | (857.7)
(Off-budget) ........cooovvverrerreenn (200.2) | (214.0) | (241.7) | (262.8) | (286.0) | (307.1) | (324.6)

Social insurance taxes and contributions are estimated to in-
crease by $29.3 billion on a current services basis between 1987 and
1988, and by an additional $96.9 billion between 1988 and 1992. The
estimates reflect assumed increases in total wages and salaries
paid; scheduled increases in the combined employer-employee
social security (OASDHI) tax rate from 14.3 percent to 15.02 per-
cent on January 1, 1988 and to 15.3 percent on January 1, 1990;
and annual increases in the social security taxable earnings base to
$55,800 in 1992,

On a current services basis, excise taxes are estimated to de-
crease by $0.4 billion or 1.1 percent from 1987 to 1988 and are
estimated to increase by $1.7 billion from 1988 to 1992. The de-
crease between 1987 and 1988 is in large part due to expiration of
the telephone excise tax on December 31, 1987. The estimates for
1988-92 assume extension of the airport and airway trust fund
taxes scheduled to expire December 31, 1987, the highway trust
fund taxes scheduled to expire September 30, 1988, and the hazard-
ous substance response trust fund taxes scheduled to expire Sep-
tember 30, 1991.
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SPECIAL ANALYSIS A A-T

Other receipts (estate and gift taxes, customs duties, and miscel-
laneous receipts) are projected to increase on a current services
basis by $0.2 billion from 1987 to 1992.

Outlays.—The level of outlays necessary to continue ongoing Fed-
eral programs and activities at current services levels is estimated
at $1,060.5 billion in 1988. The increase in current services outlays
from 1987 to 1988 is $43.7 billion, or 4.3 percent. Between 1988 and
1992 current services outlays are projected to increase at an aver-
age annual rate of 4.4 percent.

Table A-4 shows current services outlays by function. Estimates
by agency are presented in table A-5. The nondefense outlay in-
creases from 1987 to 1988 are largely due to increases in the
number of beneficiaries, cost-of-living adjustments, increases in the
prices of goods and services purchased or financed and, in the case
of interest, increased borrowing requirements.

Table A-6 shows the major components of the changes in current
services outlays between 1987 and 1988. Outlays for social security
(OASDI) are estimated to increase by $11.6 billion between 1987
and 1988, from $207.9 billion in 1987 to $219.5 billion in 1988.
Medicare outlays are estimated to increase by $6.6 billion, from
$71.6 billion in 1987 to $78.2 billion in 1988, largely as a result of
increases in medical care prices and utilization. Outlays for income
security programs are estimated to rise by $4.5 billion, from $125.0
billion in 1987 to $129.5 billion in 1988. This increase includes a
$1.4 billion increase in the earned income tax credit, resulting from
the Tax Reform Act of 1986, and a $1.4 billion increase for supple-
mental security income, resulting from an automatic cost-of-living
adjustment and increases in the number of beneficiaries. Outlays
for the remaining income security programs are estimated to grow
by $1.7 billion on net. Table A-7 shows caseload projections for
these and other major benefit programs and other selected pro-
grammatic assumptions.

Outlays in the national defense function increase $15.3 billion
from 1987 to 1988 from spending approved in prior years and
assumed real growth in budget authority. The decline of $4.5 bil-
lion for the agriculture function between 1987 and 1988 results
primarily from a decrease in estimated outlays required for farm
price supports and related Commodity Credit Corporation pro-
grams. Undistributed offsetting receipts increase by $3.8 billion
largely as a result of increased agency contributions for employee
retirement required for the new Federal employee retirement
system. These receipts offset higher outlays included in the other
functions.

Other large changes in current services outlays between 1987
and 1988 are a $3.2 billion decrease in commerce and housing
credit primarily from reduced Federal Deposit Insurance Corpora-
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A-8 THE BUDGET FOR FISCAL YEAR 1988

Table A-4. CURRENT SERVICES OUTLAYS BY FUNCTION

(In billions of dollars)

Current services 1388
1986 administra- 1988
actual 1987 1988 tion differences
estimate estimate proposals
National defense:
Department of Defense—Military........coooevrvvverenns 265.6 214.2 289.3 2803 |,
QOther 7.1 8.0 8.3 8.3 |
International affairs 14.2 147 16.8 15.2 —1.6
General science, space, and technology ..................... 9.0 9.5 11.1 114 0.4
Energy 47 40 6.2 33 -29
Natural resources, and environment..................ccce..... 13.6 14.1 15.7 14.2 —14
Agriculture . ) S 314 311 26.6 26.3 —03
Commerce and housing credit...............ccooovesreersrree. 4.4 10.1 6.9 2.5 —44
Transportation 28.1 26.8 26.9 25.5 —14
Community and regional development........................ 7.2 6.3 6.7 5.9 —1.2
Education, training, employment, and social serv-
ices. 30.6 30.3 32.7 284 —~4.2
Health 35.9 40.0 420 389 —3.2
Medicare 70.2 71.6 78.2 73.0 -52
Income security 119.8 125.0 129.5 124.8 —47
Social security 198.8 207.9 219.5 219.4 -01
On-budget (81) (5.0) (4.9) (49) (=%
Off-budget (1907) | (20289) | (2146)| (2145)| (—01)
Veterans benefits and services..........coeevvvvecenvrverennen. 264 6.8 21.5 21.2 —03
Administration of justice 6.6 8.2 89 9.2 0.3
General government 6.1 6.7 1.2 1.5 0.3
General purpose fiscal assistance..................cceeew.e. 6.4 19 1.8 1.5 —04
Net interest 136.0 136.6 139.0 139.0 0.1
On-budget (1403)\ (141.6) | (1455) | (145.6) (0.1)
Off-budget (—43)| (=51)| (—66) (—68) (—*)
Allowances:
Civilian agency pay raises 0.7 0.7 |
Savings from reform of Davis-Bacon and Service
Contract Act ¥ —*
Credit reform initiative -13 —13
Proposed change in Goverment contribution for
~ employee health benefits —0.1 -01
Undistributed offsetting receipts:
Employer share, employee retirement {on-bud, eft) | =254 —28.0 —-318 -321 -03
Emgltger share, employee retirement ?o -
udget) -29 —33 —54 —55 —01
Rents and royalties on the Outer Continental
Shelf —47 -39 —-37 =37 oo
Sale of major assets —19 —4.1 —4.1
Total Undistributed offsetting receipts............... -33.0 -371 —40.9 —454 —4.5
On-budget (=302) | (=338) | (—35.5) (—39.9/ (—44)
Off-budget (=289)| (=33)| (-54)| (-55)| (-01)
Total outlays 989.8 1,016.8 1,060.5 1,024.3 —36.2
On-budget (806.3/ 822.3 857.9) | (821.9) | (—36.0)
Off-budget (1835) | (1945)| (2027)| (2024) —02)

* $50 million or less.

tion and Federal Savings and Loan

Corporation outlays, a $1.5

billion increase in medicaid and a $0.7 billion increase in allow-
ances for the 1988 civilian agency pay raise.

The estimated 1988 current services deficit of $150.1 billion
would add a like amount to the Federal debt. Primarily because of
this increase in debt, net interest outlays would increase by $2.4
billion between 1987 and 1988 under current services assumptions.
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SPECIAL ANALYSIS A A-9

Table A-5. CURRENT SERVICES OUTLAYS BY AGENCY

(In biltions of dollars)

Current services 1988
1986 administra- 1988
actual 1987 1988 tion difference
estimate estimate proposals
Legislative Branch. 17 2.1 2.1 2.2 0.1
The Judicia 1.1 1.2 13 14 0.1
Executive Otfice of the President .........c.ccoooenrevrnnecne 0.1 0.1 0.1 0.1 *
Funds Appropriated to the President. 114 12.1 12.3 11.2 —11
Department of AgrCUUTe............cooomrerecricccrcrrrenns 58.7 56.3 58.0 50.7 —1.3
Department of Commerce 2.1 2.5 2.5 2.3 —0.2
Department of Defense—Military ........c.cooocovvvvucreennnn. 265.6 214.2 289.3 2893 s
Department of Defense——Civil........oooevvverveccernrrvvorenne. 20.3 20.9 22.2 22.1 —01
Department of Education 17.7 17.2 18.8 147 —41
Department of Enerﬂ; 11.0 10.7 10.8 10.2 —06
Department of Health and Human Services, except
Social Security y . 143.3 145.6 155.8 146.8 —9.0
Department of Health and Human Services, Social
Security 190.7 202.9 2146 2145 —0.1
Department of Housing and Urban Development........ 14.1 147 15.6 13.9 -17
Department of the Interior ..........c.ccooveersesseerecrcvrernnnnes 48 5.3 5.1 44 —07
Department of Justice 38 47 51 58 0.6
Department of Labor .........ccoovvvveeeveeerre e 24.1 245 245 254 0.9
Department of State 2.9 3.2 33 3.6 0.3
Department of Transportation...............ccoouvererrvvrvenns 214 26.0 26.0 246 -14
Department of the Treasury ..... 179.2 179.3 187.4 187.3 —0.2
Environmental Protection Agency . 49 46 438 46 —0.2
General Services Administration............. 0.2 —0.1 * —04 —05
National Aeronautics and Space Administration 14 7.9 9.4 9.5 0.2
Qffice of Personnel Management.................. 240 217 28.8 26.8 -20
Small Business Administration ......cc..c.o....ccoevervrvrune 0.6 0.1 0.2 —03 —05
Veterans Administration 26.5 21.0 214 21.0 —03
Other Independent Agencies.................co.ccvveeveeiornnen 114 179 13.6 11.5 -21
Allowances:
Civilian agency pay aiSes ................ve.vevvvereerccseessleeveeecreressseend v 0.7 0.7 oo
Savings from reform of Davis-Bacon and Service
Contract Acts —* —*
Credit reform initiative —-13 —13
Proposed changes in Government contributions
for em(flo?'ee health BENEFILS ..o —0.1 —01
Undistributed offsetting receipts:
Interest received by on-budget trust funds............ —-28.7 ~314 —316 -0.2
Interest received by off-budget trust funds........... . -5l —6.6 —6.6 —*
Interest received by OCS escrow account............. . —0.9 —0.6 L T N
Employer share, employee retirement(on-bud et? | —254 —28.0 318 —321 —03
Emglo er share, employee retirement %of -
udget) . —-29 -33 —54 —55 —-01
Rents and royalties on the Outer Continenta
Shelf O —y -39 -37 S N —
Sale of major assets...........cco.cccererrensseccmricenreesen s =19 s —41 —41
Total Undistributed offsetting receipts.................... —650 | —718 —794 | 842 —-48
On-budget (—578) | (—634) | (—67.5) | (—721) | (—47)
Off-budget. (—=72)| (=84)|(—-120) | (—121)| (—01)
Total outlays 989.8 1,016.8 1,060.5 1,024.3 —36.2
On-budget (806.3) | (8223) (857.9)| (8219) | (—36.0,
Off-budget (1835) | (1945) | (2027)| (2024) | (—0.2)

* $50 miflion or less.

Budget Authority.—Current services budget authority is estimat-
ed to total $1,172.2 billion in 1988, $69.6 billion more than in 1987.
Increases in budget authority between 1987 and 1988 generally
reflect the higher funding levels that would be necessary to main-
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A-10 THE BUDGET FOR FISCAL YEAR 1988

Table A-6. CHANGE IN CURRENT SERVICES BUDGET AUTHORITY AND OUTLAYS, 1987 TO 1988

(In billions of dollars)

ittty Outys
1987 current services estimate.................cc.ccoocoveveennin. 1,102.6 1,016.8
(On-budget) .....ccomrrvrrrreereerrcerrsenrareens (888.5) (822.3)
{OfF-DUAZEE) vt sres (214.0) (194.5)
Changes:
National defense 19.0 153
Social security 31.2 11.6
Medicare 49 6.6
Income security:
General retirement and disability (excluding social SECUTitY) ....cvovrrvvervrrrueen. 0.3 ~ 0.2
Federat employee retirement and disability................cccooovvcevrrvevennircesrrrennns 49 0.9
Unemployment compensation -35 —-03
Housing assistance —* 0.7
Food and nutrition assistance 0.5 04
QOther income SECUFtY PrOTAMS .......covvvvervvveenrveriererisieseirnns 28 2.5
Subtotal, income security 5.0 4.5
International affairs et 0.4 2.1
General science, space, and technology —1.2 15
Energy programs .........ccooeeecovecriernrennns 30 2.2
Natural resources and environment 34 1.6
AGHCURUIR......ooooeee st sseae s —44 —45
Commerce and housing credit 0.6 -3.2
Transportation programs 2.3 0.1
Community and regional development.... —03 0.4
Education 1.2 18
Training and Employment ............ccoooovveeererrccrccriens * —*
Social and other labor services.............coo..... 1.2 0.6
MEAICAID........ooorvveveerrierse s 15 15
Other health Programs.............cccoocmvvvcerivoeereiee s sssssessaeae 0.5 0.6
Veterans programs 0.6 0.7
Net interest 24 24
Allowances for civilian agency pay raises 0.7 0.7
Undistributed offsetting receipts . —38 —38
All other programs, net........c......... . 13 11
Subtotal, changes ... 69.6 437
(ON-DUBEE) 1oveverreeeeeeeeeee et e sss s snesene (41.9) (35.5)
(Off-budget) (21.7) (8.2)
1988 current services estimate ... 1,172.2 1,060.5
(On-budget) (930.5) (857.9)
(Off-budget) (241.7) (202.7)

* §50 million or less.

tain 1987 program levels in real terms in 1988. In the case of most
trust funds, however, the funds’ receipts automatically become
budget authority; thus increases in budget authority for these
funds simply reflect year-to-year growth in expected receipts.
Budget authority for some programs displays erratic year-to-year
changes due to sporadic funding patterns or advance funding.

Tables A-8 and A-9 show the estimates of current services
budget authority by function and by agency, respectively. The
major components of the changes in current services budget au-
thority between 1986 and 1987 are also shown in table A-6.
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SPECIAL ANALYSIS A A-11

Table A-7. PROGRAMMATIC ASSUMPTIONS

Fiscal years
1987 1988 1989 1990 1991 1992
Beneficiaries (annual average, in thousands):
Social security (OASDE) X......ovoonreeeeereriin 37,877 | 38,496 39,052 | 39,660 | 40,334 | 40,935
Railroad retirement................ 922 909 894 879 862
Federal civil service retirement...................... 2,101 2,148 2,195 2,242 2,289
Military retirement 1,557 1,587 1,614 1,643 1,673
Veterans compensation ..............eeveeeerevurennnee 2,525 2,503 2,480 2,457 2,433
Veterans pensions 1,235 1,176 1,124 1,081 1,055
Disabled coal miners programs...................... 337 318 298 280 264

Supplemental security income 2
Maintenance assistance (AFDC)

4388 4487 4582| 4669 | 4752
11,0121 11,042 11,095 | 11,167 | 11,241

Food stamps _ 19,447 | 19301 | 19,002 | 18,635 18,359 | 18,154
HUD Housing subsidy recipients (house-

holds) 4196 | 4376| 4488 4,583 4467 4764
Medicaid 23,346 | 23,787 | 23959 | 24,161 | 24332 24538
Medicare:

Hospital iNSUANCE.........coovvvvvveveeeerererenennne 31,400 | 31,998 | 32,602 33,209 | 33,782 | 34309

Supplementary medical insurance ............. 31,041 31,617 32230 32,822 | 33364 | 33901

Automatic benefit increases (percent):
Social security and veterans pensions (Jan-

uary) 13 35 36 36 31 27
Federal employee retirement (January)......... 13 35 36 36 31 2.1
Food stamps (October) ...........ccoovvvevvererr 2.3 36 36 31 2.7 2.1

Unemployment rate (percent, annual aver-
age):
Total 6.8 6.4 6.1 58 5.6 5.5
Insured 2 2.1 2.5 23 2.2 2.1 2.0
Strategic petroleum reserves annual fill rate
(millions of BAIrES) ............ocoveerrererineeerreces 274 214 274 274 274 21.4

Lin current pay status as of June.

2 Includes those receiving federally administered State supplements.

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

An increase in budget authority of $31.2 billion for social securi-
ty is primarily due to- higher social security trust fund receipts.
Budget authority for the national defense function increases by
$19.0 billion to reach 3 percent real growth level above the 1987
enacted level. Other major changes in current services budget au-
thority include a $4.9 billion increase for Federal employee retire-
ment and disability, a $4.9 billion increase for medicare, and a $4.4
billion decrease in agriculture programs.

Change in Current Services Since Release of the 1987 Budget.—
When the 1987 Budget was released in February, 1986, the current
services deficit for 1987 was estimated to be $182 billion. These
projections were based on the 1986 continuing resolution and en-
acted law at the time they were issued. The current estimate for
1987 is $175 billion, or $7 billion less. The major reasons for the
decline are the following. The net effect of changes in the national
defense function have reduced the estimate of the 1987 deficit by
$3 billion since last February. Changes in economic assumptions

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



A-12 THE BUDGET FOR FISCAL YEAR 1988

Table A-8. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION
(In billions of dollars)

Current services 1988
1986 administra- 1988
actual 1987 1938 tion differences
estimate estimate proposals
National defense:
Department of Defense—Military........................... 2814 2849 303.3 3033 oo,
Other 7.8 8.0 8.7 3 N —
international affairs 16.7 16.8 17.1 19.1 1.9
General science, space, and technology ...........cc........ 9.3 12.2 11.0 11.5 0.5
Energy 6.0 37 6.7 2.5 —4.2
Natural resources, and environment..............co.c.eeee.es 11.7 13.1 16.5 14.1 —24
Agriculture 299 213 229 2.2 —-07
Commerce and housing credit..............ccooovvvvvrerrennenns 11.0 8.6 9.2 8.8 —0.5
Transportation 289 26.9 29.2 246 —46
Community and regional development...................... 6.9 1.5 7.1 53 —19
Education, training, employment, and social serv-
ices 30.3 329 35.3 28.8 —6.5
Health 36.6 40.2 422 414 —0.8
Medicare 87.2 88.9 93.8 94.4 0.6
Income security 158.0 160.6 165.6 160.2 —54
Social security 201.7 2214 258.5 259.1 0.5
On-budget (4.9) (5.0) (49) (/I.g) (—*%)
Off-budget (196.8) | (2224) | (2537)| (254.2) (0.5)
Veterans benefits and Services................ccoovvvveerrennne. 21.2 212 21.8 21.7 —0.2
Administration of justice 6.8 8.6 8.9 9.0 0.1
General government 6.8 6.8 74 15 0.1
General purpose fiscal assistance............ccoooccon... 5.8 1.6 1.9 L5 —04
Net interest 136.0 136.6 139.0 139.0 0.1
On-budget (1403) | (1416) (145.? (145.6) (01)
Off-budget (—-43) | (=51)| (—66)| (—66) (—*)
Allowances:
Civilian agency pay raises 0.7 0.7 |oorerreraenns
Savings from reform of Davis-Bacon and Service
Contract Act ) ST FOSR -0.2 —0.2
Credit reform initiative —13 —13
Proposed change in Goverment contribution for
employee heatth benefits................ccoovvcooreeeescoevesncrcrninnnn. —0.1 —0.1
Undistributed offsetting receipts:
Employer share, employee retirement (on-budge r) —254 —28.0 —-318 —-321 —03
Employer share employee returement %o
udget) —29 —-33 —54 —55 —01
Rents and royalties on the Outer Continental
Shelf —47 -39 -37 =37 e
Sale of major assets —19 e —41 —4.1
Total Undistributed offsetting receipts............... —330 -371 —40.9 —454 —4.5
On-budget (—302) | (—338) | (—355) | (—=399) | (~44)
Off-budget (=29 (=33)| (-54) (=568 (-01)
Total budget authority...............ccoocrnenenne. 1,072.8 1,102.6 1,172.2 1,142.2 —30.0
ON-DUGEEE ..o (883.2 (888.5) | (930.5) | (9001) | (—304)
Off-budget (189.6) | (214.0) | (2417)| (2421) (04)

*$50 million or less.

have increased the deficit by approximately $17 billion, from the
net effect of reducing receipts due primarily to lower real growth
and reducing outlays due primarily to lower inflation and interest
rates. Nondefense policy changes have reduced the 1987 deficit by
approximately $34 billion, mostly from one time savings including
the Tax Reform Act of 1986, mandated asset sales and loan prepay-
ments, and timing adjustments for medicare payments and Outer
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SPECIAL ANALYSIS A A-13

Table A-9. CURRENT SERVICES BUDGET AUTHORITY BY AGENCY
{In billions of dollars)

Current services 1988
1986 administra- 1988

actual 1987 1988 tion difference
estimate estimate proposals

Legislative Branch
The Judicia
Executive Office of the President ...
Funds Appropriated to the President........................
Department of Agriculture
Department of Commerce......
Department of Defense—Military ..........c...ooveciveee.
Department of Defense—Civil...........ceomrreervvrivereerneees
Department of Education
Department of Ener :
Department of Health and Human Services, except
Social Security . | 1065
Department of Health and Human Services, Social
Security 196.8
Department of Housing and Urban Development........
Department of the Interior ...............cermmereerrvrininnnees
Department of Justice
Department of Labor
Department of State
Department of Transportation..
Department of the Treasury....
Environmental Protection Agency .
General Services Administration ...
National Aeronautics and Space A
(ffice of Personnel Management
Small Business Administration ........................cccoooee.
Veterans Administration
Other Independent Agencies.................ccccooerermeesrnnrene
Allowances:
Civilian agency pay raises
Savings from reform of Davis-Bacon and Service
Contract Acts
Credit reform initiative
Prorosed changes in Government contributions
or em| Ioree health benefits —0. 0
Undistributed offsetting receipts:
Interest received by on-budget trust funds........... . 0
Interest received by off-budget trust funds ..., —4.3 -51 —6.6 —6.6 -
Interest received by OCS escrow account...... . =11 —09 —0.6 —0.6 oo
Employer share, employee retirement (on-bud 2 | =254 —28.0 —318 —-321 -03
Emglogert) share, employee retirement %of -
udge
Renstg I;and royalties on the Outer Continental
e
Sale of major assets.......... .
Total Undistributed offsetting receipts..................
On-budget
Off-budlget

Total budget authority..............cocoooeeece.
On-budget
Off-budget

* $50 million or less.
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Continental Shelf receipts. Technical reestimates account for the
remaining $13 billion increase in the 1987 current service deficit.
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A-14 THE BUDGET FOR FISCAL YEAR 1988

DirFERENCES BETWEEN CURRENT SERVICES AND THE BUDGET

The differences between the administration’s budget proposals
and the current services estimates are summarized in Table A-10.
The administration’s proposals would reduce the current services
budget deficit by $42.4 billion in 1988 and would reduce the 1992
deficit by $90.6 billion. Between 1987 and 1992, the cumulative
deficit reductions proposed by the administration total $334.5 bil-
lion. Receipts proposals would reduce the deficit by a total of $40.6
billion, whereas proposed outlay reductions would reduce the defi-
cit by $294.0 billion. As shown in Table A-11, cumulative increases
for international affairs, space and science, and administration of
justice are $9.7 billion. Reductions to human resources programs
account for $154.6 billion or 46% of the cumulative reduction in
total deficits. Reductions in other domestic programs account for
$126.3 billion or 38% of the total deficit reduction. Net interest
savings from all of the reductions during 1987-1992 total $22.7
billion.

Table A-10. SUMMARY OF CURRENT SERVICES AND PROPOSED BUDGET TOTALS

(In biltions of dollars)

1986 Estimate
actual 1987 1988 1989 1990 1991 1992
Receipts:
Current services 769.1 | 8423 | 9104 | 968.211,039.7 1114311823
Effect of proposals...........o.eeveemeeecrvenssfore i 0.1 6.1 8.0 8.6 8.8 89
Administration budget...............c....ccoueneenne. 769.1 | 8424 | 9166 | 976.211,048.3(1,123.2 | 1,191.2
Total outlays:
Current services 989.8 | 1,016.8 | 1,060.5 | 1,115.1 | 1,165.4 | 1,215.5 | 1,260.6
Effect of proposals —13| -362| —46.1| —57.6 | —71.1 | —81.7
Administration budget...........cccooooevmmnrnnen. 989.8 | 1,015.6 | 1,024.3 | 1,069.0 | 1,107.8 | 1,144.4 | 1,178.9
Total surplus or deficit (—):
Current services. —220.7 {—174.5 [—150.1 |—146.9 1—125.7 [—101.2 | —78.3
Effect of proposals 13 424 54.2 66.2 79.9 90.6
Administration budget.........ccc.coeeumnrrvrrenenns —220.7 |—-173.2 |—-107.8 | —92.8{ —59.5 | —21.3 123
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SPECIAL ANALYSIS A A-15

Table A-11. COMPOSITION OF ADMINISTRATION BUDGET PROPOSALS:
CHANGE FROM CURRENT SERVICES

(In billions of dollars)

1987 1988 1989 1990 1991 1997 | Toll 387
National defense.
International affairs,
space and science, and
justice —09 19 23 31 32 9.7
Human resources *............ —11 —178 —239 —314 374 —43.0 | —1546
Net interest........ccooorvvereees 0.9 0.1 -13 -37 -1 —115 | =227
Other domestic programs... —1.1 —176 —228 ~—248 —29.7 —304 | —1263
Subtotal, outlays....... —13 —36.2 —46.1 —516 711 —81.7 | —294.0
Receipts 2........ccorrrerrecennns —01 —6.1 —80 —86 —838 —89 | —406
Total deficit
reduction............ —-13 —424 —54.2 —66.2 —799 —906 | —3345
(On-budget) .| (—13) | (—4L7) | (—53.2) | (—65.1) | (—78.6) | (—89.2) |(—329.1)
(Off-budget) ....|.ccorerrrerree. (=06) | (=L0)| (=12)| (=13)| (—=14)| (-5.5)

*50 million or less.
1 Education, training, employment and social services; Health; Medicare; Income security; Social security; and Veterans functions.
2 Receipt increases are shown as a negative because they reduce the deficit.

Receipts.—As shown in table A-12, the administration’s estimate
of receipts for 1987 is only $0.1 billion greater than the current
services level of $842.3 billion.

Current services receipts for 1988 are estimated at $910.4 billion.
Legislative and administrative proposals, which are estimated to
increase receipts to $916.6 billion, or $6.1 billion above the current
services level, include the following: Internal Revenue Service (IRS)
initiatives to close the gap between taxes owed and taxes paid,
extension of medicare hospital insurance (HI) coverage to State and
local government employees, repeal of exemptions from gasoline
and other highway excise taxes, an increase in rail pension contri-
butions, the requirement that employers pay the employer portion
of the social security (OASDHI) payroll tax on total tips, an in-
crease in the excise tax on coal production, and extension of social
security (OASDHI) coverage to certain earnings. A more detailed
discussion of the administration’s receipts proposals is presented in
the Budget of the United States Government, Fiscal Year 1988—
Supplement, Part 4, “Federal Receipts by Source.”

The administration’s proposals are estimated to increase receipts
above the current services level by $8.0 billion to $8.9 billion in
each year, 1989-1992.
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Table A-12. DIFFERENCES BETWEEN CURRENT SERVICES AND ADMINISTRATION POLICY RECEIPTS

{tn billions of dollars)

1987 1988 1989 1990 1991 1992
Current services receipts estimates.., 8423 910.4 968.2 | 1,039.7 1,1143 | 11823
(On-budget) ........ccceveermvermmcrnarenne (628.3) | (668.7) | (705.3) | (753.6) | (807.3) | (851.7)
(OFf-bUdget) .....cveeerrreecreerrsernrerees (214.0) | (241.7) | (262.8) | (286.0) | (307.1) | (324.6)
Differences:
IRS initiatives 24 KR | 3.3 3.3 34
Extend HI coverage to State and
local employees 16 2.2 2.2 2.2 2.2
Increase contribution to rail in-
dustry pension plan 0.1 0.3 0.3 0.3 0.3
Require employer tax on total
tips 1 0.2 0.3 0.3 0.4 0.4
Repeal gasoline and other high-
way tax exemptions * 0.6 0.6 0.6 0.6 0.6
Increase tax on coal produc-
tion 1 0.3 0.3 0.3 0.3 0.3
Extend OASDHI coverage to cer-
tain earnings 0.3 0.3 0.4 0.4 0.4
Customs user fee 1.........cccreerrenn. * 0.1 0.1 0.5 0.5 0.5
Other 0.1 0.5 09 0.8 0.8 0.8
Total differences.................... 0.1 6.1 8.0 8.6 88 89
(On-budget) ............cocrenee (0.1) (5.8) (7.5) (8.0) (8.1) (8.2)
(Off-budget) (0.4) (0.6) (0.6) (0.7) 0.7)
Administration policy receipts esti-
mates 8424 916.6 976.2 1,048.3 1,123.2 1,191.2
(On-budget) (628.4) : (674.5) | (712.8) | (761.6) | (815.4) | (865.9)
(Off-budget) (214.0) (242.1) (263.4) (286.6) (307.7) (325.3)

*$50 million or less.
1 Net of income tax offsets.

Outlays.—The total outlay change proposed by the administra-
tion is, on net, a $36 billion reduction for 1988. Of this reduction,
$16 billion is from user fees, loan asset sales, privatization initia-
tives, and other revenue changes. The remaining $20 billion is the
net effect of program reforms, increases, and reductions, and debt
service. Table A-13 shows the major differences between the ad-
ministration’s budget request and current services for outlays by

function.

A summary description of the administration’s proposals is in
the Budget of the United States Government, Fiscal Year 1985—

Supplement, Part 2, “Budget Summary and Priorities.”

A detailed discussion of the administration’s budget authority
and outlay proposals is presented in the Budget of the United
States Government, Fiscal Year 1988—Supplement, Part 5, “Meet-

ing National Needs: The Federal Program by Function.”
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Table A-13. DIFFERENCES BETWEEN CURRENT SERVICES AND ADMINISTRATION POLICY QUTLAYS
(Outlays; in billions of dollars}

1987 1988 1989 1930 1991 1992
Current services estimates ................ 1,016.8 1,060.5 1,115.1 1,165.4 1,215.5 1,260.6
(On-budget) (822.2) | (857.9) | (903.0) | (942.5) | (981.5) { (1,016.0)
(Off-budget) ......oevververrrererrrrrrrnnnne (194.5) | (202.7) | (212.1) | (223.0) | (234.0) | (244.6)
Differences:
National defense
International affairs:
International development and
humanitarian assistance....... 0.1 -0.2 -0l —0.2 * *
International security assist-
ance:
Military assistance................ * 0.1 0.3 0.4 0.4 0.4
)11 —04 -13 0.7 0.6 0.4 *
Subtotal, International
security assistance...... —03 —12 0.9 0.9 0.8 0.4
Conduct of foreign affairs......... 0.2 0.4 0.4 0.5 0.6 0.5
Foreign information and ex-
change activities.................. * 0.1 0.1 0.1 0.1 0.1
International financial  pro-
grams —0.7 0.1 04 0.6 0.7
Subtotal, international af-
111 —01 —16 14 17 2.0 17
General science, space, and
technology .......evveeeecrerrerrerreneee. —* 04 0.4 0.7 11 15
Energy -03 -29 —3.0 217 =37 —38
Natural resources and environ-
ment —0.2 ~14 —18 -20 —22 —24
Agriculture:
Farm income stabilization -01 —49 —16 -83 —83
Agricultural  research  and
SEIVICES...0v.evver e eencerrinsieans —* —0.2 —03 —03 —04 —04
Subtotal agriculture.............. —* —03 —5.2 —19 —87 —87
Commerce and housing credit:
Mortgage credit and deposit
IR —08 —4.2 —3.2 -33 =31 —43
Postal service 03 —* 0.2 0.2 0.4
QOther advancement of com-
11T (VOO —* —05 —03 0.1 —0.2 —-04
Subtotal, commerce and
housing credit ................. —038 —-44 -35 -3.0 -31 —42
Transportation:
Ground transportation -13 —22 -33 —42 —A45
Air transportation ...... 0.1 0.3 0.4 0.3 0.3
Water transportation.. . —0.2 —03 -03 —-03 —03
QOther transportation.................. * —* —* —* —*
Subtotal, transportation........ 0.2 —14 -23 —3.3 —42 —45
Community and regional develop-
ment —0.1 -1.2 -34 —-26 —24 —26
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Table A-13. DIFFERENCES BETWEEN CURRENT SERVICES AND ADMINISTRATION POLICY OUTLAYS—
Continued

(Outlays; in billions of doflars)

1987 1988 1983 1990 1991 1992
Education, training, employment,
and social services:
Education.........coooommeeervvcninnnnnns —03 —41 —6.6 —87 —-99 —109
Training and employment —* 0.2 0.7 04 0.3 0.3
Social services and other.......... —0.1 —03 —06 —08 -1.0 —1.2
Subtotal, education, train-
ing, employment, and
social Services................ —05 —42 —6.5 -9.0 —106 —118
Health:
Medicaid..............ccooeerrvrenrmncenns —* —14 —-30 —4.0 —5.2 —6.6
Other health —03 —1.8 —2.2 —26 —31 —34
Subtotal, health............... —03 -32 -5l —6.6 —8.2 —10.0
Medicare —5.2 —58 —82 =100 | —120
Income security:
General retirement and dis-

ability (excluding social

security) —04 —04 —04 —04 —04
Federal employee retirement

and disability —15 17 -19 —21 =22
Unemployment compensation....|................... —* —01 —01 —* —*
Housing assistance —01 —-03 —038 -13 —-19 -19
Food and nutrition assistance.., —0.1 —12 —13 —14 —-14 —14
QOther income securiy............... —* —-13 —14 —14 —17 =20

Subtotal, income security..... —01 —47 -58 —6.4 —1.5 —81

Social Security —01 —02 —03 —03 —03
(On-budget) (=% (= (=% =" (=9
(Off-budget) (=01 (=02)| (=03)| (=03); (=03)

Veterans benefits and services:

Income security for veterans....|.......c.......... —* —* —* —* —*
Hospital and medical care for

VELerans...........oevvvecevirerionne —0.1 —0.1 —* —* -0l *
11117 OO —01 —03 —05 —038 —0.7 —07

Subtotal, veterans benefits

and SBrvices ......coomrvereens —-0.2 —04 —0.6 —0.8 —038 —038

Administration of justice:

Federal law enforcement ac-

HIVILIES..oovvveeesveesseeeessssesnnnens * 0.3 0.1 0.1 * 0.1
Federal correctional activities ... * 0.1 0.2 0.2 0.3 0.3
11117 OO 0.1 —01 —03 —04 —04 —04

Subtotal, administration of

J115 (R 01 03 01 —02 =01 *

General government:

Central fiscal operations............ 0.1 0.6 0.8 0.8 0.7 0.7
Ohr .......veovvevvervvecreeeeeeersrieiees * —04 —0.1 * 0.1 —03

Subtotal, general govern-

111514 OO 0.1 0.3 0.8 0.8 0.8 0.4
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Table A-13. DIFFERENCES BETWEEN CURRENT SERVICES AND ADMINISTRATION POLICY OUTLAYS—
Continued

{Outlays; in billions of doltars)

1987 1988 1989 1990 1991 1992
General purpose fiscal assistance..................... —04 —0.4 —0.4 —04 —04
Net interest..........cooveeveernerrerrenrrenns 0.9 0.1 —13 -37 11 —115
(On-budget) .....ovrerrevver oo (0.9) (0.1) | (—=13)1 (=36)| (—6.9) | (=114)
(Off-budget) (—*) (=" (=0 | (=01 (=02)
Allowances —14 —11 0.1 11 2.1
Undistributed offsetting receipts:
Employer share, employee re-
tirement —-04 —038 —1.2 —15 -17
(On-budget) (—03) | (—=06)| (=10)| (—=13)| (=19)
(OFf-budget) .......ooorvvveenccereerrvrrsecnnns (=0 | (=02)! (=02)| (-02)| (-0.2)
Rents and royalties on the
Quter Continental Shelf ........
Sale of major physical assets...|........cco........ —41 -23 —2.5 —54 —45
Subtotal, undistributed off-
setting receiptS.......eevvvur|evvereeererriennns —45 -3.1 -3 —69 —6.2
(On-budget) (—44) | (=30)| (=35 (—=67)| (—6.0)
(Off-budget) (~01) ] (=02)| (—=02)| (=02)| (—02)
Total, differences.......... —13 —36.2 —46.1 —57.6 —71.1 —81.7
(On-budget) (—36.0) | (—45.7) | (=57.1) | (=70.4) | (—81.0)
(Off-budget) (—=02) | (~04)| (=06)| (=07)| (=07)
Administration policy
estimates .................. 1,015.6 1,024.3 1,069.0 1,107.8 1,144.4 1,1789
(On-budget).......... (821.1) | (821.9) | (857.3) | (885.4) | (9111) | (9351)
(Off-budget) .......... (194.5) | (202.4) | (211.7) | (2224) | (233.3) | (2439)

*$50 million or less.

The effects of the administration’s budget proposals on Federal
borrowing and debt held by the public are substantial. As shown in
Table A-14, the budget proposals would reduce the debt held by
the public in 1992 by $334.5 billion, from $2,509.2 billion to $2,174.7
billion.

Table A-14. DIFFERENCES BETWEEN CURRENT SERVICES AND ADMINISTRATION BUDGET REQUEST
BORROWING REQUIREMENTS

(In biltions of doHlars)

1987 1988 1989 1930 1991 1992
Requirements for borrowing from the public:
Current services.............. 1636 1491 1465 1253 1007 719
Budget proposals 162.2 | 106.7 92.3 59.1 209 | —127
Difference 13| 423 54.2 66.2| 799! 906
End of year debt held by the public:
Current services 1,909.7 | 2,058.8 | 2,205.3 | 2,330.6 | 2,431.4 | 2,509.2
Budget proposals 1,908.4 | 2,015.1 | 2,107.5 | 2,166.5 | 2,187.4 | 2,174.7
Difference 13| 437] 979 1641 2440 3345
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A-20 THE BUDGET FOR FISCAL YEAR 1988

Tables A-15 and A-16 provide a more detailed comparison (by
function, subfunction, and program) of the President’s policy esti-
mates for 1987 with the current services budget authority and

outlay estimates.

Table A-15. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION AND PROGRAM

(in millions of dollars)

Current services

1986 admi}sigs%?ation
050 NATIONAL DEFENSE
051 Department of Defense-Military:
Military personnel 67,794 74,203 76,299 76,299
Operation and maintenance 74,888 79,674 86,065 86,065
Procurement : 92,506 85,847 83,974 83,974
Research, development, test and evaluation.................. 33,609 36,724 43, 719 43,719
Military construction 5,281 5,382 6,592 6,592
Family housmg 2,803 3121 3,484 3,484
Revolving funds and Other ...........cccoooceervcervverierennnnn. 5,262 678 1,225 1,225
Offsetting receipts —753 —699 —1750 —1780
Allowances: Civilian pay raises 505 505
Allowances: Military pay raises and benefits..... 2,008 2,008
Allowances: Other legislation (proposed) 174 174
Subtotal, Department of Defense-Military ................. 281,390 284,931 303,295 303,295
053 Atomic energy defense activities.......................... 7,281 71478 8,050 8,050
054 Defense-related activities 470 518 622 622
Total budget authority ..........cooovvvvrvevreeerrcenrrireee. 289,146 292,921 311,967 311,967
150 INTERNATIONAL AFFAIRS
151 |nternational development and humanitarian
assistance:
Multilateral development banks:
Existing faw 1,143 949 983 1,774
Proposed legislation.... 44
International orgamzatlon 261 237 239 194
Agency for International Devi 2,026 2,044 2,117 2,192
P.L. 480 food aid 1,243 1,083 1,134 965
Refugee assistance 324 361 360 314
QOther 220 293 303 269
Offsetting receipts —A57 —583 - 572 — 568
Subtotal, International development and humani-
tarian assistance 4,760 4,384 4,563 5,185
152 International security assistance:
Foreign military sales credit 4,947 4,040 4,182 4,421
Military assistance .......ccoocovvevcrmvemeericorienseressonne 798 900 916 1,330
Economic support fund 3,762 3,600 3,674 3,600
Qther 95 98 101 112
Offsetting receipts —58 —16 111 —111
Subtotal, International security assistance................ 9,543 8,562 8,762 9,352
153 Conduct of foreign affairs:
Administration of foreign affairs ... 2,445 2,022 2,058 2,655
International organizations and conferences 477 420 436 506
Other 81 80 82 89
Subtotal, Conduct of foreign affairs...............cco....... 3,003 2,521 2,576 3,250
154 Foreign information and exchange activities........ 958 980 1,091 1,147
155 International financial programs:
Foreign military sales trust fund (net)..........ccccceeeeee. —3,034 412 241 241
QOther 1,514
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Table A-15. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued

(In mitlions of dollars)

1986 Current services 1988
administration
il esltigrﬂte esltigrggte proposals
Offsetting receipts -8 -89 —90 —-90
Subtotal, International financial programs............... —1,607 323 151 151
Total budget authority 16,659 16,770 17,142 19,085
250 GENERAL SCIENCE, SPACE, AND TECHNOLOGY
251 General science and basic research:
National Science Foundation programs....................e... 1,472 1,636 1,685 1,898
Department of Energy general science programs.......... 650 708 781 814
Subtotal, General science and basic research............ 2,121 2,345 2,466 2,712
253 Space flight 4,240 6,532 5,183 5,254
254 Space, science, applications, and technology ...... 2,107 2,264 2,242 2,361
255 Supporting space activities...............ccoccoreverurnene. 819 1,039 1,140 1,141
Total budget authority 9,286 12,180 11,002 11,468
270 ENERGY
271 Energy supply:
Research ana development 2,070 1,697 2,374 2,187
Uranium enrichment 199 -231
Other power marketing 9 —100 —142 —142
Petroleum reserves —565 —486 —540 —540
Nuclear waste disposal fund 131 58 -12 -12
Tennessee Valley Authority 985 1,450 213 213
Subsidies for nonconventional fuel production............... 3 * * *
Rural electric and telephone:
Existing law. 1,914 29 3,304 21
Proposed legislation =27
Subtotal, Energy supply 4,745 2,648 5,196 1,474
272 Energy conservation:
Energy conservation grants and R&D................co....c.. 426 234 288 86
Solar Energy and Energy Conservation Bank................|...cccccreermermenn. | S OSSO IO
Subtotal, Energy conservation................ccccevecovvrvenees 426 235 288 86
274 Emergency energy preparedness......................... 113 153 597 216
276 Energy information, policy, and regulation .......... 763 662 664 676
Total budget authority 6,047 3,698 6,745 2,513
300 NATURAL RESOURCES, AND ENVIRONMENT
301 Water resources:
Corps of Engineers 2,774 3,354 3,507 3,503
Bureau of Reclamation 768 953 1,074 1,053
Other... 298 216 225 87
Offsetting receipts —161 —422 —462 —475
Subtotal, Water resources ............ccooeevvveenrevvvrrensrenne 3,678 4,101 4,344 4,168
302 Conservation and land management:
Management of national forests, cooperative forestry,
forestry research Forest Service) .....coo.cvereneree 1,946 1,978 2,149 1,828
Management of public Iands (BLM)......... . 470 569 578 487
Mining reclamation and enforcement ... . 218 304 313 292
Conservation of agricuitural lands.... . 595 622 2,038 1,801
Other resources management.............cooeereevvverennsnneens 307 315 326 218
Qffsetting receipts:
Existing law —2,166 —2,217 —2,336 —2,292
Proposed legislation
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Table A-15. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued

{In millions of dotlars)

Current services

1986 admiln?s%?alion
il esltignil;Zte mlt?n?;}te proposals
Subtotal, Conservation and Jand management .......... 1,430 1,572 3,069 2,334
303 Recreational resources:
Federal land acquisition:
Existing law. 195 246 261 89
Proposed Iegislation -30
Urban park and historic preservation funds .................. 24 24 P2 T
QOperation of recreational resources:
Existing law 1,312 1,410 1,498 1,379
Proposed legislation 52
Offsetting receipts:
Existing law -4 —49 —84 —136
Proposed legislation —63
Subtotal, Recreational resources..............oo.ccooovvvees 1,456 1,631 1,700 1,291
304 Pollution control and abatement;
Regulatory, enforcement, and research programs.......... 1,373 1,444 1,476 1,436
Hazardous substance response fund..........cooccoveevvvnnene. 261 1,411 1,463 1,200
Qil pollution funds (gross) 6 1 5 5
Sewage treatment plant construction grants:
Existing law 1,774 1,200 2,900 oo
Proposed legislation 2,000
Leaking underground storage tank trust fund..............loccrcrccncs 50 Y20 N
Offsetting receipts:
Existing law. —16 —35 —97 —57
Proposed legislation —40
Subtotal, Pollution control and abatement ................ 3,399 4,077 5,439 4,544
306 Other natural resources:
Program activities:
isting law 1,778 1,764 1,981 1,734
Proposed legislation.............co.cvvevecvvcerrsssiinnennens 29
Qffsetting receipts -17 —15 —19 -4
Subtotal, Other natural resources..................ccoooeeee.e. 1,761 1,749 1,961 1,738
Total budget authority 11,724 13,130 16,514 14,076
350 AGRICULTURE
351 Farm income stabilization:
Commodity price support and related programs:
Existing law 23,085 21,514 16,108 16,069
Proposed legislation 308
Crogxlnsurance
isting law, 344 345 746 500
meosed BEISIALION..........evveeevererree e sssse s oo —157
Agricultural credit:
Existing law 4,627 3,506 4,068 3,685
Proposed legislation 50
Other programs and unallocated overhead..................... 9 * s
Subtotal, Farm income stabilization 28,065 25,365 20,922 20,456
352 Agricultural research and services:
Research programs:
Existing law 175 862 852 783
Proposed legislation —*
Extension programs 328 332 345 263
Marketmg programs:
Existing law 133 134 142 140
ProPosed legislation —40
Animal and plant health programs:
Existing law 310 308 331 303
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Table A~15. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
(In millions of dotlars)

Current services 1988
1986 administration
i esltﬁligte esltgggte proposals
Proposed legislation —86
Economic intelligence 182 188 198 200
QOther programs and unallocated overhead:
Existing law 206 211 221 247
Proposed legislation —4
Offsetting receipts -97 -99 —102 —102
Subtotal, Agricultural research and services............. 1,836 1,938 1,986 1,703
Total budget authority 29,901 27,303 22,908 22,158
370 COMMERCE AND HOUSING CREDIT
371 Mortgage credit and deposit insurance:
Mortgage purchase activities (GNMA) ) S SRRSO IR
Mortgage credit (FHA and other).............covecvvverisns 137 90 473 432
Housing for the elderly or handicapped. . 493 506 546 oo
Rural housing programs (FMHA)..........c..ccccemrvverevrernnen. 3,036 3,086 3,155 3,125
Federal Savings and Loan Insurance Corporation and
other 3,000
Subtotal, Mortgage credit and deposit insurance...... 6,666 3,683 4,175 3,557
372 Postal service:
Existing law 2,504 3,183 3,010 2,972
Proposed legislation 376
Subtotal, Postal service 2,504 3,183 3,010 3,348
376 Other advancement of commerce:
Small and minority business assistance ..............co...... 757 565 631 384
Science and technology 323 334 416 425
Economic and demographic statistics...............cccceever 217 298 422 511
International trade and other ...........cccooeemerreerrcevvvries 493 562 592 561
Subtotal, Other advancement of commerce............... 1,790 1,758 2,061 1,882
Total budget authority 10,960 8,624 9,246 8,787
400 TRANSPORTATION
401 Ground transportation:
Highways 14,644 13,476 15,733 13,386
Highway safety 254 303 337 285
Mass transit 3,616 3,504 3,601 1,556
Railroads:
Existing faw 789 668 709 17
Proposed legislation -9
Regulation:
isting law 46 47 50 48
Proposed legislation 17
Subtotal, Ground transportation..............cccoocvvenene 19,349 17,997 20,430 15,265
402 Air transportation:
Airports and airways (FAA) 4,815 4,799 5,150 5,803
Aeronautical research and technology ................c.ccoee.... 642 699 723 125
Air carrier subsidies 21 K] | OO IO
Subtotal, Air transportation ..............ooeevverererrrenens 5,484 5,528 5,873 6,529
403 Water transportation:
Marine safety and transportation:
Existing law 2,306 2,575 2,656 2,1
Proposed legislation 15
Proposed Coast Guard fees —355
Ocean shipping:
Existing law 1,609 646 109 328
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Table A-15. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued

(In millions of dollars)

Current services

186 admi}ﬂgsifation
ot esltigrﬂte eslt?fggte proposals
Proposed legislation -9
Subtotal, Water transportation................ccoovvvvvvennee 3915 3,220 2,765 2,676
407 Other transportation...............ccc.ccomrrcrmemirnnenrcennns 115 115 131 135
Total budget authority 28,863 26,861 29,199 24,604
450 COMMUNITY AND REGIONAL DEVELOPMENT
451 Community development:
Community development block grants................crmeenes 3,023 3,000 3,111 2,510
Urban development action grants......cc.oo..ceevvvveervicnns 316 225 233 oo
Rental rehabilitation and rental development................. 144 320 310 75
Other 244 241 245 221
Subtotal, Community development.............ccooovvvnne. 3,726 3,785 3,900 2,811
452 Area and regional development:
Rural development 1,552 2,215 1,742 1,306
Economic development aSSIStANCE .......cocvvvveerursrrvece 216 217 AL
Indian programs 968 1,057 1,090 1,169
Regional commissions 120 108 113 1
Tennessee Valley Authority 100 100 104 73
Offsetting receipts -213 —298 —301 —298
Subtotal, Area and regionai development............... 2,684 3,459 2,962 2,251
453 Disaster relief and insurance:
Disaster relief 346 120 125 125
National flood insurance fund 48
Other 129 90 96 77
Subtotal, Disaster relief and insurance..................... 475 210 269 202
Total budget authority 6,884 7,454 7,130 5,264
500 EDUCATION, TRAINING, EMPLOYMENT, AND
SOCIAL SERVICES
501 Elementary, secondary, and vocational
education:
Block grant and special programs:
Existing law 675 935 969 175
Proposed legislation 609
Compensatory education:
Existing law 3,537 3,952 4,098 |t
Proposed legislation 4,144
Education for the handicapped 1,350 1,742 1,806 1,488
Impact aid 683 718 744 548
Vocational and adult education 907 988 1,024 130
Other 528 568 596 487
Subtotal, Elementary, secondary, and vocational
education 7,680 8,902 9,238 7,581
502 Higher education:
Student financial assistance:
Existing law 4,823 5,196 6,854 6,133
Proposed 18GISIALION............ccoeervvrreerresriisreeersssssen srerarseeecrssersssne sessarsensssssessans | snseees —-2,197
Receipts —67 -0 Y £ I
Guaranteed student ioan program:
Existing law 3,266 3,004 2,223 2,510
Proposed legislation —1,334
her 754 876 841 546
Subtotal, Higher education ...........co....cooovrvremmmrrroeen, 8,776 9,006 9,846 5,058
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Table A-15. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued

(In millions of dollars)

Current services 1988
1986 administration
ot eslt?vg;te esltign?gte proposals
503 Research and general education aids................... 1,184 1,295 1,360 1,217
504 Training and employment:
Employment and training assistance:
Existing law 3,337 3,686 3,759 3,286
Proposed legislation 1,130
Older Americans employment ............ooccoevccvvmmeenmennninins 312 326 326 326
Work incentive program 203 103 [
Federal-State employment SErvice..............ceoeervrrionree 958 959 1,000 873
QOther 69 67 67 74
Subtotal, Training and employment ..........c.ocoevvcrneene 4,875 5,141 5,152 5,688
505 Other labor services 679 730 182 812
506 Social services:
Social services block grant 2,584 2,700 2,700 2,700
Community SErvice Programs .........oweeeesssmsesererssesmasseeese 352 368 382 310
Rehabilitation services 1,310 1,485 1,535 1,401
Family social services 761 994 1,062 682
Social services activities 1,929 2,098 2,173 2,217
Domestic volunteer programs................veerreerrssesssnnee. 145 156 160 153
Other social services 23 26 957 953
Subtotal, Social services 7,104 7,826 8,969 8,476
Total budget authority 30,298 32,900 35,347 28,832
550 HEALTH
551 Health care services:
Medicaid grants:
Existing law. 24,644 26,740 28,225 28,120
Proposed legislation —1,256
Federal employees’ health benefits:
Existing law 1,537 1,459 1,789 1,789
Proposed legistation —502
QOther health care services 3,237 3,631 3,540 3,332
Subtotal, Health care Services .............ooveervvenenes 29,418 31,830 33,554 31,483
552 Health research:
National Institutes of Health research........................... 5,013 5,894 6,093 7,970
Other research programs 539 726 677 639
Subtotal, Health research 5,552 6,621 6,170 8,609
553 Education and training of health care work
force:
Research training 262 286 297 291
Clinical training 206 202 208 36
Other 39 32 33 30
Subtotal, Education and training of health care
work force 507 521 538 357
554 Consumer and occupational health and safety:
Consumer safety:
Existing law 794 857 891 881
Proposed legislation —397
Occupational safety and health ..........ccoooovevevvviosisennns 363 392 421 422
Subtotal, Consumer and occupational health and
safety 1,167 1,249 1,311 906
Total budget authority 36,634 40,220 42,174 41,355
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Table A-15. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION AND PROGRAM-—Continued

(In millions of dollars)

1986

Current services

1988

administration
ot eslt?rfsl;te esltigrggle proposals
570 MEDICARE
571 Medicare:
Hospital insurance (H):
Existing law. 67,037 67,627 67,842 67,841
Proposed legisfation 1,811
Supplementary medical insurance (SMI):
EXISHNG [W.........ccommerme e rssrsmennsisssnr e essesarseons 25,004 27,805 34,267 34,183
Proposed legislation . —596
Medicare premiums and collections:
Existing law. —5739 | —6,545 —8340 | —8311
Proposed legislation —570
Interfund TranSactions ..............ovrevrecevemmrmereernnerrsresenns 926
Total budget authority 87,228 88,887 93,769 94,358
600 INCOME SECURITY
601 General retirement and disability insurance
(excluding social security):
Railroad retirement:
Existing law 5,541 4,589 4,497 4,405
Pro‘)osed legislation 230
Special benefits for disabled coal miners:
Existing law. 2,213 1,170 1,574 1,563
Proposed legislation -8
QOther 67 87 9% 94
Subtotal, General retirement and disability insur-
ance (excluding social Security)...........c.ccoceuern. 7,820 5,846 6,165 6,284
602 Federal employee retirement and disability:
Civilian retirement and disability programs:
Existing law. 43,296 44,039 46,243 46,243
Proposed legislation 85
Military retirement 29,896 31,246 33,120 33,409
Thrift investment fund * 612 1,514 1,514
Federal employees workers’ compensation (FECA) ....... 266 226 170 170
Subtotal, Federal employee retirement and disabil-
ity 73,458 76,122 81,046 81,420
603 Unemployment compensation:
Existing law 22,066 23,242 19,733 19,859
Proposed legislation 28
Subtotal, Unemployment compensation..................... 22,066 23,242 19,733 19,887
604 Housing assistance:
Subsidized housing 9,394 7,506 7,169 3,920
Public housinF operating subsidies............vrevrvvrierrrnen. 1,159 1,350 1,329 1,377
Low-rent public housing loams..........ccoeeerriieeerrririvenionss 895 1,829 1,552 1,552
QOther housing assistance 196 225 236 521
Subtotal, Housing assistance ..............ccoe.vverreveereenires 11,643 10,910 10,886 1,376
605 Food and nutrition assistance:
Food stamps and aid o Puerto Rico:
Existing law 12,582 12,646 12,842 12,788
Proposed legislation —278
Child nutrition and other programs:
Existing law 6,221 6,699 7,020 6,954
Proposed legislation —860
Subtotal, Food and nutrition assistance.................... 18,803 19,345 19,862 18,604
609 Other income security:
Supplemental security income (SS1) ....eervvvorcrirnrrieens 10,171 10,856 12,231 12,303
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Table A-15. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued

(In millions of dollars)

1986 Current services 1988
administration
| | | e
Family support payments:
Existing law. 9,899 10,414 10,330 10,244
Proposed legislation —468
Earned income tax credit (EITC) .......oovevveerercrncrrirncnee 1,415 1,491 2,910 2,910
Refugee assistance 403 340 333 253
QOther. 2,281 2,078 2,181 1,423
Subtotal, Other income security............cooovvverevrrvenn. 24,170 25,179 27,954 26,665
Total budget authority 157,960 160,644 165,647 160,236
650 SOCIAL SECURITY
651 Social security:
Old-age and survivors insurance  (OASH)—Off-
budget:
Existing law 183,055 207,743 236,399 236,399
Proposed legislation 473
0ld-age and survivors insurance (OASI)—On-budget:
Existing law. —854 —542 —560 —560
Proposed legislation -1
Disability insurance (DI)—Off-budget:
Existing law. 2,18 20,237 22,7159 22,759
Proposed legislation 42
Disability insurance {DI)—On-budget —45 —53 —54 —54
Interfund transactions (Off-budget)..... —8971 —5603 | —5497 —5497
Interfund transactions (On-budget) ......occoveerevrvccvienenes 5,760 5,603 5,497 5497
Total budget authority 201,662 227,384 258,544 | 259,058
On-budget (4,861) (5,008) (4,883) (4,882)
Off-budget (196,802) | (222377) | (253,661) | (254,176)
700 VETERANS BENEFITS AND SERVICES
701 Income security for veterans:
Service-connected compensation:
Existing law. 10,430 10,489 10,653 10,352
Proposed legislation 301
Non-service-connected Pensions ................veeeeeseveeennsnnes 3,850 3,828 3,841 3841
Burial and other benefits:
Existing law. 129 128 142 142
Proposed legislation —36
National service life insurance trust fund...................... 1,367 1,372 1,375 1,375
All other insurance programs:
Existing law 29 22 30 30
Proposed legislation 4
Insurance program receipts —443 —405 —404 —404
Subtotal, Income security for veterans..................... 15,363 15,433 15,636 15,605
702 Veterans education, training, and rehabilita-
tion:
Readjustment benefits (GI Bill and related
programs):
Existing law 896 741 626 626
Proposed legislation -20
Post-Vietnam era education
All-volunteer force educational assistance trust fund:
Existing law. —105 —178 —186 —186
Proposed legislation 223
Veterans jobs program 35
Subtotal, Veterans education, training, and reha-
bilitation 826 563 440 642
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Table A-15. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued

{In milfions of dollars)

Current services

1986 atrightion
i eslt?vggte esltggte proposals
703 Hospital and medical care for veterans:
Medical care and hospital Services.............c...oevrvervene. 9,130 9,629 10,041 9,968
Construction 601 531 557 568
Medical administration, research, and other.................. 233 256 242 249
Third-party reimbursement —* —65 -250 —250
Subtotal, Hospital and medical care for veterans..... 9,964 10,350 10,590 10,534
704 Veterans housing:
Existing law 200 (o 320 390
Proposed legislation —390
Subtotal, Veterans housing............ceoeeeevrverervenneceees 200 |, K11 S—
705 Other veterans benefits and services:
Cemeteries, administration of veterans benefits, and
other 731 784 780 831
Non-VA support programs 68 13 62 54
Subtotal, Other veterans benefits and services......... 799 857 842 885
Total budget authority 21,151 27,204 21,828 27,666
750 ADMINISTRATION OF JUSTICE
751 Federal law enforcement activities:
Criminal investigations (DEA, FBI, and OCDE) ............. 1,522 1,784 1,878 2,006
Alcohol, tobacco, and firearms investigation (ATF) ...... 167 193 208 197
Border enforcement activities (Customs and INS)........ 1,375 1,908 2,014 2,056
Protection activities (Secret Service) ............coovervunene 293 335 359 376
Other enforcement:
Existing law in 384 406 447
Proposed legislation 5
Subtotal, Federal law enforcement activities............. 3,728 4,604 4,865 5,087
752 Federal litigative and judicial activities:
Civil and criminal prosecution and representation:
Existing law 834 1,044 1,096 1,296
Proposed legislation 1
Federal judicial activities 1,063 1,252 1,411 1,471
Representation of indigents in civil cases ..................... 292 306 K]V A
Subtotal, Federal litigative and judicial activities...... 2,190 2,601 2,820 2,767
753 Federal correctional activities..................ccoooeovnnenn. 595 867 708 971
754 Criminal justice assiStance..................cocovenenrs 265 488 510 159
Total budget authority 6,777 8,560 8,903 8,984
800 GENERAL GOVERNMENT
801 Legislative functions 1,412 1,566 1,698 1,786
802 Executive direction and management.................. 110 116 128 130
803 Central fiscal operations:
Collection of taxes 3,826 4,368 4,678 5,072
QOther fiscal operations:
Existing law 220 286 298 358
Proposed legislation —24
Subtotal, Central fiscal operations............c.....ccourenerne 4,046 4,654 4,976 5,405
804 General property and records management:
Federal buildll;gs fund 10
Property receipts 10 —345 —189 —1494
Personal property 14 15 16 16
Records management 97 102 110 111
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Table A-15. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
{In millions of dotlars)

1986 Current services 1988
administration
xla eslt?rga]te eslt%gte proposals
QOther:
Existing law. 330 342 361 418
Proposed legislation —169
Subtotal, General property and records manage-
ment 382 113 298 —119
805 Central personnel management:
Existing law 136 139 143 146
Proposed legislation
Subtotal, Central personnel management.................. 136 139 143 146
806 Other general government:
Compact of free association 221 76 144 144
Territories 153 146 98 1
Indian affairs, 8 2 2 2
Treasury claims 21 349 339 350
QOther 101 65 65 62
Subtotal, Other general government ..................cc.... 760 638 649 635
809 Deductions for offsetting receipts:
xisting law —78 —450 —450 —450
Sallie Mae fees (proposed) —6
(Other proposed offsetting receipts 14
Subtotal, Deductions for offsetting receipts.............. —78 —450 —450 —442
Total budget authority 6768 | 6776 7,440 7,542
850 GENERAL PURPOSE FISCAL ASSISTANCE
851 General revenue sharing 4,192 6
852 Other general purpose fiscal assistance:
Payments and loans to the District of Columbia........... —34 281 553 497
Payments to States and counties from Forest Service
receipts:
Existing law. 685 274 296 296
Proposed legislation =210
Payments to States from receipts under the Mineral
Leasing Act 123 435 445 391
Payments .to States and counties from Federal land
management activities 95 89 63 63
Payments in lieu of taxes 100 105 105 105
Payments to territories and Puerto Rico ...........ccouconeeens 381 378 386 386
QOther 5 9 7 7
Subtotal, Other general purpose fiscal assistance..... 1,655 1,576 1,855 1,475
Total budget authority 5,847 1,582 1,855 1,475
900 NET INTEREST
901 Interest on the public debt:
Existing law 190,166 191,749 199,295 198,150
Proposed legislation 244
Subtotal, Interest on the public debt............oceeereeeee 190,166 | 191,749 199,295 198,394
902 Interest received by on-budget trust funds:
Existing law —26,570 | —28,680 [ —31,368 | —31,372
Proposed legislation —236
Subtotal, Interest received by on-budget trust
funds —26,570 | —28,680 | —31,368 | —31,608
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Table A-15. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued
{In millions of dollars)

1986 Current services 1988
administration
ot esltgﬂte eslt?r:\xgte proposals
903 Interest received by off-budget trust funds:
Existing law —4,329 — 5,084 —6,586 —6,586
Proposed legislation -8
Subtotal, Interest received by off-budget trust
funds —4,329 —5,084 —6,586 —6,5%
908 Other interest:
Interest on refunds of tax collections............ 1,814 1,668 1,621 1,621
Interest on loans to Federal Financing Bank . —16,377 | —14,738 | —15,836 | —14,475
Interest on loans to CCC 2,190 —1,741 —1,849 —1,878
Interest on loans to FmHA 770 —1,105 —1,095 —1,024
(OCS interest -1,072 —901 —604 —604
QOther:
Existing law. —4,689 —4,615 —4615 —4,598
Proposed legislation —201
Subtotal, Other interest —23,285 | —21,432 | —22379 | —21,159
Total budget authority 135,982 136,953 138,962 139,032
On-budget (140311) | (141636) | (145548) | (145626)
Off-budget (—4329) | (—5084) | (—6586) | (—6,594)
920 ALLOWANCES
921 Civilian agency pay raises:
Civilian agency pay raises 656 656
Coast Guard military pay raises 48 48
Subtotal, Civilian agency pay raises 704 704
923 Savings from reform of Davis-Bacon and
Service Contract Acts:
Proposed legislation —163
Subtotal, Savings from reform of Davis-Bacon and
Service Contract Acts —163
924 Credit reform initiative:
Proposed legislation . —1,284
Subtotal, Credit reform initiative —1,284
925 Proposed change in Government contribution
for employee health benefits:
Proposed legislation —140
Subtotal, Proposed change in Government contri-
bution for employee heaith benefits —140
Total budget authority 704 —883
950 UNDISTRIBUTED OFFSETTING RECEIPTS
951 Employer share, employee retirement (on-
budget):
Military retired contributions —17429 | —18,193 | —18495 | —18,782
Federal retirement thrift —422 —1,324 —1,324
Other contributions:
Existing law. —8,006 —9,398 | —11,985 | —11,985
Proposed legistation —38
Subtotal, Employer share, employee retirement
(on-budget) —25434 | —28,013 | —31,803 | —32,128
952 Employer share, employee retirement (off-
budget):
Existing law —2,857 -~3,275 —5,367 —5,367
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Table A-15. CURRENT SERVICES BUDGET AUTHORITY BY FUNCTION AND PROGRAM—Continued

(In millions of dollars)
1986 Current services 1988
administration
tal esione esttoe propesals
Proposed legislation 117
Subtotal, Employer share, employee retirement
(off-budget) —2857 | —3215 | —5367 | —5484
953 Rse|:|t} and royalties on the Outer Continental
elf:
Existing law —4716 | —3903 | —3,68 | —3,686
Proposed legislation
Subtotal, Rents and royalties on the Outer Conti-
nental Shelf —4716 | —3903 | —368 | —3,686
954 Sale of major assets:
Sale of Conrail S 111 RO ST
Sale of petroleum reserve (proposed) —2,500
Sale of Amtrak (proposed) —1,000
Auction receipts, FCC (proposed) —600
Subtotal, Sale of major assets —1,900 —4,100
Total budget authority —33,007 | 37,091 | —40,857 | —45399
On-budget (—30150) \(—33,816) \(—35490) |(—39915)
Of-budget (=2857) | (=3275) | (—5,367) | (—35484)
Total budget authority 1,072,773 1,102,565 {1,172,170 | 1,142,180
On-budget (883,158) | (888,547) | (930,462) | (900,062)
Off-budget. (189615) | (214018) | (241708) | (242.098)
*$500 thousand of less.
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Table A-16. CURRENT SERVICES OUTLAYS BY FUNCTION AND PROGRAM
(In milliens of dollars)

Current services 1988
1986 administration
atal eslt?rﬁ;te eslt?rﬁgte proposals
050 NATIONAL DEFENSE
051 Department of Defense-Military:
Military personnel 71,511 70,808 15,6717 15,677
(peration and maintenance 75,259 76,714 81,368 81,368
Procurement 76,517 82,695 82,798 82,798
Research, development, test and evaluation.................. 32,283 34 178 38,266 38,266
Military construction 5,067 4952 5,186 5,186
Family housmg 2,819 2,767 3,012 3,012
Revolving funds and other 2,933 2,785 1,212 1,212
Offsetting receipts —~753 —699 —1750 —750
Allowances: Civilian pay raises 496 496
Allowances: Military pay raises and benefits 1,979 1,979
Allowances: Other legislation (proposed) 57 57
Subtotal, Department of Defense-Military................. 265,636 274,200 289,300 289,300
053 Atomic energy defense activities......................... 71,445 7,440 7,817 71817
054 Defense-related activities:
Existing law 294 606 433 613
Proposed legislation —180
Subtotal, Defense-related activities..............c.o.o...eoun. 294 606 433 433
Total outlays 273,375 282,246 297,550 297,550
150 INTERNATIONAL AFFAIRS
151 International development and humanitarian
assistance:
Multilateral development banks:
Existing law. 1,607 1,029 1,585 1,617
Proposed legislation 22
International organizations 231 259 262 229
Agency for International Development................cc........ 1,990 2,014 2,114 2,103
P.L. 480 food aid 1,095 1,083 1,134 1,007
Refugee assistance 348 330 358 318
QOther 154 150 189 172
Offsetting receipts — 457 —583 —572 — 568
Subtotal, International development and humani-
tarian assistance 4,968 4,282 5,071 4,899
152 International security assistance:
Foreign military sales credit 4,763 4,470 4,311 3,002
Military assistance 753 198 455 594
Economic support fund 4,684 4,191 4,092 4,097
Guarantee reserve fund 255 SOOI SR
Other. 102 101 100 113
Offsetting receipts —58 —176 —111 -111
Subtotal, International security assistance................ 10,499 8,892 8,847 7,695
153 Conduct of foreign affairs:
Administration of foreign affairs............coooovoveeervrvieens 1,717 2,170 2,085 2,395
International organizations and conferences.................. 499 306 435 501
Other 64 94 84 91
Subtotal, Conduct of foreign affairs...............ccco.o..... 2,280 2,570 2,604 2,987
154 Foreign information and exchange activities....... 907 999 1,048 1,114
155 International financial programs:
Foreign military sales trust fund (net)...........cccccoesn... —1,016 500 200 200
Export-Import Bank —1,167 —2,389 —858 —1,564
Exchange stabilization fund -1 —-32 —31 =31
QOther —1,460 -13 -1 -1
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Table A-16. CURRENT SERVICES OUTLAYS BY FUNCTION AND PROGRAM—Continued

(In millions of doflars)

1986 Current services 1988
administration
acha eslt?amZte es%?n?fte proposals
Offsetting receipts —87 —89 —90 —90
Subtotal, International financial programs ................ —4,501 —2,083 —781 —1,486
Total outlays 14,152 14,660 16,790 15,209
250 GENERAL SCIENCE, SPACE, AND TECHNOLOGY
251 General science and basic research:
National Science Foundation programs.............ccooeveevens 1,550 1,571 1,603 1,806
Department of Energy general science programs.......... 671 697 761 782
Subtotal, General science and basic research........... 2,221 2,268 2,364 2,588
253 Space flight 3,794 4,308 5472 5,569
254 Space, science, applications, and technology ...... 2,121 2,184 2,188 2,250
255 Supporting space activities..........c.......occooereevecreeee 835 774 1,032 1,031
Total outlays 8,976 9,535 11,057 11,439
270 ENERGY
271 Energy supply:
Research and development 2,404 2,431 2,593 2,335
Uranium enrichment -91 —200 —18 —231
QOther power marketing —408 —500 —556 — 3556
Petroleum reserves —415 —442 —539 - 539
Nuclear waste disposal fund 17 2 -12 —-12
Tennessee Valley Authority 783 806 318 318
Subsidies for nonconventional fuel production............... 120 89 38 38
Rural electric and telephone:
Existing law. 429 —6 2,926 1,692
Proposed legislation —979
Subtotal, Energy supply 2,839 2,180 4,582 2,065
272 Energy conservation:
Energy conservation grants and R&D..................conn.c.n. 483 449 292 152
Solar Energy and Energy Conservation Bank. .. 32 13 * *
Subtotal, Energy conservation..... .. 515 462 292 153
274 Emergency energy preparedness...............cooooweeee 597 733 683 448
276 Energy information, policy, and regulation.......... 785 675 652 678
Total outlays 4,735 4,049 6,209 3,344
300 NATURAL F.ESOURCES, AND ENVIRONMENT
301 Water resources:
Corps of Engineers 2,855 3,373 3,526 3,522
Bureau of Reclamation 1,050 1,007 1,074 907
QOther 298 293 242 144
Offsetting receipts —161 —422 —462 —475
Subtotal, Water reSources .............cceoereeevrervvseniennes 4,041 4,251 4,380 4,099
302 Conservation and land management:
Management of national forests, cooperative forestry,
and forestry research (Forest Service) .................... 1,846 1,983 1,901 1,841
Management of public lands (BLM)....... 529 566 517 494
Mining reclamation and enforcement .. 37 345 327 327
Conservation of agricultural 1ands..........c.oocooveovvrvrnennces 553 668 2,052 1,889
Other resources management 299 322 324 216
Offsetting receipts:
Existing law —2,166 | —2217 | —2336 | —2,292
Proposed legislation
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Table A-16. CURRENT SERVICES OUTLAYS BY FUNCTION AND PROGRAM—Continued
(In millions of dollars)

Current services

1986 ad ﬁ?satf tio
mil auon
ata eslt?mSZte eslt?rﬁaale proposals
Subtotal, Conservation and land management .......... 1,388 1,668 2,846 2,474
303 Recreational resources:
Federal tand acquisition 262 315 276 132
Urban park and historic preservation funds .................. 32 33 28 14
Operation of recreational resources:
Existing law. 1,293 1,396 1,478 1371
Proposed legislation 45
Offsetting receipts:
Existing law —-74 —49 —84 —136
Proposed legislation —63
Subtotal, Recreational resources...........cooeeverrrvrreeens 1,513 1,695 1,697 1,362
304 Pollution control and abatement:
Regulatory, enforcement, and research programs.......... 1,291 1,434 1,469 1,458
Hazardous substance response fund..............oeervrveevereess| 435 550 932 900
Qil pollution funds (gross) 9 10 5 5
Sewage treatment plant construction grants:
Existing law 3,113 2,592 2,410 1814
Proposed legislation 506
Leaking underground storage tank trust fund............../ oo 8 26 18
Offsetting receipts:
Existing law —16 -3 -5 -5
Proposed legistation —40
Subtotal, Pollution control and abatement................ 4,831 4,558 4,785 4,603
306 Other natural resources:
Program activities:
isting law. 1,883 1,948 1,965 1,706
Proposed legistation 21
Offsetting receipts 17 —15 —19 —24
Subtotal, Other natural resources.............cco.o...eve... 1,866 1,932 1,945 1,703
Total outlays 13,639 14,103 15,653 14,241
350 AGRICULTURE
351 Farm income stabilization:
Commodity price support and related programs:
Existing law........ 25,891 25,288 21,002 20,978
Proposed legislation 308
Crogxgnsurance:
isting law 516 637 660 672
Proposed legislation —190
Agricultural credit:
Existing law. 3,234 3,187 2,928 2,888
Proposed legislation —-133
Other programs and unallocated overhead .................... -33 51 S I
Subtotal, Farm income stabilization...........c...o.o..uene. 29,608 29,163 24,590 24,524
352 Agricultural research and services:
Research programs:
Existing law. 761 843 883 880
Proposed legisiation —*
Extension programs 340 332 343 274
Marketing programs:
Existing law 154 152 142 140
Proposed legislation —40
Animal and plant health programs:
Existing law. 283 298 331 303
Proposed IeFislation —86
Economic intelfigence 197 188 197 198
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Table A-16. CURRENT SERVICES OUTLAYS BY FUNCTION AND PROGRAM—Continued

(In millions of doflars)

Current services 1988
198 admiristration
actal esltiiﬁzte esltigrﬁte proposals
Other programs and unallocated overhead:
Existing law. 203 218 223 246
Proposed legislation —4
Offsetting receipts —97 —-99 —102 —102
Subtotal, Agricultural research and services............. 1,841 1,932 2,016 1,809
Total outlays 31,449 31,095 26,605 26,333
370 COMMERCE AND HOUSING CREDIT
371 Mortgage credit and deposit insurance:
Mortgage-backed securities (GNMA) .......cco.cocovcrrvrene —293 -315 —407 —399
Mortgage purchase activities (GNMA).........ccoeeevvcvvennecs] -790 313 58 58
Mortgage credit (FHA and other):
Existing law 1750 | —-2398 | —2432 | —2574
Proposed legislation —487
Housing for the elderly or handicapped................ccooo.... 531 515 501 47
Rural housing programs (FmHA) 3,235 1,285 2,419 834
Federal Deposit Insurance Corporation ......................... 262 4,046 1,535 1,535
FederalthSavings and Loan Insurance Corporation and
other:
Existing law 1,072 3,745 850 850
Proposed legislation —1,550
National Credit Union Administration...........cco.oo..crven.. — 368 —203 —326 —326
Subtotal, Mortgage credit and deposit insurance...... 1,899 6,302 2,197 —2,013
372 Postal service:
Existing law 758 1,781 2,707 2,669
Proposed legislation 376
Subtotal, Postal service 758 1,781 2,107 3,045
376 Other advancement of commerce:
Small and minority business assistance .................... 774 632 553 5
Science and technology 334 479 404 411
Economic and demographic statistics...........ccc..eoovveeenn 208 270 415 491
International trade and other ...........cccoevevvvvereencriivisonnnd 475 636 613 594
Subtotal, Other advancement of commerce.............. 1,790 2,016 1,985 1,501
Total outlays 4,448 10,099 6,889 2,533
400 TRANSPORTATION
401 Ground transportation:
Highways 14,138 12,633 13,035 12,861
Highway safety 257 272 328 315
Mass transit 3,399 4,010 3,681 3,426
Railroads:
Existing Taw 885 884 786 —42
Proposed legislation -9
Regulation:
Existing law. 45 46 49 48
Proposed legislation —17
Subtotal, Ground transportation...........coe...covemeerreeren. 18,725 17,844 17,880 16,581
402 Air transportation:
Airports and airways (FAA) 4,615 4,565 5,130 5,251
Aeronautical research and technology ...........coocoevevveunres 648 621 682 683
Air carrier subsidies 24 33 2 2
Subtotal, Air transportation .............ccccocovrreecvnrerrennne 5,287 5219 5,814 5,935
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Table A-16. CURRENT SERVICES OUTLAYS BY FUNCTION AND PROGRAM—Continued

{In millions of dolars)

1986

Current services

1988

administration
wtal esltigrﬂte esltmte proposals
403 Water transportation:
Marine safety and transportation:
Existing law. 2,491 2,642 2,698 2,753
Proposed legislation 15
Proposed Coast Guard fees —355
Ocean shipping:
Existing law 1,473 993 360 483
Proposed legislation -2
Subtotal, Water transportation.............ccoooeerererreeene. 3,964 3,636 3,058 2,871
407 Other transportation 140 130 130 136
Total outlays 28,117 26,829 26,881 25,523
450 COMMUNITY AND REGIONAL DEVELOPMENT
451 Community development:
Community development block grants 3,337 3,292 3,200 2,996
Urban development action grants...... . 461 440 378 355
Rental rehabilitation and rental devel S, 142 334 214 282
Other 155 228 138 28
Subtotal, Community development............................ 4,095 4,295 3,930 3,661
452 Area and regional development:
Rural development 1,505 624 1,451 565
Economic development assistance.............co...coovvuveeens 253 351 236 170
Indian programs 957 1,043 1,050 1,145
Regional commissions 163 147 138 123
Tennessee Valley Authority 122 118 122 98
Other —5 -2 —12 —12
Offsetting receipts 273 —298 —301 —298
Subtotal, Area and regional development.................. 2,723 1,983 2,684 1,791
453 Disaster relief and insurance:
Small business disaster 10anS...........ccovvverevevecrererrinnnes —172 —457 —305 —304
Disaster relief 336 313 225 225
National flood insurance fund .........ccoooocoemvereererivinnnnnns 144 —23 35 -9
QOther 108 151 105 99
Subtotal, Disaster relief and insurance...................... 416 —16 60 11
Total outlays 7,233 6,261 6,674 5,463
500 EDUCATION, TRAINING, EMPLOYMENT, AND
SOCIAL SERVICES
501 Elementary, secondary, and vocational educa-
Block grant and special programs:
Existing law. 619 675 939 833
Proposed legislation 54
Compensatory education:
Existing law. 3,405 3,109 3,956 3,746
Proposed Ie%]slation 207
Education for the handicapped............ccccceovimnenirsnen 1,628 1,440 1,543 1,318
Impact aid 684 805 730 581
Vocatlonal and adult education ...............ccoomvveeemnrrrrnnnes 1,035 1,054 836 524
QOther 461 '563 567 491
Subtotal, Elementary, secondary, and vocational
education 7,832 7,645 8,571 1,155
502 Higher education:
Student financial assistance:
Existing law 4,585 5,244 5,510 4317
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Table A-16. CURRENT SERVICES OUTLAYS BY FUNCTION AND PROGRAM—Continued
(In millions of dollars)

Current services 1988
1986 administration
Proposed legislation —630
Receipts. —67 —70 =73 e
Guaranteed student loan program:
Existing law 3,323 2,367 2,741 2,741
Proposed legistation —959
Other 574 287 539 67
Subtotal, Higher education .............ccoooervvecovesmmnenennesd 8,415 7,828 8,717 5,535
503 Research and general education aids................... 1,164 1,408 1,361 1,251
504 Training and employment:
Employment and training assistance:
Existing law. 3,661 3,560 3,609 3,405
Proposed legislation 513
QOlder Americans employment ...........covreeeevvrneeeeseernenns 321 319 326 326
Work incentive program 221 110 11 11
Federal-State employment SErvCe..........o..ceevrnevverervenne 986 961 977 872
QOther 62 73 69 74
Subtotal, Training and empioyment ...............ccone.... 5,257 5,023 4,992 5,201
505 Other labor services 672 730 778 802
506 Social services:
Social services block grant 2,671 2,686 2,697 2,697
Community SETViCe Programs..................eeeeevevvssnssnnnee 348 366 381 327
Rehabilitation services 1,311 1,492 1,513 1,389
Family social services 808 931 1,050 m
Social services activities 1,933 2,015 2,130 2,216
Domestic volunteer programs..........ccocceeeveuveeennssvsssnenes 154 152 158 154
QOther social services 20 26 327 323
Subtotal, Social services 7,246 7,668 8,256 7,885
Total outlays 30,585 30,301 32,676 28,429
550 HEALTH
551 Health care services:
Medicaid grants:
Existing faw. 24,995 26,740 28,225 28,120
Proposed legislation —1,256
Federal employees’ health benefits:
Existing law. 638 1,871 1,768 1,768
Proposed legislation —492
QOther health care services 3,217 3,500 3,550 3,313
Subtotal, Health care Services.............coowveveueenecnee 28,850 32,111 33,543 31,453
552 Health research:
National Institutes of Health research........................... 4,859 5,401 5,976 5,483
Other research programs 534 687 670 674
Subtotal, Health research 5,393 6,088 6,646 6,158
553 Education and training of health care work
force:
Research training 256 273 294 219
Clinical training:
Existing law 232 224 212 Y4
Proposed legislation =2
QOther 41 30 33 31
Subtotal, Education and training of health care
work force 529 526 538 350
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Table A-16. CURRENT SERVICES OUTLAYS BY FUNCTION AND PROGRAM—Continued

{In millions of dotlars)

Current services

1986 o
B e | el | Pomoab
554 Consumer and occupational health and safety:
Consumer safety:
Existing law. 799 854 889 883
Proposed legislation —398
Occupational safety and health ..............cooeeeerrvvrcrnrrnns 366 391 17 419
Subtotal, Consumer and occupational health and
safety 1,165 1,245 1,306 903
Total outlays 35,936 39,970 42,034 38,865
570 MEDICARE
571 Medicare:
Hospital insurance (HI):
Existing law 49,685 48,273 52,537 52,553
Proposed legislation —3,486
Supplementary medical insurance (SMI):
Existing law 26,217 29,886 34,051 34,046
Proposed legislation 1201
Medicare premiums and collections:
Existing law. —5739 —6,545 | —8340 | —8311
Proposed legistation —570
Interfund transactions
Total outlays 70,164 71,614 78,248 73,032
600 INCOME SECURITY
601 General retirement and disability insurance
(excluding social security):
Railroad retirement:
Existing law 3,755 3,855 3,943 3,851
Proposed legislation 65
Special benefits for disabled coal miners:
Existing law. 1,616 1,611 1,584 1,573
Proposed legislation -8
Pension Benefit Guaranty Corporation:
Existing law —106 —4 171 172
Proposed legislation —347
Other 64 82 90 90
Subtotal, General retirement and disability insur-
ance (excluding social SeCurity) ......cccoovurveeerenenes 5,330 5,543 5,789 5,396
602 Federal employee retirement and disability:
Civilian retirement and disability programs:
Existing law 24,237 26,696 21,874 27,874
Proposed legislation —1,505
Military retirement 17,621 17,953 18,887 18,887
Thrift investment fund —644 —1,828 —1,828
Federal employees workers' compensation (FECA) ....... 266 226 170 170
Federal employees life insurance fund.............c.coorvuveeeee —1760 679 —694 —694
Subtotal, Federal employee retirement and disabil-
ity 41,363 43,551 44,410 42,905
603 Unemployment compensation:
Existing law 17,753 17,983 17,724 17,769
Proposed legislation —92
Subtotal, Unemployment compensation.................... 17,753 17,983 17,124 17,677
604 Housing assistance:
Subsidized housing:
Existing law 10,041 9,472 10,438 10,170
Proposed legislation —60
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Table A-16. CURRENT SERVICES OUTLAYS BY FUNCTION AND PROGRAM—Continued

{In millions of dolars)
Current services 1988
1986 administration
actel a%mm;te eslt?nggte proposals
Pubtic housing operating SubSidies.................eervvcrrsenese 1,181 1,381 1,425 1,489
Low-rent public housing 10ans............ccovuvreeveeremnrsscsnonne 1,018 1,872 1,605 1,605
Other housing assistance 144 278 274 188
Subtotal, Housing assistance..............c.uvermuemerssssonee 12,383 13,003 13,742 13,392

605 Food and nutrition assistance:
Food stamps and aid to Puerto Rico:
Existing law. 12,443 12,731 12,835 12,782
Proposed legislation =21
Child nutrition and other programs:

Existing law. 6,159 6,698 6,982 6,921
Proposed legislation —788
Subtotal, Food and nutrition assistance.................... 18,602 19,430 19,817 18,638
609 Other income security:
Supplemental security income (SSI)......ccorrererrerrirenrenees 10,345 10,947 12,303 12,303
Family support payments:
Existing law. 9,877 10,607 10,330 10,244
Preﬂ)osed legislation —468
Earned income tax credit (EITC) ......oovvvvevveverecrrecrisnenns 1415 1,491 2,910 2,910
Refugee assistance 435 379 339 288
QOther. 2,293 2,100 2,150 1,499
Subtotal, Other income security...................ccoeoeeeeen 24,364 25,523 28,033 26,776
Total outlays 119,796 125,034 129,515 124,784
650 SOCIAL SECURITY

651 Social security:
Old-a ed a{m survivors insurance  (OASI)—Off-
udget:
Existing law 179,412 187,699 198,537 198,461
Proposed legislation 1
Old-age and survivors insurance (OASI)—On-budget:

Existing law. —854 —542 —560 —560

Proposed legislation —1
Disability insurance (Di)—Off-budget:

Existing law 20,243 20,761 21,577 21,546

Proposed legislation -5
Disability insurance (DI)—On-budget.........coooocvvcevern —45 53 —54 —54

Interfund transactions (Off-budget)

—8971 | —5603 | —5497 | —5497
Interfund transactions(On-budget)

8,971 5,603 5491 5,497

Total outlays 198,757 | 207,865 | 219,500 | 219,388
On-budget...... (4 07?/ (5008) | (4883) | (4882)
Oft-budget. (190,684) | (202,857) | (214,617) | (214,506)

700 VETERANS BENEFITS AND SERVICES
701 Income security for veterans:
Service-connected compensation:

Existing law 10,426 10,499 10,640 10,369

Proposed legislation........ )
Non-service-connected PeRSIONS ..........ccccevessurenresines 3874 3,830 3,840 3,840
Burial and other benefits:

Existing law. 122 136 142 142

Proposed legislation —36
National service fife insurance trust fund..................... 1,037 1,047 1,086 1,086
All other insurance programs:

Existing law 14 —-29 -2 —-23

Proposed legislation 4
Insurance program receipts —443 —405 —404 —404
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Tabie A-16. CURRENT SERVICES OUTLAYS BY FUNCTION AND PROGRAM—Continued
(In millions of dollars)

Current services

1986 admi}m?s?ation
actil esltiS:the esltignslgte proposals
Subtotal, Income security for veterans..................... 15,031 15,079 15,279 15,248
702 Veterans education, training, and rehabilita-
Readjustment benefits (Gl Bill and related pro-
grams):
Existing law 918 756 646 646
Proposed legislation -20
Post-Vietnam era education —99 -8 18 18
All-volunteer force educational assistance trust fund:
Existing law -321 —413 —300 —300
Proposed legislation 194
Veterans jobs program 34 42 5 5
Qther:
Existing law —6 —6 —6 —6
Proposed legislation —*
Subtotal, Veterans education, training, and reha-
bilitation 526 372 363 537
703 Hospital and medical care for veterans:
Medical care and hospital Services............ooweevcmenee 9,095 9,500 9,915 9,848
Construction 539 638 646 650
Medical administration, research, and other.................. 238 257 250 252
Third-party reimbursement —* —65 —250 —250
Subtotal, Hospital and medical care for veterans ..... 9,872 10,331 10,561 10,499
704 Veterans housing:
Loan guaranty revolving fund:
Existing law 163 278 330 254
Proposed legislation —390
Direct loan revolving fund -29 37 —30 —-30
QOther (HUD parhcupanon sales trust fund) .........cccoooee -20 -19 153 153
Subtotal, Veterans housing............ccoeeevevvennevvvrsennn. 114 222 454 —13
705 Other veterans benefits and services:
Cemeteries, administration of veterans benefits, and
other 764 772 782 821
Non-VA support programs 49 68 10 67
Subtotal, Other veterans benefits and services......... 813 840 852 888
Total outlays 26,356 26,843 27,509 27,160
750 ADMINISTRATION OF JUSTICE
751 Federal law enforcement activities:
Criminal investigations (DEA, FBI, and OCDE) ............ 1,538 1,754 1,854 1,984
Alcohol, tobacco, and firearms investigation ﬁATF) ...... 166 190 204 193
Border enforcement activities {Customs and INS) 1,291 1,939 1,989 2,154
Protection activities (Secret Service) ... 290 329 353 369
QOther enforcement:
Existing law 348 385 406 449
Proposed 1egislation .................covereerevevennenreiriesisenes 1
Subtotal, Federal law enforcement activities............. 3,632 4,597 4,806 5,150
752 Federal litigative and judicial activities:
Civil and criminal prosecution and representation:
Existing law 781 948 1,000 1,203
Proposed IeFlsIatnon 1
Federal judicial activities 1,090 1,232 1,383 1,458
Representation of indigents in civil cases..................... 305 303 312 37
Subtotal, Federal litigative and judicial activities...... 2,176 2,483 2,696 2,698
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Table A-16. CURRENT SERVICES OUTLAYS BY FUNCTION AND PROGRAM—Continued

(In millions of dollars)

1086 Current services 1988
administration
tal eslt?rggte esltigrfxigte proposals
753 Federal correctional activities.....................ccoooo..... 614 754 836 936
754 Criminal justice assistance.............c..ccoooooviorervcececes 181 344 527 387
Total outlays 6,603 8,178 8,864 9,170
800 GENERAL GOVERNMENT
801 Legislative functions 1,383 1,650 1,737 1,824
802 Executive direction and management................... 109 116 126 128
803 Central fiscal operations:

Collection of taxes 3,754 4,280 4,559 4,974

QOther fiscal operations:

Existing law —149 103 81 146

Proposed legislation 170

Subtotal, Central fiscal operations.................c.cene..e. 3,605 4,383 4,640 5,290
804 General property and records management:

Federal buildings fund 19 -8l -1 —18

Property receipts —70 —345 —189 —494

Personal property 12 14 15 16

Records management 96 102 110 11

Other:

Existing law. 418 339 358 391
Proposed legislation —166
Subtotal, General property and records manage-
ment 475 29 294 —161
805 Central personnel management:
Existing law 126 147 142 144
Proposed legistation
Subtotal, Central personnel management.................. 126 147 142 144
806 Other general government:

Compact of free association 10 218 144 144

Territories 173 167 100 77

Indian affairs. 8 2 2 2

Treasury claims 2n 349 339 350

Other 13 62 176 173

Subtotal, Other general government ..............ccoooe.. 482 858 761 746
809 Deductions for offsetting receipts:

Existing law —~18 —450 —450 —450
Sallie Mae fees (proposed) —6
Other proposed offsetting receipts 14

Subtotal, Deductions for offsetting receipts.............. —18 —450 —450 —442
Total outlays 6,102 6,733 7,250 7,528
850 GENERAL PURPOSE FISCAL ASSISTANCE
851 General revenue sharing 5,121 82 * *
852 Other general purpose fiscal assistance:
Payments and loans to the District of Columbia........... -3 287 553 497
Payments to States and counties from Forest Service
receipts:
Existing law. 399 560 290 296
Proposed 'egislation 210
Payments to States from receipts under the Mineral
Leasing Act 423 435 445 391

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



A-42 THE BUDGET FOR FISCAL YEAR 1988

Table A-16. CURRENT SERVICES OUTLAYS BY FUNCTION AND PROGRAM—Continued
(In millions of dollars)

Current services

1986 aiminshtion
mINIStr:
Payments to States and counties from Federal land
management activities 31 88 63 63
Payments in lieu of taxes 100 105 105 105
Payments to territories and Puerto Rico .....cc..coove.oe..en. 384 380 386 386
Other. 8 8 7 7
Subtotal, Other general purpose fiscal assistance..... 1,310 1,862 1,849 1475
Total outlays 6,431 1,944 1,849 1,475
900 NET INTEREST
901 Interest on the public debt:
Existing law 190,166 191,749 199,295 198,150
Proposed legislation 244
Subtotal, Interest on the public debt........................ 190,166 191,749 199,295 198,394
902 Interest received by on-budget trust funds:
Existing law —26,570 | —28,680 | —31,368 | —31,372
Proposed legislation —236
Subtotal, Interest received by on-budget trust
funds —26,570 | —28,680 | —31,368 | —31,608
903 Interest received by off-budget trust funds:
Existing law —4329 | —5084 | —6586 | —6586
Proposed legislation -8
Subtotal, Interest received by off-budget trust
funds —4329 | 5084 | —6,586 | —6,59
908 Other interest:
Interest on refunds of tax collections...............c.ccoveoncec 1,814 1,668 1,621 1,621
Interest on loans to Federal Financing Bank................ —16,377 | —14,738 | —15836 | —14,475
Interest on loans to CCC —2,190 —1,741 —1,849 —1,878
Interest on loans to FmHA —770 —1,105 —1,095 —1,024
0CS interest —1,072 —901 —604 —604
Other:
Existing law. —4702 | —4,609 | —4615 | —4,598
Proposed legislation —201
Subtotal, Other interest —23,298 | —21,426 | —22,379 | —21,159
Total outlays 135,969 136,559 138,962 139,032
On-budget (140,298) | (141643) | (145548) | (145,626)
Off-budget (—4329) | (—5084) | (—6586) | (—6,594)
920 ALLOWANCES
921 Civilian agency pay raises:
Civilian agency pay raises 630 630
Coast Guard military pay raises 48 48
Subtotal, Civilian agency pay raises 678 678
923 Savings from reform of Davis-Bacon and
Service Contract Acts:
Proposed legislation —24
Subtotal, Savings from reform of Davis-Bacon and
Service Contract Acts -2
924 Credit reform initiative:
Proposed legislation —1,284
Subtotal, Credit reform initiative —1,284
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Table A-16. CURRENT SERVICES OUTLAYS BY FUNCTION AND PROGRAM—Continued
{In milions of dolfars)

1986 Current services 1988
administration
actal esltsmmZte eslt?rggte proposals
925 Proposed change in Government contribution
for employee health benefits:
Proposed legislation —140
Subtotal, Proposed change in Government contri-
bution for employee health benefits —140
Total outlays 678 770
950 UNDISTRIBUTED OFFSETTING RECEIPTS
951 Employer share, employee retirement (on-
budget):
Military retired contributions —17,429 | —18193 | —18495 | —18782
Federal retirement thrift —422 —1,324 —1,324
Other contributions:
Existing law. —8,006 —9398 | —11,985 | —11,985
Proposed legislation —38
Subtotal, Employer share, employee retirement
(on-budget) —25434 | —28,013 | 31,803 | —32,128
952 Employer share, employee retirement (off-
budget):
Existing law — 2,857 —3,275 —5,367 —5,367
Proposed legislation —117
Subtotal, Employer share, employee retirement
(off-budget) — 2,857 —3,275 — 5,367 — 5,484
953 Rsc:‘ntlsf and royalties on the Quter Continental
elr.
Existing law —4716 | —3,903 —3,686 | —3,686
Proposed legislation
Subtotal, Rents and royalties on the Outer Conti-
nental Shelf —4,716 —3,903 — 3,686 — 3,686
954 Sale of major assets:
Sale of Conrail —1,900
Sale of petroleum reserve (proposed) —2,500
Sale of Amtrak (proposed) —1,000
Auction receipts, FCC (proposed) —600
Subtotal, Sale of major assets —1,900 i —4,100
Total outlays —33,007 | —37,091 | —40,857 | —45399
On-budget (—30150) \(—33816) \(—35490) \(—39,915)
Off-budget (—2857) | (—3275) | (—5,367) | (—5484)
Total outlays 989,815 | 1,016,827 | 1,060,535 | 1,024,328
On-budget (806,318) | (822329) | (857,872) \ (821900)
Off-budget (183498) | (194498) | (202663) | (202427)

*$500 thousand or iess.
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SPECIAL ANALYSIS B

FEDERAL TRANSACTIONS IN THE NATIONAL INCOME
AND PRODUCT ACCOUNTS

The budget is designed to serve several purposes:

It sets forth the President’s request to the Congress for appro-
priations action on existing or new programs and for changes
in tax legislation.

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

* It is an economic document that reflects the taxing and spend-
ing policies of the Government for promoting economic
growth, high employment, and a stable price level.

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

No single budget concept can satisfy all these purposes fully. The
budget documents and related Treasury reports provide complete,
detailed information on the finances of the Federal Government
and on the tax and spending programs proposed by the President.
For study of aggregate economic activity, however, the national
income and product accounts (NIPA) of the United States provide
the most useful measures. This special analysis shows Federal fi-
nances as measured in the NIPA. The analysis is divided into three
major sections. The first shows the size, composition, and trends in
Federal sector receipts and expenditures. Additional details will be
published in the February 1987 issue of the Department of Com-
merce publication, Survey of Current Business. The second section
of this analysis shows quarterly estimates of Federal sector receipts
and expenditures. The final section explains the major differences
between the budget and the NIPA concepts. A discussion of fiscal
policy can be found in Part 3a of the Budget—Supplement and in
the Economic Report of the President.

FEDERAL SEcTOR RECEIPTS AND EXPENDITURES

Table B-1 shows Federal sector NIPA receipts, expenditures, and
deficits for 1986-88.
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B-2 THE BUDGET FOR FISCAL YEAR 1988

Table B-1. FEDERAL SECTOR RECEIPTS AND EXPENDITURES IN THE NIPA
(In billions of dollars)

Description 1986 actual 1987 estimate 1988 estimate
RECEIPTS
Personal tax and nontax receipts 355.8 368.7 396.5
Corporate profits tax accruals 83.0 108.9 130.2
Indirect business tax and nontax accruals ........ceeeeevvrerrerrereerannes 52.2 53.8 56.6
Contributions for social insurance 3237 3432 384.8
Total receipts 814.7 874.6 968.1
EXPENDITURES

Purchases of goods and services 367.1 384.8 3948
Defense (274.8) (291.0) (301.0)
Nondefense (92.3) (93.8) (93.8)
Transfer payments 394.2 409.5 4212
Domestic (“to persons”) (380.4) (395.3) (412.9)
Foreign (13.8) (14.2) (14.3)
Grants-in-aid to State and local governments ...........ccooocvvceeamrmennns 107.4 104.6 100.0
Net interest paid 136.8 138.5 140.5
Subsidies less current surplus of Government enterprises............. 19.9 25.1 26.1
Wage disbursements less accruals /X | S
Total expenditures 1,025.4 1,060.5 1,088.6

Deficit (—) —-2107 —185.9 —1205

& Note: The estimates for 1987 and 1988 are prefiminary; revisions will be published in the February 1987 issue of the Suwvey of Current
USIness.

Trends in Federal sector receipts.—Table B-1 divides receipts into
four major categories, which are also illustrated in the chart on the
distribution of Federal sector receipts by category. Table B-2 shows
3-year averages of Federal sector receipts by category as a percent
of the gross national product (GNP). The receipts are shown at 10-
year intervals to provide a perspective relative to the 1988 levels.
For the earlier periods, 3-year averages eliminate the impact of
annual fluctuations, thereby permitting greater focus on trends.

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

Desrpion e | e | e | e | 1088
P actugl actuagl actua estimagte estimate
Personal tax and nontax receipts............ccooeeeerversnnnne 8.0 IR 8.3 8.5 8.4
Corporate profits tax accruals.... 49 40 30 21 2.8
Indirect business tax and nontax accruals .... 2.6 22 14 13 1.2
Contributions for social inSUFANCE ........covvvveerrereennnes 2.6 42 6.5 1.8 8.1
Total receipts 18.1 183 19.2 197 205

Personal tax and nontax receipts.—The largest receipt category—
personal tax and nontax receipts—is composed primarily of individ-
ual income taxes but also includes estate and gift taxes and some
miscellaneous receipts. Increases in income, because of both real
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SPECIAL ANALYSIS B B-3

growth and inflation, cause these receipts to increase automatical-
ly. Since personal income tax rates are progressive, in the past
these receipts normally grew at a faster rate than personal income.
Periodically, tax reductions were enacted that partially offset the
increase in effective tax rates resulting from the progressive tax
structure. However, the Economic Recovery Tax Act of 1981
(ERTA) dramatically altered those circumstances. That act provid-
ed for across-the-board tax reductions and—starting in 1985—in-
dexing of income tax brackets, the zero bracket amount, and the
personal exemption to inflation. Although subsequent legislation
limited the reduction in personal tax and nontax receipts anticipat-
ed in ERTA, its central components—rate reductions and index-
ation—remained largely intact. Largely due to the rate reductions
enacted in 1981, personal tax and nontax receipts fell from a peak
of 9.9 percent of GNP in 1982 to 8.5 percent in 1986.

The Tax Reform Act of 1986, which was enacted after a compre-
hensive review of the income tax law by the Treasury Department
and the Congress, is expected to reduce further the personal tax
and nontax receipts share of GNP—to 8.4 percent in 1988.

Corporate profits tax accruals.—Corporate profits tax accruals
change significantly from year to year because corporate profits
are highly volatile. The NIPA corporate profits taxes differ from
the corresponding budget category primarily because: (1) the NIPA
include the deposit of earnings by the Federal Reserve System as
corporate profits taxes, whereas the budget treats these collections
as miscellaneous receipts; and (2) the NIPA record corporate profits
taxes when the profits are earned (that is, accrued), while the
unified budget records the cash receipts.

The gradual decline in corporate profits tax accruals relative to
GNP and to total receipts, as shown in the chart on the next page,
resulted mainly from three factors: (1) a long-term decline in corpo-
rate profits relative to GNP; (2) a narrowing of the corporate
profits tax base resulting from changes in the definition of corpo-
rate profits for tax purposes (largely increases in permissible depre-
ciation allowances); and (3) reductions in effective tax rates on
corporate profits resulting from statutory rate reductions and tax
credits. Provisions of ERTA designed to stimulate investment fur-
ther accelerated this trend, but subsequent legislation offset their
effect on corporate profits tax accruals, which are now expected to
increase.

Indirect business tax and nontax accruals.—These receipts are
composed of excise taxes, customs duties, and various miscellane-
ous receipts. Over time, indirect business tax and nontax accruals
have become a much less important part of total Federal sector
receipts for two reasons. First, they normally do not rise in propor-
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[Insert chart: DISTRIBUTION OF FEDERAL
SECTOR RECEIPTS BY CATEGORY]

Distribution of Federal Sector Receipts by Category

Percent Percent
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tion to the nominal growth in the economy; most are taxes on
physical quantities rather than on the value of a good. Second,
some excise taxes have been reduced or repealed.

Despite their long-term decline as a general-purpose source of
tax receipts, the use of excise taxes as user charges to finance
Federal programs, such as highways and airports and airways,
makes them an important source of financing for certain special-
ized programs in the budget.

Contributions for social insurance.—This is the second largest
category of Federal sector receipts. The increase in contributions
for social insurance since World War II has been caused by the
growth in the labor force and in wage rates, the expanded coverage
of existing social insurance programs, the enactment of new ones,
and increases in the taxable wage base and tax rates needed to
finance liberalization of benefits. As a result of the rapid rise in
social insurance taxes (mainly social security) and the passage of
legislation reducing or eliminating individual income taxes for
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many low- and moderate-income individuals and families, millions
of Americans now pay significantly higher social insurance taxes
than income taxes. The reductions in individual income tax rates
provided by the Economic Recovery Tax Act of 1981 and the Tax
Reform Act of 1986, combined with the increases in social security
and other social insurancé taxes mandated by the Social Security
Amendments of 1983 and the Railroad Retirement Act of 1983,
reinforce the trend toward increases in social insurance contribu-
tions relative to total NIPA receipts.

Major tax changes.—In the past 6 years, major tax legislation
has been passed to reduce tax rates and increase investment incen-
tives; to curb tax shelter abuse, limit unwarranted tax benefits,
and increase taxpayer compliance; to increase payroll taxes as part
of overall legislation to restore the solvency of the social security
system; and to increase gasoline taxes to fund infrastructure im-
provements.

One of the most sweeping overhauls of the Federal income tax
code in the Nation’s history became law in October 1986, when the
President 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 tax code.

In this budget, the administration proposes several minor modifi-
cations of the existing tax system, the effects of which are included
in both the budget and the NIPA estimates. Details about enacted
and proposed tax changes on a unified budget basis can be found in
Part 4 of the Budget—Supplement; additional details on an NIPA
basis will be published in the February 1987 Survey of Current
Business.

Trends in Federal sector expenditures.—Federal sector expendi-
tures are divided into several major NIPA categories. The principal
distinction is between purchases of goods and services (which are
divided between defense and nondefense purchases) and all other
transactions. Purchases are that portion of the Nation’s output
that is bought directly by the Federal Government and, therefore,
are included in the GNP. The other expenditure categories consist
primarily of transfer payments to individuals, net interest pay-
ments, and grants to State and local governments. These individ-
uals and governments, in turn, can use the income to finance their
own purchases of goods and services, to save, and—in the case of
States and localities—to hold down taxes or to make transfer pay-
ments.
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B-6 THE BUDGET FOR FISCAL YEAR 1988

Major changes in composition.—As can be seen in the chart on
the distribution of Federal sector expenditures since 1960, major

shifts in the composition of Federal sector expenditures occur over
time.

Distribution of Federal Sector Expenditures by Category

Percent Percent
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Over most of this period, defense purchases of goods and services
constituted a declining share of Federal spending. This trend was
temporarily reversed for 3 years during the Vietnam period, but by
1970 the defense share was well below the pre-Vietnam percent-
ages and continued declining through 1978. The defense share rose
slightly in 1979 and 1980, and has increased significantly under
this administration, reflecting the President’s commitment to
strengthen the Nation’'s defense capability while reducing total
Federal spending relative to the GNP. Defense purchases are ex-
pected to account for 27.4 percent of Federal sector expenditures in
1987 and 27.7 percent in 1988; they were 26.4 percent in 1985 and
26.8 percent in 1986.

Spending for domestic transfer payments contrasts sharply with
the general decline in the defense purchases share during previous
administrations. After remaining relatively stable at just below 24
percent of total expenditures for most of the 1960s, domestic trans-
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fer payments began growing rapidly in the latter part of the
decade, and reached a share of nearly 41 percent in 1976. This
growth is largely explained by higher expenditures for retirement
and other social insurance programs, due to increases in the
number of beneficiaries and the automatic increases in benefit
levels enacted over a period of years beginning in 1962, and by the
creation and expansion of the medicare program. Domestic transfer
payments are now several percentage points below the 1976 share.

For the remaining categories, two patterns stand out. Grants-in-
aid to State and local governments grew rapidly in earlier years,
but their share of Federal sector expenditures has declined from 16
percent in 1978 to less than 10 percent in 1987. Conversely, the net
interest share doubled in the past decade—from about 6% percent
throughout the 1960s and early 1970s to over 13 percent in 1985
and 1986. This increase was due to a combination of growth in
Federal debt and higher interest rates. By 1988, however, the in-
crease in the net interest share is expected to have stopped, be-
cause of lower interest rates and lower deficits that are slowing the
growth of Federal debt.

Expenditures as a share of GNP.—The preceding section dis-
cussed the various categories of Federal sector expenditures rela-
tive to total expenditures. An alternative way to compare spending
trends is to look at changes in the share of the Nation’s current
output represented by the major expenditure categories. Table B-3,
which shows 3-year averages of Federal sector expenditures by
category as a percent of GNP at 10-year intervals, presents this
alternative comparison.

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

—_— 1955-57 1965—6e7 1975-77 19%5-867 1988
ot b | wmw | oamE | S| e
Defense purchases 9.8 78 54 6.5 6.4
Nondefense purchases 14 24 24 2.2 2.0
Domestic transfer payments (“to persons”) ............. 3.2 44 8.8 9.1 8.7
Foreign transfer payments ......cco....ccoovevvveeeervriienecennns 0.5 0.3 0.2 0.3 0.3
Grants-in-aid to State and local governments .......... 08 17 33 2.9 21
Net interest paid 1.2 1.2 15 3.2 3.0
Subsidies less current surplus of Government enter-
prises 0.4 0.6 0.4 0.5 0.6
Total expenditures.............oo.cooeerrvrmrncennen. 17.3 18.6 220 244 230

Note.—Totat expenditures also include wage disbursements less accruals, which are less than 0.1 percent in most years.

In 1955-57, after the Korean war, defense purchases were nearly
10 percent of GNP. The years 1965-67 include the large military
build-up for the Vietnam war, yet the defense expenditures share
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B-8 THE BUDGET FOR FISCAL YEAR 1988

of GNP (7.8 percent) was significantly lower than the post-Korean
war level. By the 1975-77 period after the Vietnam war, defense
purchases had declined to 5.4 percent of GNP. For 1985-87 defense
purchases are estimated to average 6.5 percent of GNP, which is
below the 1965-67 average, but above the 1975-77 average. In 1988
they are expected to be 6.4 percent of GNP.

Over the last 2 decades, spending on domestic transfer payments
and net interest rose dramatically relative to GNP, while grants-in-
aid spending relative to GNP increased rapidly before declining
significantly in recent years. Spending for everything except de-
fense purchases averaged 7.5 percent of GNP in 1955-57. In 1985-
87 such spending is estimated to average 17.8 percent of GNP; in
1988 its share is estimated to decline to 16.6 percent of GNP.

Defense purchases of goods and services.—Defense purchases con-
sist of all purchases of goods and services under programs included
in the national defense function in the budget document. Also
included are purchases of goods and services by the military assist-
ance programs that are classified in the international affairs func-
tion. Normally about 95 percent of defense purchases are made by
the Department of Defense-Military. Most of the remainder is for
international security assistance, defense stockpiles, civil defense,
and nuclear weapons programs carried out by other agencies. The
budget calls for an increase of $10.0 billion in defense purchases in
1988 over 1987.

Table B-4. PURCHASES OF GOODS AND SERVICES BY CHARACTER OF EXPENDITURE

{In billions of dollars)
g | wua | e | omena | B |
Defense purchases:
Compensation of employees............... 88.6 93.4 99.2 103.5 107.0 113.2
Other 121.8 135.7 154.3 171.3 184.0 187.8
Total defense purchases ........... 2104 229.1 253.6 2748 291.0 301.0
Nondefense purchases:
Compensation of employees............... 347 36.6 391 40.0 418 449
Other 422 320 484 52.4 52.0 489
Total nondefense purchases...... 71.0 68.7 81.5 92.3 938 93.8

Table B-4 displays defense and nondefense purchases of goods
and services, with a split by character of expenditures between
compensation of employees and all other purchases. Defense pur-
chases have been growing much more rapidly than nondefense
purchases, with noncompensation defense purchases growing at a
significantly faster rate than all other categories. Spending for
noncompensation defense purchases is estimated to increase by
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SPECIAL ANALYSIS B B-9

54.2 percent from 1983 to 1988, while other nondefense purchases
increase by only 15.8 percent.

Nondefense purchases of goods and services.—This category
covers the goods and services purchased by Federal nondefense
agencies. Included are such programs as the operation of national
forest, park, and recreation areas; space exploration; promotion of
commerce; acquisition and disposal of agricultural commodities;
construction of flood control and navigation projects; operation of
the Federal airway system; a wide variety of medical, energy,
space, and other scientific research; the capital outlays of Govern-
ment enterprises; Federal law enforcement; and operation of veter-
ans hospitals. Table B-5 shows these purchases by agency for the
years 1979 to 1988, reflecting the agency structure in the 1988
budget.

Nondefense purchases consist mainly of the cost of operating the
various nondefense agencies. In the case of Government enter-
prises, including the Commodity Credit Corporation (CCC) and the
Postal Service, the data also reflect capital formation net of sales of
assets and changes in inventories. The most volatile major segment
of nondefense purchases is CCC purchases, because the CCC buys,
sells, or otherwise disposes of agricultural commodities. On occa-
sion—as in 1979 and in 1984—CCC sales and other disposals may
exceed new purchases. The negative in 1984 is largely due to dispo-
sition of commodities through the payments-in-kind (PIK) program.
The NIPA treat the reduction in CCC inventories due to PIK as a
reduction in net Federal purchases. However, PIK transactions
have no effect on total Federal expenditures since the reduction in
Federal purchases is offset by an equal increase in Federal subsidy
payments. The value of these subsidies is reflected in the estimates
in Table B-8.

The Department of Health and Human Services and the Veter-
ans Administration are normally the two largest agencies in terms
of nondefense purchases. Their combined purchases for health care,
including medicare and research, are estimated at $18.6 billion in
1988, over 82 percent of the total purchases for the two agencies.
Most of their remaining purchases are for administering social
security and income security transfer programs. Both the National
Aeronautics and Space Administration, with $9.5 billion in 1988
nondefense purchases, and the Department of Energy, with $2.9
billion in 1988 nondefense purchases, conduct major research and
development programs. The Transportation Department’s $7.4 bil-
lion of 1988 nondefense purchases are mainly for the Federal Avia-
tion Administration and the Coast Guard. The Corps of Engineers
has an estimated $3.3 billion in 1988 nondefense purchases, which,
along with the Tennessee Valley Authority’s $1.0 billion, is primar-
ily used for natural resources public works projects and for power
activities.
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B-10 THE BUDGET FOR FISCAL YEAR 1988

Table B-5.—NONDEFENSE PURCHASES OF GOODS AND SERVICES BY AGENCY AND ACTIVITY
(In billions of dotlars)

Actual Estimate
1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

Legislative and judicial

branches........ccooo..... 1.6 18 18 2.1 2.2 24 26 | 27 | 34 | 36
Department of

Agriculture................ 26 | 54 56 | 129 | 96 | —20 | 121 | 157 | 107 | 6.2
Commodity Credit

Corporation............ (—=1.0) | (1.0) | (1.2) | (8.0) | (43) {(—7.6) | (6.3) [(10.7) | (5.1) | (1.6)
Forest Service. (1.5) | (17} | (1.9) | (1.9) | (1.8) | (1.8) | (2.0) | (1.9) | (2.0) | (1.9)

All Other ....uuevvvvvene (1) | 27y | (26) 1 3.0) | 35) | (39| 39| 31) | (36) | (21
Department of

Commerce.................. 1.2 19 1.5 15 1.6 1.6 17 1.9 20 2.2
Corps of Engineers,

111 PO 29 | 32 32 | 301 30 30 | 30 | 28 | 31 33
Department of

Education................... 05 | 07 08 | 08 0.7 09 | 08 | 08 1.1 0.8
Department of Energy..! 51 | 26 | 78 | 52 | 51 48 | 49 | 37 ¢ 33 | 29
Department of Health

and Human Services.., 6.6 15 83 | 87 8.6 92 | 98 ;100 | 109 | 110
Health, including
medicare................ (46) | (53) 1 (5.9) | (59) | (5.8) | (6.3) | (7.1)| (7.4) | (7.9) | (8.1)
Social security,
income security,
and other.............. (21) ] (22) | (28) | (2.8) | (27) | (28) | (27) | (26) | (3.0) | (29)
Department of Housing
and Urban
Development.............. 0.7 0.5 04 | 05 0.7 1.0 11 08 | 05 04
Department of the
111111 33 39 4.0 39 42 43 45 45 46 43
Department of Justice...| 1.9 2.1 2.3 24 2.1 30 34 35 44 5.3
Department of Labor...... 1.7 19 19 19 15 15 14 1.5 1.6 17
Department of State....... 09 1.0 1.0 11 13 14 1.6 19 2.3 2.5

Department of
Transportation............ 43 48 5.1 53 5.7 6.0 6.3 6.5 6.7 14
Coast Guard.............. (13) { (18| (16) | (1.8) | (21) | (22) ] (22) | {(21) ] (2.2) | (24)

Federal Aviation
Administration....... (23) | (25) | (27) | (25) | (28) ] (31)| (34) | (3.8) | (38)| (4.3)

[1]11:1 SR (0.8) 1 (0.9) | (0.8) { (0.9) | (0.8) | (0.8) | (0.6) | (0.6) 1 (0.7) | (0.7)
Department of the
LG — 34 40 42 42 4.6 47 54 57 6.6 13
Internal Revenue
SeIVICe......ovvvvvverens] (21) | (23) | (28) | (25) | (29) | (3.2) | (3.6) | (3.8) | (4.4)| (5.0)
Other .........ooveerrenene. 8 (N8 AN | A (1.5 (1.9 (20) | (22) | (23)
Environmental

Protection Agency...... 08 | 09 10 { 09 1.0 11 13 14 1.5 19
National Aeronautics
and Space
Administration ........... 41 47 | 53 | 59 | 65 69 | 721 713 | 78 | 95
Veterans Administration., 6.2 | 7.1 76 | 81 89 96 | 103 {106 | 111 | 115
Hospital and medical
.1 J O, (5.4) | (6.3) | (6.8) ] (7.3) | (81) | (87) | (9.3) | (9.7) [(10.1) [(10.5)

(0.7) | (0.8) | (0.8) | (0.8) | (0.8) | (0.9) | (1.0) | (0.9) | {1.0) | (1.0)
76 1 88 1 93 | 88 | 9.0 9.1 1101 1110 1121 1121
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SPECIAL ANALYSIS B B-11

Table B-5.—NONDEFENSE PURCHASES OF GOODS AND SERVICES BY AGENCY AND ACTIVITY—
Continued

(In billions of dollars)

Actual Estimate
1979 1980 | 1981 | 1982 | 1983 1984 1985 | 1986 | 1987 | 1988
National Science
Foundation ............ (0.4 + (0.4) | (0.4) | (0.5) 1 (0.5)| (0.5) ¢ (0.6) | (0.7) | (0.7) | (0.8)
Nuclear Regulatory
Commission........... (0.3) | (0.4) | (0.4) | (0.4) | (0.5) | (0.5) | (0.5) | (0.4) : (0.4) | (0.4)
Office of Personnel
Management:
Employee health
benefits and
imputed
employee
retirement
contributions.......... (16) | (19) ] (23) | (25 | 27y | (3.0)| (3.3) | (3.0){ (3.2) | (3.0)
Postal Service............ (0.4) | (0.4) | (0.5) | (0.4) | (0.6) | (0.9)| (LO) | (L3)| (1.7) | (20)
Tennessee Valley
Authority................ (200 | (LT) 1 (1.5) ] (LO)y | (0.9) 1 (0.2) | (0.8) | (1.3) ) (1.8) ) (1.0)
United States
Information
AgENCY.......oovverene (0.4) | (0.4) | (0.4) } (0.5) | (0.5) | (0.5)| (0.6) | (0.7) | (0.8) | (0.8)
Imputed bank
service charges..... (0.4) { (0.3) 1 (0.4) | (0.4) | (0.4)| (0.5} (0.5) | (0.5) | (0.6) | (0.6)
011111 (21) | (33) | (33)| (31) | (28) | (30) | (27) | (31) | 32) | (3.9)
Total non-
defense
purchases ... 555 | 628 | 71.1 | 77.1 | 77.0 68.7 | 875 | 923 | 938 | 938

Domestic transfer payments.—This is the largest category of Fed-
eral sector expenditures. Spending for domestic transfers has ex-
panded rapidly in recent years, mainly as a result of more benefici-
aries and higher benefit payments under social insurance pro-
grams. As Table B-6 shows, spending on human resources pro-
grams, especially social security and medicare, dominates domestic
transfer payments. This spending is expected to continue to rise in
1988, largely due to increases in the covered population and cost-of-
living adjustments. Social security is estimated to account for 52
percent of total domestic transfer payments in 1988, while medi-
care accounts for another 20 percent, unemployment assistance for
4 percent, Federal civilian and military employees’ retirement and
disability for 11 percent, and veterans benefits for 4 percent of the
total. Program trends on a unified budget basis are discussed ex-
tensively in Part 5 of the Budget—Supplement and elsewhere in
the budget documents.

Most domestic transfer payments are for income support and are
characterized by automatic eligibility of coverage and automatic
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B-12 THE BUDGET FOR FISCAL YEAR 1988

benefit increases to adjust for changes in the cost of living. For
these programs the demographic and economic conditions dominate
the growth patterns, and the rate of growth is quite substantial for
most years shown. However, due to the sharp decline in the unem-
ployment rate, transfer payments for unemployment benefits are
estimated to decline by $13.3 billion between 1983 and 1988. This,
combined with legislative and administrative efforts to slow the
growth of Federal spending, is thereby significantly slowing the
rate of growth for transfer payments as a whole.
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Table B-6. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS
(In biliions of dollars}

Actuat Estimate
Description
1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
HUMAN RESOURCES PROGRAMS
Social security (QASD) ......ovenvevvvverrerrerrenee 81.1 89.3 99.4 1137 1341 149.6 163.3 170.9 181.2 190.9 199.6 210.7
Medicare (HI&SMI) .......ooovoeeevcceree e 20.7 242 28.1 33.8 41.1 49.0 56.1 60.8 68.3 73.8 75.9 79.6
Income security:
Railroad retirement ... 37 3.9 42 47 5.2 5.6 6.0 6.1 6.2 6.3 6.5 6.6
Civil service retirement ................ccooerme. 9.5 10.8 124 146 176 194 207 21.8 23.0 23.9 26.4 26.0
Military retired pay.........cooeecvveeeererreseeenne 8.1 9.0 10.1 118 13.6 147 158 16.3 15.6 175 178 187
Unemployment benefits............ccoorvrvecrennne 14.2 10.9 9.9 164 17.9 220 29.4 16.9 16.0 16.2 16.5 16.1
Benefits for coal miners.............veeevvevenee 1.0 10 1.6 18 17 1.7 17 1.6 1.6 16 1.6 L5
Supplemental security income.................. 4.7 49 52 517 6.4 6.9 7.2 8.1 87 9.4 9.8 11.2
Food and nutrition ...........coococcrrrenn. 44 4.5 5.7 79 9.8 9.5 111 10.7 107 106 10.6 104
Special payments, Treasury ............ccooe.... 0.9 0.9 0.8 13 13 1.2 1.2 1.2 11 14 1.5 29
Workers” compensation.................c..eeee..e 0.6 0.6 0.7 0.8 0.9 0.9 0.9 1.0 1.1 11 1.1 12
Other * * 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.4 0.6 0.6
Subtotal, income security ............... 47.1 46.7 50.6 65.0 74.5 81.9 94.2 839 84.1 88.4 924 95.3
Health 0.6 0.6 0.6 0.7 0.7 0.6 0.6 0.6 0.6 0.7 0.8 0.8
Education, training, employment, and
social services:
Education 24 2.8 34 4.5 5.7 53 59 6.1 6.3 6.1 6.3 55
Training, employment, and social serv-
ices 0.6 0.8 0.9 15 11 0.9 0.8 1.0 1.0 1.0 1.0 1.0
Subtotal, education, training, em-
ployment, and social services..... 29 35 43 6.0 6.8 6.2 6.7 71 7.3 1.1 13 6.6
Veterans benefits and services...................... 133 13.5 14.0 144 15.5 16.2 16.5 16.3 16.5 16.6 16.5 16.5
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Table B-6. FUNCTIONAL COMPOSITION OF DOMESTIC TRANSFER PAYMENTS—Continued
(in billions of doflars)

Actual Estimate
Description
1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
Total human resources pro-
{11 165.8 177.8 196.9 2335 2727 303.6 3374 339.6 358.1 3774 3924 4095
ALL OTHER FUNCTIONS
National defense: CHAMPUS 1 .................... 0.5 0.6 0.7 0.7 0.9 11 1.2 13 L5 1.7 1.5 2.3
Other 0.8 0.9 0.9 11 11 1.0 11 14 11 13 13 11
Total functions not included in
human resources grouping .... 13 15 15 18 19 21 23 27 26 30 29 34
Total domestic transfer pay-
(111111 167.1 179.3 198.5 2354 274.6 305.6 339.8 3423 360.8 3804 395.3 4129

*$50 million or less.

1 Health care for dependents of active duty personnel and retired mifitary personnel and their dependents.
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SPECIAL ANALYSIS B B-15

Grants-in-aid.—These expenditures help State and local govern-
ments provide general public services and finance programs for the
needy. Table B-7 shows grants-in-aid by budget function and major
activity. Grant expenditures are discussed in greater detail in Spe-
cial Analysis H in this document. While the definition of Federal
aid used in that analysis differs somewhat from that used in the
NIPA, the two sets of data largely overlap. Special Analysis H
explains the relationship between the series.

Grants-in-aid may often substitute for domestic transfer pay-
ments and, to a lesser degree, nondefense purchases. For example,
low-income veterans could be eligible for free medical care under
medicaid (Federal grants to finance State and local transfer pay-
ments), in a veterans hospital (nondefense purchases), or perhaps
under medicare (transfer payments). Medicaid and most grants in
the income security function are grants to assist States to provide
income support; most other grants finance State and local services
to the public. (The income support may be aid-in-kind, as is the
case for medicaid, where much of the State and local spending is to
reimburse for the cost of providing medical care for the poor.)

The growth in most Federal grants-in-aid categories has been
constrained over the last 6 years as part of the administration’s
efforts to curb the growth in overall spending. However, expendi-
tures have increased significantly for two categories—medicaid and
transportation. Despite reforms to increase program efficiency and
effectiveness, medicaid grants rose by 53.5 percent from 1982 to
1987. The administration’s proposals to contain medicaid costs
would keep expenditures in 1988 at about the 1987 level. Transpor-
tation grants rose by 54 percent from 1982 to 1987, largely due to
the enactment of the Surface Transportation Assistance Act of
1982. Reflecting the administration’s proposals to restrain domestic
discretionary spending, they are expected to decline slightly in
1988. The administration also proposes to reduce expenditures for
most other grants-in-aid categories.
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Table B-7. FUNCTIONAL COMPOSITION OF FEDERAL GRANTS-IN-AID

(In billions of doblars}

Actual Estimate
Description
1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
HUMAN RESOURCES PROGRAMS
Income security:
Family support payments........c.o.o.ocovvemrene 6.3 6.6 6.5 7.2 8.4 19 83 87 9.1 98 10.5 9.7
Child nutrition and other food programs.. 2.7 2.8 3.3 39 44 42 47 5.4 5.8 6.2 6.8 6.3
QOther 16 16 17 22 45 47 49 49 49 5.7 6.1 53
Subtotal, income security ............... 10.6 11.0 115 133 17.2 16.7 179 19.0 19.8 217 234 21.3
Health:
Medicaid 9.8 10.6 124 139 16.8 173 18.9 20.0 22.6 24.9 26.6 26.8
Other (includes research, construction,
services, and medical training)............ 2.1 2.7 2.1 30 3.1 31 28 30 32 33 36 3.5
Subtotal, health ................ccoosencee ‘ 125 134 15.1 16.9 19.9 20.5 218 23.0 25.7 28.2 30.2 30.3
Education, training, employment, and
social services:
Education 49 54 6.6 13 1.5 10 6.6 6.6 79 8.3 1.9 1.2
Training and employment............c..coveeeeees 5.5 89 85 11 6.7 33 33 2.6 29 31 2.8 31
Social services 44 5.0 5.3 6.3 54 5.0 54 6.2 5.8 6.3 6.6 6.6
Subtotal, education, training, em-
ployment, and social services..... 148 19.3 20.3 21.3 19.6 153 153 155 16.6 177 173 16.9
Other (social security, medicare, and vet-
erans benefits and services) ............... 0.4 0.4 0.4 0.5 0.6 0.7 0.8 0.8 0.8 0.9 1.0 1.0
Total human resources pro-
[ 1 Y 383 4.1 474 52,0 57.2 53.2 55.7 58.2 629 68.5 718 69.4
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OTHER FUNCTIONS:
Natural resources and environment:

EPA 37 34 39 4.6 41 4.0 3.2 29 3.2 34 2.9 2.7
Other 0.4 0.4 0.6 0.7 0.7 0.7 0.6 0.8 0.8 0.8 0.8 0.6
Subtotal, natural resources and
CNVITONMENE ..covvvvrrerereeerevenne 41 38 45 5.2 48 47 39 37 4.0 42 3.8 34
Community and regional development:
Local public WOrkS.........covveeevemvenriserrnanns 0.6 29 1.6 0.4 0.1 * * * * * * *
Block grants 20 24 31 3.8 39 3.7 34 37 37 3.2 3.2 30
QOther 18 15 17 20 19 15 13 1.2 13 1.2 1.1 0.8
Subtotal, community and regional
development ..................ocovvrverene. 4.4 6.8 6.4 6.2 5.9 5.2 48 49 49 45 43 38
Transportation 1.7 8.1 9.6 118 12.2 10.8 12.1 143 16.0 17.7 16.7 16.3
General purpose fiscal assistance:
General revenue Sharing ...............coooe...... 6.8 6.8 6.8 6.8 5.1 46 4.6 4.6 46 51 0.1 e
Anti-recession fiscal assistance................ 17 13
Other 0.6 0.9 0.9 11 11 14 1.2 16 1.6 15 17 1.1
Subtotal, general purpose fiscal as-
sistance 9.0 9.1 78 19 6.3 5.9 59 6.1 6.1 6.6 18 11
All other functions 2.7 2.8 35 15 37 3.6 33 34 37 6.1 6.2 6.1
Total other functions................... 279 30.6 317 34.7 329 303 299 325 3438 39.0 328 30.6
Total grants-in-aid 66.3 74.7 79.1 86.7 90.1 834 85.7 90.7 97.7 107.4 104.6 100.0

*50 million or less.
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B-18 THE BUDGET FOR FISCAL YEAR 1988

Foreign transfer payments.—There are three major types of for-
eign transfer payments: expenditures to assist foreign economic
development, grants of surplus agricultural products, and pay-
ments under social security and similar programs to individuals
living abroad. Although payments to individuals are gradually
rising, roughly in proportion to the rise in GNP, total foreign
transfer payments have declined to just 0.3 percent of GNP. The
peak year for foreign transfer payments was 1949; in that year
they were equal to 1.9 percent of GNP.

Net interest paid.—Net interest paid depends on the size of Fed-
eral debt, loans outstanding, and the interest rates on borrowing
and lending. As noted above, the steady increase in net interest
paid is being halted by lower interest rates and smaller deficits,
which are slowing the growth of Federal debt.

Subsidies less current surplus of Government enterprises.—This
category of expenditures consists of two elements: (1) subsidy pay-
ments to resident businesses (including farms); and (2) the “current
surplus” or ‘“deficit” of Government enterprises. In this context, a
subsidy is a monetary grant to a unit engaged in commercial
activities. Examples are housing subsidies, railroad subsidies, and
the construction and operating differential subsidies paid to opera-
tors of U.S.-flag merchant ships. As Table B-8 shows, normally
about half of the subsidies are for housing programs (including
Department of Agriculture housing programs). These subsidies are
designed mainly to reduce the cost of housing to low- and moder-
ate-income families. The large increase in Commodity Credit Corpo-
ration subsidies in 1984 was due to $8.6 billion of payment-in-kind
subsidies that year.

“Government enterprise” is the term used in the NIPA to desig-
nate certain business-type operations of the Government that usu-
ally appear in the budget as public enterprise revolving funds. The
operating costs of Government enterprises are, to a great extent,
covered by the sale of goods and services to the public rather than
from tax receipts. The difference between the sales and the current
operating expense of a Government enterprise constitutes its sur-
plus or deficit. As noted above, the capital formation of Govern-
ment enterprises net of sales of assets is classified as nondefense
purchases. The largest Government enterprises are the Commodity
Credit Corporation, the Postal Service, and the Tennessee Valley
Authority.
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Table B-8. SUBSIDIES LESS CURRENT SURPLUS OF GOVERNMENT ENTERPRISES
{tn billions of dollars)

Actual Estimate
Description
1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
Subsidies:
Commodity Credit Corporation.................. 0.6 23 2.0 0.5 14 16 49 10.6 8.0 9.4 11.6 120
Rural housing insurance fund....... . 0.4 0.4 0.6 0.6 0.8 14 1.7 1.7 19 20 1.9 1.6
QOther Department of Agriculture... . 0.3 0.4 0.3 0.3 0.3 0.2 0.3 0.3 0.3 0.2 0.3 15
Housing (HUD) ....ooeervvmrrrrecnssnenerernaerenses 2.9 3.5 43 5.1 6.3 1.6 9.2 9.7 11.0 11.0 10.6 113
Maritime 0.5 0.5 0.5 0.6 0.5 0.6 0.4 0.4 0.3 0.3 0.3 0.2
Railroad and mass transit.............ccocevveee. 13 14 15 2.0 2.2 19 17 17 1.6 13 13 0.8
QOther: 0.3 0.3 0.6 0.5 0.2 0.2 0.1 0.1 0.1 0.1 0.1 0.1
Subtotal 6.4 89 9.9 9.5 11.7 13.5 18.2 24.4 23.2 24.2 26.1 21.6
Enterprise surpluses (—) or deficits:

Commodity Credit Corporation.................. 0.2 0.8 14 15 18 2.3 5.5 2.5 20 36 6.9 6.2
Postal Service 16 15 0.6 16 11 —01 0.4 0.6 11 0.3 0.8 12
Bonneville Power Administration............... —0.2 —0.2 -0.2 —0.2 —03 —0.2 —04 07 —0.7 —0.5 —-07 —0.6
Tennessee Valley Authority ...... . —0.6 —056 —038 —-11 —1.0 —12 —14 —-15 -20 —23 —26 —28
Federal Housing Administration —0.2 —-02 —0.2 —04 —04 —0.5 —05 -04 -05 —-23 24 -20
Federal Deposit Insurance Corporation ..... —0.2 —03 —-03 —0.2 —04 —0.6 —0.6 —12 -13 —15 -17 -17

Federal Savings and Loan Insurance
Corporation —0.2 —03 —-03 -03 * —02 —03 -04 -0.5 ~15 —16 —17
Al other * 0.1 * —0.2 * * * —* 0.2 —04 —01 0.2 0.1
Subtotal 0.5 0.7 —* 1.0 0.9 —0.5 2.7 —09 —23 —43 —10 ~14

Total subsidies less current
SUMPIUS......cooeeeeee e 6.9 9.7 9.9 104 125 13.0 209 235 209 19.9 25.1 26.1

* $50 million or less.

LUlncludes wage disbursements less accruals.
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B-20 THE BUDGET FOR FISCAL YEAR 1988

Wage disbursements less accruals.—This is an adjustment occa-
sionally made in the NIPA to bridge between the sum of the
expenditure components and the totals. This is necessary when
wages and salaries are received in a time period that is different
from when they are earned. The unified budget records these pay-
ments on a cash basis (when they are paid). The NIPA treat such
payments on an accrual basis (when they are earned) for nonde-
fense purchases and the current surplus of Government enter-
prises, but on a cash basis for total expenditures. Wage disburse-
ments less accruals is the timing adjustment necessary to allow the
individual expenditure categories to sum to the total expenditures.
The net adjustment made is normally small since wage and salary
payments disbursed in one year but earned in another are approxi-
mately offset by payments disbursed in the next year but earned in
the current one.

QUARTERLY ESTIMATES

Table B-9 presents quarterly NIPA receipts and expenditures
estimates at seasonally adjusted annual rates for 1986 to 1988. The
translation of the budget into the NIPA categories is inexact.
When the annual NIPA estimates are converted into quarterly
distributions that are seasonally adjusted at annual rates, greater
imprecision must be expected. The data presented in Table B-9 are
the best available estimates of the quarterly NIPA receipts and
expenditures consistent with the 1988 budget, but should be used
with clear recognition of their limitations.
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Table B-9. FEDERAL RECEIPTS AND EXPENDITURES IN THE NIPA, QUARTERLY, 198688

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

Actual Estimate
Description ] N _ . _ ] - x - - - n
()c{.9 8l)5e<: JaI}.gsl%ar. l\p;.g a{gne Jul{gs&épt. 0(:}.9 g%ec Jari.9 ggan Ap?g gl;ne Jul{gggpt. Oc}.g z;);zc Jarigggar. Api.g ggne Jul{gggpt.
RECEIPTS
Personal tax and nontax receipts..........ooo.... 355.6 350.3 355.5 365.8 375.6 340.5 379.3 3729 382.4 390.0 4024 398.7
Corporate profits tax accruals...................... 71.2 718 80.1 84.3 88.5 1119 116.1 119.0 120.7 1320 133.5 134.6
Indirect business tax and nontax accruals.... 56.0 52.1 50.7 534 52.5 53.8 54.3 54.4 51.7 55.7 56.3 56.7
Contributions for social insurance............... 317.0 3258 3212 329.6 333.1 339.2 3454 3524 360.3 3815 389.0 396.5
Total receipts ... 805.8 806.6 8135 833.1 849.7 845.4 895.1 898.7 921.1 959.2 981.2 986.5
EXPENDITURES
Purchases of goods and services................ 380.9 355.7 367.6 369.3 376.3 3816 389.5 3914 397.0 394.8 394.1 393.7
Defense (268.0) | (266.4) | (278.4) | (286.8) | (281.9) | (287.5) | (296.4) | (298.0) | (301.6) | (301.7) | (300.7) | (300.2)
Nondefense (112.9) (89.3) (89.2) (82.6) (94.4) (94.1) (93.1) (93.4) (95.4) (93.1) (93.4) (93.5)
Transfer payments 3859 389.3 396.7 403.0 4011 408.1 4116 4173 416.1 428.0 430.0 4349
Domestic (“to persons”) ............cvmen (370.4) | (378.8) | (381.6) | (387.5) | (387.4) | (394.5) | (397.1) | (402.2) | (400.9) | (414.0) | (416.0) | (420.9)
Foreign (15.4) (10.5) (15.0) (15.5) (13.6) (13.6) (14.5) (15.1) (15.2) (14.0) (14.0) (14.0)
Grants-in-aid to State and local govern-
ments 101.6 103.5 106.9 108.0 97.7 105.9 108.6 106.2 102.1 99.9 99.4 98.9
Net interest paid 1339 135.0 138.1 134.7 135.4 137.9 140.0 140.4 140.4 140.5 140.5 1406
Subsidies less current surplus of Govern-
ment enterprises..........rvvvvvveervvverssennns 211 18.0 36.5 154 325 414 133 14.2 210 35.3 21.0 21.3
Wage disbursements less accruals —80
Total expenditures....................... 10234 | 10015 1,045.7 1,030.5 1,043.0 1,074.9 1,063.0 10615 | 1,082.6 1,098.5 1,085.0 1,089.4
Deficit (—) .o, —2176 | —1950 | —2322 | —1974 | —1933 | —2295 | —1679 | —1628 | —1615 | —1393 | —1038 | —1028

Note.—Because of the methods normally used to seasonally adjust NiPA data, the average of seasonally adjusted data for the 4 quarters of a fiscal year may not be equal to the unadjusted fiscal year fotal.
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B-22 THE BUDGET FOR FISCAL YEAR 1988

RELATIONSHIP OF THE BUDGET TOo THE FEDERAL SEcTOR, NIPA

Table B-10 shows the major differences between the budget and
the Federal sector in the NIPA. Adjustments required to reconcile
the budget to the Federal sector in the NIPA are explained below.

Table B-10. RELATIONSHIP OF THE BUDGET TO THE FEDERAL SECTOR, NIPA

(In billions of dollars)
Desrpion atl | x| el | et | etmat
RECEIPTS

Total budget receipts * 666.5 | 734.1| 769.1 | 8424 | 916.6
Government contributions for employee retirement (grossing)..| 29.7 323 33.8 358 41.5
Other netting and grossing 13.0 147 123 135 17.7
Timing adjustments 517 —52 08| —156| —6.1
Geographic exclusions —l2} —13} 14} —15| —-17

Other —03
Federal sector, NIPA receipts 7126 | 7746 | 8147 | 8746 | 968.1

EXPENDITURES

Total budget outlays ! 851.8 | 946.3 | 989.8 | 1,015.6 | 1,024.3
Lending and financial transactions —1821 —264| —125] —6.3 4.5
Government contributions for employee retirement (grossing)..| 29.7 323 338 35.8 415
Other netting and grossing 13.0 147 123 135 177
Defense timing adjustment 1.0 14 3.2 6.5 39
Bonuses on Outer Continental Shelf land leases........................ 3.4 1.9 2.0 13 0.8
Geographic exclusions —50| —54| —54| 586} 55
Other —18| —-27 20| —04 1.5
Federal sector, NIPA expenditures 8739 | 962.1|1,025.4 | 1,060.5 | 1,088.6

1 Includes off-budget amounts.

Lending and financial transactions.—The NIPA conceptually
measure the Nation’s current income and production, and there-
fore do not include transactions, such as loans, that are an ex-
change of existing assets and liabilities rather than current income
or production. Loan transactions have a significant economic
impact, affecting the allocation and distribution of income and
output, but they are analyzed more appropriately within a finan-
cial market framework, such as that provided by the flow-of-funds
data of the Federal Reserve Board. Special Analysis E, “Borrowing
and Debt”, and Special Analysis F, “Federal Credit Programs”,
both contain information on the financial market implications of
the budget.

Most of the lending and financial transactions included in Table
B-10 are shown in Special Analysis F. However, this total differs
from the total for direct loans shown in Special Analysis F because:
(a) the NIPA record nonrecourse agricultural commodity loans as
purchases rather than loans; and (b) capital contributions to inter-
national financial institutions are not loans, but are financial
transactions excluded from the NIPA.

The sharp increase in lending and financial transactions in 1985
was largely due to lending for the Public and Indian Housing
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SPECIAL ANALYSIS B B-23

Authorities. Changes in tax law in the Deficit Reduction Act of
1984 raised questions about the tax-exempt status of these loans.
As a consequence, tax-exempt financing was suspended and re-
placed by direct Federal lending until the Internal Revenue Service
ruled that the tax-exempt status was not jeopardized by this act.
The exclusion for lending declines in 1987 and 1988, reflecting the
administration’s commitment to reduce direct Federal lending.

Government contributions for employee retirement.—The contribu-
tions of Government agencies to the retirement trust funds of their
employees constitute the largest netting and grossing adjustment.
Since these contributions are made by Government accounts to
other Government accounts, they are not included in the unified
budget totals, which conceptually measure the Government’s cur-
rent transactions with the public. While the contributions are re-
corded as outlays of the agencies, they are offset by an intragovern-
mental deduction. However, the NIPA have long counted Govern-
ment payments for civilian employee retirement as part of the
compensation paid to Government employees and, therefore, as
Government expenditures. This treatment maintains comparability
with the treatment of employee retirement contributions in the
rest of the economy. Contributions for employee retirement by
Government enterprises such as the Postal Service are recorded as
an increase in the current deficit of enterprises. Contributions by
other civilian accounts are recorded as purchases of goods and
services. The receipt of these retirement contributions is treated in
the NIPA as contributions for social insurance. Since receipts and
expenditures are increased by identical amounts, this treatment
has no net effect on the surplus or deficit. Around 80 percent of
these payments go to the civil service retirement and disability
trust fund, while most of the remainder is for social security and
medicare.

The NIPA treatment of Government contributions for military
retirement is similar to the treatment of contributions for civilian
employees. In 1985, the budget began financing military retirement
on an accrual basis akin to the financing of civil service retire-
ment. A trust fund was created to pay retirement benefits to
current and future military retirees. Benefits are financed by pay-
ments to the retirement trust fund from three sources: employing
agencies, for services currently rendered (the “accrual charge”); the
general fund, to cover the unfunded liability that existed when the
new retirement trust fund was created; and the interest earned on
trust fund balances. These payments are not included in the budget
totals since they are offset by intragovernmental deductions. In the
NIPA, a social insurance fund and an employer contribution for
military retirement are imputed. The imputed contribution is equal
to benefits paid. Since an equal amount is added to both receipts
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B-24 THE BUDGET FOR FISCAL YEAR 1988

and expenditures, imputed accruals have no impact on the surplus
or deficit. However, the contributions imputed in the NIPA differ
significantly from the budget accruals in many years. The budget
estimates are based on benefits earned in the time period when
service was rendered, while the NIPA use the cash benefits paid in
one period as a proxy for the contributions required to fund bene-
fits earned in that period but paid in a succeeding period.

Other netting and grossing.—The budget normally counts as re-
ceipts only income from taxation or similar sources that arises
from the exercise of Governmental power to compel payment.
Money received in the course of business-type transactions is nor-
mally shown as offsets against outlays. For instance, receipts from
social insurance programs operated by the Veterans Administra-
tion (such as the National Service Life Insurance and U.S. Govern-
ment Life Insurance) are netted against outlays in the budget since
these programs are voluntary, commercial-type activities. However,
in the NIPA these insurance premiums are treated as social insur-
ance receipts just as are receipts from compulsory Government
programs. Likewise, noncompulsory insurance premiums under the
supplementary medical insurance program and similar but much
smaller noncompulsory hospital insurance premiums are classified
as offsetting collections (negative outlays) in the budget, but are
classified as social insurance contributions in the NIPA.

Other netting and grossing includes some imputed contributions
for social insurance for Federal employees for unemployment com-
pensation (which adds an equal amount to purchases of goods and
services) and workers’ compensation (which adds an equal amount
to domestic transfer payments). Social insurance contributions are
imputed for medical care for military personnel and their depend-
ents and for unemployment benefits for former military personnel.

One major element of netting and grossing in recent years has
been due to budgetary collections arising from the Quter Continen-
tal Shelf leases. All such collections are recorded in the budget as
negative outlays. The rents and royalties component—but not the
bonuses—are recorded in the NIPA as indirect business nontaxes;
this converts the collections from an offset to outlays in the budget
to a receipt in the NIPA.

All netting and grossing items, including Government contribu-
tions for employee retirement, have an equal impact on receipts
and expenditures, so they have no effect on the calculation of the
NIPA deficit.

Timing adjustments.—The budget records receipts at the time
the cash is collected regardless of when the liability is incurred. In
contrast, the NIPA attempt to record most receipts from the busi-
ness sector in the time period in which the liability is incurred
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SPECIAL ANALYSIS B B-25

rather than when taxes are actually collected, while personal
income taxes and social insurance contributions are recorded at the
time of payment by the individual taxpayer rather than when the
liability is incurred or the cash is received by Treasury. Hence,
receipts recorded in the budget for one fiscal year are sometimes
recorded in the prior fiscal year in the NIPA due to the lags
between the time when liability is incurred or payment made and
time of collection. The timing adjustments made to budget receipts
attempt to account for these time lags.

The principal timing adjustment made to expenditures is for
defense purchases. The major defense timing adjustment normally
involves procurement items (such as missiles and airplanes) pur-
chased under fixed-price contracts. The Federal Government nor-
mally makes progress payments for work in process for major
procurement programs. Progress payments are excluded from
NIPA Federal sector expenditures, because work in progress is
counted in the NIPA as part of private business inventories until
the goods are completed and delivered to the Government, when
they are recorded as defense purchases. An additional defense
timing adjustment is made to convert foreign military sales, which
are recorded on a cash basis in the unified budget, to a basis
consistent with net exports in the NIPA. In addition, some account-
ing adjustments are included with the defense timing adjustment
in this translation. Nondefense timing adjustments are normally
small and are included in the “other” category in Table B-10.

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

Geographic exclusions.—Geographic exclusions arise because
Puerto Rico, the Virgin Islands, and other U.S. territories are not
included in the United States for purposes of computing the GNP
and related data series (such as contributions for social insurance,
domestic transfer payments, and grants-in-aid). Nor are they treat-
ed as foreign for purposes of producing data on exports, imports,
and foreign transfer payments. Since the budget includes receipts
from and payments to persons and local governments in these
territories, and the NIPA exclude such transactions, this consti-
tutes a major reconciliation item between the two data series.

Other.—This category contains miscellaneous adjustments, such
as foreign currency transactions that are included in the NIPA but
not in the budget.

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



Table B-~11. FEDERAL TRANSACTIONS IN THE NATIONAL INCOME AND PRODUCT ACCOUNTS, 1977-88
(In billions of dollars)

Actual Estimate
Description
1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
RECEIPTS
Personal tax and nontax receipts........cc....... 165.9 186.5 222.9 250.7 289.6 310.0 292.5 3024 340.2 355.8 368.7 396.5
Corporate profits tax accruals ............cc...on... 59.0 67.8 75.7 70.2 69.4 52.1 55.7 76.3 717 83.0 108.9 130.2
Indirect business tax and nontax accruals.... 24.5 21.1 29.0 35.3 53.4 50.0 50.2 549 56.5 52.2 53.8 56.6
Contributions for social insurance................. 125.4 1429 163.6 182.3 2114 211 247.3 279.0 306.2 3237 3432 384.8
Total receipts 374.7 4243 491.2 538.6 623.8 6433 645.7 712.6 774.6 8147 8746 968.1
EXPENDITURES
Purchases of goods and Services................. 146.8 158.6 173.1 199.9 231.8 264.4 287.4 297.8 3411 367.1 384.8 394.8
Defense. (99.2) | (106.3 (117.7) | (137.2) | (160.7) | (187.3) | (2104) | (229.1) | (253.6 (274.8) (291 0) | (3010
Nondefense (47.6) (52.2 (55.5) 62.8) (7L.1) (71.1) (71.0}) (68.7) (87.5 (92.3) i .8) (93.8
Transfer payments 171.2 183.6 203.5 2411 281.3 3128 3415 3523 37422 3942 09.5 4272
Domestic (“to persons”) ........ooceevecrennnnn: (167.1) | (179.3) | (198.5) | (2354) | (2746 (305.6) | (339.8) | (342.3) | (360.8) | (3804 (395.3) | (412.9)
Foreign (4.1) (4.4) (5.1) (5.8) (6.7 ( (1.7) (9.9) (13.4) (138 (14.2) (14.3)
Grants-in-aid to State and local govern-
ments 66.3 4.7 79.1 86.7 90.1 83.4 85.7 90.7 917 107.4 104.6 100.0
Net interest paid 28.5 335 40.7 50.8 66.7 82.2 90.6 109.7 1283 136.8 1385 1405
Subsidies less current surplus of Govern-
MENt eNLETPIISES......vvv.coererervscsnserserssasnnns 6.9 97 9.9 104 125 13.0 20.9 235 20.9 199 25.1 26.1
Wage disbursements less accruals .............. —0.1 —01 * —0.1 * 0.4 —01 0.1 o S X1 N
Total expenditures...................... 419.6 4599 506.4 589.0 682.4 755.9 8324 8739 962.1 10254 | 1,0605 | 1,083.6
Deficit (—) ..o —448 —35.6 —15.2 —504 —585 | —1126 | —186.7 | —161.3 | —1875 | —210.7 | —1859 | —120.5

*$50 million or less.
Note.—The estimates for 1987 and 1988 are preliminary; revisions will be published in the February 1987 issue of the Survey of Current Business.
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PART 2

ANALYSES OF THE TOTALS
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INTRODUCTION

Part 2 provides analyses and tabulations of the totals that cover
the Federal Government’s finances and operations as a whole and
reflects the ways in which Government finances affect the econo-
my. The data include both on-budget and off-budget amounts (i.e.,
transactions of the Federal old-age, survivors, and disability insur-
ance trust funds). These special analyses are designated C through J.

Special Analysis C (Funds in the Budget) classifies on-budget and
off-budget information by Federal fund and trust fund categories.

Special Analysis D (Federal Investment and Operating Outlays)
classifies outlays in terms of the duration and nature of the bene-
fits provided, distinguishing those of an investment or developmen-
tal type from those that primarily yield current benefits.

Special Analysis E (Borrowing and Debt) describes current devel-
opments and past trends in Federal borrowing and debt. It also
considers interest on the Federal debt, investment by Government
accounts in Federal securities, the statutory debt limitation, and
the total of Federal and federally assisted borrowing from the
public.

Special Analysis F (Federal Credit Programs) analyzes direct
loan and loan guarantee programs from the perspective of the
credit budget. It presents detailed data on these programs, and
describes the activities of Government-sponsored enterprises and
the Federal Financing Bank. It also analyzes credit subsidies, loan
sales, defaults, and tax-exempt financing.

Special Analysis G (Tax Expenditures) provides a list and discus-
sion of provisions of the Federal income tax laws that allow a
special exclusion, exemption, or deduction from gross income or
that provide a special credit, preferential rate of tax, or deferral of
tax liability.

Special Analysis H (Federal Aid to State and Local Governments)
contains information on Federal grants to State and local govern-
ments and assistance provided through loans and tax expenditures.
It shows Federal aid for past years and compares it to the finances
of both the Federal Government and State and local governments.
This analysis provides a profile of Federal grants by region, a
description of the State and local government sector of the national
income accounts, and an identification of other grant information
sources.

Special Analysis I (Civilian Employment in the Executive
Branch) deals with the levels of civilian employment in the execu-
tive branch and the systems used to control civilian employment. It
also contains data on total Federal personnel costs (including mili-
tary personnel).

Special Analysis J (Research and Development) identifies Federal
programs for the conduct of research and development and for all
support facilities related to such activities.

2-2

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



SPECIAL ANALYSIS C
FUNDS IN THE BUDGET

This analysis provides information on transactions of the Federal
Government in terms of Federal funds and trust funds, the two
major fund groups. Data are provided on receipts, outlays, and
surpluses or deficits as well as net obligations and balances.

Federal funds are composed of the general fund, special funds,
public enterprise revolving funds, and intragovernmental manage-
ment and revolving funds. Trust funds are composed of regular
(non-revolving) trust funds and trust revolving funds.

Total governmental receipts include only payments by the public
that result from exercise of the Government’s sovereign powers
(i.e., taxes and similar payments). All income of a business-type
nature (interest, loan repayments, sale of property or services, etc.)
is offset against outlays (spending) rather than included in receipts.
Similarly, any income to any Federal Government account arising
from the spending by any Federal Government account is also
offset against Federal Government outlays. This approach means
that outlays measure the net payments to the public that must be
financed by taxes or borrowing.

When the budget is disaggregated by fund group, any payments
by accounts within a fund group to receipt accounts within the
same fund group (“intrafund transactions’) continue to be deducted
before arriving at total receipts and outlays for the fund group.
However, when payments are made by Federal fund accounts to
on-budget trust fund receipt accounts, and from on-budget trust
fund accounts to Federal fund receipt accounts (“interfund transac-
tions”), the income is normally included on the receipts side of the
collecting fund group. As a result of this treatment, when Federal
fund and on-budget trust fund receipts are aggregated to arrive at
total receipts, these interfund transactions must be deducted to
arrive at a figure of total budget (governmental) receipts from the
public. Likewise, when the Federal fund and on-budget trust fund
outlays are aggregated to arrive at total budget outlays, the inter-
fund transactions must be deducted to avoid double-counting. These
deductions are shown in table C-1.

The Balanced Budget and Emergency Deficit Control Act of 1985
(Public Law 99-177) eliminated the off-budget status of formerly
off-budget Federal entities, but it also required that the receipts
and outlays of the two social security trust funds (the Federal old-

C-1
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Cc-2 THE BUDGET FOR FISCAL YEAR 1988

age and survivors insurance and the Federal disability insurance
trust funds) be moved off-budget. Beginning with the 1987 Budget,
these changes were made retroactively for all years presented to
make the data comparable over time. Data shown for 1986 also
reflect the effects of sequestration of budgetary resources in that
year.

The movement of the previously off-budget Federal entities on-
budget means that all Federal funds are on-budget. However, the
movement of the two trust funds off-budget means that there are
now off-budget as well as on-budget trust funds. As a result, there
are:

—trust intrafund payments from off-budget to on-budget ac-
counts;

—interfund payments from on-budget Federal funds to off-budget
trust funds; and

—interfund payments from off-budget trust funds to on-budget
Federal funds.

While all of these amounts are included in the gross receipts of
the receiving fund group, they are deducted from the receipts and
offset against the outlays of that group to arrive at net receipts and
outlays by fund group. This is done so that off-budget receipts can
be added to on-budget receipts without requiring further deduc-
tions to arrive at total Federal Government receipts. In the same
manner, off-budget outlays can be added directly to on-budget out-
lays to arrive at total outlays. These transactions, gross and net,
are shown in table C-1.
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SPECIAL ANALYSIS C C-3

Table C-1. FEDERAL GOVERNMENT RECEIPTS AND OUTLAYS BY FUND GROUP
(In milfions of dollars)

Description algﬁgl eslt?ms;te esltigneaste
RECEIPTS
On-budget:
Federal funds:
Total in fund accounts 512,621 563,673 609,209
Intrafund transactions —21,599 —18,446 —19,159
Interfund receipts from off-budget...........coccocccce... —516 —595 —615
Proprietary receipts from the public.. .. —17,021 —18,541 —20,396
Subtotal, Federal fund receipts...............oer..s 473,484 526,091 569,040
Trust funds:
Total in fund accounts 221,997 235,741 257,027
Intrafund receipts from on-budget............cooooee..... -2 -2 -2
Intrafund receipts from off-budget ... —3,036 —2,746 —2,850
Proprietary receipts from the public.. .. —18,027 —17,844 —21,638
Subtotal, trust fund receipts..........ccerererrvecrnnne 206,933 215,149 232,531
Interfund transactions — 111,555 —112,868 —127,104
Total on-budget receipts .........ccccoonnnnne 568,862 628,372 674,473
Off-budget:
Trust funds:
Total in fund accounts 216,545 227,980 259,673
Intrafund transactions —159
interfund receipts from on-budget................cc.coonr, —16,158 —13,962 —17,575
Total off-budget (trust fund) receipts !..... 200,228 214,018 242,098
Total receipts 769,091 842,390 916,571
OUTLAYS
On-budget:
Federal funds:
Total in fund accounts 795,622 806,679 820,639
Intrafund transactions —21,599 —18,446 —19,159
Interfund receipts from off-budget .............ccoo...... —516 —595 —615
Proprietary receipts from the public. 17,021 —18,541 —20,396
Subtotal, Federal fund outlays..... 756,486 769,097 780,469
Trust funds:
Total in fund accounts 182,451 185,437 193,024
Intrafund receipts from on-budget......................... -2 -2 —2
Intrafund receipts from off-budget... —3,036 —2,746 —2,850
Proprietary receipts from the public..........coooeeeeees —18,027 —17.844 —21,638
Subtotal trust fund outlays.........cc.ccovveereerrennns 161,387 164,845 168,534
Interfund transactions —111,555 —112,868 —127,104
Total on-budget outlays..............cccoocrnnennnc. 806,318 821,074 821,900
Off-budget:
Trust funds:
Total in fund accounts 199,815 208,460 220,003
Intrafund transactions —159
Interfund receipts from on-budget..........ccccooneereens —16,158 —13,962 —17,575
Total off-budget (trust fund) outlays ! ...... 183,498 194,498 202,427
Total outlays 989,815 1,015,572 1,024,328
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Table C-1. FEDERAL GOVERNMENT RECEIPTS AND OUTLAYS BY FUND GROUP—Continued
(In mitlions of dolfars)

Descrton sl et kit
Surplus or deficit (—):

On-budget:
Federal funds —283,001 —243,006 —211,430
Trust funds 45,546 50,304 64,003
Total on-budget deficit — 237,455 —192,702 — 147,427
QOff-budget (trust funds) SUrPUS.........ceoverereerecrreenene 16,731 19,520 39,671
Total deficit —220,725 —173,182 —107,756

T Net of $314 thousand of proprietary receipts from the public in 1986.

FepEraL FuNDs

The Federal fund group is composed of the general fund, special
fund, public enterprise (revolving) fund, and intragovernmental
fund accounts. Intragovernmental funds include both revolving
funds and management funds. Collections received by the general
fund and special fund accounts are normally deposited in receipt
accounts and outlays are made from expenditure accounts. In the

case

of revolving funds, collections are credited directly to the

revolving funds. Thus, revolving funds report outlays that are net
of receipts at the account level. The five types of appropriation
(expenditure or fund) accounts and two types of receipt accounts
associated with the Federal fund group are described as follows:

Digitized for FRASER

General fund expenditure accounts—Appropriation accounts
established to record amounts appropriated by law for the
general support of Federal Government activities and the
subsequent outlay of these funds.

General fund receipt accounts—Receipt accounts credited
with all collections not earmarked by law for a specific pur-
pose. Receipt accounts, in turn, are categorized as being gov-
ernmental or offsetting (i.e., proprietary receipts from the
public, intrafund receipts, and interfund receipts).

Special fund expenditure accounts—Appropriation accounts
established to record special fund amounts appropriated by
law for specific programs and the subsequent outlay of the
fund. Special fund income is recorded in receipt accounts
rather than being credited to expenditure accounts.

Special fund receipt accounts—Receipt accounts credited with
collections that are earmarked by law for a specific purpose.
Special fund receipts may be governmental or offsetting re-
ceipts.

Public enterprise revolving fund accounts—Appropriation ac-
counts authorized to be credited with collections, primarily
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from outside the Government, that are earmarked to finance

a continuing cycle of business-type operations.

* Intragovernmental revolving fund accounts—Appropriation
accounts authorized to be credited with collections, primarily
from other agencies and accounts, that are earmarked to
finance a continuing cycle of business-type operations, for
example: working capital funds, industrial funds, stock funds,

and supply funds.

* Management fund accounts—Appropriation accounts author-
ized by law to credit collections from two or more appropria-
tions to carry a common purpose or project not involving a
continuing cycle of business-type operations. These accounts
facilitate the administration and accounting for intragovern-

mental activities.

Federal fund receipts and outlays.—In 1988, the Federal fund
receipts are estimated at $569 billion and outlays are estimated at
$780 billion. Table C-2 presents the distribution of receipts by
source and outlays by agency for the Federal fund group; all Feder-

al funds are on-budget.

The Federal fund receipts shown in the table are composed of the
amounts collected by the general and special funds that are gov-
ernmental in nature, plus interfund receipts from on-budget trust
funds. The interfund receipts included in the table are all in the
category entitled ‘“miscellaneous receipts.” Proprietary receipts
from the public of the general and special funds are offset against

outlays rather than being included in the receipts by source.

Table C-2. FEDERAL FUND RECEIPTS AND OUTLAYS

{in millions of dollars)
Descpn aa esimte esimte
RECEIPTS BY SOURCE

Individual income taxes 348,959 364,002 392,821
Corporation income taxes 63,143 104,761 117,207
Excise taxes 16,053 14,111 12,228
Estate and gift_taxes 6,958 5,998 5817
Customs duties. 13,297 14,392 15,221
Miscellaneous receipts 25,074 22821 25,746

Total receipts, Federal funds ....................... | 473,484 526,091 569,040

OUTLAYS BY AGENCY

Legislative branch 1,662 2,127 2,204
The Judiciary 1,066 1,237 1,423
Executive Office of the President...............o.oocovverrvcnrecen: 107 118 127
Funds appropriated to the President 12,389 11,331 10,974
Agriculture 58,718 55,022 50,718
Commerce 2,057 2,412 2,297
Defense-—Military 1 265,604 274,156 289,271
Defense—~Civil 13,325 13,627 14,285
Education 17,673 16,752 14,718
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Table C-2. FEDERAL FUND RECEIPTS AND OUTLAYS—Continued

(In millions of dollars)

Description alc%ggl eslti(mm;te eslt?rgte
Energy 11,013 10,611 10,164
Health and Human Services, except social security........ 91,809 94,948 98,647
Housing and Urban Development ...............covereevrecrevnnnn. 14,139 14,622 13,917
Interior 4,734 5,087 4,224
Justice. 3,768 4,788 5,183
Labor 4,948 5,042 5,846
State 2,968 3,404 3,592
Transportation 10,203 9,986 5,841
Treasury 178,823 180,655 188,731
Environmental Protection ABENCY .......vereervvecrerrresnmense 4,646 4,638 3,783
General Services Administration ............... 223 -73 —418
National Aeronautics and Space Administration. 7403 1876 9,534
Office of Personnel Management................... 17,495 17,515 17,535
Small Business Administration ............coveeeeueecersssccsnend 557 125 -39
Veterans’ Administration 26,055 26,208 26,352
QOther independent agencies 10,889 13,538 10,441
Allowances 2 —770
Undistributed offsetting receipts:
Other interest ~1,072 —901 —604
Rents and royalties on the Quter Continental Shelf ... —4,716 —3,903 —3,686
Sale of major assets —1,900 —4,100
Total outlays, Federal funds......................... 756,486 769,097 780,469
Excess of outlays (—) .....c.cccovneceremnirnenncd| — 283,001 — 243,006 —211,430

1 Includes allowances for civilian and military pay raises and other legislation for the Department of Defense.
2 Includes allowances for civilian agency pay raises and military pay raises for the Coast Guard.

Obligations.—The obligations (net) for Federal funds are estimat-
ed at $777 billion for 1988, as set forth in table C-3. These transac-
tions flow largely from budget authority for Federal funds of $795
billion for the year, although some flow from prior years’ budget

authority.

Table C-3. OBLIGATIONS INCURRED, NET, N FEDERAL FUNDS
{In miltions of doliars)

Departmen o ther it an | emte | comae
Legislative branch 1,700 2,122 2,210
The Judiciary 1,056 1,281 1,439
Executive Office of the President 107 119 127
Funds appropriated to the President 16,702 11,282 10,585
Agriculture 55,548 47,960 41,697
Commerce 1,939 2,156 2,126
Defense—Military 282,509 287,489 303,879
Defense~—Civil 13,228 13,755 14,471
Education 18,215 15,964 14,329
Energy 10,617 11,124 10,484
Health and Human Services, except social SECUMtY..............cccoveemceemnnnnne 91,M 95,405 99,161
Housing and Urban Development 16,293 11,352 6,576
Interior 4,633 4818 4,080
Justice 3911 5321 5,545
Labor 4,746 4,846 7,105
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Table C-3. OBLIGATIONS INCURRED, NET, IN FEDERAL FUNDS—Continued
(in millions of dollars)

Department or other unit alcaggl eslt?n!gte es]lgggte
State....... 3,168 3731 3,752
Transportation 10,237 9,439 3,858
Treasury 178,896 180,633 188,846
Environmental Protection Agency 3,739 4,104 3,451
General Services Administration —296 336 —160
National Aeronautics and Space Administration..............ccooocvvevvererenenes 1420 8,582 9,835
Office of Personnel Management 17,390 17,649 17,560
Small Business Administration 719 102 —363
Veterans Administration 26,167 26,789 26,595
QOther independent agencies:
Export-Import Bank —1,412 2,150 —1,559
Federal Home Loan Bank Board 5,835 886 —1,336
U.S. Postal Service 2,419 3,047 3,147
Railroad Retirement Board 3,721 2,942 2,142
All other independent agencies 6,335 1,131 6,565
Allowances:
Coast Guard military pay raises 48
Civilian agency pay raises 656
Savings from reform of Davis-Bacon and Service Contracts Acts...... —163
Credit reform initiative —1,284
Proposed change in Government contribution for employee health
benefits —140
Undistributed offsetting receipts:
Other interest —1,0712 —-901 —604
Rents and royalties on the Outer Continental Shelf ..........o..coovevvee.cc. —4,716 —3,903 — 3,686
Sale of major assets —1,900 —4,100
Total 781,527 772,116 777,473

tincludes allowances for civilian and military pay raises and other legislation for the Department of Defense.

Balances of Federal fund budget authority.—Table C-4 shows the
balances of budget authority carried forward in Federal funds at
the end of each fiscal year. To the extent that valid Government
obligations have been incurred and remain unpaid, amounts suffi-
cient to pay them (obligated balances) may be carried over into the
next year. Unobligated balances may be carried forward in accord-
ance with specific provisions of law, usually in order to permit
completion of major procurement or construction programs that
are fully funded, to provide for activities of a continuing nature
(such as research and development), for loan programs, for standby
emergency purposes or for reserves for losses and debt redemption.

Table C-4. FEDERAL FUND BALANCES OF BUDGET AUTHORITY

(In- mitlions of dotfars)

Start 1986 End 1986 End 1987 End 1988
Department or other unit - -
Obligated | Unobligated | Obligated | Unobligated | Obligated | Unobligated | Obligated | Unobligated
Legislative branch.............. 400 387 387 400 382 181 387 138
The Judiciary .........cccoereneeee 124 40 115 9 159 4 176 2
Executive Office of the
President.............coeen 21 * 17 * 18 * 19 *
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C-8 THE BUDGET FOR FISCAL YEAR 1988

Table C-4. FEDERAL FUND BALANCES OF BUDGET AUTHORITY—Continued
{In millions of doltars}

Start 1986 End 1986 £nd 1987 End 1988
Department or other unit
Obligated | Unobligated | Obligated | Unobligated | Obligated | Unobligated | Obligated | Unobligated
Funds appropriated to the
President.............cocoonmne. 13,655 31,212 14,893 | 29,626 | 14,763 | 29,431 14,299 29,369
Agriculture........vccorrerceens 24628 | 1632 29,525 1,656 22,460 6571 13,439 433

COMMEICE...........coorvesrrrarnnes 1,635 3481 1437 3821 1121 165 938 158
Defense—Military 1 ...........| 182,564 | 61,390 | 196,135 58972 209,223 50,414 | 223,831 49,657
Defense—Civil............co.ooo.. 699 418 607 426 735 237 921 19
Education........cccooeovvvvvvrennnee 13,683 1993] 13670 1676) 11,877 2,221 11,488] 1,320
ENIZY..conrecrecrvernsarecsrine 78541 2450 7,029| 2,648| 7,532 5621 7,802 130
Health and Human

Services, except social

SBCUMTY overrreeevevrersnens 72330 4641 T122 495 7,565 501 8079 2861
Housing and Urban

Development ........coo.. 212,131 58,427 | 203,883 | 56,698 | 189,933 [ 59,027 171,998 { 59,605
1111111 2,300 824 2072 7471 1,803 361 1,659 283
BTR) (- 728 440 881 3350 1419 219 1211 380
1111 SO 42131 1,7801 3791} 1,990 358l( 1686 4824 1114
R 1 702 512 865| 1013 1,192 6471 1,351 758
Transportation. | 88631 2471) 11,693| 1,835| 11,1467 1,194| 9,163 187
1L 1] 2,266 | 22,479 952 | 19,074 930 19011 1,045} 18741
Environmental Protection

AGENCY......oovvvverernerserannns 9,706 9471 8,440 950 | 7,856 915| 7,524 914
General Services

Administration................ 970 | 1,244 402 1879 811 1587 1,069 1512

National Aeronautics and

Space Administration ..... 1,631 913 1,640 1,249 2347 3096 2,647( 2,651
Office of Personnel

Management .................. 113 141 9 914 143 699 168 471
Small Business
Administration................ 260| 1952 421 589 398 850 363 1,176

Veterans Administration...... 3,397 2617 34595 2552 4028( 1783 4,270 1,623
Other independent

agencies:
Export-Import Bank........ 3,109 439 1732 797 2628 20231 2183 2,650
Federal Home Loan
Bank Board.............. 1,907 3920( 6,671 1,084] 3812 1991 3,175] 1,535
All other independent
AEENCIES oovvvvvevessrreens 11,801 | 3,250 13,221 3,583) 14764 3,532| 14,518 3991
Allowances 2 B § K
Total...cooooovvvvvennene 516,596 | 206,866 | 531,068 | 191,579 | 522,625 | 181,271 | 508,407 | 182,248

*500 thousand or less.

i includes balances of allowances for civilian and military pay raises and other legislation for the Depariment of Defense.

2 |nciudes balances of alfowances for civilian agency pay raises and savings from reform of Davis-Bacon and Service Contract Acts.

Public enterprise revolving funds.—The public enterprise funds
conduct a cycle of business-type operations, primarily with the
public, on behalf of the Government. These funds are usually sup-
plied with capital from the general fund, directly or through the
Federal Financing Bank (FFB), and, in a few cases, borrowing from
the public.

Data on public enterprise funds are included net of collections in
tables C-1 through C-4. Additional information on the gross out-
lays and applicable collections is shown in table C-5. Collections of
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public enterprise funds are estimated at $109 billion in 1988, and
gross outlays are planned to total $132 billion, resulting in net
outlays of $23 billion.

Table C-5. PUBLIC ENTERPRISE FUND TRANSACTIONS

(in miltions of doliars)

Applicable collections Gross outlays
Description
altgggl 1387 estimate | 1988 estimate alc%ﬁgl esllagte esltgﬁgte
Funds appropriated to the
President:
International Security
ASSISTANCE . ..rvvervenervesseerrennes 795 943 891 1,050 951 891
Overseas Private Investment
Corporation............ooooceerevecrens 127 115 119 21 17 26
Military Sales Program............... 256 330 280 238 257 219
Agriculture:
Commodity Credit Corporation ...\ 15,396 23,107 20,625 | 41,197 48,370 | 41,897
Farmers Home Administration:
Rural housing insurance
1111 OO 3,144 4,987 3911 6,378 5,485 4,745
Agncultural credit insurance
{17111 B 4,025 3,742 3,707 7,258 6,929 6,462
Rural development
insurance fund.................. 187 1711 1,358 1,743 1,721 1,725
Federal Crop Insurance
rporation..... 549 368 463 870 796 781
Rural Electrificati
Administration 2,838 3472 3,126 3,126 3,233 3,510
Commerce.............. 96 97 92 64 193 59
Education:
College housing loans................ 206 780 698 132 232 160
Energy:
Bonneville Power
Administration fund............... 2,661 2,874 3,165 2,633 2,850 3,010
Colorado River Basins Power
Marketing fund ...........ccooo.o..| 103 124 143 45 79 87
Health and Human Services,
except social security ................ 51 51 87 50 70 57
Housmﬁ and Urban Development:
Public and indian Housing
ro%rams .............. S 398 37 39 1,375 1,909 1,644
Federal Housing Administration
1111+ RO 5,154 6,555 7,558 3,464 4,158 4,494
Housm for the elderly or
handicapped fund.................. 512 572 1,063 1,043 1,087 1,110
Government National Mortgage
ASSOCIALION...vvv.vvevveeesreireanes 1,551 2,025 903 412 1,394 829
Community Planning and
Development .............ccorvererree 142 169 214 107 145 67
Other 59 50 51 24 84 *
Interior:
Lower Colorado River Basin
develorment fund..........oee.. 228 212 292 256 212 292
Upper Colorado River Basin
fUNG...oooorerreree e srenreeenes 101 138 199 137 138 199
Other 39 36 89 37 53 3
Labor.......... 344 521 8§71 238 522 696
Transportation ........ccoveerevcsennrnnrens 515 320 585 1,625 1,001 370
Treasury 1,168 38 37 397 7 8
General Services Administration ..... 206 131 281 21 102 134
Small Business Administration:
Business loan and investment
L7 OO 754 743 1,160 1,181 1,007 826
Disaster loan fund..........oooovereee. 749 952 791 578 495 487
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C-10 THE BUDGET FOR FISCAL YEAR 1988

Table C-5. PUBLIC ENTERPRISE FUND TRANSACTIONS—Continued

(In millions of doliars)

Applicable collections Gross outlays
Description
alcgtﬁgl 1987 estimate | 1988 estimate alczgasl esltigrﬂte esltigrggte
Veterans Administration:
Loan guaranty revolving fund.... 2,502 2,516 2,761 2,665 2,703 2,625
QOther 510 529 532 508 473 488
QOther independent agencies:
Export-Import Bank .................. 3,944 4,635 3,943 2,778 2,246 2,380
Federal Emergency
Management Agency............. 428 467 517 587 460 584
Federal Savin%g and Loan
Insurance Corporation fund... 2.909 3,644 5,604 3,970 7,401 4,904
National Credit Union
Administration...............ceervers 724 516 659 354 312 331
Postal Service............... 31312 33,263 35,982 31,354 | 34315 38,956
Tennessee Valley Authority ........ 4,858 5,623 5,766 5,763 6,547 6,182
All other not included above........... 233 210 698 269 289 817
Total......coooverrreenrs 90,393 106,610 109,377 | 123,956 | 138,243 | 132,152
Offsetting collections from the
PUDNIC covvvene e errrmereeeeensiserssennees (—82,620) |(—99,745) |(—102,190)
Offsetting collections from other
e 1) | SRR (—7,773) | (—6,865) | (—7,187)

*500 thousand or less.

TrusT FUNDS

The trust fund group is composed of the regular trust funds and
a few trust revolving funds. The regular trust funds collect certain
taxes, and other receipts for specified purposes, such as payment of
social security benefits, in accordance with the terms of a statute
or trust agreement. The two types of appropriation accounts and
one type of receipt account associated with the trust fund are as
follows:

e Trust fund expenditure accounts—Appropriation accounts es-
tablished to record appropriated trust fund amounts that fi-
nance specific purposes or programs.

* Trust fund receipt accounts—Receipt accounts credited with
collections generated by statute or the terms of a trust agree-
ment. These receipts may be classified as either governmental
or offsetting receipts.

¢ Trust revolving fund accounts—Appropriation accounts au-
thorized to be credited with collections and used to carry out
a cycle of business-type operations in accordance with a stat-
ute.

Trust revolving funds are similar to intragovernmental revolving
funds and public enterprise revolving funds in that they conduct a
cycle of business-type operations and their outlays are normally
stated net of collections. Trust fund receipts, outlays, and balances
are presented in tables C-6 through C-9. Both on-budget and off-
budget (social security) trust funds are shown.
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Cash operations.—Trust fund receipts are estimated at $475 bil-
lion in 1988, with outlays planned at $371 billion, as shown in
tables C-1 and C-6. This includes $242 billion in receipts and $202
billion in outlays for transactions of the Federal old-age and survi-
vors insurance and disability insurance funds that are off-budget.

In fiscal years 1986-88, trust funds receipts exceeded outlays by

following amounts:
(In millions of dollars)

1986 actval 1967 estimate 1988 estimate

Total receipts, trust funds 407,161 429,167 474,635
On-budget (206,933) (215,149) (232,537)
Off-budget (200,228) (214,018) (242,098)

Total outlays, trust funds 344,884 359,343 370,962
On-budget (161,387) (164,845) (168,534)
Off-budget (183,498) (194,498) (202,427)

Excess of receipts or outlays (—), trust funds................. 62,217 69,824 103,673
On-budget (45,546) (50,304) (64,003)
Off-budget (16,731) (19,520) (39,671)

Trust fund receipts.—Table C-T presents information classifying
the trust fund receipts by major fund and by source for each such
fund.

Trust fund outlays.—Corresponding information on trust fund
outlays, classifying the data for the larger funds, is found in table
C-8.

Trust fund balances.—Total balances of the trust funds continue
to increase, as shown by the following figures:

1985 1986 1987 1988
actual actual estimate estimate
Open book balances 28,755 19,689 8,083 5,246
On-budget (25,674)  (19,103) (7,482) (4,645)
Off-budget (3,081) (586) (601) (601)
Investments in U.S. securities:

Public debt 285,961 357,828 438,843 545,855
On-budget (249,290)  (312,545) (374,054) (441,396)
Off-budget (36,671)  (45,283)  (64,789) (104,459)

Agency debt 765 765 5 e

Total 315,481 378,282 447,641 551,101

A summary of the balances by fund is presented in table C-9.
Included are amounts on deposit with the Treasury (open-book
balances) and investments in U.S. securities. These balances in-
clude both obligated and unobligated balances. The balances on a
budget authority basis differ from the cash balances because, for a
few accounts, contract authority (a form of budget authority) has
been provided to a trust fund in advance of receiving moneys while
unappropriated receipts are included in the cash balances but are
not a part of the balances of budget authority. The note to table
C-9 lists these accounts and reconciles the balances on a budget
authority basis with the cash balances.
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C-12 THE BUDGET FOR FISCAL YEAR 1988

For 1988, the largest net investments are expected to be those of
the Federal employees retirement funds. The investments reported
above differ from the amounts reported by the Treasury Depart-
ment. Special Analysis E, “Borrowing and Debt”, provides further

information.
Table C-6. OUTLAYS AND RECEIPTS OF TRUST FUNDS
(In millions of doltars)
Outlays Receipts
Desciption 1986 1987 1988 1986 1987 1988
actual estimate estimate actual estimate estimate

On-budget:

Railroad retirement trust funds.......... 8,133 8,638 8,957 9,920 9,372 9,676

Black lung disability trust fund ......... 618 646 1,697 600 643 1,697

Veterans life insurance trust funds.... 1,082 1,090 1,126 1,387 1,389 1,391
Federal employees retirement funds.... 24,271 26,793 26,727 43,330 45,391 50,027
Military retirement fund.............coo..oo. 17,611 17,946 18,882 29,896 31,246 33,409
Unemployment trust fund...... W 218197 20,262 22,119 | 26,073 25,600 1 24329
Health insurance trust funds. 75,903 78,159 81,913 81,428 90,417 | 103,239

Highway trust funds............... . 14813 13,641 14,272 14,700 14,896 16,273
Airport and airway trust fund........... 2,365 2,576 4,523 3,965 3,929 4,200
State and local government fiscal
assistance trust fund .................... 5114 76 [orecrrerrrenee 8,185 |
Foreign military sales trust fu 9,709 9,414 9,096 | 10,725 8,914 8,896
Other trust funds (nonrevolving) ...... 1,808 2,919 3127 2,189 3,943 3,890
Trust revolving funds......................... —195 3,677 586
Subtotal 182,451 | 185437 | 193,024 | 227997 235741 | 257,027
Intrafund receipts from on-budget..... -2 -2 -2 -2 -2 —2
Intrafund receipts from off-budget..... —3,036) —2,746| —-2850| -—3,036; —2746| —2,850
Proprietary receipts from the public..| —18,027 | —17,844 | — 21,638 | —18,027 | —17,844 | —21,638
Total on-budget.................. 161,387 | 164,845 | 168534 | 206,933 | 215,149 | 232,537
(Off-budget:
Federal old-age, survivors, and dis-
ability insurance trust funds......... 199,815 | 208,460 | 220,003 | 216,545 | 227,980 | 259,673
intrafund transactions.............ccouwrveen. —159 — 159 [oeoeee e
Interfund receipts from on-budget..... —16,158 | —13,962 | —17,575| —16,158 | —13,962 | —17,575
Total off-budget * ................. 183,498 | 194,498 | 202,427 | 200,228 | 214,018 | 242,098
Total. ..o 344,834 | 359,343 | 370,962 | 407,161 | 429,167 | 474,635

1 Net of $314 thousand of proprietary receipts from the public in 1986.

Trust revolving funds.—The activities of the trust revolving fund
subgroup are shown in table C-10. The largest of these funds are
those used by the Office of Personnel Management to buy health
and life insurance for Government employees.

Trust fund obligations.—The obligations (net) for trust funds are
estimated at $375 billion for 1988, as set forth in table C-11. This
includes $215 billion in obligations (net) for transactions of the
Federal old-age, survivors, and disability insurance trust funds that
are off-budget.
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Table C-7. TRUST FUND RECEIPTS (in millions of doflars)
[Amounts under proposed legisiation are shown separately]

Description alc%ﬁgl eslt?rﬂte esltgggle
On-budget:
Railroad retirement trust funds:
Social insurance taxes and contributions......... 3,498 3419 3471
Railroad debt repayment 174 153
Interest on Federal securities...........ccooererernnns 422 471 506
Receipts from other trust funds...........oo.cooeeoe 2,683 2,746 2,850
QOther (mainly receipts of advances and
Federal payments) .........cooc.oommreermencesens 3,346 2,562 2,466
Proposed legislation 230
Subtotal, railroad retirement trust funds .... 9,920 9,372 9,676
Black lung disability trust fund:
Excise taxes 547 608 656
Advances from general fund.........cc.coooeevveecnnes 51 3 30
QOther receipts 2 2 2
Proposed legislation 1,010
Subtotal, black lung disability trust fund.... 600 643 1,697
Veterans life insurance trust funds:
Interest on Federal securities..............cerrers 944 984 986
QOther receipts 443 405 404
Subtotal, veterans life insurance trust
funds 1,387 1,389 1,391
Federal employees retirement funds:
Social insurance taxes and contributions......... 4,142 5,136 5,639
Interest on Federal securities.............cooo........ 15,272 15,719 16,606
Federal payment as employer for employee
retirement (including payment on prior
year liabilities) 23,315 24,534 27,696
Other receipts 2 2 2
Proposed legislation 85
Subtotal Federal employees retirement
funds 43,330 45,391 50,027
Military retirement fund:
Federal payment as employer for employee
retirement 17429 18,193 18,782
Federal contribution ..........cooeeeeeeervenrceeeeerieen. 10,500 10,524 11,200
Interest on Federal securities............ccoooouueee... 1,967 2,529 3427
Subtotal, military retirement fund............... 29,896 31,246 33,409
Unemployment trust fund:
Social insurance taxes and contributions......... 24,098 23,607 21,964
Interest on Federal securities...............cowwvvv.n. 1,683 1,655 1,903
Advances from the general fund...........ocooc..... 292 338 333
Proposed legislation 129
Subtotal, unemployment trust fund ........... 26,073 25,600 24,329
Health insurance trust funds:
Social insurance taxes and contributions......... 51,335 55,811 59,962
Premiums and other charges 5,739 6,545 8,311
Interest on Federa! securities............c...c...e..... 4,037 5,098 5,759
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C-14 *THE BUDGET FOR FISCAL YEAR 1988

Table C-7. TRUST FUND RECEIPTS (in millions of dollars)—Continued
[Amounts under proposed legislation are shown separately]

Description alcsisgl eslt?rralZle eslt?rggte
Federal payment as employer for employee
retirement 1,604 1,685 1,872
Other (mainly receipts of special Federal
payments) 18,713 21,273 26,120
Proposed legislation 5 1,215
Subtotal, health insurance trust funds........ 81,428 90,417 103,239
Highway trust funds:
Excise taxes 13,363 13,651 14,241
Interest on Federal securities.............ccccoooennn. 1,337 1,245 1,210
Proposed legislation 822
Subtotal, highway trust funds .................... 14,700 14,896 16,273
Airport and airway trust fund:
Excise taxes 2,136 3,126 3,450
Interest on Federal securities...........coororrerenns 829 803 750
Subtotal, airport and airway trust fund...... 3,565 3,929 4,200
State and local government fiscal assistance
trust fund: Deposits for general revenue
sharing 4,185
Foreign military sales trust fund...................... 10,725 8914 8,896
Other trust funds (nonrevolving):
Current law 2,189 3943 3,852
Proposed legislation 38
Subtotal, other trust funds (nonrevolv-
ing) 2,189 3,943 3,890
Subtotal 221997 235,741 257,027
Intrafund receipts from on-budget................... -2 -2 -2
Intrafund receipts from off-budget .... —3,036 —2,746 —2,850
Proprietary receipts from the public —18,027 —17,844 —21,638
Total on-budget receipts ....................... 206,933 215,149 232,537
Off-budget:
Federal old-age, survivors, and disability insur-
ance trust funds:
Social insurance taxes and contributions......... 200,228 214,018 241,708
Interest on Federal securities...........c...ocunneee. 4,329 5,084 6,586
Federal payment as employer for employee
retirement 2,857 3,215 5,367
Other (mainly receipts of special Federal
payments) 9,131 5,603 5,497
Proposed legislation 515
Subtotal, Federal old-age, survivors, and
disability insurance trust funds.............. 216,545 227,980 259,673
Intrafund transactions —159
Interfund receipts from on-budget ............cconees —16,158 —13,962 —17,575
Total off-budget receipts .................... 200,228 214,018 242,098
Total receipts 407,161 428,167 474,635
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Table C-7. TRUST FUND RECEIPTS (in millions of dollars)—Continued
[Amounts under proposed legislation are shown separately]

Description alc%ﬁgl eslt%a]te eslt?rggte
On-budget (206,933) (215,149) (232,537)
Off-budget (200,228) (214,018) (242,098)
1 Net of $314 thousand of proprietary receipts from the public in 1986.
Table C-8. TRUST FUND OUTLAYS (in millions of dollars)
[Amounts under proposed legislation are shown separately]
Description alcgtggl eslt?mSZle eslt?nslgte
On-budget:
Railroad retirement trust funds:
Benefit payments and claims...............cccoeeeee.. 5,969 6,163 6,371
Repayment of benefit advances.... . 2,108 2,417 2,467
Administrative expenses and other.................. 56 58 54
Proposed legislation 65
Subtotal, railroad retirement trust funds .... 8,133 8,638 8,957
Black lung disability trust fund:
Benefit payments 574 596 595
Federal administrative expenses...................... 44 50 54
Repayment of advances 39
Proposed legislation 1,010
Subtotal, black lung disability trust fund.... 618 646 1,697
Veterans life insurance trust funds.....................| 1,082 1,090 1,126
Federal employees retirement:
Benefit payments and claims 23,642 24,650 25,974
Refunds to former employees 580 2,075 2,071
Investments and loans 106
Administrative expenses and other.................. 49 68 81
Proposed legislation —1,505
Subtotal, Federal employees retirement ...... 24271 26,793 26,721
Military retirement fund..........oooooeeeervveeererrreene 17,611 17,946 18,882
Unemployment trust fund:
Withdrawals for benefit payments................... 16,217 16,432 16,159
Repayment of advances from general fund..... 2,963 1,203 3,300
Administrative expenses and other..................| 2,639 2,645 2,123
Proposed legislation 9
Supplemental now requested —18 72
Subtotal, unemployment trust fund ............ 21,819 20,262 22,119
Health insurance trust funds:
Benefit payments 74,033 76,215 84,562
Administrative expenses and other.................. 1,870 1,934 2,038
Proposed legislation —4,687
Supplemental now requested 10 Lo,
Subtotal, heaith insurance trust funds........ 75,903 78,159 81,913
Highway trust funds (mainly grants to
States):
Current 14,813 13,626 14,272
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Table C-8. TRUST FUND OUTLAYS (in millions of dollars)-—Continued

[Amounts under propesed legislation are shown separately]

Desripton sl it et
Supplemental now requested ) L O
Subtotal, highway trust funds ...........ccc...... 14,813 13,641 14,272
Airport and airway trust fund:
Current 2,365 2,534 4,523
Supplemental now requested LY 2 TR
Subtotal, airport and airway trust fund...... 2,365 2,576 4,523
State and local government fiscal assistance
trust fund: Payments for general revenue
sharing 5114 1 T O
Foreign military sales trust fund..........c.ocovererneeen. 9,709 9414 9,096
Other trust funds (nonrevolving):
Current law 1,808 2,440 3,103
Proposed legislation 23
Supplemental now requested 79 *
Subtotal, other trust funds (nonrevolv-
ing) 1,808 2,519 3,127
Trust revolving funds —7195 3,677 586
Subtotal 182,451 185,437 193,024
Intrafund receipts from on-budget....................... -2 -2 -2
Intrafund receipts from off-budget....................... —3,036 —2,746 —2,850
Proprietary receipts from the public .................... —18,027 —17,844 —21,638
Total on-budget outlays...........ccccee...e.... 161,387 164,845 168,534
Off-budget:
Federal old-age, survivors, and disability insur-
ance trust funds:
Benefit payments 193,890 202,703 214,010
Payments to other trust funds..........c..cerne.e. 3,195 2,146 2,850
Administrative expenses and other .................. 2,130 3,011 3,147
Proposed legislation —4
Subtotal, Federal old-age, survivors, and
disability insurance trust funds.............. 199,815 208,460 220,003
Intrafund transactions —159
Interfund receipts from on-budget.........c...c.ccoreere —16,158 —13,962 — 17,575
Total off-budget outlays *... 183,498 194,498 202,427
Total outlays 344,884 359,343 370,962
On-budget (161,387) (164,845) (168,534)
Off-budget (183,498) (194,498) (202,427)

*500 thousand or less.

1 Net of $314 thousand of proprietary receipts from the public in 1986.
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Table C-9. TRUST FUND BALANCES

{In millions of dollars)

As of Sept. 30
Description
1985 actual 1986 actual 1987 estimate 1988 estimate
Raitroad retirement trust funds...........cocoeveveeneeneec. 4,240 6,027 6,761 1,710
Black lung disability trust fund.........oooooovvevrneeeece 2 3
Veterans life insurance funds....... 9,718 10,022 10,322 10,587
Federal employees retirement funds....................... 143,483 162,543 181,141 204,441
Military retirement fund 11,393 23,679 36,979 51,506
Unemployment trust fund 18,688 22,942 28,280 30,259
Health insurance trust funds........... 31,967 48,105 60,363 81,689
Highway trust funds 12,886 12,773 14,029 16,030
Airport and airway trust fund.......ceeveeeeerecennes 7,426 8,625 9,978 9,656
State and local government fiscal assistance
trust fund 1,188 259 3 3
Foreign military sales trust fund.............ooccereenn. 5,491 6,507 6,007 5,807
QOther trust funds (nonrevolving) 3,904 4,790 5,929 6,478
Trust revolving funds 25,342 26,137 22,460 21,874
Federal old-age, survivors, and disability insur-
ance trust funds (off-budget) ......ecerrrovrereenees | 39,753 45,870 65,390 105,060
Total 315,481 378,282 447,641 551,101
On-budget (275,728) (332,412) (382,251) (446,040)
Off-budget (39,753) (45,870) (65,390) (105,060)
Note.—The following table reconciles balances on a budget authority basis with the cash balances shown above:
1985 1986 1987 1988
Balance available on an authorization basis 345,578 405,276 473,167 576,234
Unfinanced contract authority:
Airport and airway trust fund ~1728 —199 2123 —2190
Highway trust funds —29,7126 —30,659 —30,774 —30,982
Foreign military sales trust fund 14588  —11554 11966  —12207
Other. —80 —61 -2 —2
Unappropriated receipts:
Available for appropriation by Congress:
Soidiers’ Home permanent fund 162 163 162 175
Aitport and airway trust fund 4,596 5,883 1314 6,618
Highway trust funds 10,941 10,797 1,173 12,702
Hazardous substance response trust fund 9 35
inland waterways trust fund 172 240 295 342
Aquatic trust fund 128 153 186 187
Other 2 2 64 207
Balances lapsing 180 i
Retained as permanent endowment 5 5 5 5
Balance available on a cash basis 315,481 378,282 47,641 551,101

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



C-18 THE BUDGET FOR FISCAL YEAR 1988

Table C-10. TRUST REVOLVING FUND TRANSACTIONS

(In miflions of dollars)

Offsetting collections Gross outlays
Description 1986 1987 1988 1986 1987 1988
actual estimate estimate actual estimate estimate
Office of Personnel Management (employ-
ees’ life insurance and health benefits)..| 8,532 8,933 10,222 1,933 8,592 9,312
All other trust revolving funds..................... 5,789 6,837 6,802 5992 | 10,855 8,298
Total trust revolving funds ! ..... 14,321 15,770 17,024 13,525 | 19,448 ( 17,610
Receipts from the public.........cccev.vvrevrvrecrens (8,035) | (8,167){ (8,982)
Receipts from other accounts (6,286) | (7,603) | (8,042)

* Excludes right-of-way revolving fund which is a part of the highway trust funds.

Table C-11. OBLIGATIONS INCURRED, NET, IN TRUST FUNDS

(In millions of doltars)

Department or other unit alcgtﬁgl 1987 estimate | 1988 estimate

Legisfative Branch 2 9 3
The Judiciary 3 5 3
Funds appropriated to the President —3,027 419 241
Agricuiture —6 69 45
Commerce 31 35 35
Defense—Military 28 30 16
Defense—Civil 17,710 18,255 19,327
Education * ol
Energy * * *
Health and Human Services, except social SECUrity.........cooo..vorveevrreveeses 69,893 74,268 74,970
Health and Human Services, social security 191,782 203,868 214,508
Housing and Urban Development * *
Interior 110 200 219
Justice 2 S O
Labor 21,720 21,028 23,905
State 247 262 279
Transportation 18,080 16,001 20,248
Treasury 397 86 16
Environmental Protection Agency 379 1,118 1,554
General Services Administration *
Qffice of Personnel Management 23,914 26,219 25,384
Veterans Administration 667 835 903
Federal Retirement Thrift Investment Board —644 —1,827
Railroad Retirement Board 5,151 5,960 6,202
All Other Independent Agencies 68 3,217 1111
Undistributed offsetting receipts —1,186 —8,359 | —12,078
Total 343545 | 362,875 | 375,063
On-budget (151,763) | (159,007) { (160,555)
Off-budget (191,782) | (203,868) | (214,508)

*500 thousand or less.
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SPECIAL ANALYSIS D
FEDERAL INVESTMENT AND OPERATING OUTLAYS

This analysis classifies Federal spending into two categories: out-
lays for investment, which yield long-term benefits; and outlays for
operating and other purposes, which yield current benefits. For the
most part, the investment data presented herein are not shown net
of depreciation. However, an estimate of net Federal and federally
financed nondefense public physical capital investment (i.e., new
investment less estimated depreciation) is presented on pages D-
10-13. This special analysis focuses on gross Federal investment-
type outlays that reflect the President’s budget proposals, for the
years 1986 through 1988. In addition, data on historical trends in
gross Federal physical capital investment are provided in this anal-
ysis and in section 9 of the separate volume entitled Historical
Tables, Budget of the United States Government, Fiscal Year 1988.
In accordance with the requirements of the Federal Capital Invest-
ment Program Information Act of 1984 (Title II of P.L. 98-501) a
supplement to this special analysis is being prepared for separate
transmittal to the Congress. This supplement will present 10-year
projections of Federal physical investment spending, in current and
constant dollars, and assessments of civilian investment needs for
selected purposes.!

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

While the data in this analysis are shown in considerable detail,
classification problems are so complex that these data often are
only approximate. There are several reasons for this imprecision:

* For some grants to State and local governments, the recipient
jurisdiction, not the Federal Government, ultimately deter-
mines whether the money is used to finance investment-type
or current account programs. This analysis classifies all of the
outlays in the category where the recipient jurisdictions are
expected to spend most of the money. Hence, shared revenues

! The “Supplement to Special Analysis D" will be available at the Government Printing Office bookstores.

D-1
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D-2 THE BUDGET FOR FISCAL YEAR 1988

are classified as current spending although some may be
spent by recipient jurisdictions on physical capital invest-
ments. Community development block grants are classified as
investment although some may be spent for current purposes.

¢ Some spending could be classified into more than one subcate-
gory. For example, grants for construction of education facili-
ties finance the acquisition of physical assets, but they also
contribute to the provision of education and training. To
avoid double counting, the outlays are classified in the sub-
category that is considered most capital-like. Consequently
the conduct of education and training does not include the
cost of education facilities, because these facilities are includ-
ed in the category for construction and rehabilitation for
physical assets.

The order of presentation of outlays for investment begins with
outlays for loans and financial investments, followed by construc-
tion and rehabilitation, acquisition of major equipment, conduct of
research and development, conduct of education and training, and
other investments. Table D-1 summarizes Federal outlays that are
classified as being of an investment nature.

CoMPOSITION OF FEDERAL INVESTMENT

Investment-type programs.—Investment-type outlays are estimat-
ed to decrease from $229.5 billion in 1986 to $220.3 billion in 1987
and decline further to $218.8 billion in 1988. A total of $2.0 billion
in 1988 outlays are for loans and financial investments, a dramatic
decline from the $32.5 billion level in 1985 and the $20.5 billion
level in 1986. In 1985, loan volume was enlarged by a one-time
changeover of financing for low-rent public housing that converted
large scale loan guarantees into direct loans. The decline projected
for 1987 and 1988 is due to proposed loan asset sales and to reduc-
tions in loans by the Commodity Credit Corporation, which were
$12.3 billion in 1986 but projected to drop to $5.6 billion in 1987
and decline further to $4.9 billion in 1988. Other decreases in
lending are projected in mortgage credit and deposit insurance loan
programs, and education loan programs. Acquisition, construction,
and rehabilitation of physical assets are projected to increase from
$120.7 billion in 1986 to $127.0 billion in 1987 and then to decline
to $126.3 billion in 1988. The conduct of education, training, re-
search, and development and for other investment-type programs
remains roughly level at $88.2 billion in 1986, $88.1 billion in 1987
and $90.4 billion in 1988. Defense investment-type outlays, which
account for 60 percent of total investment-type outlays in 1988, are
primarily for the acquisition of major equipment and other physical
assets and for the conduct of research and development. Civil pro-
grams are primarily for construction and rehabilitation of physical
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Table D-1. SUMMARY OF TOTAL FEDERAL INVESTMENT-TYPE OUTLAYS, 1984-88

(In billions of dollars)

1984 1985 1986 1987 estimate | 1988 estimate
Loans and financial investments ..............cceeee.. 5.2 32.5 20.5 52 2.0
Construction and rehabilitation:
National defense 5.1 59 6.7 6.5 6.7
Nondefense:
Grants to State and local governments....... 22.7 244 25.7 243 229
Other 6.8 8.1 8.0 9.2 9.0
Subtotal 345 38.5 40.4 40.0 38.6
Acquisition of major equipment:
National defense 62.2 70.8 71.0 833 83.3
Nondefense 2.6 3.6 3.3 37 44
Subtotal 64.9 744 80.3 87.0 871
Conduct of research and development:
National defense 258 304 35.7 317 417
Nondefense 15.2 16.9 16.5 17.4 17.8
Subtotal 4.0 47.2 52.1 55.1 59.5
Conduct of education and training:?
Grants to State and local governments ............ 10.6 114 126 12,0 123
Other 115 116 11.2 11.6 99
Subtotal 22.1 23.0 237 23.6 2.2
Other (including commodity inventories):
National defense 11 1.2 11 1.2 12
Nondefense 6.0 6.4 11.3 8.4 15
Subtotal 7.2 7.6 124 9.4 8.7
Total 175.0 223.2 229.5 220.3 218.8

1 Virtually all nondefense.

assets, the conduct of education and training, and the conduct of
research and development.

Loans and financial investments.—The Federal Government con-
ducts a wide variety of credit activities including both direct loans
and loan guarantees. Federal direct loans are a form of investment
because the Government acquires an income-yielding asset. Howev-
er, most Federal loans are not intended to be profitable; indeed,
they often result in substantial subsidies to loan recipients. The
large reduction in net lending proposed in the budget reflects the
administration’s policy of reducing the role of Government in favor
of seeing more lending done—where it is done most efficiently—in
the private sector. This category inciudes amounts for direct loans
by the Government and, as an offset, principal repayments includ-
ing the expected $5.3 billion of proceeds from the sale of loan assets
in 1988. Direct loans are discussed in detail in both Parts 3b and 5
of the Budget of the United States Government, Fiscal Year 1988—
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D-4 THE BUDGET FOR FISCAL YEAR 1988

Supplement and in Special Analysis F, “Federal Credit Programs”.
Other financial investment includes funding for such programs as
international financial institutions and acquisition of enterprise
capital stock. This category also includes the expected $1.9 billion
in 1987 proceeds from the sales of Conrail stock and $1.0 billion of
offsetting collections in 1988 from the sale of Amtrak assets.

Construction and rehabilitation of physical assets is one of the
largest components of Federal investment spending. As Table D-1
shows, the bulk of Federal outlays in this category is in the form of
grants to State and local governments to finance construction or
rehabilitation of physical assets, such as highways and mass trans-
portation facilities, rather than for procurement of assets by the
Federal Government. Special Analysis H, “Federal Aid to State
and Local Governments” contains a detailed analysis of all Federal
grants. The administration proposes large scale sales of physical
assets beginning in 1988 as part of the privatization initiative. The
proceeds from these sales are recorded as offsets in the other in-
vestment category.

Acquisition of major equipment is composed almost entirely of
investment in national defense weapons systems. National defense
spending is discussed in greater detail in the national defense
section in Part 5 of the Budget of the United States Government,
Fiscal Year 1988—Supplement.

Federal outlays for the conduct of research and development are
devoted to increasing our basic scientific knowledge and to meeting
related Federal needs. These outlays are designed to increase our
national security, to improve the marginal productivity of capital
and labor for both public and private purposes, and to improve the
quality of life. In recent years, the defense share of these outlays
has been increasing. The national defense component is estimated
to increase to 70 percent of the total by 1988.

From the early 1960’s to the beginning of this decade, develop-
ment of space-related technology had been the largest component
of nondefense outlays for the conduct of research and development,
but in 1982 it was overtaken by health research. The decline in
outlays for space research was largely due to concluding the major
research and development phase of the space shuttle. However,
outlays for nondefense research and development are projected to
increase by $0.9 billion in 1987, and $0.4 billion in 1988. Increases
in outlays for the conduct of research and development for general
science, space and technology reflect the administration’s policies
of restoring America’s economic competitiveness, and strengthen-
ing “leading edge” technologies to meet national needs. Major re-
search and development programs are discussed in Part 5 of the
Budget of the United States Government, Fiscal Year 1988—Supple-
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ment while Special Analysis J, “Research and Development”, dis-
cusses Federal research and development in its entirety.

Federal outlays for the conduct of education and training are
intended to increase the knowledge and skills of people. Most of
these outlays are either grants to State and local governments to
assist in the operation of education institutions or income transfers
to students under the student assistance and veterans readjust-
ment benefits programs. Federal outlays for education and training
are discussed in Part 5 of the Budget of the United States Govern-
ment, Fiscal Year 1988—Supplement.

The other investment category is composed of an assortment of
activities, primarily related to the acquisition and disposition of
major commodity inventories such as agricultural products for the
farm price support program and oil for the strategic petroleum
reserve. As part of the privatization initiative, the administration
proposes the sale of the naval petroleum reserves, which is project-
ed to produce $2.5 billion of offsetting collections in 1988. Other
investment programs include Census Bureau activities designed to
improve the nation’s information base, and foreign assistance pro-
grams designed to promote international development.

INVESTMENT IN PuBLIc WORKS AND OTHER PusLic PHYSICAL
ASSETS

The budget documents traditionally contain a significant amount
of historical information that can be used to analyze major trends
in specialized segments of Federal investment-type spending. For
example, historical data for education and training outlays are
available as part of the functional tabulations, historical data on
credit are shown in Special Analysis F, historical data on grants
appear in Special Analysis H, and historical data on research and
development are published in Special Analysis J.

Table D-2 shows Federal outlay data for public physical invest-
ment at 5-year intervals from 1960 to 1980 and annually from 1983
to 1988; Table D-3 summarizes the same data in constant prices
and as a percent of the gross national product (GNP). The data
focus on public works; to the extent feasible, the investment in
private physical assets, major commodity inventories, and land
conservation are excluded from these tables.

The data in these tables indicate that:

¢ National defense physical capital investment is estimated to
increase in nominal terms through 1988, but in real terms
(adjusted for inflation) defense physical investment peaks in
1987. The constant dollar totals are well above the lowest
levels immediately before and after the Vietnham War and in
1987 surpass the levels during the post-Korean War period.
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D-6 THE BUDGET FOR FISCAL YEAR 1988

¢ Direct Federal investment in nondefense physical assets is at
relatively high historical levels and is expected to increase
through 1987. The decline in 1988 is due to the proposed sale
of the naval petroleum reserves, which produces and estimat-
ed $2.5 billion of offsetting collections.

* Grants for physical capital investment grew rapidly in real
terms and as a percent of GNP between 1950 and 1965. Be-
tween 1965 and 1980, grants for this purpose grew overall in
real terms, but remained roughly level as a percentage of
GNP. However, the composition shifted significantly. Trans-
portation grants were roughly constant in real terms while
declining as a percent of GNP; in contrast, other grants grew
rapidly. From 1983 through 1986, there was a major increase
in transportation grants due to enactment of the Surface
Transportation Assistance Act of 1982. Grants for physical
capital investment are expected to decline through 1988.
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Table D-2. FEDERAL OUTLAYS FOR MAJOR PUBLIC PHYSICAL CAPITAL INVESTMENT !

(In billions of dollars}

1960 1965 1970 1975 1980 1981 1982 1983 1984 1985 1985 ol | e
Assets acquired by the Federal
Government:
National defense:
Military procurement.................... 13.3 118 21.6 16.0 29.0 35.2 43.3 53.6 61.9 70.3 76.5 82.7 82.8
Military construction and family
OUSING. ...c.ovvvevomrer e srisriees 21 13 13 18 2.4 24 2.9 34 3.6 44 5.1 5.1 5.5
Atomic energy defense................. 17 11 0.7 0.9 1.0 15 18 2.2 2.1 3.2 3.0 3.0 2.9
Subtotal, national defense... 17.2 142 23.6 18.7 325 39.1 48.0 59.2 68.2 78.0 84.7 90.8 91.2
Nondefense:
Construction and rehabilitation:
Water and power projects....... 1.0 14 1.5 3.0 46 49 44 4.6 39 46 43 5.2 47
QOther 0.8 L5 0.8 14 2.7 2.8 2.8 2.5 33 3.5 37 4.0 43
Acquisition of major equipment.... 0.1 0.2 0.2 0.4 07 1.0 13 0.8 26 3.6 33 37 44
Sale of PhySICal ASSEES.......ovvvrvveeceevurrrrrireanenseesreserssssrsesf e b eeeeseeerreenes o —25
Subtotal, nondefense................ 19 30 2.5 48 8.1 8.8 8.5 8.0 98 11.7 11.3 12.9 10.9
Total Federal assets................. 19.1 173 26.1 235 40.5 479 56.4 67.2 78.0 89.7 959 103.7 102.1
Grants to State and local govern-
ments for physical capital in-
vestment:
Transportation:
Highways ........cooovvvvveirececeeis 2.9 4.0 43 4.6 9.0 8.8 1.1 8.8 10.4 127 139 124 126
Urban mass transportation and
AMPOTES .oovvveveerere s 0.1 0.1 0.2 L0 2.6 31 2.9 3.2 3.8 3.2 36 41 3.5
Community and regional devel-
(11110111 GO 0.1 0.6 16 2.5 58 5.6 5.2 47 49 50 45 4.6 40
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Table D-2. FEDERAL OUTLAYS FOR MAJOR PUBLIC PHYSICAL CAPITAL INVESTMENT —Continued
(In billions of dollars)

1960 1965 1970 1975 1980 1981 1982 1983 1984 1985 1986 e |
Natural resources and environment:
Poliution control facilities ............. * 0.1 0.2 19 43 39 38 3.0 26 29 3.2 2.1 2.5
Other * 0.1 0.2 0.3 0.6 0.6 0.3 0.6 0.7 0.7 0.7 0.6 0.5
All other 2 ... 0.1 0.2 0.6 0.5 0.2 0.2 0.2 0.2 0.3 0.4 0.4 0.5 0.3
Total grants for physical
capital investment 2....... 3.3 50 711 10.9 22.5 22.1 20.2 20.5 22.1 249 26.3 249 234
Total public assets fi-
nanced by the Federal
Government .................... 224 22.3 332 344 63.0 70.0 76.6 81.1 100.7 114.6 1222 128.6 125.5
Memorandum
National defense............cccoevvvvennees 17.2 142 23.6 18.7 325 39.1 48.0 59.2 68.2 780 84.7 90.8 91.2
NONAEfense.............cooovrverrmrvererererenes 5.2 8.0 9.6 15.7 30.5 309 28.6 28.5 325 36.6 315 378 36.6
1 Excludes outlays for private asset acquisition (such as ship construction subsidies) and major commodity inventories (agricultural commodities and the strategic petroleum reserve).
2 Includes National Guard shelters and civil defense grants classified in the national defense function.
*$50 million or fess.
Table D-3. SUMMARY COMPARISONS OF FEDERAL OUTLAYS FOR MAJOR PUBLIC PHYSICAL CAPITAL INVESTMENTS
1960 1965 1970 1975 1980 1981 1982 1983 1984 1985 1986 R L
In billions of constant (fiscal year 1982) dollars
Assets acquired by the Federal
Government;
National defense..........ccoocueerereerreens 517 40.4 55.8 331 396 428 48.0 56.9 63.5 719 774 80.3 711
NONGETENSE .....ovvceevrecreecreririen 5.9 8.7 6.1 8.2 9.1 9.3 85 8.0 97 11.6 115 12.8 10.5
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Subtotal .......coo.ooeerrrrerenne 51.6 491 61.9 413 48.7 52.1 56.4 64.9 732 83.5 88.9 93.1 88.4
Grants to State and local govern-
ments for physical capital in-
vestment:
Transportation...........c.....coooevrvrrrerenne 110 14.2 124 9.4 12.7 12.2 10.7 11.9 13.7 147 15.7 144 13.5
Community and regional develop-
ment 0.4 2.0 4.5 42 6.3 5.7 5.2 4.7 47 4.6 41 40 3.4
Natural resources and evironment .... 0.3 0.6 1.0 38 54 4.6 41 3.5 3.2 33 34 29 2.5
All other 0.5 0.5 L5 0.9 03 0.2 0.2 0.2 0.2 04 0.4 0.4 0.3
Subtotal grants..........ccooeo... 12.2 173 194 183 24.8 227 20.2 20.3 220 229 23.5 21.6 19.7
Total coooeerereeerrer e 69.8 66.4 81.3 59.6 733 74.8 76.6 85.3 95.2 106.4 112.4 114.7 108.0
As a percent of Gross National Product
Assets acquired by the Federal !
Government:
National defense...............cooovvvvunncs 3.39 2.12 2.38 1.23 1.22 131 1.53 1.81 1.88 1.98 2.03 2.05 1.93
Nondefense .......vuveereeenerveecrercnsrevrenne 0.38 0.45 0.26 0.32 0.30 0.29 0.27 0.24 0.27 0.30 0.27 0.29 0.28
Subtotal .........coreerrrrrveeis 3 2.57 2.64 1.5 1.52 1.60 1.80 2.05 2.15 2.28 2.30 2.35 2.21
Grants to State and local govern-
ments for physical capital in-
vestment:
Transportation..........cccevveeeeeeerennnens 0.59 0.61 0.46 0.37 0.43 0.40 0.34 0.36 0.39 0.40 0.42 0.37 0.34
Community and regional develop-
ment 0.02 0.09 0.16 0.16 0.22 0.19 0.16 0.14 0.13 0.13 0.11 0.10 0.08
Natural resources and environment... 0.02 0.02 0.04 0.15 0.18 0.15 0.13 0.11 0.09 0.09 0.09 0.07 0.06
All other 0.03 0.02 0.06 0.04 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.0
Subtotal grants..........ccc.oc.. 0.66 0.74 0.71 0.71 0.84 0.74 0.64 0.62 0.62 0.63 0.63 0.56 0.50
Total coooeee e, 4.42 3.31 3.35 2.26 2.36 2.34 2.44 2.64 2.13 291 293 291 271
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D-10 THE BUDGET FOR FISCAL YEAR 1988

CaLcuLATIONS OF NET FEDERAL AND FEDERALLY FINANCED
NonNDEFENSE PuBLic PHysicAL CAPITAL INVESTMENT

Federal nondefense public investment spending falls into two
categories: direct Federal investment and investment financed by
grants to State and local governments. Investment made through
Federal grants is owned by the State or local governments receiv-
ing the grants.

For many years, current and constant-dollar data on the estimat-
ed value of most forms of both public and private physical capital—
e.g. roads, factories, housing—have been developed by the Depart-
ment of Commerce and published in the Survey of Current Busi-
ness. (See, for example, pp. 36-39 of the August 1986 issue.) Howev-
er, the Commerce data on the net capital stock and net investment
are not directly linked to the Federal budget and do not include
estimates for the years covered by the budget. The OMB historical
data base for Federal nondefense physical capital investment and
grants to State and local governments for physical capital invest-
ment was extended back to 1915 by broad category. These data
were then converted to constant prices to approximate replacement
costs and depreciated. The product is a price-adjusted estimate of
nondefense federally financed public net investment.

The historical budget data were adjusted to constant fiscal year
1987 dollars using price deflators for Federal nondefense capital
purchases. The resulting constant dollar series is shown as new
investment in Table D-4. These constant dollar historical data
were then depreciated on a straight-line basis over the following
assumed useful lives: 40 years for investments financed by grants;
30 years for all other nondefense construction and rehabilitation;
and 16 years for major equipment. The difference between new
investment and depreciation is shown as net investment. Because
of space constraints, only net figures are shown for some of the
components.
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Table D-4. COMPOSITION OF NEW AND NET FEDERAL AND FEDERALLY FINANCED INVESTMENT IN NONDEFENSE PUBLIC PHYSICAL CAPITAL IN CONSTANT (1987) PRICES
(In billions of dollars)

Total investment

Net direct Federal investment

Investment financed from Federal grants-in-aid

Composition of net investment
Year
New Depreciation Net Total wm:r"d QOther New Depreciation Net tlT;:n??“oarlt:W a%mggiml r;‘s?'l:l?s other
highways) i development environment

1970 293 156 13.8 0.8 0.9 -* 215 —856 12.9 81 3.6 0.2 11
1971 309 | —161 14.8 1.5 L5 —* 224 -91 13.3 1.7 40 0.9 08
1972 323 168 155 25 17 0.8 226 —96 13.0 1.0 46 0.7 0.7
1973 318 175 143 2.1 1.0 1.0 241 —101 12.3 6.7 40 13 0.4
1974 319 —181 13.8 L6 11 0.5 271 —106 12.2 5.0 36 3.2 0.4
1975 21| 187 13.9 2.3 2.1 0.2 26| =110 11.6 4.5 3.2 3.5 04
1976 362 —193 16.9 2.2 20 0.2 261 114 14.8 6.9 34 42 0.3
TQ 104 —50 5.0 0.6 0.5 * 14 —29 44 17 1.2 16 *

1977 393 199 19.5 23 24 -0l 290] 117 17.2 59 54 5.7 0.2
1978 21 =205 21.6 3.0 2.5 0.5 308 —122 18.5 53 8.8 47 —0.2
1979 430 =212 218 3.5 28 0.8 310 -127 183 6.3 11 53 —03
1980 426 218 208 26 17 0.9 3137 —131 18.2 16 57 5.5 —05
1981 391 -226 16.4 2.2 1.3 0.9 280 -138 14.2 6.1 45 41 —-05
1982 37 234 10.4 1.0 0.2 0.8 2837 144 9.4 34 34 31 —0.5
1983 323 240 8.2 —* 0.2 -03 232 —149 8.3 41 2.5 2.3 —06
1984 355 —248 10.7 1.4 —0. 23 248 ~155 9.3 56 24 17 —05
1985 386| —257 12.9 28 —03 31 262 —161 10.1 6.5 2.2 18 —05
1986 386 —266 12.0 17 —08 2.5 210 | —167 10.2 14 15 19 —0.5
1987 37 213 10.4 29 0.2 2.7 48| ~113 1.5 54 1.3 11 -04
1988 355 280 1.5 28 —04 31 225 -178 48 41 0.5 0.7 —0.5

* $50 million or less.
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D-12 THE BUDGET FOR FISCAL YEAR 1988

These data should be viewed as approximations; they have sub-
stantial margins of estimating error. The sources of error include:
* The extended historical outlay series.—The historical data
series was extended back from 1940 to 1915 using data from
budget documents published during that period. There are no
specific outlay data on nondefense physical capital investment
for this period, and estimates were made on the basis of
program authorizations.

* Price adjustments.—The replacement cost of the Federal stock
of nondefense physical capital has increased through time.
Unfortunately, the rate of increase is not known exactly. For
this presentation, an estimate of replacement costs in 1987
prices was made through the application of a deflator series
for Federal purchases of durables and structures indexed to
1987 prices. There are no specific price indexes for Federal
purchases of durables and structures for 1915 through 1929,
and estimates were made on the basis of Census Bureau his-
torical statistics on constant price public capital formation.

* Depreciation estimates.—The assumed useful lives for each of
the categories of nondefense capital investment are very un-
certain. Since they are for broad classes of investment, they
do not apply to specific cases. Also, straight-line depreciation
may not be the most accurate method to apply to the differ-
ent categories of Federal nondefense physical capital invest-
ment.

Hence, the data should be viewed as approximations only—not
precise estimates.

The data in Table D-4 show that net investment, adjusted for
inflation, rose between 1970 and 1979 due to the fact that new
investment exceeded depreciation by increasing amounts. During
the 1970’s, depreciation was largely based on the relatively low
investments of the 1940’s and 1950’s. However, with the passage of
time, the capital stock became larger, and consequently deprecia-
tion continued to grow. The value of newer assets being depreciat-
ed was greater than the value of older assets being retired (and
thus no longer depreciated). After 1979, new investment declined
slightly and then leveled off while depreciation continued to rise
due largely to relatively high investment in the 1970’s and early
1980’s. As a result, net investment declined.

The composition of nondefense public physical capital invest-
ment—both on a gross and net basis—has changed substantially
over time. Before the mid-1950s, direct nondefense gross invest-
ment exceeded grants for investment, but by the end of the 1970’s,
grants-in-aid for investment exceeded direct investment by a ratio
of 2% to 1. Due to the slower rate of direct investment from 1970
to 1986, net capital formation (new investments less depreciation)
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SPECIAL ANALYSIS D D-13

financed by grants-in-aid was about six times greater than net
capital formation for stocks directly owned by the Federal Govern-
ment.

Federal grants for transportation facilities and equipment—pre-
dominantly highways but also mass transit and airport grants—
were the most prevalent form of Federal grants-in-aid for physical
capital. From 1970 to 1986, transportation grants contributed 39
percent to total new investment. Over this same timespan they
have added virtually the same percentage to the net stock of non-
defense public physical capital.

Both new and net investments funded by grants for transporta-
tion increase substantially from 1982 to 1986 due largely to the
expansion financed by the Surface Transportation Assistance Act
of 1982, which expired at the end of 1986. Funding for programs
supported by the highway trust fund in 1988 is proposed, beginning
with the 1987 reauthorization, at the level of anticipated user fee
receipts so as to be deficit neutral.

DETAILED DATA PRESENTATION 2

The remaining tables in this analysis provide detail on the com-
position of investment-type spending, and current outlays. They
provide two basic displays of Federal spending. Table D-5 is a
summary table showing the data split between national defense
spending and civil (i.e., nondefense) spending. Table D-7 provides
detailed data for the same categories. Table D-6 is a summary
table identifying the grants and loans to State and local govern-
ments separately from all other Federal outlays. Table D-8 pro-
vides details.

The classification structure used to compile this information is
designed primarily to focus on investment-type outlays; data on all
other current spending is a residual. The categories of expenditure
in current outlays cover only the noncapital portion of Federal
spending for such activities. For example, the category aids fo
agriculture, commerce, and transportation includes current benefits,
such as some agricultural subsidies; but it does not include price
support lending or commodity inventories, both of which are in-
vestment-type outlays. Nor does it include assistance provided by
the Federal Government through loan guarantees, tax expendi-
tures, other provisions of the Tax Code, or the privately owned,
Government-sponsored enterprises. Although they are not quanti-
fied in this analysis, loan guarantees, tax expenditures, and other
provisions of the Tax Code are methods by which the Federal
Government also affects the type and amount of public and private
investment. Federally guaranteed loans, for example, are substi-

2 For the remainder of the analysis, “investment” is more broadly defined to include loans, investment in
commodity inventories, research and development, and education and training.
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D-14 THE BUDGET FOR FISCAL YEAR 1988

tutes for direct loans and can result in the creation of certain
assets in place of others.® As another example, the investment tax
credit (repealed in the Tax Reform Act of 1986) for many years
provided a tax expenditure subsidy for private investment.

ProGrRAM TRENDS

Loans and financial investments.—A loan involves an exchange
of cash for financial assets. If the loans are made at competitive
market rates, the value of the assets are equal to the outlays.
Federal loans are generally made at lower rates than comparable
private lending. A fundamental reform proposed in the budget is to
specifically identify and appropriate loan subsidies. To the extent
that borrowing is subsidized, the recorded loan outlays exceed the
value of the asset created. See Part 3b of the Budget of the United
States Government, Fiscal Year 1988—Supplement and Special
Analysis F, “Federal Credit Programs” for a discussion of the
credit reform proposals. Most Federal domestic loans finance the
acquisition or improvement of either physical assets or human
capital. Loans to foreign borrowers are intended to promote mutual
defense, economic development, or United States exports including
military equipment and farm commodities.

Nondefense loans and financial investments are estimated to
decline from $20.1 billion in 1986 to $5.3 billion in 1987, and
decline further to $2.2 billion in 1988. The decline is due, in large
part, to projected reductions in domestic agriculture lending used
to support farm prices by the Commodity Credit Corporation (CCC).
Farmers have access to price-support loans that enable them to
hold their crops for later sale. If market prices remain below the
price-support loan rate determined by law, the producer can de-
fault on the loan without penalty, forfeiting the loan collateral as
settlement for the loan. In 1986, outlays associated with CCC lend-
ing reached $12.3 billion, up $6.5 billion from 1985. The administra-
tion proposes to reduce high price-supports to market clearing
levels and thus to reduce outlays associated with CCC lending to
$5.6 billion in 1987, and $4.9 billion in 1988. See the discussion of
the agriculture function in Part 5 of the Budget of the United
States Government, Fiscal Year 1988—Supplement for details on
the administration’s proposals for farm price-supports. Other re-
ductions in this category reflect the sales of loan assets from the
rural housing insurance fund portfolio which account for $1.7 bil-
lion of offsetting collections in 1987, and $0.8 billion in 1988. See
Special Analysis F, “Federal Credit Programs” for details of loan
asset sales to the public.

3 See 1988 Budget, Special Analysis F, “Federal Credit Programs.”
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Table D-5. SUMMARY OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY DEFENSE—
NONDEFENSE

(In millions of datars)

1986 actual 1987 estimate 1988 estimate

National Defense:
Investment-type programs:

Construction and rehabilitation 6,723 6,494 6,710
Acquisition of major equipment and other physical assets............ 77,853 84,355 84,394
Conduct of research and development 35,656 37,676 41,696
QOther investment-type programs 657 19 -1
Subtotal, invesiment-type programs ............ccooeeveeevreccensenvvrrenne 120,889 128,544 132,800
Current programs:
Provision of benefits 101 126 135
Repair, maintenance, and operation of physical assets.................. 79,735 81,059 86,038
QOther current programs. 72,931 12,777 78,803
Subtotal, current programs 152,767 154,396 165,530
Unclassified —281 —260 - 227
Total, national defense 273,375 282,246 297,550
Civil:
Investment-type programs:
Loans and financial investments 20,065 5,338 2,201
Construction and rehabilitation 33,695 33,511 31,898
Acquisition of major equipment 3,315 3,718 4,427
Conduct of research and development 16,485 17,421 17,790
Conduct of education and training 23,711 23,614 22,206
Commodity inventories and other physical assets ..............ccc........ 7,587 3,955 3,230
QOther investment-type programs 3,734 4,248 4,264
Subtotal, investment-type programs .............ccccooveeevsecnnereciricrins 108,592 91,805 86,017

Current programs:
Provision of benefits:

On-budget 242,936 252,844 261,567
Off-budget 194,432 202,703 214,006
Subtotal, provision of benefits . 437,368 455,547 475,573
Administrative expenses of benefit programs:
On-budget 10,855 11,492 10,195
Off-budget 2,207 2,391 2,508
Subtotal, administrative expenses of benefit programs ........ 13,063 13,884 12,704
Social services and related programs..........ocooveceeemnreveceriennnnnns 9,615 10,550 10,630
Aids to agricutture, commerce, and transportation 19,075 28,537 26,040
Repair, maintenance, and operation of physical assets ................. 3,940 3,594 4,429
General purpose fiscal assistance..................... 7,191 2,439 1,720
Regulation, control, and law enforcement..........c.ccooocveeeerrsirerec. 13,682 21,820 15,382
Net interest:
ON-BUAEEL......oooooo s eecaeessseneesen 140,298 142,544 145,626
OFf-DUARBE ....oovoo oo cersassaeensens —4,329 —5,084 —6,594
Subtotal, net interest........... 135,969 137,461 139,032
Other current programs........... 9,205 12,386 13,318
Subtotal, CUERt PrOBIAMS ... cveee e censenssenes 649,108 686,217 698,827
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D-16 THE BUDGET FOR FISCAL YEAR 1988

Table D-5. SUMMARY OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY DEFENSE—

NONDEFENSE—Continued
(In millions of doliars)
1986 actual 1987 estimate 1988 estimate
Unclassified:

On-budget —40,513 —44,167 —55,432
Off-budget —746 —529 —2,635
Subtotal, unclassified —41,260 — 44,696 — 58,066
Total, civil 716,440 733,326 726,777
Outlay totals 989,815 | 1,015572 | 1,024,328
On-budget (806318) | (82L074) | (821,900)
Off-budget (183498) | (194498) | (202427)

Physical assets.—The benefits provided by the construction and
rehabilitation of physical assets and by the acquisition of major
equipment are of a long-term nature, while commodity inventories
are for reserves or stockpiles rather than direct current use.
Budget outlays designed specifically to purchase such assets are
treated as investment-type outlays regardless of whether the asset
is owned by the Federal Government, or by State, local, or in a few
cases, private entities (such as for land conservation). Total outlays
for physical assets—including acquisition of major commodity in-
ventories—are estimated at $130.7 billion in 1988; of that amount
$91.1 billion are for national defense. Most national defense outlays
for physical assets are for the procurement of military equipment.
About 60 percent of Federal outlays for nondefense physical assets
are in the form of grants-in-aid to State and local governments,
especially for construction of highways, mass transit, and pollution
control facilities. Commodity inventories include crops acquired as
part of the farm price support program and also oil purchases for
the strategic petroleum reserve. As noted above, these inventories
were excluded from the major public physical capital investment
data in Tables D-2 and D-3. The other physical assets category
includes an estimated $2.5 billion of offsetting collections from the
sale of the naval petroleum reserves in 1988.

Conduct of research and development.—Research and develop-
ment increases the Nation’s base of information and knowledge.
Outlays are estimated at $59.5 billion in 1988. Most of the increase
in 1988 is for national defense, reflecting the Administration’s
commitment to strengthening the Nation’s defense. Nondefense
outlays for the conduct of research and development account for 30
percent of all research and development outlays in 1988. Within
the total spending for research and development, there is a con-
tinuing increase in 1987 and 1988 for basic research, with emphasis
on the support of research in the physical sciences. See Special
Analysis J, “Research and Development” for additional details.
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Table D-6. SUMMARY OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY GRANTS-IN-AID AND
DIRECT FEDERAL PROGRAMS

{In millions of dollars)

1986 actual 1987 estimate 1988 estimate

Grants-in-aid:
Investment-type programs:

Construction, rehabilitation, and acquisition of physical assets..... 26,261 24,871 23,422
Conduct of research and development 319 313 330
Conduct of education and training 12,556 11,996 12,292
QOther investment-type programs * S
Subtotal, investment-type programs 39,136 37,180 36,045
Current programs:
Provision of benefits 49,378 51,847 50,637
Administrative expenses of benefit programs..........cccooooovvoreeirnes 5,978 6,373 6,148
Social service and related programs 8,526 9,632 9,559
Aids to agriculture, commerce, and transportation.............cccoo...... 759 894 997
General purpose fiscal assistance 7,263 2,509 1,781
Regulation, control, and law enforcement ...........cccoooovirvvrierine. 545 772 783
QOther current programs 172 672 329
Subtotal, CUTENt Programs...........ccoccveveevveeervcrrensssseressssennnes 73,222 72,699 70,234
Total, grants-in-aid 112,357 109,879 106,278

Direct Federal Programs:
Investment-type programs:
Loans and other financial investments 20,504 5,160 2,031
Construction and rehabilitation of physical assets 14,575 15,597 15,624
Acquisition of major equipment 80,298 87,036 87,141

Acquisition of commodity inventories and ether physical assets ... 8,038 4,530 3,867
Conduct of research and development 51,822 54,785 59,157
Conduct of education and training ..o 11,166 11,628 9,923
Other investment-type programs.......ccccoevecueinenes 3,942 4,435 4,424

Subtotal, investment-type programs ...........coocevceeeeiceiesreevssnrnnna: 190,345 183,170 182,772

Current programs:
Provision of benefits:
On-budget 193,659 201,123 211,065
Off-bUAEEL ....ooooeevve e 194,432 202,703 214,006

388,091 403,826 425,070

Subtotal, provision of benefits

Administrative expenses of benefit programs:

On-budget 4,877 5119 4,048
Off-budget ........ccoovvvriernns 2,207 2,391 2,508
Subtotal, administrative expenses of benefit programs ........ 7,085 7,511 6,556
Social service and related programs 1,089 917 1,071
Aids to agriculture, commerce, and transportation........................ 18,316 27,643 25,043
Repair, maintenance, and operation of physical assets 83,120 84,183 90,227
Regulation, control, and law enforcement ..........cooooocoevvvvvrmnnnrnnn. 13,137 21,048 14,599
Net interest:
ON-BUTZEL .....oovvev e sieserecsissee s sssssses s ssssese s 140,298 142,544 145,626
Off-DUAZEL ... e o —4329 —5,084 —6,594
Subtotal, net interest..... .| 135969 137,461 139,032

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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Table D-6. SUMMARY OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY GRANTS-IN-AID AND
DIRECT FEDERAL PROGRAMS—Continued

{In millions of doflars)

1986 actual 1987 estimate 1988 estimate
QOther current programs 81,846 84,891 91,971
Subtotal, current programs 728,653 767,480 793,569
Unclassified:
On-budget —40,794 | —44427 — 55,658
Off-budget —746 —529 —2,635
Subtotal, unclassified —41,541 —44,956 —58,293
Total, direct Federal programs 877,458 905,693 918,049
Outlay totals 989,815 1,015,572 1,024,328
On-budget. (806318) | (821,074) | (821900)
Off-budget (183,498) | (194498) | (202,427)

*50 million or less.

Conduct of education and training.—Outlays classified in this
category are designed to add to the stock of human capital by
developing a more skilled and productive labor force. These outlays
are primarily grants to State and local governments to operate
educational institutions, but they include some direct payments to
individuals that are conditional upon participation in educational
or training programs. Outlays are estimated at $22.2 billion in
1988, of which $12.3 billion are grants to State and local govern-
ments.

Other investment-type programs.—This category includes collec-
tion of information, such as censuses and topographic surveys for
which outlays are estimated to be $2.0 billion in 1988, and foreign
assistance for international development for which outlays are esti-
mated to be $2.3 billion in 1988.

Operating Outlays.—Programs that provide benefits in the cur-
rent year are divided into several subcategories. Some outlays clas-
sified as current may be used in part by their recipients for invest-
ment-type purposes. However, the principal effect of these out-
lays—such as for unemployment compensation and retirement ben-
efits—is to provide benefits that will be used for current purposes
such as for consumption and for operating expenses rather than for
future benefit purposes. Total outlays for current programs are 84
percent of 1988 estimated outlays. Of current outlays in 1988,
$165.5 billion is for defense programs and $698.8 billion for civil
programs.

Provision of benefits is the largest category of current outlays in
the budget. The total of these outlays is estimated to increase from
$437.5 billion in 1986 to $475.7 billion in 1988. Social security and
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other disability and retirement benefits constitute the largest ele-
ment in this category; they are estimated to total $278.4 billion in
1988. Other major outlays in this category include medicaid, medi-
care, unemployment compensation, and food and nutrition pro-
grams.

Current outlays for social services and related programs are those
for human development and child welfare services and employment
programs. Outlays in 1988 are estimated to be $10.6 billion, of
which $9.6 billion are for grants to State and local governments.

Aids to agriculture, commerce, and transportation include price
support subsidies and small business and transportation programs.
Outlays for these programs are estimated to increase from $19.1
billion in 1986 to $28.5 billion in 1987 and then decline to $26.0
billion in 1988,

Other current outlays are largely for operation of the Federal
Government, including the repair, maintenance, and operation of
physical assets (primarily defense related); regulation and law en-
forcement; net interest; and other administrative or operating ex-
penses. These outlays are $339.3 billion or an estimated 33 percent
of budget outlays in 1988. Because proprietary receipts from the
public—such as receipts from the sale of electric power, the sale of
publications and reproductions, and the sale of timber and other
natural land products—are offsets against the outlays to which
they most nearly apply, net outlays are negative in some cases.

Unclassified.—The unclassified category includes the undistrib-
uted offsetting receipts, most payments from the Government to
itself, and the associated offsetting collections. Outlays for this
category are estimated to be —$58.3 billion in 1988, of which —$§0.2
billion is in the national defense category.
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Table G-7. DETAIL OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY DEFENSE—NONDEFENSE

{In millions of doffars)

1986 actual 1987 estimate 1988 estimate
National defense investment-type programs
Constiuction and rehabilitation of physical assets:
Military construction 4,888 4,792 5,026
Family housing 343 435 555
Atomic energy defense activities and other .............cooeeevevvvceannnes 1,493 1,267 1,129
Subtotal, construction and rehabilitation of physical
assets 6,723 6,494 6,710
Acquisition of major equipment:
Procurement ..... 76,500 82,696 82,798
Atomic energy defense activities 483 623 523
Subtotal, acquisition of major equipment.............cccooovvrvuene. 76,983 83,319 83,320
Other physical assets 870 1,036 1,074
Conduct of research and development:
Defense military 33,396 35,346 35,252
Atomic energy and other 2,260 2,330 2,445
Subtotal, defense research and development ..................... 35,656 37,676 41,696
Other investment-type programs 657 19 -1
Subtotal, investment-type programs ...........ccoocveccorrrrennen. 120,889 128,544 132,800
National defense current programs
Provision of benefits 101 126 135
Repair, maintenance, and operation of physical assets:
Department of Defense, Military 77,591 78,895 83,554
OHNET oo 2,144 2,164 2,484
Subtotal, repair, maintenance and operation of physical
BSSBES .ovveeeneceseesseeee e sisa s a st 79,735 81,059 86,038
Qther current programs:
Military personnel ..............ceoevvvenemvvinenerennessiennns 70,401 69,642 74,693
QOther national defense 2,530 3,135 4111
Subtotal, other current programs 72931 12,117 78,803
Subtotal, CUTent Programs.........c...cceeevvveenerrvonnesrvrerissennes 152,767 153,961 164,976
Unclassified —281 —260 221
Total, national defense 213,315 282,246 297,550
Civil investment-type programs
Loans:
International affairs ...............cccomeerevvienerrririeenessieisne s csrasseneans 4,601 2,691 2,359
AGHCUIUT® ... 12,600 4,748 3,852
Mortgage credit and deposit insurance 437 —2,243 —2,009
Aids to commerce 128 —135 —665
TranSpoOrtation............cevvevereeeesreesresnnresenrseeessraone 1,151 609 —104
Disaster relief .........c.ccooevverernnererrieennene 34 —606 —438
Other community and regional development 196 — 684 —979
Education 1,061 —155 —552
OB oottt -1 1,820 570
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SPECIAL ANALYSIS D D-21

Table D-7. DETAIL OF FEDERAL INVESTMENT AND OPERATING QUTLAYS BY DEFENSE—
NONDEFENSE—Continued

{In millions of dollars)

1986 actual 1987 estimate 1988 estimate
Subtotal, loans 19,843 6,046 2,034
QOther financial investments:
International development 164 1,078 1,639
Other 59 —1,786 —1,473
Subtotal, other financial investments..........cccooevvvvvvcsnrnnns 223 —708 166
Construction and rehabilitation of physical assets:
HIZAWAYS.......ooveerceereosese s sse st sssssssmmasre st ssssesens 13,949 12,441 12,649
Mass transportation 2,729 3,208 2,512
Rail transportation . 141 172 94
Air transportation 918 938 1,001
Water transportation.............c....evveeeeevvveerienieeesreeeeessesesse i 238 226 197
Community development block Srants .........ooooveeveeereeecrivviviesienns 3,326 3,292 3,047
Urban development acton grants 461 428 358
Other community and regional development ...........cc.oo.ccvervvvvenne 870 950 695
Pollution control and abatement . 3,292 2,874 2,825
Water resources 2,132 2,458 2,669
Other natural resources and environment 917 933 890
Energy .. 2,288 2,858 2,107
Veterans hospitals and other health ..o 749 825 811
Other programs 1,685 1,909 2,047
Subtotal, construction and rehabilitation of physical
assets et e s e ant 33,695 33,511 31,898
Acquisition of major equipment:
Transportation 1,065 1,113 1,194
Space flight, control and data communications .. 1,050 1,292 1,985
General science and basic research.................... 120 126 147
Postal SEIVICE........v.vveeeereeeceeeteeeee s 146 181 172
1171 O OO 933 1,006 930
Subtotal, acquisition of major equipment..............ccccooeeeer. 3,315 3,718 4,427
Commodity inventories and other physical assets:
Commodity inventories:
Agriculture 4,129 685 2,531
Other. .. 411 428 260
Subtotal, commodity inventories...............cooovvioemerrciinnnrnnnn. 4,540 1,113 2,791
Other physiCal @SSEES..........ov.vvervveerririieees e ssssressssssienens 3,047 2,841 439
Subtotal, commodity inventories and other physical
ASSBES oo st 71,586 3,954 3,230
Conduct of research and development:
General science, space and technology:
NASA .o cs st enssn s 2,863 3,160 3,638
. 1,399 1,395 1,609
510 582 639
Subtotal, general science, space and technology................ 4,172 | 5137 5,886
Energy (Department of Energy).......cooooomevvooeevcromneccessnieeenne 2,622 2,557 2,080
Transportation:
Department of Transportation ............ccooovvvvcecennnsvinvennisnnsonns 489 436 355
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D-22 THE BUDGET FOR FISCAL YEAR 1988

Table D-7. DETAIL OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY DEFENSE—
NONDEFENSE—Continued

{In millions of dollars)

1986 actual 1987 estimate 1988 estimate
NASA 568 539 587
Subtotal, transportation 1,057 975 942
Health:
NIH 4,837 5211 5,457
All other health........ 738 916 893
Subtotal, health 5574 6,127 6,351
Agriculture 798 825 867
Natural resources and environment 924 944 874
Al other research and development 738 856 791
Subtotal, conduct of research and development ................. 16,485 17,421 17,790
Conduct of education and training:
Department of Education:
Higher education 7.349 7,628 5,994
Elementary, secondary, and vocational education.................... 7,518 7,168 7,420
Other 238 322 207
Subtotal, Department of Education............cccoocoovvervevrnnrcnen. 15,104 15,118 13,622
Veterans readjustment benefits 888 121 617
Training and employment programs 3,707 3,611 3,968
Heatth training 981 913 844
Other education and training 3,031 3,246 3,156
Subtotal, conduct of education and training...........ccoooc..on. 23,711 23,615 22,207
Other investment-type programs:
Collection of information 1,736 1,865 1,992
International development 1,998 2,382 2,272
Subtotal, other investment-type programs.........c...ceeuvnens 3,734 4,248 4,264
Subtotal, investment-type programs ..........cc....coeeevevermereennn. 108,592 91,805 86,017
Civil current programs
Provision of benefits:
Retirement, survivor, and disability benefits:
Social security (off-budget):
Retirement and survivor benefits............coovvoevvesrvriirieens 174,906 182,718 193,291
Disability benefits 19,526 19,985 20,715
Subtotal, social security (off-budget) ...........c.occoovvvvvueee. 194,432 202,703 214,006
Civil service:
Retirement and survivor benefits..............ccoovcvenreriicnnsnnen. 19,003 19,805 20,681
Disability benefits 4,321 4,503 4,744
Subtotal, civi! service 23,323 24,309 25,425
Military retirement 17,621 17,953 18,887
Railroad retirement and disability benefits .............cccoovveevennne. 5,125 6,120 6,434
Veterans disability benefits 10,588 10,670 10,774
QOther retirement and disability benefits ...........c.ooo.coeevvreennnren. 1,736 1,790 2,834
Subtotal, retirement, survivor, and disability benefits .... 252,826 263,545 278,360
Other provision of benefits:
Veterans pension benefits 3874 3,830 3,840
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SPECIAL ANALYSIS D D-23

Table D-7. DETAIL OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY DEFENSE—
NONDEFENSE—Continued

(In millions of dollars)

1986 actual 1987 estimate 1988 estimate
MEAICAIE ....v.vvverreeerrrerisssssrssressasesessissssiassnnrses 74,033 76,225 81,076
Medicaid ..... 23,606 25,259 25,692
Other health BENEAItS ...........coorrvvvvvveeerieererrrcrenreriaenns 1,119 1,138 1,129
Unemployment compensation 16,263 16,564 16,218
Housing programs..........c..ee.e... . 11,285 10,841 11,626
Food and nutrition programs 18,320 18,990 18,196
Supplemental security iNCOME............ccovevvvrrrerrrerinnnins . 9,315 9,863 11,210
Family support payments 10 States...........c..ccoemvernccrcenccs 8,236 8,836 8,001
L1111 ST . 9,217 10,719 9,969
Subtotal, other provision of benefits .........cc...c.ccrvvevneee. 175,269 182,265 186,956
Direct provision of services:
Hospital and medical care for veterans.............coocvvverervvvennes 8,040 8,365 8,808
Other BaItH...........oeeeeeeeeee e snaes 1,169 1,222 1,243
DI ....oeoveeeeee e . 65 149 206
Subtotal, direct provision of SErvices ...............ccoooevvevee. 9,274 9,737 10,256
Subtotal, provision of benefits.............ccoovevcrrcrenrinninnns 437,368 455,547 475,573
Administrative expenses of benefit programs:
Social Security retirement and disability (off-budget)................. 2,207 2,391 2,508
Medicare and medicaid...............cooevvveveereee e 3,108 3,206 1,833
Unemployment compensation, assistance payments, and other.... 7,748 8,286 8,363
Subtotal, administrative expenses of benefit programs .. 13,063 13,884 12,704
Social service and related programs:
Human development SErviCes..............coovrvvommrvemrieressieonecrensenne 1,862 1,945 2,225
Employment training programs ...........ccoo..coeeecvvreemvrinemsrrvesssnssenns 1,539 1,378 1,216
Social services block grant ...........cooovvecermcvionereioereeeriseree 2,671 2,661 2,697
1], OO 3,544 4,566 4,492
Subtotal, social service and related programs............... 9,615 10,550 10,630
Aids to agriculture, commerce, and transportation:
Agriculture et 11,853 22,614 17,157
Postal service —182 671 1,811
Small business assiStance.............cccovveerereriicrerivierniene, 699 822 722
Mortgage credit and thrift insurance —434 -3 —438
Ground tranSpOrtatioN........c..ocuveeceer e esiesesieenes 1,483 1,517 1,020
Air transportation ......cc.veecvveeecveereeeceree e 2,534 2,525 2,934
Water transportation and waterways............ccooovvviemmnrvccineecernenn. 1,866 2,163 1,758
OEREE cvvveveeee s ssse 1,256 — 1,404 1,075
Subtotal, aids to agriculture, commerce and transporta-
11| OO . 19,075 28,537 26,040
Repair, maintenance and operation of physical assets:
Natural resources:
Water resources 794 525 497
Conservation and land management................ccooeevvermsrererrennes —920 —1,006 —1,115
Recreational resources and other 898 552 1,157
Subtotal, natural reSOUTCES...............erreenrrcrvereenessisssssesns 772 71 539
Energy (net of offsetting receipts) —2,420 —2,762 —3,035
Other, net....ccooovvvvcvirsrens . 5,587 6,284 6,924
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D-24 THE BUDGET FOR FISCAL YEAR 1988

Table D-7. DETAIL OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY DEFENSE—
NONDEFENSE—Continued

(In millions of dolfars)

1986 actual 1987 estimate 1988 estimate
Subtotal, repair, maintenance and operation of physical
assets 3,940 3,594 4,429
General purpose fiscal assistance:
General revenue sharing 5114 76 e
QOther general purpose grants-in-aid 648 703 646
Shared revenues 1,428 1,660 1,074
Subtotal, general purpose fiscal assistance ............ccov...... 7,191 2,439 1,720
Regulation, control and law enforcement:
Regulatory and inspection activities:
Natural resources and environment...................coooevveerervvenennens 1,188 1,223 1,300
Transportation 957 1,078 1,166
Health 1,064 1,148 809
Energy. 492 437 442
Agriculture 308 321 221
Deposit insurance institutions 1,376 7,623 459
Tax collection 1,086 1,201 1,405
QOther 805 952 927
Subtotal, regulatory and inspection activities ..................... 7,217 13,983 6,729
Law enforcement activities:
Federal litigative and judicial .............cccooooevmerrrivenrereenssirnne 2,152 2,525 2,658
Federal correctional activities...........ccooo.cooevevvcrenrrnne. 561 624 727
Other law enforcement assistance 117 269 312
Subtotal, law enforcement activities.................ccccocceo...e. 6,405 7,837 8,653
Subtotal, regulation, control and law enforcement.............. 13,682 21,820 15,382
Net interest:
Interest on the public debt...........coovveoeervreeee e 190,166 191,749 198,394
Interest received by on-budget trust funds.... ......ccooeevevenne — 26,570 — 28,685 — 31,606
Interest received by off-budget trust funds.... —4,329 —5,084 —6,594
Other interest —23,298 —20,520 —21,159
Subtotal, net interest...........ceermmevveonemrrnisrnecrenriisen careens 135,969 137,461 139,032
General Administration:
International affairs 1,451 3,961 3,965
Legislative branch 1,418 1,685 1,863
QOther generai government 3,649 3,799 4,304
Other 366 1,187 643
Subtotal, general administration 6,884 10,633 10,775
Other current programs:
International security assistance 5433 4,555 4,679
QOther ~3,112 —2,801 —2,136
Subtotai, other current programs 2,321 1,753 2,543
Subtotal, current programs 649,108 686,217 698,827
Unclassified:
Employer share, employee retirement:
On-budget —25,434 —28,013 —32,128
Qff-budget —2,857 —3,275 —5,484
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SPECIAL ANALYSIS D D-25

Table D-7. DETAIL OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY DEFENSE—
NONDEFENSE—Continued

{In millions of dollars)

1986 actual 1987 estimate 1988 estimate
Subtotal, employer share, employee retirement ...........c...... —28,291 —31,288 —37,612
Qther unclassified:

On-budget —10,363 —12,251 —19,617
Off-budget 2,111 2,746 2,849
Subtotal, Unclassified —41,260 — 44,696 —58,066
Total, civil 716,440 733,326 726,777
Outlay total 989,815 1,015,572 1,024,328
On-budget (806,318) (821,074) (821,900)
Off-budget (183,498) (194,498) (202.427)
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D-26 THE BUDGET FOR FISCAL YEAR 1988

Table D-8. DETAIL OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY GRANTS-IN-AID AND
DIRECT FEDERAL PROGRAMS

(In milfions of dollars)

1986 actual 1987 estimate 1988 estimate
Grants-in-aid
Investment-type programs:
Construction, rehabilitation, and acquisition of physical assets:
Highways 13,939 12,418 12,629
Mass transportation 2,129 3,208 2,512
Rail transportation 18 42 12
Air transportation 853 889 950
Pollution control and abatement 3,158 2,675 2,462
QOther natural resources and environment............ccoo..covevvven 248 166 106
Community development block grants..........cooocevoeveiceurerennnns 3,326 3,292 3,047
Urban development action grants 461 428 355
Other community and regional development..................ccooeeen. 744 833 605
Other construction 366 456 305
Subtotal, construction and rehabilitation of physical
assets 25,843 24,408 22,984
Equipment and other physical assets 418 463 438
Conduct of research and development ...........cooccoovvvovrvveeennennne. 319 313 330
Conduct of education and training:
Employment and training assistance 3,019 2,885 3,209
Elementary and secondary education 7,386 6,844 1,148
Other 2,152 2,267 1,935
Subtotal, conduct of education and training........................ 12,556 11,996 12,292
Collection of information.............coc..eceerveeieersecercnrecsseecee e * N PO
Subtotal, investment-type programs ...........cceovveevvvvennnens 39,136 37,180 36,045
Current programs:
Provision of benefits:
Medicaid 23,606 25,259 25,692
Nutrition and food programs..........ccceeecvvvveerseneess 7,662 8,205 7,594
Family support payments to States...........cccooeeeeeeiiiencrrivireinnens 8,236 8,836 8,001
Other assistance payments . 2,326 2,128 1,520
Housing payments and related activities...............ccoo.covrnvrene. 6,438 6,289 6,709
QOther 1,110 1,131 1,121
Subtotal, provision of benefits 49,378 51,847 50,637
Administrative expenses of benefit programs:
Unemployment compensation .................ccoocvveennvrvenn. 1,570 1,599 1,700
Medicaid 1,389 1,441 1,172
Nutrition and food programs... 1,375 1,561 1,498
Assistance payments.................. 1,640 1,770 1,774
QOther administrative expenses 4 2 3
Subtotal, administrative expenses of benefit programs....... 5,978 6,373 6,148
Social service and related programs:
EMplOYMENt PrOBIAMS.......v.ooceeeereeereeees e eensssenes 1,255 1,095 926
Human development services................ 1,192 1,875 2,158
Social service and child welfare services .. 3,461 3,564 3457
OUNBT oo ssstse sttt nasennens 2,019 3,008 3,019
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SPECIAL ANALYSIS D D-27

Table D-8. DETAIL OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY GRANTS-IN-AID AND
DIRECT FEDERAL PROGRAMS—Continued

(In millions of dollars)

1986 actual 1987 estimate 1988 estimate
Subtotal, social service and related programs .................... 8,526 9,632 9,559
Aids to agriculture, commerce, and transportation:
Transportation 758 886 996
L0111 OO 2 8 1
Subtotal, aids to agriculture, commerce, and transporta-
tion 759 894 997
Repair, maintenance, and operation of physical assets................ 554 469 239
General purpose fiscal assistance:
General revenue sharing 5114 ) R P
Shared revenues 1,428 1,660 1,074
QOther 721 773 707
Subtotal, general purpose fiscal assistance ...............co....... 7,263 2,509 1,781
Regulation, control, and law enforcement:
Law enforcement assistance 81 175 233
QOther 463 597 550
Subtotal, regulation, control, and law enforcement............. 545 172 783
QOther current programs 218 203 89
Subtotal, current programs 73,222 72,699 70,234
Total, grants-in-aid 112,357 109,879 106,278
Direct Federal programs
Investment-type programs:
Loans and financial investments:
Loans:
International affairs 4,601 2,691 2,359
Energy supply 483 1,909 749
Agriculture 12,600 4,748 3,852
Commerce and housing credit 128 —135 —665
Mortgage credit and deposit insurance............ccooovevcrrmrrenn. 437 —2,243 —2,009
Transportation 1,151 609 —104
SBA disaster loan fund —32 —606 —438
Education 1,061 —155 —552
VBEBTANS ......cooovvcveestee s sss s spnasssaoe 40 148 61
Low-rent public housing -3 -37 -39
QOther 138 —1,062 —1,349
Subtotal, loans 20,282 5,868 1,865
Financial investments . 223 —708 166
Subtotal, loans and financial investments................ccooovvee.. 20,504 5,160 2,031
Construction and rehabilitation of physical assets:
National defense 6,625 6,403 6,610
Water resource projects 1,963 2,357 2,609
QOther natural resources and environment...............cccovvvennnes 971 1,067 1,206
Energy 2,288 2,858 2,107
Transportation 435 428 349
Veterans hospitals and other health facilities..............co.......... 133 794 77
Postal service 786 913 1,045
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D-28 THE BUDGET FOR FISCAL YEAR 1988

Table D-8. DETAIL OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY GRANTS-IN-AID AND
DIRECT FEDERAL PROGRAMS—Continued

{In millions of dollars)

1986 actual 1987 estimate 1988 estimate
Other construction 714 718 520
Subtotal, construction and rehabilitation of physical
assets 14,575 15,597 15,624
Acquisition of major equipment:
National defense 76,983 83,317 83,320
NASA 1,050 1,292 1,985
Posta! service 146 181 172
Other 2,118 2,245 2,210
Subtotal, acquisition of major equipment.........o...ccerreereene 80,298 87,036 87,747
Commodity inventories:
Atomic energy defense activities 1,055 1,066 1,224
Strategic petroleum reserve 411 428 260
Commodity credit corporation 4,129 685 2,531
Qther commodity inventories —185 —-30 —149
Subtotal, commodity inventories 5,409 2,149 3,866
QOther physical assets 2,629 2,381 1
Conduct of research and development 51,822 54,785 59,157
Conduct of education and training:
Assistance to veterans 951 843 763
Higher education....... 7,246 7,551 6,074
Elementary and secondary education 356 571 486
Employment and training assistance .............ccoevcvveeervienrnnnns 634 661 693
Health training 978 911 828
QOther 1,001 1,091 1,079
Subtotal, conduct of education and training...............ou...... 11,166 11,628 9,923
Collection of information 1,764 1,892 1,992
International development 2,178 2,542 2,432
Subtotal, investment-type programs .........c.commererrivrranennes 190,345 183,170 182,772
Current programs:
Provision of benefits:
Social security retirement and disability (off-budget)............. 174,906 182,718 193,291
QOther retirement and disability benefits ...............cccoorvvermnrrenn. 81,896 84,783 89,044
Medicare 74,033 76,225 81,076
Medical care for veterans 8,040 8,365 8,808
Other health 1,178 1,230 1,250
Unemployment compensation 16,263 16,564 16,218
Food and nutrition programs 10,747 10,855 10,683
Housing payments and related activities............coo.vrerruveerrenns 7,241 7,282 7,641
Supplemental security income 9,315 9,863 11,210
Earned income tax credit 1,415 1,491 2,910
Other 3,058 4,451 2,939
Subtotal, provision of benefits 388,091 403,826 425,070
Administrative expenses of benefit programs:
Social security retirement and disability (off-budget)............ 2,207 2,391 2,508
Medicare 1,718 1,765 661

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



SPECIAL ANALYSIS D D-29

Table D-8. DETAIL OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY GRANTS-IN-AID AND
DIRECT FEDERAL PROGRAMS—Continued

{In miflions of dollars)

1986 actual 1987 estimate 1988 estimate
Unemployment compensation, assistance payments and
other 3,159 3,355 3,387
Subtotal, administrative expenses of benefit programs....... 7,085 7,511 6,556
Social service and related programs 1,089 917 1,071
Aids to agriculture, commerce, and transportation:
Agriculture 11,853 22,614 17,157
Postal service —182 671 1811
Small business assistance 699 822 722
Mortgage credit and deposit inSurance .................ccoeeevveeerne —434 -3 —438
Ground transportation 730 635 30
Air transportation 2,534 2,525 2,934
Water transportation and waterways .............cooecvvervvreecornncns 1,866 2,163 1,758
QOther 1,250 —1,416 1,068
Subtotal, aids to agricufture, commerce, & transportation.. 18,316 27,643 25,043
Repair, maintenance, and operation of physical assets:
National defense 79,735 81,053 86,038
Other (includes offsetting collections)..........cccoovvvvevccrrivervnnnen. 3,385 3,130 4,190
Subtctal, repair, maintenance, and operation of physical
ASSBES ovovvoreeee e 83,120 84,183 90,227
Regulation, control, and law enforcement.........cccocommrvvvirnnnnnnn. 13,137 21,048 14,599
Net interest:
On-budget 140,298 142,544 145,626
Off-budget —4,329 —5,084 —6,594
Subtotal, net interest 135,969 137,461 139,032
QOther current programs:
Military Personnel..........coooovveooeemeveeeerceeeecresee s . 70,401 69,642 74,693
Allowance for Department of Defense pay raises............cc..... et 2,475
Other national defense 2,458 3,065 1,574
Allowance for civilian agency pay raises...........coevceeveeene crereeenneeee| cnereneanee 678
QOther . 8,988 12,183 12,551
Subtotal, other current programs 81,846 84,891 91,971
Subtotal, current programs 728,653 767,480 793,569
Unclassified:
Employer share, employee retirement:
On-budget —25434 —28,013 —32,128
Off-budget —2,857 —3,275 —5,484
Subtotal, employer share, employee retirement .................. —28,291 —31,288 — 37,612
Rents and royalties on the Quter Continental Shelf .................... —4,716 —3,903 —-3,686
Other unclassified:
On-budget eSS s tbeen —10,644 —12,511 —19,843
Qff-budget 2,111 2,746 2,849
Subtotal, other unclassified —8,533 —9,765 —16,994
Subtotal, unciassified.... — 41,541 — 44,956 —58,293
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D-30 THE BUDGET FOR FISCAL YEAR 1988

Table D-8. DETAIL OF FEDERAL INVESTMENT AND OPERATING OUTLAYS BY GRANTS-IN-AID AND
DIRECT FEDERAL PROGRAMS—Continued

(In millions of dollars)

1986 actual

1987 estimate

1988 estimate

Total, direct Federal programs

OQutlay total

On-budget
Off-budget

877,458 905,693 918,049
989,815 1,015,572 1,024,328
(806,318) (821,074) (821,990)
(183,498) (194,438) (202,427}
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SPECIAL ANALYSIS E
BORROWING AND DEBT

The major fiscal operations of the Federal Government include
not only taxation and expenditure but also:

* borrowing cash to meet outlays not covered by receipts and to
refinance maturing debt;

¢ investing balances that trust funds and other Government
accounts do not currently need for outlays; and

* providing guarantees and other types of assistance to certain
borrowing by the public.

This analysis summarizes current developments in Federal bor-
rowing. It also discusses the size and growth of the Federal debt
and the interest on the Federal debt, the amount of U.S. Govern-
ment debt held by foreign residents, agency borrowing, investment
in Federal securities by Government accounts, the statutory debt
limitation, Government-guaranteed borrowing, and borrowing by
Government-sponsored enterprises. The analysis concludes with a
brief discussion of the trend in Federal and federally assisted bor-
rowing and the relationship of this trend to the total borrowing by
the nonfinancial sector of the economy. Excluded from this analy-
sis are other types of Federal liabilities, which include accounts
payable, obligations for undelivered orders, long-term contracts,
insurance commitments, and the obligation for such future pay-
ments as social security and employee retirement.! Supplementary
data on debt since 1940 are published in a separate volume, Histor-
ical Tables, Budget of the United States Government, Fiscal Year
1988.

The data for borrowing and debt in 1985 and 1986 have been
revised in several ways from the figures previously published in
the budget documents and by the Treasury. A separate section of
this special analysis on pages E-24 to E-30 discusses these revi-
sions and a change in concept for certain transactions that takes
effect in 1987.

Special Analysis F, ‘“Federal Credit Programs,”’ examines the
related subject of Federal credit programs, which provide direct
loans, loan guarantees, and loans by Government-sponsored enter-

! Data on many of these liabilities are contained in “Statement of Liabilities and Other Financial Commit-
ments of the United States Government,” an annual report prepared by the Financial Management Service of
the Department of the Treasury and published in the Treasury Bulletin. The 1985 data were published in the
winter (1st quarter) issue, 1986, pp. 196-207.

E-1
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E-2 THE BUDGET FOR FISCAL YEAR 1988

prises. The factors discussed in both Special Analyses E and F are
significant in appraising the impact on financial markets and the
economy of the programs contained in the 1988 Federal budget.

BorrowiNG AND REPAYING DEBT

The Federal Government issues debt for two principal reasons.
First, it issues debt to the public, largely in order to finance the
Federal deficit. Second, it issues debt to Government accounts,
primarily trust funds, that accumulate surpluses required by law
to be invested in Federal securities. Nearly all of the Federal debt
has been issued by the Treasury and is called “public debt,” but a
small portion has been issued by other Government agencies and is
called “agency debt.” 2

Borrowing from the public—whether by the Treasury or by an
agency—has a significant impact on financial markets and the rest
of the economy, and is consequently an important concern of Fed-
eral fiscal policy. Borrowing from the public includes borrowing
from the Federal Reserve Banks as well as borrowing from com-
mercial banks, foreign central banks, other financial institutions
and businesses, and individuals. The term “borrowing from the
Federal Reserve Banks” does not mean that the Treasury sells debt
securities directly to the Federal Reserve. In fact, the Federal
Reserve now buys securities only in the open market. The previous
authority for the Federal Reserve to buy limited amounts of securi-
ties directly from the Treasury under exceptional circumstances
expired in 1981.

For most purposes borrowing from the Federal Reserve Banks
should be distinguished from borrowing from the rest of the public.
Federal Reserve purchases of debt are undertaken to carry out
monetary policy, not to earn income, and affect the economy by
expanding bank reserves and the money stock. They thus have a
markedly different motivation and effect on financial markets than
do purchases by other sectors of the public. The debt held outside
the Federal Reserve Banks enters into investment portfolios of
businesses and individuals and by this means affects interest rates,
other financial conditions, and the size and composition of private
assets. Almost all interest received by the Federal Reserve Banks is
returned to the Treasury as receipts, called deposits of earnings, so
the Federal Reserve holdings of debt have only a small direct effect
on the budget surplus or deficit. The estimates in this analysis for
the current and future years do not divide the debt held by the
public between the Federal Reserve Banks and the rest of the
public, despite the significance of this distinction, because the Fed-

2 The term “agency debt” is defined more narrowly in the budget than in the securities market, where it may
include not only the debt of the Government agencies listed in table E-7 but also certain Government-
guaranteed securities and the debt of the Government-sponsored enterprises listed in table E-12.
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SPECIAL ANALYSIS E E-3

eral Reserve’s open market operations depend on future economic
developments and on policy decisions not yet made.

Table E-1 summarizes Federal borrowing from 1986 through
1992. In 1986, the total Federal borrowing (net of the refunding of
securities that matured)—i.e., the rise in gross Federal debt—was
$305.7 billion. The issue of debt to Government accounts was $69.4
billion, and the sale of debt to the public was $236.3 billion. The
Federal Reserve Banks increased their holdings of Federal debt by
$21.0 billion, so the increase in debt held by the rest of the public
was $215.2 billion. As a result of this borrowing, Federal debt held
by the public increased to $1,746.1 billion at the end of 1986. Gross
Federal debt was $2,132.9 billion. As noted previously, these data
reflect revisions beginning in 1985 that are discussed in a later
section of the special analysis.

Table E-1. FEDERAL BORROWING

(In billions of daflars)

Borrowing or repayment (—) of debt Debt outfstanding, end

-~ of year

Descrption 1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 1892 [ e[ pees
actual | estimate | estimate | estimate | estimate | estimate | estimate | (e | etimate

Gross Federal debt:

Treasury debt 30 2365 2157 | 212.8 | 1959 | 171.3 | 147.3 | 2,580.3 | 3,307.7
Agency debt ............ccoorvvrenn. . 31| 26| =15 —15; —*| —-01 5.1 2.2
Gross Federal debt.......... 305.7 | 239.5] 213.0 | 211.4 | 1944 | 171.3 | 147.3 | 2,585.5 | 3,309.8
Less debt held by Gov.
accounts:

Treasury debt ..........ccoeeerencnnns 694 773 107.2 NA NA NA NA | 5703 NA
Agency debt ..o ~*1 01! ~09 NA NA NA NA 0.1 NA

Debt held by Gov.
accounts 1 .......occoeens 69.4| 77.3| 1063 | 119.0 | 1354 | 1504 | 160.0 | 5704 {1,135.2

Total, debt held by
PUblic...oeeeererrceenranns 236.3 1 162.2 | 106.7 | 923 | 59.1| 209 |—127 2015121747

Composed of:
Debt held by the Federal
Reserve Banks..................... 21.0 NA NA NA NA NA NA NA NA
Debt held by others................. 215.2 NA NA NA NA NA NA NA NA

* $50 million or less.
! {nvestment by Government accounts during 1989-92 is estimated as equal to the total trust fund surplus.
NA=Pot available.

Borrowing from the public has usually fluctuated widely in the
past in response to fluctuations in the economy. Recently, from
1981 to 1983, it increased substantially from $79.3 billion to $212.3
billion. This was due to both the temporary effects of recession and
disinflation and a more lasting, structural imbalance between re-
ceipts and outlays. In the past three years the recovery has helped
to restrain the growth of borrowing, but the level of borrowing has
not diminished.

180-700 0 - 87 - 5QL 3
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E-4 THE BUDGET FOR FISCAL YEAR 1988

The decline in real gross national product (GNP) during the
recession of 1981-82 reduced money incomes, which decreased
income and social security tax receipts almost immediately; the
associated rise in unemployment raised outlays for unemployment
compensation and certain other programs. The decrease in the rate
of inflation, which was unusually sharp, reduced both receipts and
outlays, but receipts fell more quickly. Tax collections fell almost
immediately below what they otherwise would have been, because
the lower inflation reduced the money incomes on which most
taxes are based. In contrast, for example, cost-of-living adjustments
to benefit programs occur at fixed intervals and are not made until
some months after the price changes that determine them; and
lower interest rates in response to lower inflation do not reduce
interest outlays on existing debt securities. Therefore, the lower
real GNP and the disinflation both widened the Federal deficit.
These effects are an example of the sensitivity of the budget to
economic conditions, which is discussed in Part 3a of the Budget—
Supplement.

With strong economic recovery starting in early 1983 and with a
more stable rate of inflation, these factors ceased to widen the
Federal deficit and borrowing. Instead, the rapid expansion of real
GNP and the sharp decline in the unemployment rate increased
receipts, reduced outlays, and thus decreased the Federal deficit
and borrowing from what they would otherwise have been. How-
ever, the effects of the still remaining unemployed resources con-
tinue to keep the deficit and borrowing at greater levels than they
would be at high employment.

The present large deficit and borrowing are also due to causes
that do not go away during the forecast period, even with the
steady and strong economic expansion assumed in this budget.
Although the estimated total unemployment rate falls to 5.5% by
1992, a deficit of $77.9 billion nevertheless remains under these
conditions of high employment unless policy actions are taken to
diminish it. The effect is shown in table E-2 by the estimated
borrowing from the public based on the current services estimates
of the deficit. The current services estimates of the budget, as
explained in Special Analysis A, “Current Services Estimates,”
show the receipts, outlays, and deficit that would be realized under
existing policies with regard to spending programs and taxes (and
under the same economic assumptions as used for the budget). As
shown in table E-2, they imply large continued borrowing through
1992, though with a significant downward trend, despite the as-
sumption of continual improvement in economic conditions.

In contrast, the policies proposed in this budget are estimated to
eliminate the deficit and borrowing from the public. As shown in
tables E-1 and E-2, borrowing from the public under these policies
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SPECIAL ANALYSIS E E-5

Table E-2. COMPARISON OF CURRENT SERVICES AND POLICY ESTIMATES OF BORROWING AND DEBT

(Dollar amounts in billions)

Description eslt?rgzte esltigrggte eslt?rggte eslt?rggte eslt?mg;te esltigrggte

Borrowing from the public:

Current services 163.6 | 149.1 | 146.5| 1253 | 1007 | 77.9
Poticy 1622 | 1067 | 923 591 209|-—127
Debt held by the public:

Current services 1,909.7 12,058.8 [2,205.3 (2,330.6 |2,431.4 |2,509.2
Policy 1,908.4 {2,015.1 {2,107.5 |2,166.5 [2,187.4 12,1747
Debt held by the public as percentage of GNP:

Current services 432 435 434 4291 420 409
Policy . 432 426| 415| 399| 378 355

is estimated to decrease steadily from its 1986 level of $236.3 bil-
lion, falling to $106.7 billion in 1988 and turning into a $12.7 billion
repayment of debt in 1992. As a result, the debt held by the public
under the policies proposed by the Administration is $2,174.7 bil-
lion in 1992, which is $334.5 billion less (or 13.3% less) than the
debt under the current services estimates. The economic assump-
tions behind these estimates are presented and discussed in Part 2
of the Budget and in Part 3a of the Budget—Supplement.

BorrOWING AND GOVERNMENT DEFICITS

Table E-3 shows the relationship between borrowing from the
public and the Federal deficit. The total deficit of the Federal
Government includes not only the budget deficit but also the sur-
plus or deficit of the off-budget Federal entities, which have been
excluded from the budget by law. Under present law the off-budget
Federal entities are the old-age and survivors insurance trust fund
and the disability insurance trust fund.? Since they had a com-
bined surplus in 1986 and are estimated to continue having sur-
pluses during 1987-92, they currently reduce the requirements for
Treasury to borrow from the public.

The total Federal deficit is financed either by borrowing from the
public or by several other means. The other means of financing
are:

* a decrease in Treasury’s operating cash balance;

* an increase in monetary liabilities for checks outstanding,
accrued interest payable on debt held by the public, etc.;

* an increase in deposit fund balances, which are discussed on
pages E-22 to E-24, together with their effect on the means of
financing; and

* seigniorage, which is the face value of minted coins less the
cost of their production.

3 Off-budget Federal entities are discussed in the Budget—Supplement, Fiscal Year 1988, Part 6a.
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E-6 THE BUDGET FOR FISCAL YEAR 1988

Table E-3. MEANS OF FINANCING THE DEFICIT !

(In millions of doflars)

Description 1986 actual | 1987 estimate | 1988 estimate | 1989 estimate | 1990 estimate | ook, | A2

Surplus or deficit (—)....... —220,725| —173,182| —107,756| —92,766| —59,501|—21,290| 12,267
On-budget .......... | —237,455| 192702 | — 147427 | — 144491 | — 123755\ — 95,701 | — 69,114
Oft-budget * 16731 195200 39671\ 51726 64254 74411\ 81380

Means of financing other
than borrowing from
the public:

Decrease or increase
(—) in Treasury
operating cash
balance........c..o.....conn.. —14,324 11,384

Increase or decrease

(=) im
Checks outstanding,
(A 1,854 1,889 1,769
Deposit fund
balances 4.....
Seigniorage on coin

-34811 —-2769| —1,167
392 430 433 419 431 431 440

Total, means of
financing other
than borrowing
from the public.| —15,559 10,934 1,035 419 431 431 440

Total,
requirements
for borrowing
from the public .| — 236,284 | —162,248 | —106,721| —92,347| —59,070| —20,859| 12,707

Change in debt
held by the
public................ 236,284 | 162,248 106,721 92,347 59,070 20,859| —12,707

* Several amounts have been assumed to be zero during 1988-92 because they are usually small and cannot be estimated accurately.

2The off-budget Federal entities consist of the old-age and survivors insurance trust fund and the disability insurance trust fund.

3 Besides checks ovtstanding, includes accrual of interest payable on Treasury debt, miscellaneous Hability accounts, allocations of special
drawing rights, and, as an offset, cash and monetary assets other than the Treasury operating cash balance, miscellaneous asset accounts, profit
on sale of gold, and a technical error in recording FOIC outlays in 1986. )

4 Does not include investment in Federal debt by deposit funds classified as part of the public.

All of these other means of financing except seigniorage are
changes in the Government’s balance sheet—either its asset or its
liability accounts—and so may be either positive or negative. In
most years they add up to a positive total amount, in which case
they finance part of the deficit. Sometimes, however, they add up
to a negative total amount, in which case they, like the deficit,
must themselves be financed by borrowing from the public. In
1986, the Government borrowed $236.3 billion from the public.
Most of this amount, $220.7 billion, was used to finance the Gov-
ernment deficit. The remaining $15.6 billion was used to finance
the “other means of financing,” which had a negative total
amount.

The other means of financing are normally small relative to
borrowing from the public. This is because they are limited by
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SPECIAL ANALYSIS E E-7

their own nature. Decreases in cash balances, for example, are
necessarily limited by past accumulations, which themselves re-
quired financing when they were built up. Thus, the extent to
which means other than borrowing can finance a deficit are limit-
ed in any single year and are still mcre limited over a longer
period of time. When the total Government deficit is sizable, it is
necessarily the principal determinant of borrowing from the public.

Nevertheless, as a whole, these other accounts did require a
significant amount of borrowing from the public in 1986 in order to
be financed. This was due mostly to the large increase in Treas-
ury’s operating cash balance. Because the $31.4 billion cash bal-
ance on September 30, 1986, was more than the $20 billion needed
for normal operations at that time of year, Treasury estimates an
$11.4 billion decrease in cash balance during 1987. Since a decrease
in cash balance is a means of financing the Government, this will
allow borrowing in 1987 to be appreciably less than the size of the
deficit rather than being appreciably more. As a result, the esti-
mated borrowing from the public is $74.0 billion less in 1987 than
in 1986, whereas the estimated deficit is $47.5 billion less.

The structure of table E-3 demonstrates that the off-budget Fed-
eral entities affect borrowing from the public in exactly the same
way as the on-budget entities. Thus, balancing the budget as de-
fined under current law is not enough to prevent an increase in
the Federal debt held by the public, if the off-budget entities have a
deficit. Likewise, a budget deficit does not require borrowing from
the public so long as the off-budget Federal entities have a surplus
that is as large as the budget deficit or larger. The outlays of the
entire Government must be in balance with receipts in order for
the Government not to have to borrow from the public, regardless
of whether particular Federal entities are defined as being included
in the budget totals (aside from the relatively small effect of the
other means of financing).

The amount of Federal debt issued to Government accounts de-
pends largely on the surpluses of the trust funds, both on-budget
and off-budget, which own over nine-tenths of the total Federal
debt held by Government accounts. Investment by these accounts
in Federal securities and the total trust fund surplus during 1985-
88 are compared in the table below (in billions of dollars):

1985 1986 1987 1988
actual actual estimale estimate
Investment by Government accounts in Federal debt ..................... 53.2 69.4 713 106.3
Total trust fUnd SUPIUS........eomrecerseresresssressscessenssssssssenercsresanens 54.4 62.3 69.8 1037

Investment in Federal securities by Government accounts is
roughly similar in size to the total trust fund surplus throughout
this period. This relationship has historically been close, with the
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E-8 THE BUDGET FOR FISCAL YEAR 1988

small differences accounted for by two factors. Certain accounts
other than trust funds buy or sell Federal debt, as shown in table
E-8, and the trust funds may change the amount of their cash
assets not currently invested in debt.4

S1ze AND GrROwWTH OF FEDERAL DEBT

Gross Federal debt has risen substantially over the past half
century, from $16.9 billion in 1929 to $2,132.9 billion at the end of
1986. Table E-4 compares the trends since 1955 in gross Federal
debt and the amounts of debt held by Government accounts, the
public (including the Federal Reserve Banks), and the Federal Re-
serve Banks. During this period the gross Federal debt increased by
nearly eight times, and the amount of debt held in Federal Govern-
ment accounts (primarily trust funds) rose by a similar proportion.
The average annual growth rates of gross Federal debt, debt held
by the public, and debt held by the public apart from the Federal
Reserve Banks were all about the same: around 6.8%. In the latter
part of the period, the growth of debt accelerated. Whereas the
debt held by the public increased at an average annual rate of
2.8% from 1955 to 1975, it grew at a rate of 11.9% from 1975 to
1980 and at a rate of 16.09% from 1980 to 1986.

4 These “open book balances” are very small relative to trust fund holdings of Federal debt, as shown in
Special Analysis C, “Funds in the Budget.”
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SPECIAL ANALYSIS E E-9

Table E-4. TRENDS IN FEDERAL DEBT !

(Dollar amousts in billions)

Debt outstanding, end of year
Held by Debt held
Fiscal year Gross Federal The public GNP o ggblic
| eral
T | e Feteral e
accounts Total Rg:g{(vse Other
1955 274.4 478 2266 236 | 2030 386.4 58.6
1956 272.8 50.5 | 2222 238 1985| 4181 53.2
1957 2724 529 | 2194 23.0 | 1964 | 4405 49.8
1958 219.7 533 | 2264 254 2009 | 450.2 50.3
1959 287.8 52.8 | 2350 26.0 | 209.0 | 48l5| 488
1960 290.9 537 2312 26.5| 210.7 | 506.7 46.8
1961 292.9 5431 2386 213 | 2114 5182 46.0
1962 303.3 549 | 2484 297 2187 5511 445
1963 310.8 56.3 | 2545 3201 2224 | 5818 43.3
1964 316.8 59.21 2576 348 2228 629.2 40.9
1965 323.2 61.5| 2616 391 2225 6726 38.9
1966 329.5 64.8 | 264.7 422 2225 7390 358
1967 3413 738 | 2675| 467 2208| 7946 337
1968 369.8 791 290.6 5221 2384 | 8494 342
1969 2 367.1 87.71 279.5 541 2254 9295 30.1
19708 382.6 97.1| 2849 5171 2212 990.2 288
1971 4095 1051 3043 65.5| 238810559 288
1972 4313 1136 3238 714 252311531 281
1973+ 468.4 | 1254 343.0 752 267.9(1,2814 26.8
1974 486.2 | 140.2 | 3461 80.6 | 2654 | 1416.5 24.4
1975 5441 147.2| 396.9 85.0 | 311915225 26.1
19768 631.9 | 151.6| 4803 947 385.6 11,6982 28.3
TQ 646.4 | 1481 | 4983 96.7 | 401.6|1,794.7 21.8
1977 - 709.1 | 157.3 | 551.81 105.0| 446.81933.0 28.5
1978 7804 | 16951 6109 | 11551 495521718 281
1979 8338 | 189.2 | 644.6| 1156 | 529.0 |2,4478 26.3
1980 9143 | 199.2| 7151 | 120.8| 594.3 (26706 26.8
1981 1,003.9 | 2095| 7944 1245| 670.0 |2,986.4 26.6
1982 1,147.0{ 2176 | 9294 1345| 7949 |3,139.1 29.6
1983 1,381.9 1 240.1 | 1,141.8 | 1555 | 986.2 |3,321.9 344
1984 1,576.7 | 264.2|1,3126 | 1551 |1,157.53,686.8 356
19856 1827.2 | 317415099 | 169.8 |1,340.1 349372 384
1986 2,1329 | 386.8|1,746.1 | 1909115553 |4,1633 419
1987 estimate 2,3724 | 464.0 | 1,908.4 NA NA 14,4189 43.2
1988 estimate, 2,585.5 | 5704120151 NA NA | 4,731.2 42.6
1989 estimate 2,796.9 | 689.4|2107.5 NA NA | 5,076.0 415
1990 estimate 29913 | 824.82166.5 NA NA | 54342 399
1991 estimate, 3,162.6 | 975.2 | 2,1874 NA NA |5,789.9 37.8
1992 estimate 3,309.8 | 1,135.2 { 2,174.7 NA NA | 6,133.3 35.5

* Data from 1940 to 1992 in millions of dollars are published in Historical Tables, Budget of the Usited States Government, Fiscal Year 1986,
section 7. Earlier historical data are presented on a different basis in Statistical Appendix to Annual Report of the Secretary of the Treasury on
the State of the Finances, Fiscal Year 1980, table 19. )

2During 1969, 3 Government-sponsored enterprises became completely privately owned, and their debt was removed from the totals for the
Federal Government. At the dates of their conversion, gross Federal debt was reduced $10.7 billion, debt held by Government accounts was
reduced $0.6 billion, and debt heid by the public was reduced $10.1 billion.

3Gross Federal debt and debt held by the public increased $1.6 billion due to a reclassification of the Commodity Credit Corporation certificates
of interest from loan assets to debt. '

+A procedural change in the recording of trust fund holdings of Treasury debt at the end of the month increased gross Federal debt and debt
held in Government accounts by about $4.5 billion.

SGross Federal debt and debt held by the public increased $0.5 billion due to a retroactive reclassification of the Export-import Bank
certificates of beneficial interest from loan assets to debt.

. a?msst Federal debt and debt held by Government accounts decreased $0.3 billion due to a retroactive requantification of certain trust fund
investments.

NA=Not available.
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E-10 THE BUDGET FOR FISCAL YEAR 1988

During the depression of the 1930’s and during World War 11,
Federal debt held by the public increased greatly, not only in
absolute amount but also, as shown in the chart below, as a propor-
tion of the total credit market debt owed by nonfinancial sectors of
the economy: Federal, State and local, and private.> Whereas Fed-
eral debt held by the public was only 13% of total debt at the end
of calendar year 1929, it had risen to 69% by the end of calendar
year 1945. Federal borrowing was large during these years, espe-
cially to finance World War II, and borrowing by other sectors was
restricted by low incomes and poor credit-worthiness during the
depression and by controls and scarcities during the war.

Percentage Distribution of Debt*

Percent Percent
100

go-f
60

404

20

Federal

0 1 1 I U T 0

1929 40 50 60 70 80 86
End of Year

*federal Debt is Debt Held by the Public (inciuding the Federal Reserve Banks)

From 1945 to 1974, however, in every single year but one, private
debt increased as a proportion of total credit market debt and
Federal debt held by the public decreased as a proportion. During
this period the average annual rate of growth was 1.1% for Federal
debt held by the public, 10.0% for State and local debt, and 9.7%
for private credit market debt. By 1974, Federal debt held by the

5The estimates for 1946 to the present are from the Federal Reserve Board flow-of-funds accounts; the
estimates for earlier years are from the Bureau of Economic Analysis of the Department of Commerce and are
linked to the flow-of-funds estimates on the basis of their respective 1946 levels. The data are for calendar years
during 1929-51 and for fiscal years thereafter. The private sector debt includes debt of foreigners incurred in
U.S. credit markets.
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public had declined to 16.7% of total credit market debt, and
private debt had risen to 73.5% of the total. As a result of these
trends, Federal debt, though still important, became a relatively
much smaller part of the financial markets than it had been at the
end of World War II.

This trend ended in 1975. A recession caused large Federal defi-
cits in 1975 and 1976, and as a result the Federal debt held by the
public rose as a percentage of total credit market debt in both
years. After a brief decline and a short period of stability, Federal
debt held by the public increased year-by-year from 17.9% of credit
market debt in 1980 to 22.9% in 1986. This is the highest percent-
age since 1968. The counterpart to a higher proportion of Federal
debt in the last six years has been a lower proportion of private
debt.

During the same period following World War II, Federal debt
decreased relative to GNP. Debt held by the public was 110.7% of
GNP at the end of 1945 but, as shown in table E-4, declined to
58.6% of GNP by the end of 1955 and 24.4% by the end of 1974.
For several years thereafter debt held by the public fluctuated as a
percentage of GNP in about the same way as it fluctuated as a
percentage of total credit market debt. In 1982, however, debt held
by the public rose sharply from 26.6% of GNP to 29.6%, and by
1986 it had risen to 41.9%. This percentage is higher than in any
other year since 1963.

Federal borrowing is estimated to remain large in 1987, despite a
sharp decline, and then to decrease by further significant amounts
in 1988 and later years. As a result, debt held by the public is
estimated to rise further to 43.2% of GNP in 1987 before decreas-
ing to 42.6% of GNP in 1988 and then steadily declining to 35.5%
in 1992. This decline could not occur, however, without policy
measures to cut the deficit greatly. Under the current services
estimates for the budget, as shown in table E-2, Federal borrowing
from the public would be much larger. Debt held by the public as a
percentage of GNP would rise to 43.5% of GNP in 1988 and then
decline only moderately in the following years.

The interest cost of the debt is more significant than the amount
of the debt for some types of comparison designed to measure the
importance of Federal indebtedness. Interest payments on the debt
must be financed by either higher taxes or more borrowing, and
more borrowing raises still further the debt and therefore the
amount of interest that must be paid in the future. The interest on
the debt held by the public has generally risen much faster than
the debt itself, due to a strong upward trend for most of the period
since World War II in the interest rates that must be paid on new
borrowings and on refunded debt. The interest rate on 9l-day
Treasury bills, for example, averaged 2.0% in the 1950’s, 4.0% in
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E-12 THE BUDGET FOR FISCAL YEAR 1988

the 1960’s, and 6.3% in the 1970’s. It then averaged 12.1% in
calendar years 1980-82 before falling to 7.5% in 1985 and 6.0% in
1986. Consequently, whereas the Federal debt held by the public
increased by nearly eight times between 1955 and 1986, table E-5
shows that the interest paid on this debt increased by thirty times.

Table E-5. TRENDS IN INTEREST ON FEDERAL DEBT

(Dollar amounts in billions)

Interest on the gross Federal debt

Interest on debt

held by the public
Paid to as a percent of
Fiscal year Federal The public
Total | Govern- out-
ment Federal GNP lays 3
ac- Total | Reserve | Other
counts Banks 2

1955 6.4 12 52 4 48| 134 7.6
1956 6.8 13 5.6 5 51| 133| 790
1957 13 14 59 b 53| 135 773
1958 7.8 14 6.3 N 56| 1411 7.68
1959 7.8 14| 64 8 56 133| 696
1960 9.5 15 8.1 1.0 71 159 873
1961 93 15 1.8 1.0 68| 150 796
1962 9.5 1.6 19 10| 69 142 7.40
1963 10.3 16 8.7 11 16| 147 178
1964 110 18 9.2 1.2 80, 147 7.80
1965 11.8 2.0 9.8 14 84| 146 829
1966 12.6 211 104 17 87| 141} 175
1967 142 261 116 2.0 96| 147 739
1968 15.6 30| 126 24| 102 149 7.09
1969 17.6 35| 141 291 112) 15| 170
1970 200 441 156 35| 122 158 7.99
1971 216 53| 163 37| 126 155| 778
1972 22.5 58| 16.6 37| 129 144 720
1973 24.8 63| 185 43| 142 144 153
1974 30.0 11| 224 55| 169 158 830
1975t ssrat s 335 88| 247 61| 186 162) 742
1976 311 9.0 287 6.3 225| 169| 7.3
TQcoocrrcerercrrercenieesensesssesseses oo sossons s 8.3 6] 16 NA NA| 170 796
1977 42.6 96| 33.0 68| 262 | 171| 807
TO78 ..o eeeeeeeerereneescenessnasssessas s secssersssta s 493 102 39.2 80| 312| 180 854
1979 et 603 121 483 96| 386| 197 9.59
1980 752 | 148 604 125| 479| 226 10.22
1981 9.0 171 789 | 134 655| 264 | 11.63
1982... s 1175 199 97.7| 154| 824 311 1310
1983 1289 | 2131|1077 | 153 923 | 3.24 13.32
1984 1541 2521290 163 1127 | 3.50¢ 15.14
1985ttt rrenenas 1794 312 1482 168 | 1314 | 3.76 | 15.66
1986....vovvomecerversrenrreseessenee s rasss s sense s 1915 | 36.2 | 1554 181 1373 3.73| 1570
1987 estimate 1937 389 | 1548 NA NA| 350 15.24
1988 estimate.........cooverrerveeeceereriresesie e 2000 | 428 157.2 NA NA| 332 1535

1 Total interest on gross Federal debt is significantly larger than the outlays for the net interest function in the budget, because the net
interest function includes as deductions the interest paid to trust funds and Government collections of interest,
2 These figures are approximate. They are estimated as the average of calendar year amounts or as an adjustment to deposits of earnings. The

1986 estimate is preliminary.

3includes off-budget outlays. Historical series of outlays are published in the Audge/—Supplemeni Part 6¢, tables 22 and 23.

NA=Not avaitable.
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As a result, interest payments to the public have tended to grow
faster than GNP over this entire period, despite the decline of debt
as a percentage of GNP until the middle 1970’s. In the latter half
of the 1950’s, interest paid to the public was equal to about 1.4% of
GNP, whereas by 1970 it had risen to 1.6% and by 1980 to 2.3%. In
1985, interest paid on debt held by the public reached a peak of
3.8% of GNP, which was more than twice as high a proportion as
ten years earlier. This was due in very large part to the rapid
expansion of debt, which increased sharply the ratio of debt to
GNP. Interest as a percentage of GNP declined slightly to 3.7% in
1986 and is estimated to fall moderately mere in 1987 and 1988,
despite large Federal borrowing, because of a decrease in market
interest rates.

Interest paid to the public as a percentage of total Federal out-
lays does not show the same sustained trend over the period as a
whole. From 1955 to the middle 1970’s, interest averaged 7.7% of
total outlays and tended neither to increase nor to decrease. The
percentage of outlays paid in interest then began to increase, how-
ever, both steadily and substantially. It rose rapidly to 10.2% in
1980, 13.3% in 1983, and 15.7% in 1986, although it is estimated to
be a little lower in 1987 and 1988. The importance of interest on
the debt [relative to either GNP or Federal outlays is this much
more now than in earlier years, although it is estimated to be less
in 1987 and 1988 than it was in 1986. Under the current services
estimates of the budget, as defined on page E-4, it would be greater
than shown in this table for 1987 and 1988 because of the larger
debt.

Since the end of World War II the composition of the Federal
debt has changed. Until some years ago an increasingly large pro-
portion of marketable securities had a short maturity. One contrib-
uting factor was the statutory ceiling of 4%% that has been main-
tained since 1918 on the interest rate for Treasury bonds. Long-
term market rates exceeded 4% % after 1965, so after that year the
ceiling prevented the Treasury from selling long-term obligations.

This restriction on Treasury borrowing has been relaxed in two
ways. One method has been to increase the maximum maturity of
notes, which are not subject to the interest rate ceiling. The maxi-
mum maturity was raised by law from 5 to 7 years in 1967 and to
10 years in 1976. As of December 31, 1986, the amount of notes
outstanding with an original maturity over 5 years was $435.3
billion, of which $274.2 billion had an original maturity over 7
years.

The other method of relaxing the restriction has been to allow
limited amounts of bonds to be sold at interest rates above the
ceiling. In 1971, the Treasury was allowed by law to issue up to $10
billion of bonds at interest rates above 4%%. In 1973, the bonds
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held by Government accounts and the Federal Reserve Banks were
exempted from the interest rate limit, and since 1976 the amount
of the exemption for other bonds has been raised in 10 steps. The
last increase to the exemption was from $150 to $250 billion, en-
acted in April 1986. As of December 31, 1986, $246.8 billion of the
bonds outstanding had been sold since the change of law in 1971,
whereas only $3.0 billion of bonds issued in earlier years were still
outstanding. The public exclusive of the Federal Reserve Banks
held $219.0 billion of the bonds issued since 1971. The effective
interest rate on bonds issued since 1971 has ranged from 6.1% to
15.8%.

Notwithstanding the initial relaxations of the interest rate ceil-
ing, the average maturity of privately held, marketable Treasury
debt decreased steadily from about 5 years at the end of 1967 to
about 2% years at the end of 1975. Since then, however, as the
restriction has been relaxed further, the average maturity has
gradually lengthened to almost 5% years.

DeBT HELD BY FOREIGN RESIDENTS

During most of American history the debt of the Federal Govern-
ment was held almost entirely by individuals and institutions
within the United States. In 1946, just after World War II, the debt
held in foreign official balances and international accounts was
about $2 billion, less than 1.09% of the total debt held by the public.
In the following years the debt held by foreign residents tended to
grow gradually, and, as shown in table E-6, rose to just over $10.0
billion by the late 1960’s. This was still less than 5% of the total
Federal debt held by the public. Interest paid to foreign residents
was a correspondingly small proportion of the total interest paid on
debt held by the public.

Foreign holdings began to grow much faster starting in 1970.
This change arose in part out of decisions by foreign monetary
institutions to intervene in foreign exchange markets. Because of
the role of the dollar as an international currency, large amounts
of the official reserves and other financial assets of foreign nations
are held in dollar-denominated form. Thus, the exchange market
intervention by foreign monetary institutions often acted to in-
crease their official reserves of dollars. U.S. Government securities
are the safest and one of the most liquid forms of holding dollar
assets. Consequently, as foreign countries acquired more dollar-
denominated official reserves, they purchased a large amount of
U.S. Government securities.

The second principal reason for the growth of foreign holdings
was the massive current account surpluses of some countries, par-
ticularly the OPEC nations, beginning in 1974. The counterpart to
their surpluses was their acquisition of financial assets, and the
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Table E-6. FOREIGN HOLDINGS OF FEDERAL DEBT

(In billiens of doilars)

Debt held by the public Borrowingb from the Interest on debt heid
Fiscal year public by the public

Totah | Foreign! | qoaz | Foreign Total | Foreign®
1965 261.6 123 41 0.3 9.8 0.5
1966 SRR 264.7 116 31 -1 104 5
1867 267.5 114 28| -2 116 6
1968 290.6 10.7 23.1 —.7 12.6 g
1969 279.5 103 —1.0 -4 141 ¥
1970 .| 2849 14.0 38 3.8 15.6 8
1971 304.3 318 19.4 17.8 16.3 13
1972 323.8 49.2 19.4 173 16.6 2.4
1973 343.0 59.4 19.3 10.3 185 3.2
1974 346.1 56.8 30| —26 22.4 41
1975 396.9 66.0 50.9 9.2 4.7 4.5
L1976 ..o csesmsssnseesnee s ssssssssesssassseees 480.3 69.8 82.9 3.8 287 44
TQ 498.3 74.6 18.0 49 7.6 12
1977 551.8 95.5 53.5 20.9 33.0 5.1
1978 6109 121.0 59.1 25.5 39.2 19
19794 6446 | 1203 336 —.7 48.3 107
1980 S T3 1217 70.5 14 60.4 12.0
1981 .o essrsssnsnsrss s s rssssses e snenins 7944 1307 793 9.0 789 16.1
1982 9294 | 1406 1350 9.9 97.7 179
1983 1,141.8 | 1601 | 2123 1951 1077 18.0
1984 1,3126 | 1755| 1708 154 129.0 19.0
1985 1,509.9 | 209.8| 197.3 3431 1482 21.2
1386 1,746.1 1 2563 | 2363 46.5| 1554 22.3

! Estimated by Treasury Depariment. These estimates exclude agency debt, the holdings of which are believed to be small.

2 Bormwmf from the public is defined as equal to the change in debt held by the public from the beginning of the year to the end, except to
the extent that the amount of debt is changed by reclassification. Reclassifications are identfied in the footnotes to table E-4.
. > Estimated by Bureau of Economic Analysis, Department of Commerce. These estimates include small amounts of interest from other sources,
including the debt of Government-sponsored enterprises, which are not part of the Federal Government. . )

+ A benchmark revision as of December 1978 reduced the estimated foreiFn holdings of Federal debt, As a result, the data on foreign holdm'ﬁs
for 1965-78 are not strictly comparable with the data for later years, and the estimated “borrowing from foreign residents in 1979 reflects the
benchmark revision as well as transactions in Federal debt securifies.

financial assets acquired in the United States largely took the form
of U.S. Government securities.

Both of these factors were subsequently reversed. Many foreign
countries have drawn down their dollar reserves from time to time
to finance intervention in the foreign exchange market, and the
aggregate OPEC current account surplus shifted to a deficit. How-
ever, these reversals have been more than offset by the large
amount of private capital inflow that has accompanied the growing
deficit in the U.S. current account. The net result has been a large
increase in holdings of dollar assets by foreigners, and this is
reflected in the further increase in the Federal debt held by for-
eigners.

In the late 1970’s, almost all of the Federal debt held by foreign
residents was owned by foreign central banks or official interna-
tional financial institutions. Since then, however, the holdings by
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private foreign investors have generally grown much faster. During
fiscal year 1985, private investors made about two-thirds of the net
purchases by foreign residents, and during fiscal year 1986 they
made nearly two-fifths. By the end of 1986 they owned nearly one-
third of the Federal debt held by foreign residents. The growth in
holdings of private foreign investors has been encouraged by sever-
al actions taken by the Federal Government, including the repeal
in 1984 of the 30% withholding tax on interest paid to non-resident
aliens on portfolio debt (including corporate as well as Treasury
securities). All of the Federal debt held by foreign residents is
currently denominated in dollars.

The increase in foreign holdings of U.S. Government securities
since 1970 has therefore been primarily the product of foreign
decisions, both official and private, rather than the direct market-
ing of these securities to foreign residents. By the end of fiscal year
1986 foreign holdings of Treasury debt had reached $256.3 billion,
which was 15% of the total debt held by the public. This was a
somewhat smaller proportion of total debt held by the public than
during most of the 1970’s and the very early 1980’s, due to the
rapid growth recently in total Federal debt. Because of the rising
interest rates until 1982, the interest paid on foreign holdings of
debt grew faster than did the foreign holdings themselves over the
period as a whole.

In the years before 1970, when debt held by foreign residents was
relatively small, borrowing from the public was approximately the
same as borrowing from the domestic public. Since 1970, though,
borrowing from the domestic public has in some years been quite
different from total borrowing. As table E-6 shows, borrowing from
foreign residents was nearly all or a major part of total borrowing
from the public during some years of the 1970’s. For the period
since 1970 as a whole, borrowing from foreign residents has been
17% of borrowing from the public. This percentage was higher
during the 1970’s than the 1980’s, however, being 30% in the
earlier period compared to 12% later. In 1986, despite the $46.5
billion of Federal securities purchased by foreign residents, the
largest amount in any year, the total Federal borrowing was so
large that foreign purchases equalled only 209% of borrowing from
the public. This does not measure the full impact of the capital
inflow on the market for Federal debt securities, however, since the
capital inflow supplied additional funds to the securities market
generally and included deposits in U.S. financial intermediaries
that themselves buy Federal debt.

BorrOWING BY FEDERAL AGENCIES

A few Government agencies are authorized to sell their own debt
instruments to the public and to other Government accounts. This
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Table E-7. AGENCY BORROWING

(In millions of dolfars)

Borrowing or repayment ( ) of debt Debt end
Description 1988
alc%ﬁgl esltﬁgte eslthll;Ste estimate
Borrowing from the public:
Agriculture: Farmers Home Administration L...........couveeemerevcnersfoosnvcoronrnninns —141 |,
Defense —43 -32 -5 3
Education:
College housing loans * 0 -3 -239
Higher education facilities 1 0 14 —47
Health and HUMAN SEIVICES L.............ooveeurnemrereeemscerresss e sias sessssssssssssssens seessnssssssneneess -5
Housing and Urban Development:
Federal Housing Administration 5 15 85 134
Housing for efderly or handicapped * —52 Lo
Government National Mortgage Association:
Participation certificates * -39 —202 e
Management and liquidation functions fund: Other 301 301
Revolving fund (liquidating programs) —11 A
Interior -2 -2 -3 10
Small Business Administration:
Participation certificates: SBIC and section 505 deveiop-
ment company 67
Participation certificates: Other
Veterans Administration 2
Export-Import Bank -3
Federal Deposit Insurance Corporation..................ccouvvveerevnes 472 3,482 —1,051 2,903
Postal Service 250
Tennessee Valley Authority —100 N 1,380
Total, borrowing from the public................c....cccou.ec... 396 3,084 —1725 5,085
Borrowing from other funds:
Agriculture: Farmers Home Administration —118 |
Defense -1 B PP SO
Education:
College housing loans * -2
Higher education facilities ! —17
Health and Human Services 1.........ovvvvvcrvmeneevseoreennessssssnnnns
Housing and Urban Development:
Federal Housing Administration —6 -1
Housing for elderly or handicapped *
Government National Mortgage Assoc.! —19
Revolving fund (liquidating programs) ! -5
Small Business Administration 1 .............c.ocoevmeerrcvirinnnsissssens -32
Veterans Administration 2
Total, borrowing from other funds....................c........ —6 —66 —913 82
Total, agency borrowing included in gross Federal
debt 390 3018 —2,638 5137
ADDENDUM
Borrowing from Federal Financing Bank:
Export-Import Bank —1141| —24017 —1815| 10,052
Nationai Credit Union Central Liquidity Facility...........cc.coonceneene —118 25 25 154
Postal Service 1,164 1,499 1,499 5,852
Tennessee Valley Authority 696 1,396 314 16,788
United States Railway Association —39 |, 35
Total, agency borrowing from Federal Financing
Bank 601 480 23| 32881

* $500 thousand or less. t Certificates of participation in loans issued by GNMA on behalf of several agencies.
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agency debt is part of the gross Federal debt, and the disbursement
of the proceeds from borrowing is an outlay.

Agency borrowing was shown in total in table E-1 and is shown
by agency in table E-7 for 1986-88. In 1986 and 1987, more debt is
newly issued than is repaid, due to the new notes issued by the
Federal Deposit Insurance Corporation. Over the period as a whole
total agency debt increases by $0.8 billion. The agency debt out-
standing is less than 1.0% of gross Federal debt.

As implied by the addendum to table E-7, the amount of agency
borrowing has been profoundly affected by the Federal Financing
Bank (FFB).® The FFB was created in December 1973 under the
Treasury Department and began financial operations in May 1974.
Its purposes are to assist and coordinate agency borrowing and
guaranteed borrowing and to reduce the cost to the Government of
some of its borrowing operations. It has the authority to purchase
agency debt, to purchase agency loan assets, and, with an agency
guarantee, to make direct loans to the public; in turn, it finances
these transactions by borrowing from the Treasury. With the ap-
proval of the Secretary of the Treasury, the FFB is authorized to
borrow from the Treasury without a statutory limit on the amount.
Since the FFB can borrow from the Treasury at lower interest
rates than other agencies would have to pay in the market, this
practice reduces the cost of borrowing by those agencies that would
otherwise borrow from the public. The FFB thus serves as a con-
duit for agency borrowing, and Treasury securities replace the
securities of other agencies in the market. Agency borrowing from
the FFB is not included in gross Federal debt. It would be triple
counting to add together the agency borrowing from the FFB, the
FFB borrowing from Treasury, and the Treasury borrowing from
the public that was necessary to provide the FFB with funds to
lend to the agencies.

As a result of the FFB, several agencies that would otherwise
borrow mostly in the investment securities market borrowed $601
million from the FFB in 1986 and are estimated to borrow $480
million in 1987 and $23 million in 1988. Since these agencies now
borrow almost exclusively from the FFB instead of the public,
almost no new agency borrowing in the market took place in the
last 13 years or is scheduled to take place in the future except for
borrowing that is inherent in the operation of certain programs.

8 The operations of the FFB are discussed in some detail in Special Analysis F.
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Because the latter reason for borrowing was not relatively impor-
tant until 1986, the change in agency debt since the establishment
of the FFB has generally been determined almost entirely by the
repayment of maturing debt. Consequently, until 1986, agency debt
outstanding normally declined each year. If the FFB had not been
created, the agency component of gross Federal debt would be
much greater than it is now. The Treasury component would be
correspondingly less.

By the end of 1988, $1.6 billion of agency debt, or nearly one-
third of the total, will be obligations of two of the five agencies
listed in table E-7 that in recent years have borrowed almost
exclusively from the FFB: the Postal Service and Tennessee Valley
Authority. In contrast, $32.7 billion in debt will be owed to the FFB
by these two agencies together with the Export-Import Bank,
which is estimated to have repaid all its borrowings from the
public before that date. The Small Business Administration issued
$74 million of participation certificates in 1986 and 1987 but does
not plan to issue any more. A further $15 million of agency debt
will be family housing mortgages assumed by the Department of
Defense under two programs, much the larger of which was termi-
nated about two decades ago. A total of $2.2 billion of agency debt
at the end of 1986 consisted of certificates of participation in pools
of loans issued by the Government National Mortgage Association
as trustee on behalf of several agencies, which are identified in
table E-7. These certificates have not been issued since 1968, and
those still outstanding will all mature during 1987 and 1988.

The remaining agency debt at the end of 1988—three-fifths of the
total—will have been issued by three agencies whose borrowing
from the public is inherent in the way they operate certain pro-
grams. These agencies may issue special instruments in lieu of cash
as a means of paying specified bills. As a rule, budget outlays are
recorded when cash is used to pay the Government’s bills for wages
and salaries, equipment, social security benefits, etc. In these three
cases, where the payments are instead in the form of special in-
struments, budget outlays are likewise recorded because the pay-
ments likewise pay the Government’s bills. The instruments them-
selves are classified as agency debt. None of these agencies have
any occasion to sell these debt instruments to the FFB.

One of these agencies, the Federal Housing Administration
(FHA), may issue either checks or debentures in paying claims to
the public that arise from defaults on FHA-insured mortgages. The
FHA is estimated to have $216 million of debentures outstanding
at the end of 1988 (4% of total agency debt). A second agency, the
Interior Department, is authorized to acquire certain lands and
mineral rights from the public in exchange for a type of instru-
ment generically vermed ‘“monetary credits.” The recipients of
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monetary credits can use them for specified purposes such as pay-
ments for Federal coal or mineral leases. An estimated $10 million
of monetary credits will be outstanding at the end of 1988.

Finally, the Federal Deposit Insurance Corporation (FDIC) began
to issue notes in June 1986 as part of some agreements with
prospective purchasers to buy failing banks. This is discussed fur-
ther in a subsequent section. The FDIC notes comprise almost all
the new agency borrowing during 1986-88. An estimated $2.9 bil-
lion of these notes will be outstanding at the end of 1988 (over half
of total agency debt). Because these notes have a one-year maturi-
ty, the amount outstanding at the end of 1988 is the amount of new
notes issued during that year.

The Treasury supplies capital to business-type Government en-
terprises in return for both capital stock and debt. The debt is
shown as “borrowing from Treasury” on the statements of finan-
cial condition for enterprises in the Budget Appendix. However, the
equity and the debt instruments are the same in substance; and it
would be double counting to add together the agency borrowing
from the Treasury and the Treasury borrowing from the public
that was necessary to provide the agencies with this capital. There-
fore, agency borrowing from Treasury is excluded from the figures
on agency borrowing and debt and from the discussion of this
subject both in this special analysis and in all other parts of the
budget documents.

INVESTMENT BY GOVERNMENT ACCOUNTS IN FEDERAL SECURITIES

Trust funds and some public enterprise funds (revolving funds)
accumulate cash in excess of current requirements in order to meet
future claims and demands. These cash surpluses are invested
mostly in Treasury debt and, to a very small extent, in agency
debt. Since this investment is a debt transaction, purchases are not
counted as outlays for the account or for the budget, and redemp-
tions are not counted as receipts.

Investment by trust funds and other Federal accounts declined
from $17.9 billion in 1979 to a range of $8 to $10 billion per year
during 1980-82, due to recessions and to structural problems in
social security financing. In 1983, as the result of the Social Securi-
ty Amendments of 1983, investment by Government accounts in-
creased to $22.6 billion, the largest amount ever reached as of that
time. Since then it has risen much further. It rose to $69.4 billion
in 1986 and, as shown in table E-8, it is estimated to reach $106.3
billion in 1988.

This extraordinary rise of investment by Government accounts is
concentrated among a few trust funds. The three trust funds fi-
nanced by the social security payroll tax—old-age and survivors
insurance (OASI), disability insurance (DI), and hospital insurance
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Table E-8. INVESTMENT BY GOVERNMENT ACCOUNTS IN FEDERAL SECURITIES

(In millions of dollars)

Investment or disinvestment (—) Holdings end
Description of 1988
alcgtﬁgl esltigngte esltigrggte estimate
Investment in Treasury debt: .
QOverseas Private Investment Corporation..............ccoeevvvrvvvrvennee 100 96 95 1,220
Defense—Civil: Military retirement trust fund..............ccccceece 12,286 | 13,299 14,527 | 51,504
Energy: Nuclear waste fund 56 96 114 1,633
HHS: Federal old-age and survivors insurance trust fund *....... 5980 | 20,017 38,411 95,375
Federal disability insurance trust fund * ... 2,632 —511 1,260 9,084
Federal hospital insurance trust fund...........cccoooerrrecrvrerccccces 17,164 14,686 21,040 73,610
Federal supplementary medical insurance trust fund............. —1312; —2,091 742 8,075
Housing and Urban Development:
Federal Housing Administration 2,323 3,022 10,870
Government National Mortgage Association —80| —2163 |
Qther —85 393 2,026
Interior: Quter Continental Shelf deposit funds ... 2,825 —1,167 1
Labor: Unemployment trust fund 5,060 1, 656 27,956
State: Foreign Service retirement and disability trust fund........ 478 492 459 3,890
Transportation:
Highway trust fund —443 2,529 2,001 16,030
Airport and airway trust fund 1,186 1,372 —322 9,646
Treasury: Exchange stabilization fund..............coccecnnncianiid —1,592 32 31 544
Environmental Protection Agency —408 1,049 350 1,675
OPM: Civil Service retirement and disability trust fund 26,767 22,068 19,662 | 195,775
QOther trust funds 1,004 340 910 10,072
Veterans Administration:
National service life insurance trust fund..................cc.......... 337 375 374 10,383
Other trust funds 51 38 37 1,353
Federal funds - 17 15 640
Federal Deposit Insurance Corp.: Trust fund........oooooeevcvveveeee. —214 —120 1,343 17,079
Federal Home Loan Bank Board: FSLIC .............. —1,040 | 3,777 766 1,706
Federal Retirement Thrift Investment: Trust fund ..........coooococcei)evrvviriniiiinnnas 1,207 3,257 4,464
National Credit Union Adm.: Share insurance fund.................... 250 223 350 1,950
Postal Service fund 1,441 2171 —1,370 2,650
Railroad Retirement Board trust funds ..............ocoooeeevvvivecrnec. 1,766 753 948 7,699
QOther Federal funds —80 83 130 1,130
QOther trust funds 421 452 358 2,185
Other deposit funds 2 7 35
Total, investment in Treasury debt.......................... 69,402 77,334 | 107,229 | 570,274
Investment in agency debt:
HHS: Federal hospital insurance trust fund
Housing and Urban Development:
Federal Housing Administration -1 —15
Government National Mortgage Association..............ccoc.vee..... -5 -1
OPM: Civil Service retirement and disability trust fund
Veterans Adm.: National service life insurance trust fund........|coooovvrvvenee. —50
Federal Home Loan Bank Board: FSLIC —*
Total, investment in agency debt.............................. —6 —66
Total, investment in Federal debt .............................. 69,396 77,268 | 106,316 | 570,356
MEMORANDUM
Investment by Federal funds 937 —872 1,186 | 24,452
Investment by trust funds (on-budget) 63,295 61,459 66,627 | 441,396
Investment by off-budget Federal entities (trust funds)............... 8,612 19,505 39,6711 104,459
Investment by deposit funds 2 —3408 | —2825) —1167 49

* $500 thousand or less. 1 Off-budget Federal entity. 2 Only those deposit funds classified as Government accounts.

(HD—had positive net investment as a whole in 1983 for the first
time since 1975. This was due to the cash resources provided by the
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Social Security Amendments of 1983. As a result of this act and the
improving economy, these trust funds as a whole now have large
surpluses and invest increasing amounts each year—a cumulative
total of $120.7 billion during 1986-88, which constitutes 48% of the
total estimated investment by Government accounts. During 1986
OASI repaid the final $13.2 billion that it had borrowed from HI
and DI in 1983, so the amounts of investment displayed in table E-
8 for these individual funds in 1986 do not reflect their respective
underlying financial conditions.

In addition to these three funds, the largest investors in Federal
securities are the civil service retirement and disability trust fund
and the military retirement trust fund. The former accounts for
27% of the total investment by Government accounts during 1986-
88, and the latter accounts for 16%. Altogether, these two retire-
ment funds and the three funds financed by the social security
payroll tax account for 91% of the estimated investment by Gov-
ernment accounts during 1986-88.

As a result of the large investment by these trust funds and the
net investment of other funds as well, the total holdings of Federal
securities by Government accounts will reach an estimated $570.4
billion at the end of 1988. This will comprise 22% of the gross
Federal debt. One major trust fund—the civil service retirement
and disability trust fund—will account for one-third of total hold-
ings, and the three trust funds financed by the social security tax
will account for nearly as much. All the trust funds together will
account for 96% of the holdings. Nearly all of the holdings in
Government accounts are Treasury debt, and the present holdings
of agency debt will mostly be redeemed when the remaining par-
ticipation certificates mature in 1988.

A comparatively small amount of Federal debt is held by deposit
funds. Deposit funds are amounts held by the Federal Government
as an agent for others (such as State income taxes withheld from
Federal employees’ salaries and not yet paid to the States); cash
collections awaiting determination as to their final disposition; and
other sums held temporarily before being refunded or paid into
some other fund. Deposit fund balances are thus not the property
of the Federal Government. Therefore, changes in deposit fund
balances are not included in the budget totals and do not affect the
Federal deficit.

Most deposit funds consist of uninvested balances, but a few
funds are invested in Treasury debt and collect interest on their
investments. Since a deposit fund is not Federal property, its hold-
ing of Federal debt is normally treated as debt held by the public
rather than as debt held by a Government account.

However, the investments of three deposit funds are treated as
debt held by Government accounts rather than as debt held by the
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public. One of these is a relatively small account. The other two
deposit funds contain receipts from rents and royalties on the
Outer Continental Shelf, the title to which has been in dispute
between the Federal Government and the States. Until title is
settled and the funds distributed, the amounts are held in deposit
funds. The balances of these funds were first invested in Federal
debt in 1980 and rose to $7.4 billion by the end of 1985. The
Treasury concluded that the Federal claim on these receipts was
sufficiently strong that it would be more accurate to classify the
balances as Government holdings of Federal debt rather than as
debt held by the public. Under legislation enacted in 1986 one
major dispute was settled, with the respective amounts distributed
to the Federal Government and the States in 1986 and 1987. It is
assumed that the remaining disputes will be settled and the
amounts distributed by the end of 1988.

Since increases in deposit funds raise Treasury cash balances,
they are a means of financing the Government deficit. When the
deposit funds are not invested in Federal debt, an increase in
deposit fund balances appears as one of the ‘“means of financing
other than borrowing from the public” in table E-3. The increase
in deposit fund balances thus enables Treasury to reduce its bor-
rowing from the public.

When the deposit funds are invested in Federal debt, their treat-
ment depends on whether they are classified as part of the public
or as Government accounts. Under the normal rule, according to
which they are treated as part of the public, deposit fund invest-
ment in Federal debt is defined to be borrowing from the public.
The counterpart to the increase in Federal debt held by the public
is a decrease in the deposit fund balances available to finance the
deficit by means other than borrowing from the public. This is
shown as a decrease in the liabilities of the Government for deposit
fund balances in table E-3. The ultimate effect of the increase in
the deposit funds is thus for the Treasury borrowing from the
public to come from the deposit funds rather than from some other
sector of the public, with no net change in the means of financing
other than borrowing from the public.

On the other hand, when deposit funds are classified as Govern-
ment accounts, the investment of deposit fund balances in Federal
debt is defined to be an increase in debt held by Government
accounts rather than an increase in debt held by the public. Since
the debt held by the public does not increase, this investment does
not reduce the amount of deposit fund balances (as shown in table
E-3) that are available to finance the deficit by means other than
borrowing from the public. This investment does, however, increase
the gross Federal debt and the debt subject to statutory limit (as
shown in table E-11).
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MEASUREMENT OF BORROWING AND DEBT

As stated previously in this special analysis, the actual data for
gross Federal debt and debt held by Government accounts at the
end of 1985 have been revised from the figures previously pub-
lished in the budget documents and by Treasury. Likewise, the
actual data for these debt concepts and for debt held by the public
at the end of 1986 have been revised from the figures published by
Treasury. Table E-9 shows the differences, which raise gross Feder-
al debt by $3.4 billion at the end of 1986 and raise debt held by the
public by $0.5 billion.

These differences are of three kinds: measurement of the debt
held by two Government accounts in the Department of Defense,
notes issued by the Federal Deposit Insurance Corporation (FDIC),
and participation certificates issued by the Small Business Admin-
istration (SBA). This section explains these differences. It also ex-
plains a fourth matter, the classification of loan asset sales with
recourse as borrowing, which affects the definition of debt begin-
ning in 1987. The discussion in this section is more technical than
in most of this special analysis.

Measurement of Debt Held by Government Accounts.—Investment
by trust funds and other Government accounts in Federal securi-
ties is an exchange of assets, where the Government account ex-
changes cash for Federal securities in order to earn interest
income. If a trust fund buys $1 billion of Federal debt securities,
for example, the composition of the trust fund balances changes
but the size of the balances should be the same. Cash holdings
should decrease by $1 billion, and debt holdings should increase by
$1 billion.

A complication occurs if the trust fund buys securities at a price
other than the par (or face) value. Under normal business account-
ing practices, the buyer records an investment at its purchase
price. Cash holdings are reduced by $1 billion, in the previous
example, and debt holdings are increased by $1 billion, regardless
of whether the debt is purchased at par, at a premium, or at a
discount. The difference between the purchase price and par value
is thus included as part of the investor’s initial holding of debt. The
difference is then amortized over the life of the security, with the
periodic amortization treated as an adjustment to the value of the
security (and as a simultaneous adjustment to interest earnings). In
the case of a security bought at a premium, the amortization of the
premium periodically reduces the book value of the security (and
simultaneously reduces the amount of recorded interest received).
That is, part of the nominal interest received is really a repayment
of the principal. In the case of a security bought at a discount, the
amortization of the discount periodically increases the book value
of the security (and simultaneously increases the amount of record-
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Table E-9.—BRIDGE FROM PREVIOUSLY REPORTED DEBT TO DEBT ON A BUDGET ACCOUNTING
BASIS !

(In millions of dollars)

Outstanding, end ; Qutstanding, end
o 1985 | Crange in 1986 | PGl

Gross Federal debt:

Amounts previously reported .. : 1,827,470 302,002 | 2,129,522

Requantification of investments by the Defense military retire-
ment and education benefits trust funds:

Interest purchased 6 39 46

Unamortized premiums or discounts, Net........o.....ccorrrveemrreraens —242 3,049 2,807
Agencz t()1tebt issued in 1986 but not reported to Treasury as

ent:

FDIC notes . 472 472

SBA participation certificates 67 67

Total, increase in amount —236 3,628 3,392

Amounts reported on a budget accounting basis...........cccccrcvrecrenne 1,827,234 305,680 | 2,132,913

Debt held by Government accounts:

Amounts previously reported 317,612 66,307 383,919

Requantification of investments by the Defense military retire-
ment and education benefits trust funds:

interest purchased 6 39 46

Unamortized premiums or discounts, net............o.ccccevreverenrncee —242 3,049 2,807

Total, increase in amount —236 3,088 2,853

Amounts reported on a budget accounting basis.............courerecrrmcrnn. 317,377 69,396 386,772

Debt held by the public:

Amounts previously reported 1,509,857 235745 | 1,745,602

Agencz gtebt issued in 1986 but not reported to Treasury as
edt:
FDIC notes 472 472
SBA participation certificates 67 67

Total, increase in amount 539 539
Amounts reported on a budget accounting basis..............ooc..co.veererne 1,509,857 236,284 | 1,746,141

1 These differences do not affect the amount of debt recorded under the statutory debt limitation.

ed interest received). As a result of this type of treatment, the
purchase of the security does not change the size of the investor’s
balances; and the investor’s subsequent interest income reflects the
actual rate of return that the investor receives on the amount of
cash that it had actually invested.

However, Federal debt securities (except savings bonds) are con-
ventionally recorded at par even when their sales price is higher or
lower. The Treasury data have consistently followed this conven-
tion in recording debt held by Government accounts, and previous
budget documents have followed Treasury’s practice for past peri-
ods. Under this convention, if a Government account pays more
than the par value for a security, only the par value is recorded as
an investment by the account. The premium paid by the Govern-
ment account—i.e., the purchase price less the par value—is not
counted as part of the debt held by Government accounts or as part
of gross Federal debt. The premium is counted as a reduction to
the interest received by the Government account (and as a simulta-
neous reduction to the interest paid on the public debt) at the time
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when the investment occurs rather than as a reduction to interest
that is spread over the full life of the security. If a Government
account pays less than the par value for a security, the entire par
value is nonetheless recorded as an investment by the account and
as an addition to gross Federal debt. The discount is recorded as
interest income to the Government account when the security ma-
tures.

The difference in treatment between normal business accounting
practice and the Treasury convention nets to zero for any particu-
lar security by the end of the security’s full life. However, an effect
on the recorded size of the Government account’s balances and
debt holdings (and on gross Federal debt) persists throughout the
life of the security, though the size of the effect diminishes over
time; and in a Government account with continuing investment,
which is common, overall effects on the balances and the debt of
the account as a whole persist indefinitely (as do effects on gross
Federal debt). Effects persist in a similar way on the recorded
interest received by the Government account and the recorded
interest paid on the public debt.

The purchase price and par value of securities bought by Govern-
ment accounts are usually very close, so the purchase of securities
at a premium or discount has normally had only a small effect on
the recorded size of an account’s balances, on its interest, and on
the level of debt. Moreover, the convention of recording debt at par
value was simple and, for the purpose of the statutory debt limita-
tion, was required by law.

However, during 1985 two newly established accounts in the
Department of Defense—the military retirement trust fund and
the education benefits trust fund—began to buy significant
amounts of market-based Treasury securities at relatively large
premiums or discounts. Most of these purchases were made by the
military retirement trust fund, and most of these purchases were
at a premium. When Treasury securities were bought at a large
premium, the convention of recording these investments at par
caused the amount of recorded investment to be significantly less
than the amount of cash paid for the debt securities. Therefore,
this convention significantly understated the amount of debt held
by these trust funds in particular, the debt held by Government
accounts as a whole, and gross Federal debt. The understatement
at the end of 1986 was $2.9 billion. This convention likewise under-
stated the interest received by trust funds and the interest on the
public debt, because the entire premium was deducted from inter-
est at the time of purchase. Since this understatement is connected
to trust fund investment and interest, it has no net long-term effect
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on transactions with the public, the debt held by the public, net
interest outlays, or the deficit.?

When the 1987 budget was transmitted in February 1986, the
data for debt at the end of 1985 were based on the convention of
recording debt at par. However, the estimates assumed that a
change in accounting practice would be made to record investment
at purchase price for the two Defense Department trust funds
where the difference in treatment had a relatively large effect. It
was also assumed that this change would be retroactive for all of
fiscal year 1986. Treasury did not make the change, however, and
the Treasury data reported for 1986 are based on the convention of
recording all investment by Government accounts at par.

The 1988 budget records estimated investment at purchase price
for the military retirement and education benefits trust funds.
Consistent with this treatment, it records interest paid by Treasury
and received by these funds on the basis of amortizing the differ-
ence between the purchase price and par value over the life of the
securities. The 1985 and 1986 data for actual Federal borrowing,
debt, and investment have been revised from the amounts previ-
ously published in budget documents and Treasury statements in
order to reflect the change in accounting treatment consistently
over time. The amounts of these revisions are shown in Table E-9
for debt held by Government accounts and gross Federal debt. No
attempt has been made to differ from the Treasury convention for
other accounts, because the differences between purchase price and
par value are small.

FDIC Notes.—The Government usually liquidates its obligations
(i.e., pays its bills) by disbursing cash or issuing checks. Cash or
checks are used, for example, wher: the Government pays wages
and salaries to its employees, buys equipment from a manufactur-
er, or pays social security benefits. On occasion, however, Govern-
ment agencies pay specified bills by issuing bonds, notes, deben-
tures, monetary credits, or other special instruments. This practice
combines two transactions into one. Instead of separately borrow-
ing from the public and then paying its bills by disbursing cash or
issuing checks, the Government pays its bills by issuing the special
instruments directly. Combining these two transactions into one
does not change the nature of the transactions. Because these two
methods of payment are equivalent, the issuance of such special
instruments is recorded under standard budget concepts as being

7 The difference between purchase price and par value has two components: the unamortized premium or
discount, and the interest purchased (i.e., the amount of interest that would have been accrued up to the date of
issue, if the security had been outstanding, and for which Treasury will make payment at the next payment
date). Trust fund interest received is adjusted for the interest purchased at the time of the investment, but the
interest paid on that investment is not adjusted until the next payment date. Thus, a limited impact on outlays
and the deficit may occur, but only during the time between the investment and the next interest payment
(which is always a period of less than six months).
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simultaneously outlays and borrowing. The debentures or other
special instruments are accordingly classified as debt.®

The Federal Housing Administration (FHA) has for many years
issued both checks and debentures in paying claims to the public
that arise from defaults on FHA-insured mortgages. The Depart-
ment of the Interior has more recently acquired certain lands and
mineral rights from the public in exchange for a type of special
instrument generically termed “monetary credits.” The issuances
of both FHA debentures and Interior Department monetary credits
serve to pay the Government’s bills and are thus equivalent to cash
transactions. These transactions are therefore classified as outlays
and borrowing, and the instruments are classified as agency debt.

The Federal Deposit Insurance Corporation (FDIC) began to issue
notes in June 1986 as part of some agreements with prospective
purchasers to buy failing banks. The FDIC ordinarily tries to ar-
range for the private purchase and assumption of failing banks
rather than liquidate them and pay off the depositors, in part
because purchase and assumption agreements are usually less ex-
pensive to the Government. Under purchase and assumption agree-
ments, the FDIC normally pays cash to the buyer in order to bring
the value of the assets of the failing bank up to the value of the
liabilities assumed by the buyer. The FDIC has, however, in some
cases issued notes in place of cash to the buyer of a failing bank.
These are one-year, interest-bearing notes, redeemable for cash
upon demand.

The issuance of these notes is thus a method of paying the
Government’s bills, just as is the disbursement of cash. According-
ly, under standard budget concepts, the issuance of these notes
should be treated as outlays and borrowing. The FDIC transactions
were not, however, reported in this manner to Treasury and conse-
quently were not recorded in Treasury’s published reports as out-
lays or borrowing. The budget has adjusted the data to record
outlays and borrowing at the time when the notes are issued.® As
shown in table E-9, this increases the debt held by the public and
gross Federal debt by $472 million at the end of 1986. As shown
previously in table E-7, estimated FDIC borrowing by means of
these notes is substantially higher in 1987.

SBA Participation Certificates.—Agencies have at times financed
outlays by selling certificates of participation that represent pools
of loans that the agency has made and continues to service. The
budgetary treatment of these sales was studied in 1967 by the

8 The definition of outlays and the relationship of outlays to obligations, budget authority, and borrowing are
discussed in Part 6b of the Budget—Supplement.

® Due to a technical error, the outlays for 1986 that were published in the 1988 Budget were not corrected to
reflect this treatment. The outlays for all other years and the borrowing and debt for all years are recorded
consistently with standard budget concepts. The correct data are published in the 1988 Budget Appendix. The
budget historical data will show the correct data in the future.
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President’s Commission on Budget Concepts, whose report led to
the adoption of the unified budget and forms the foundation for the
Government’s present concepts of budgetary analysis and presenta-
tion. The Commission concluded that, as a means of financing
outlays, there was no difference between an agency selling securi-
ties labeled “certificates of participation,”’ the same agency selling
securities labeled ‘“debt,” and the Treasury selling securities la-
beled “debt.” The Commission therefore recommended that the
sale of participation certificates be classified as borrowing by the
agency that issues them instead of classified as an offset to the
outlays of the agency.1? Following this recommendation, the exist-
ing participation certificates were reclassified as debt. This classifi-
cation has been applied to subsequent participation certificates as
well, except where prohibited by law.

In September 1986, the Small Business Administration (SBA)
issued $67 million of participation certificates representing a pool
of SBA-guaranteed Small Business Investment Company (SBIC) de-
bentures. This sale was not reported to Treasury as an outlay and
borrowing, however, and consequently Treasury’s published reports
do not record the outlay and borrowing that took place. In Novem-
ber 1986 the SBA issued $7 million of participation certificates
representing a pool of SBA-guaranteed section 505 Certified Devel-
opment Company debentures. This sale was also not reported to
Treasury as outlays and borrowing. Consistent with standard
budget concepts, the 1986 data in the budget for outlays, borrow-
ing, and debt have been revised to show the September 1986 trans-
action as outlays and borrowing. The same principle was applied to
the November 1986 transaction in deriving the 1987 estimates for
the budget. SBA has restructured these transactions so they will
not give rise to further Federal outlays and borrowing.

Sales of Loan Assets with Recourse.—Loan assets are loans that
an agency has made to the public and for which repayments are
still owed. In contrast to participation certificates, the sale of indi-
vidual loans has traditionally been treated as an offset to the
outlays of the agency that makes them. This is analogous to the
way in which loan repayments are treated as an offset to the
outlays of the agency that makes them. Sales of loan assets thus
reduce the size of the Government’s outlays immediately rather
than over the normal course of time during which the loans that
are sold would be repaid.

The sale of individual loans with recourse—i.e., with a Govern-
ment guarantee attached—is functionally equivalent to borrow-

10 Report of the President’s Commission on Budget Concepts (Washington: U.S. Government Printing Office,
1967), pp. 8, 47-48, and 54-55.
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ing.!'! Tt is a method whereby the Government finances current
outlays while bearing the same risk of loss from borrower default
as it would have borne if it had not sold the loan but instead had
financed the outlays by Treasury borrowing. Thus, by guaranteeing
the loan, the Government retains a crucial incident of its owner-
ship, and as a result the loan is not truly sold. The guarantee turns
the loan asset sale into a form of borrowing. In contrast, the sale of
a loan without any recourse or any Government servicing divests
the Government of any future responsibility for the loan and there-
fore of any material incidents of its ownership.

Based on this reasoning, the classification of loan asset sales with
recourse as Federal borrowing is a logical extension of the long-
standing budget concepts regarding participation certificates. Be-
ginning in 1987, all new loan asset sales with recourse are classi-
fied as agency borrowing with the exception of sales made by two
programs already in existence—the Veterans Administration
vendee loans and the sales made under the Government National
Mortgage Association (GNMA) tandem plan. These two programs
were exempted for 1987 in order to give them time to adjust to the
new budget accounting rules, but they are not exempted for 1988
or later years. The accounting treatment of sales made in previous
years has not been revised retroactively.

The budget does not include any loan asset sales with recourse in
1987 except for these two programs, and it does not include any
loan asset sales with recourse in 1988 except under the GNMA
tandem plan. Under the tandem plan, GNMA bought FHA-insured
mortgages from private lenders that they had made at below-
market interest rates, and then GNMA sold the loans to the public.
Congress repealed the authorization for further purchases in 1983,
and GNMA’s final sales are scheduled for 1987 and 1988. The
estimated $301 million of sales in 1988 are thus classified as agency
borrowing, as shown previously in table E-7. No loan asset sales
with recourse are planned after 1988.

LiMiTATIONS ON FEDERAL DErBT

Statutory limitations have normally been placed on Federal debt.
Until World War I, the Congress ordinarily authorized a specific
amount of debt for each separate issue. Beginning with the Second
Liberty Bond Act of 1917, however, the nature of the limitation
was modified in several steps until it developed into a ceiling on
the total amount of most Federal debt outstanding. The latter type

11 Technically, the functional equivalent of borrowing is the difference between the amount received from a
sale of loans with recourse and the amount received from a sale of loans without recourse. However, because
this difference cannot be known with any accuracy, the rule has been adopted that the entire amount received
from a sale with reccurse will be treated as borrowing.
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of limitation has been in effect since 1941.12 The limit currently
applies to the total of:
¢ most public debt issued by the Treasury since September
1917, whether held by the public or by the Government;
¢ agency debt in the form of participation certificates issued
during fiscal year 1968 under the Participation Sales Act of
1966; and
¢ other debt issued by Federal agencies that, according to ex-
plicit statute, is guaranteed as to principal and interest by the
United States.

The debt subject to statutory limit !® includes most Treasury
debt but not all, as shown in table E-10. The largest part of the
Treasury debt not subject to the statutory limit is debt issued by
the Federal Financing Bank (FFB), which is established within the
Treasury Department. The FFB is authorized to have outstanding
up to $15 billion of publicly issued debt, and this debt is not subject
to the general statutory limitation under the Second Liberty Bond
Act. The FFB borrowed $1.5 billion in 8-month bills from the public
in July 1974, but all of its subsequent borrowing until 1985 was
from the Treasury because Treasury can borrow from the public at
slightly lower interest rates than the FFB would have to pay. As
explained previously, such “borrowing from Treasury” is not part
of the Federal debt. In October and November 1985, however, as
discussed below, the debt limit problem led Treasury to issue FFB
securities to the civil service retirement and disability trust fund
(in place of regular Treasury securities that were subject to the
debt limit). These securities matured on June 30, 1986. In August
and September 1986, because of a new debt limit problem, the
Treasury issued $15.0 billion of FFB securities to the civil service
retirement and disability trust fund. Of the new FFB debt securi-
ties, $5.0 billion mature on June 30th of each year, 1987, 1988, and
1989.

The next largest part of Treasury debt not subject to the statuto-
ry limit is the unamortized difference between the purchase price
and par value of certain securities issued to the Defense Depart-
ment military retirement and education benefits trust funds. As
explained in the previous section, this is recorded as Treasury debt
under budget accounting rules but has not been so recorded in
Treasury reports and past budget documents. Most Treasury debt,
including these securities, is recorded at par for the purpose of the
statutory debt limitation. The final portion of Treasury debt not

12 The legislation on the level of the statutory limit since 1940 and the amount of debt subject to statutory
limitation are shown in Historical Tables, Budget of the United States Government, Fiscal Year 1988, section 7.
The legislation beginning in 1917 is shown in Statistical Appendix to Annual Report of the Secretary of the
Treasury on the State of the Finances, Fiscal Year 1980, table 32.

13 The statutory debt limit is sometimes called the public debt limit. However, as explained in the text, the
limit does not apply to all public debt and does apply to some debt other than public debt.
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subject to limit is a grouping that consists almost entirely of cur-
rencies no longer being issued, such as silver certificates and na-
tional bank notes, which were generally reclassified as Federal
debt some time after being discontinued.

Table £-10. DEBT SUBJECT TO STATUTORY LIMIT

(In millions of dollars)

End of year
Descriptions 1985 1986 1987 1988
actual actual estimate estimate
Federal debt held by the public.........ccooooeevvvvvennc 1,509,857 1,746,141 1,908,389 2,015,110
Federal debt held by Government accoun 317,311 386,772 464,040 570,356
Total, gross Federal debt..................... 1,827,234 2,132,913 2,372,429 2,585,466
Deduct:
Treasury debt not subject to limit:
Federal Financing Bank.. 15,000 10,000 5,000
Unamortized difference between purchase
price and par value of certain securities
held by trust funds.......cooovvveveveervcini —236 2,853 2,083 2,000
ONBY ..o seertee e sssssaess 602 601 600 600
Agency debt not subject to limit:
Department of Defense..........cccoeevrovrvvrrenne 83 40 8 3
Department of Intericr 17 15 13 10
Export-Import Bank.............. 9 6
Small Business Administration .............cccoowew.orreevecvcivensvsnreonnn. 67 74 74
Postal Service..... 250 250 250 250
Federal Deposit Insurance Corp.........coooovevvfovermnrenriconns 472 3,954 2,903
Government National Mortgage ASSOC..........| .ccooevveivricveernne. . 301
Tennessee Valley Authority................ 1,725 1,625 1,380 1,380
Participation certificates ... 1,030 1,03¢ 830 L
Coast GUArd ........ccooovvvvoereeeceeeeece e *
Total, Federal debt not subject to
111111 U 3,480 21,958 19,192 12,521
Gross Federal debt subject to statutory limit ......... 1,823,754 2,110,954 2,353,237 2,572,945
QOther debt subject to limit, and adjustments......... 22 22 22 22
Total, debt subject to statutory limit.. 1,823,775 2,110,975 2,353,258 2,572,967

:ggg%ig&gsa&d p!:arn‘ite:iS;étion in loans issued by the Government National Mortgage Association on behalf of several agencies (these amounts
exclude the certificates issued during 1968, which are subject to the debt limitation).

The major part of agency debt is not subject to the general
statutory limit under the Second Liberty Bond Act. The only cate-
gories now included are the debentures issued by the Federal Hous-
ing Administration and the participation certificates sold in 1968.
These securities comprised one-quarter of all agency debt at the
end of 1986. However, because these participation certificates will
mature during 1988 and because the Federal Deposit Insurance
Corporation has begun to issue notes, the agency securities subject
to statutory limit are estimated to comprise only 4% of total
agency debt at the end of 1988.

Most of the agency debt not subject to the general statutory limit
is, however, subject to separate statutory limits. For example, the
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Tennessee Valley Authority was first authorized to issue revenue
bonds to finance power facilities in 1959, The limit was $750 mil-
lion. Subsequently, in order to enable TVA to finance additional
facilities, Congress raised the limit several times. It is now $30
billion. The Postal Service is limited to $10 billion of securities
outstanding and $2 billion of annual borrowing.

The only other debt subject to the general statutory limit is a
very small amount of matured principal and interest. This is not
classified as part of gross Federal debt. To derive the debt subject
to limit from the gross Federal debt also requires a very small
accounting adjustment.

The amount of debt subject to limit is compared in table E-10
with the gross Federal debt and the Federal debt held by the
public. The debt subject to limit was $2,111.0 billion at the end of
1986 and is estimated to rise to $2,573.0 billion by the end of 1988.
As shown in table E-10, the debt subject to limit is much larger
than the debt held by the public and is almost as large as the gross
Federal debt. The debt subject to limit is so much larger than the
debt held by the public because it includes Federal debt held by
Government accounts. The small difference between debt subject to
limit and gross Federal debt is mostly accounted for by the Treas-
ury debt not subject to the general limitation.

The level of the statutory limit on the Federal debt has frequent-
ly been changed by Congress. During the 1960’s Congress passed 13
separate acts to raise the limit or to extend the duration of a
temporary increase in the limit, and during the 1970’s Congress
passed 18 such acts. During 1980-86 Congress passed two to four
such acts each year.

These frequent changes have come about both because the Feder-
al debt has grown steadily and substantially and because of the
nature of the debt limit legislation. From 1971 to 1983, the statuto-
ry debt limit consisted of a permanent limit of $400 billion plus a
temporary increment that was usually scheduled to expire in a
year or less. Because the debt subject to limit was more than $400
billion, new legislation was required no later than the date when
each temporary increment expired. Several times the temporary
increment expired without having been extended, so for a few days
on each occasion the Federal debt exceeded the statutory limit. The
validity of debt issued prior to the expiration of the temporary
ceiling was not affected, but the Treasury Department had to sus-
pend all auctions of new securities and all sales of savings bonds.
Such a situation created uncertainty in the securities market and
forced the Treasury to take costly administrative actions.

In May 1983, Congress changed the nature of the debt limitation.
The permanent limit of $400 billion and the temporary increment
to that limit were combined into a single, higher limit without an
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expiration date. This prevents the Federal debt from exceeding the
statutory limit, since Treasury would stop issuing new securities
before that event would occur. The new type of limitation does not,
however, avoid the costs of market uncertainty and administrative
actions that formerly arose whenever ihe debt limit fell below the
actual level of debt. The same costs arise when the amount of debt
approaches close to the limit and the timing of congressional action
to raise the limit is uncertain. Treasury then has to take steps to
avoid exceeding the limit, and the market is uncertain what will
happen. The principal difference arises from the fact that under
the new type of limitation Treasury can ordinarily refund matur-
ing securities from the proceeds of selling new securities, because
this does not increase the amount of debt outstanding. In contrast,
under the former type of limitation Treasury had to use up its
existing cash balances to pay off maturing securities once the
temporary increment to the debt limit had expired, because it
could not sell new securities at all. In the short time that the new
procedure has operated the debt limit has usually been set at
amounts expected to be reached within a few months, so frequent
increases in the limit still have been needed. Moreover, on two
occasions temporary increments have been enacted.

The statutory debt limit at one time was raised only by normal
legislative procedures. In September 1979, however, an alternative
method of changing the debt limit was established by statute. The
purpose of the new method was for the House of Representatives to
vote on the debt limit as a part of the congressional budget process.
The congressional budget resolutions establish targets for outlays,
receipts, and the deficit and also recommend an appropriate level
for the debt subject to limit. The recommendation as to the appro-
priate level of debt had not previously had the effect of law, nor
had it been part of the direct process whereby the debt limit was
established.

However, beginning with the resolutions adopted in calendar
year 1980, the budget resolution that is adopted by the Congress
may be part of the process that establishes a debt limit. The vote in
the House of Representatives is deemed to have been a vote in
favor of a joint resolution setting the statutory limit. The joint
resolution, having been deemed to have passed the House, is trans-
mitted to the Senate for further legislative action.!¢ Upon final
passage, it is sent to the President for his signature. This new
procedure relates the decision on the debt limit to the congression-
al decision on the Federal deficit and the other factors, explained
in the following section, that determine the change in the debt
subject to limit. The debt limit may still be changed by ordinary

14 The Senate has not adopted the same procedure as the House, so the Senate must approve changes in the
debt limit separately from its approval of the congressional budget resolution.
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legislation, with one exception recently imposed by the Balanced
Budget and Emergency Deficit Control Act of 1985 (the Gramm-
Rudman-Hollings Act). It is not in order for either House to consid-
er a change in the debt limit for a fiscal year until after the
congressional budget resoluticn for that year has been adopted.
Both methods of changing the debt limit have been used about half
the time since the new procedure went into effect.

The statutory debt limit was $1,823.8 billion through most of
fiscal year 1985. Near the end of that year, on August 1, 1985, the
Congress adopted a congressional budget resolution for fiscal year
1986 containing a provision that declared the appropriate level of
debt to be $1,847.8 billion or, as of October 1, $2,078.7 billion. This
provision was deemed to have passed the House, but no further
action was immediately taken.

At the beginning of September 1985, Treasury could not fully
invest the receipts of the social security trust funds that are nor-
mally transferred at the beginning of the month, because that
would have raised the amount of debt over the limit. By the end of
the month the debt was still at the limit, social security was still
only partially invested, Treasury had postponed or limited the
normal auctions for some of its securities, and Treasury had not
been able to keep the Exchange Stabilization Fund fully invested.
On the last day of September, $17.4 billion was supposed to have
been invested for the civil service retirement and disability trust
fund; during the first days of October investment was supposed to
have been made for the social security trust funds, the military
retirement trust fund, and the supplementary medical insurance
trust fund. The total of these amounts was $42.5 billion, but be-
cause of the debt limit most of the investment had to be delayed, as
it had been the year before.

By this time the debt limit bill had become the vehicle for the
Gramm-Rudman-Hollings proposal to eliminate the deficit in a
series of steps over several years. This proposal, which set deficit
targets and created a mechanism to enforce them, was offered as
an amendment to the debt limit bill. This amendment became the
principal issue before the Congress until December 12, 1985, when
the debt limit bill was enacted incorporating a revised version of
the amendment designated the Balanced Budget and Emergency
Deficit Control Act of 1985.

As a result of this delay, the amount of debt remained at the
limit, and several extraordinary steps were taken to prevent a
default on the Government's various obligations. The first such
step was taken on October 9, the day after Treasury’s cash balance
became virtually exhausted, when use was made of the Federal
Financing Bank (FFB). As explained above, FFB debt is not subject
to the general statutory debt limit, so Treasury reduced the
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amount of debt subject to limit by issuing $5 billion of FFB securi-
ties to the civil service retirement and disability trust fund in place
of regular Treasury securities. This enabled Treasury to raise $5
billion of cash by selling securities to the public that were subject
to the debt limit. A total of $14.2 billion of FFB securities was
eventually issued to the civil service retirement and disability trust
fund, nearly reaching the FFB’s own $15 billion special limit. The
FFB securities had the same interest rates and date of maturity
(June 30, 1986) as the regular Treasury securities that they re-
placed.

By the beginning of November, further steps were needed in
order for Treasury to finance the outlays for social security and
other purposes that are always very large at the start of the
month. Treasury temporarily reduced the debt held in Government
accounts by disinvesting the social security trust funds, the civil
service retirement and disability trust fund, and the railroad re-
tirement account (i.e., by accelerating the redemption of certain
securities they held by up to seven days earlier than normal). This
decreased the debt subject to limit, which enabled Treasury to
obtain cash by selling debt securities to the public that were sub-
ject to the limit.

The next critical problem was large payments due on November
15. Treasury was scheduled to pay $16 billion of cash interest on its
debt but did not have enough cash to do this (on November 14 it
had a cash balance of only $7.3 billion). Inability to meet its obliga-
tions would have caused an unprecedented default on the interest
and principal of U.S. Government securities. To avoid this, on
November 14 the Congress temporarily raised the debt limit to
$1,903.8 billion for the period ending December 6. Treasury imme-
diately sold sufficient securities to meet its obligations and fully
invested all the trust funds.

By December 5 the debt was at the level of the temporary limit,
so when the limit returned to $1,823.8 billion on December 7 the
amount of debt exceeded the limit. For the next several days
Treasury was forced to postpone its normal auction of bills, to
suspend sales of savings bonds and State and local government
special issues, and to cease investing trust funds. On December 12,
1985, however, the debt bill was enacted, raising the limit to
$2,078.7 billion and including as a separate title the Balanced
Budget and Emergency Deficit Control Act of 1985. Treasury imme-
diately sold securities to the public and fully invested the trust
funds.

The trust funds had lost interest during this period for several
reasons stemming from Treasury’s inability to keep them fully
invested. As part of the Balanced Budget and Emergency Deficit
Control Act, the Congress provided that the trust funds be made
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whole. The debt securities they held were changed so that they
would be the same as if the new debt limit had been enacted before
September, and funds were appropriated to pay the interest they
had lost. The Act also made the social security trust funds whole
for the losses they had incurred as a result of similar circum-
stances in September and October 1984. Other trust funds were not
made whole for their losses in 1984, however, and no trust fund
was made whole for losses in earlier years.

Treasury completed the required transactions as of December 31,
1985 (except for adjustments later in 1986 that depended on the
course of interest rates in 1986). A total of $494 million was paid to
the trust funds, of which $382 million was paid to social security
(old-age and survivors insurance and disability insurance) and $78
million was paid to the civil service retirement and disability trust
fund. The payment to the social security trust funds consisted of
$373 million to make them whole for the disruption in calendar
year 1984 and $9 million for calendar year 1985. Subsequently a
further $7 million was paid to the social security trust funds, and
Congress enacted legislation to make the civil service retirement
and disability trust fund whole for the interest lost in 1984. This
latter payment came to $82 million.

The limit of $2,078.7 billion was adequate through most of the
rest of fiscal year 1986. Congress enacted a budget resolution for
fiscal year 1987 on June 26, 1986. The resolution contained a provi-
sion stating that the appropriate level of debt was $2,322.8 billion.
A joint resolution specifying this as the debt limit effective upon
enactment was deemed to have passed the House, and it was
considered by the Senate. The Senate added numerous amend-
ments to the resolution, and although the amended resolution
passed the Senate it was not adopted by the Congress.

Treasury had to take steps beginning on August 1 to maintain
enough cash balances to meet the Government’s obligations and
also to keep the trust funds fully invested. Once again, FFB securi-
ties were issued to the civil service retirement and disability trust
fund in place of regular Treasury securities, with the FFB securi-
ties having the same interest rates and dates of maturity as the
securities they replaced; the Treasury bill auction for one week was
reduced below the previously prevailing level; and the Exchange
Stabilization Fund was not always kept fully invested. On August
16 the Congress passed a law raising the debt limit to $2,111
billion, and the President signed it on August 21. This was suffi-
cient for the Treasury to keep the trust funds fully invested at the
beginning of September.

At the end of September 1986, however, as at the same time in
the previous two years, Treasury was not able to invest the trust
funds fully. In anticipation of the problem, Treasury had postponed
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or reduced the auctions of some securities and had issued FFB debt
up to the $15 billion statutory maximum. On the last day of Sep-
tember, $17.9 billion was available to be invested for the civil
service retirement and disability trust fund; during the first three
days of October additional funds were available to be invested for
the social security trust funds, the military retirement trust fund,
and the supplementary medical insurance trust fund. The total of
all these amounts was $43.8 billion, but because of the debt limit
only about a third could be immediately invested. The rest was
either used for benefit payments within the following few days or
temporarily left uninvested.

Later in October, just before adjournment, Congress passed the
Omnibus Reconciliation Act of 1986, and the President signed it on
October 21. This Act raised the debt limit to $2,300 billion through
May 15, 1987. Treasury immediately invested the remaining trust
fund balances it had not been able to invest, which were relatively
small by that date. The Act also provided that the trust funds be
made whole for the losses they had incurred because of Treasury’s
inability to keep them fully invested. As a result, Treasury paid
the trust funds $41 million.

Because the new limit expires on May 15, 1987, and then reverts
to $2,111 billion, further debt limit legislation will be needed at
that time in order to permit the Federal Government to meet its
obligations.

FEDERAL FUNDS FINANCING AND THE CHANGE IN DEpT SUBJECT
TO STATUTORY LIMIT

The year-to-year change in debt subject to limit, unlike the
change in debt held by the public, is not determined principally by
the size of the total deficit of the Federal Government. This is
because the trust fund surplus or deficit, which makes up part of
the total surplus or deficit of the Federal Government, has no
essential effect on the amount of debt that is subject to limit. The
reason is explained below in a discussion that is more technical
than in most of this special analysis.

The budget consists of two major groups of funds: Federal funds
and trust funds.?> The Federal funds are derived mainly from tax
receipts and borrowing and are used for the general purposes of
the Government. The trust funds, on the other hand, collect certain
taxes and other receipts to be used for specified purposes, such as
paying social security or unemployment insurance benefits. The
social security trust funds (old-age and survivors insurance and
disability insurance) are now excluded from the budget by law and
consequently classified as off-budget Federal entities. However, the

15 Data for Federal funds and trust funds are presented in Special Analysis C, “Funds in the Budget.”
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budgetary classification of these trust funds does not affect the
following discussion.

When the Federal funds have a deficit, it must generally be
financed by borrowing, regardless of whether the trust funds have
a surplus. The trust fund surpluses are mostly invested in securi-
ties issued by Federal funds, and these securities are classified as
Federal debt. For instance, if the trust funds receive $1 billion
more of tax receipts, the Treasury needs to sell $1 billion less of
debt to the public in order to obtain cash to finance the Govern-
ment’s outlays; but Treasury also needs to issue $1 billion more of
debt to the trust funds in order to keep the trust funds fully
invested. Therefore, total Federal debt is unchanged. The trust
fund surplus thus does not reduce the need for the Federal funds to
issue debt in order to finance the Federal funds deficit (even
though it does reduce the need to borrow from the public).

Federal funds borrowing consists almost exclusively of the Treas-
ury selling debt securities that are subject to the statutory limit.
As a result, almost all of the debt that is used to finance the
Federal funds deficit is subject to the statutory limit. While most of
this debt is sold to the public or issued to trust funds, a compara-
tively small amount is issued to certain Federal revolving funds
and deposit funds.

Table E-11 shows in detail the relationship of the change in debt
subject to limit to the Federal funds deficit. This deficit is an
amount that has to be financed. Some relatively small portion may
be financed by means other than borrowing, such as seigniorage
and a decrease in cash held by Federal funds (however, if the sum
of these other means of financing is negative, then these other
means are a further amount that has to be financed). '® A small
portion may be financed by certain Federal funds (or certain depos-
it funds 17) selling their holdings of Federal debt. Another small
portion may be financed by certain Federal funds issuing debt that
is not subject to the statutory limit. The remainder of the amount
to be financed can only be financed by selling debt subject to the
statutory limit. This ordinarily comprises most of the total. Thus,
the Federal funds deficit approximately determines the increase in
debt subject to statutory limit.

In 1986, for example, the total Federal funds deficit to be fi-
nanced was $283.0 billion. The ‘“means of financing other than
borrowing” required an additional $25.1 billion of financing, in
large part, as noted earlier, because of the decrease in Treasury
cash balances. Certain Federal funds and deposit funds decreased

16 The amounts for means of financing other than borrowing exclude the amounts attributable to trust funds.
It is not known how the trust fund open book balances (cash assets not currently invested) are divided between
cash and the grouping labeled “checks outstanding. =i In table E-11 they are all assumed to be in checks
outstanding, etc.

17 Only those deposit funds classified as Government accounts.
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Table E-11. FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO STATUTORY LIMIT?

(In millions of dotlars)

Description 1986 actual |1987 estimate | 1988 estimate | 1989 estimate | 1990 estimate | 1991 estimate | 1992 estimate

Federal funds surplus
or deficit (—)....... —283,001| —243,006| —211,430| —211,811] — 194,858 — 171,724} — 147,703

Means of financing other
than borrowing:
Decrease or increase
(—) in Treasury
operating cash balance., —14,324! 11,384
Increase or decrease

— )
Checks outstanding,

(o —7,736) —9,252| —855
Deposit fund
balances3.......coooo.e.s —34811 —2769| —1,167
Seigniorage on coins .......... 392 430 433 419 431 431 440

Total, means of
financing other
than borrowing .| —25,149 —207| —1,588 —419 431 431 440

Decrease or increase ( —)
in Federal debt held by
Federal funds and deposit
funds 4........ovoveeerererrenne 2471 3,697 —*

Increase or decrease (—)
in Federal funds debt not
subject to limit................. 18,478 —2,766] —6,671] —6,453] —1453 —1 -7l

Total,
requirements
for borrowing
subject to debt
limit..................... 287,200) 242,283| 219,709| 217,846| 195,880, 171,294 147,334

Increase in debt subject to
[imit but not part of
Federal debt, and in

adjustment.............ccooonn...n. il ORI S
Increase in debt subject
to limit.............cccooerrcecreanne 287,200) 242,283| 219,709| 217,846] 195880, 171,294 147,334
ADDENDUM
Debt subject to statutory
17 OO 2,110,975| 2,353,258| 2,572,967| 2,790,813| 2,986,693| 3,157,987| 3,305,321

* $50 million or fess.

1 Several amounts have been assumed to be zero during 1988-92 because they are usually small and cannot be estimated accurately.

2 Besides checks outstanding, includes accrual of interest payable on Treasury debt, miscellaneous liability accounts, allocations of special
drawing rights, and, as an offset, cash and monetag assets other than the Treasury operatmg cash balance, miscellaneous assef accounts, profit
on sale of gold, and a technical eror in recording FDIC outlays in 1

3 Does not include investment in Federal debt securities by deposn funds classified as part of the public.

4 Only those deposit funds classified as Government accounts.

their holdings of Federal debt by $2.5 billion, which reduced the
need for still further borrowing; and certain Federal funds in-
creased their debt outstanding that was not subject to limit by
$18.5 billion, which replaced an equal amount of debt that was
subject to limit. Therefore, a total of $287.2 billion had to be
borrowed subject to the debt limit.
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The increase in debt subject to limit in 1986 was thus approxi-
mately equal to the Federal funds deficit. However, unlike normal
years, the closeness in size was partially the result of offsetting
factors. On the one hand, the requirement for borrowing subject to
the debt limit was reduced by $12.5 billion due to an extraordinary
increase in Federal debt not subject to limit. Most of this, as
explained in the previous section, was the $15.0 billion increase in
FFB debt.

On the other hand, the requirement for borrowing subject to debt
iimit was increased $14.3 billion by the unusual increase in the
Treasury operating cash balance. It was also increased $8.2 billion
by Treasury’s inability to fully invest the civil service retirement
and disability trust fund surplus at the ends of 1985 and 1986.

The trust fund surplus, whether on-budget or off-budget, does not
have an explicit effect in table E-11. If the trust fund surplus were
always exactly invested in Federal debt securities subject to the
statutory limit, it would have no effect at ali on the amount of debt
subject to limit. However, to the extent that trust fund surpluses
are uninvested—i.e., used to increase the trust fund holdings of
cash assets—the debt subject to limit is reduced. This is because an
increase in uninvested balances provides cash that can be used to
finance Federal funds outlays without recording an increase in
Federal debt. The increase in uninvested cash assets of the trust
funds is recorded in table E-11 as an increase in the liabilities of
the Federal funds for checks outstanding, etc. (i.e.,, an increase in
the liabilities of Federal funds to trust funds). This increases the
“means of financing other than borrowing” for the Federal funds,
which in turn reduces the requirement for borrowing subject to the
statutory limit. The uninvested cash assets of the trust funds do
not usually change a great deal from year to year, and by law the
trust fund surpluses must generally be invested in Federal debt.
Consequently, the effect of the trust fund surplus on debt subject to
limit is normally minor.

As discussed previously, however, the investment of the civil
service retirement and disability trust fund was not normal at the
end of 1985. The statutory debt limit prevented Treasury from fully
investing this trust fund on the last day of 1985 for the payment
that it received that day from the general fund (part of the Federal
funds). As a result, the trust fund’s cash balance was abnormally
high by about $13.4 billion at the end of 1985. Consequently, the
debt subject to limit at the end of 1985 was $13.4 billion lower than
it would have been under normal circumstances, and the Federal
funds deficit was larger than the increase in debt subject to limit
by an additional $13.4 billion. In terms of table E-11, the uninvest-
ed trust fund surplus raised checks outstanding, etc., by $13.4
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billion, which provided $13.4 billion to finance the Federal deficit
by means other than borrowing.

The full investment of the trust fund occurred by mid-November
1985 and required financing by the issuance of securities subject to
the debt limit. This caused a decrease in checks outstanding, etc.,
by $13.4 billion during fiscal year 1986 compared to the amount it
would have been under normal circumstances. However, Treasury
was again unable to fully invest the trust fund on the last day of
1986. As a result, the trust fund’s cash balance was abnormally
high by about $5.2 billion. This provided $5.2 billion to finance the
Federal funds deficit by an increase in checks outstanding, etc.,
instead of borrowing. Because of this offset, the net effect of these
trust fund transactions was to reduce checks outstanding, etc. (and
consequently the means of financing other than borrowing), by
$8.2 billion in 1986 instead of a full $13.4 billion. This meant that
an additional $8.2 billion had to be borrowed in 1986 subject to the
debt limit. The inability to fully invest the trust fund at the end of
1986 also meant that the amount of debt subject to limit at the end
of 1986 was $5.2 billion less than it would have been under normal
circumstances.

The full investment of this $5.2 billion occurred in October 1986
and required financing by the issuance of securities subject to the
debt limit. For fiscal year 1987 this causes a decrease in checks
outstanding, etc., by $5.2 billion from the amount it would other-
wise have been. The estimated amount of debt subject to limit at
the end of 1987 is not affected by the delays in fully investing the
civil service retirement trust fund at the ends of the two previous
years.

Since the trust fund holdings of Federal debt are included almost
entirely in debt subject to limit, but not in debt held by the public,
the amount of debt held by the public is much less than the
amount of debt subject to limit. Since the trust funds as a group
almost always have a surplus, the change in debt held by the
public from one year to the next is almost always less than the
change in debt subject to limit. As can be calculated from table
E-11, during 1987 and 1988 the debt subject to limit is estimated to
increase by $462.0 billion, whereas the debt held by the public is
estimated to increase by $269.0 billion.

The present analysis helps to demonstrate the difficulty in pre-
venting a continual rise in the Federal debt subject to statutory
limit. Table E-11 shows that the debt subject to statutory limit
may continue to rise even if the total Federal Government deficit
(including both on-budget and off-budget accounts) is exactly zero
and, as a result, the debt held by the public remains constant (as
an approximation, aside from the relatively small effect of the
means of financing other than borrowing). In order for the debt
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subject to limit to be held constant, table E-11 shows that (as an
approximation) the Federal funds portion of the budget must be in
balance. If this condition is met, the amount to be financed in table
E-11 is zero, and (as an approximation) the requirements for bor-
rowing subject to the debt limit are zero.

However, the trust funds almost always have a surplus. There-
fore, a zero Federal Government deficit would imply that there
would still be a deficit in the Federal funds and, as a result, that
the debt subject to statutory limit would still increase. As a result,
it is more difficult to have a balance in the Federal funds alone
than it is to have a balance for the Government as a whole; and, in
consequence, it is more difficult to prevent a rise in the debt
subject to statutory limit than in the debt held by the public.

This is demonstrated by comparing the estimated financing re-
quirements for 1992 that are shown in tables E-3 and E-11. In 1992
the Federal Government as a whole is estimated to have a $12.3
billion surplus, which allows it to repay $12.7 billion of debt held
by the public. Nevertheless, the debt subject to limit increases by
$147.3 billion. The reason is that the Federal funds have a deficit of
$147.7 billion. The Federal Government as a whole is able to have
a small surplus despite the large Federal funds deficit, because the
trust funds have a surplus of $160.0 billion, which is even larger.

The same conclusion can alternatively be illustrated by compar-
ing the trends in borrowing from the public and borrowing subject
to the debt limit. From 1986 to 1992, Table E-3 shows that annual
borrowing from the public decreases by $249.0 billion, in line with
the movement from a large total Government deficit to a small
surplus. Table E-11 shows, however, that borrowing subject to the
debt limit decreases only by $139.9 billion. This difference of $109.1
billion is mostly because of an $97.7 billion increase in the trust
fund surplus. The rise in the trust fund surplus reduces borrowing
from the public by an equal amount but does not reduce the need
to issue debt subject to the statutory limit.

This analysis also applies to the difficulty in preventing a contin-
ual rise in the gross Federal debt. Gross Federal debt is nearly the
same as debt subject to statutory limit, as explained in the previ-
ous section. Therefore, in order to prevent a continual rise in gross
Federal debt, the Federal funds portion of the budget must be in
balance (as an approximation).

FEDERALLY ASSISTED BORROWING

The effect of the Government on borrowing in the credit market
arises not only from its own borrowing to finance Federal oper-
ations but also from its assistance to certain borrowing by the
public. Federally assisted borrowing is of two principal types: Gov-
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ernment-guaranteed borrowing, and borrowing by Government-
sponsored enterprises.

Guaranteed borrowing is another term for guaranteed lending. It
consists of loans for which the Federal Government guarantees (or
insures) the payment of the principal and/or interest in whole or
in part. Guaranteed loans have diverse characteristics. The loans
may be made to individuals, businesses, State and local govern-
ments, or foreign governments. The guaranteed obligation may be
a loan made by a bank or other institutional lender or it may be a
security sold in the capital market.

Loan guarantees are designed to allocate economic resources
toward particular uses by providing credit at more favorable terms
than would otherwise be available in the private market. The
major use of loan guarantees is to support housing, but they are
also used for many other purposes. As shown subsequently in table
E-13, primary guaranteed borrowing (which excludes double count-
ing) was $34.6 billion in 1986 and is estimated to be $76.4 billion in
1987 and $54.1 billion in 1988. Special Analysis F, “Federal Credit
Programs,”’ presents detailed data on guaranteed loans and esti-
mates the subsidies that are provided by loan guarantees. Part 3b
of the Budget—Supplement also discusses Federal credit and out-
lines the Administration’s forthcoming reform proposal for the con-
trol of Federal credit.

The other type of federally assisted borrowing is borrowing by
Government-sponsored enterprises, which are discussed in more
detail in Special Analysis F. These enterprises were established
and chartered by the Federal Government to perform specific
credit functions but are now entirely privately owned. The rule
governing the budget treatment of these enterprises was estab-
lished in 1967 in accordance with a recommendation by the Presi-
dent’s Commission on Budget Concepts. The Commission, whose
report led to the adoption of the unified budget, recommended that
the budget exclude those Government-sponsored enterprises that
are entirely privately owned.!® Therefore the transactions of these
enterprises are not included within the Federal budget, and their
debt is not part of gross Federal debt.

The seven Government-sponsored credit enterprises are financial
intermediaries. They borrow in the securities market and lend
their borrowed funds for specifically authorized purposes either
directly or by purchasing loans originated by the private groups
that they were established to assist. The borrowing programs of
these enterprises are subject to Federal supervision. In addition,
they all consult the Treasury Department, either by law or by
custom, in planning their market offerings. The Federal National

18 Report of the President’s Commission on Budget Concepts (Washington: U.S. Government Printing Office,
1967), pp. 29-30.
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Mortgage Association, the Federal Home Loan Banks, and the
Student Loan Marketing Association (SLMA) are required to obtain
Treasury approval of the terms and timing of specific offerings.
SLMA borrowed exclusively from the Federal Financing Bank from
the time of FFB’s establishment until May 1981.1°® SLMA now
borrows new funds from the public, without any guarantee. The
three enterprises regulated by the Farm Credit Administration—
the Banks for Cooperatives, Federal Intermediate Credit Banks,
and Federal Land Banks—berrow by issuing consolidated Farm
Credit bonds and notes rather than securities under their separate
names.

Government sponsorship of these enterprises has given them
various direct benefits. These benefits differ from one enterprise to
another and from one type of debt security to another. In most
cases, but not all, they include such advantages as the following:
their debt securities can be held by federally regulated financial
institutions under a number of circumstances where other private
securities or State and local securities are not eligible; they are
exempt from Federal, State, and local income taxation; the interest
on their debt securities is exempt from State and local income
taxation; and they have lines of credit with the Federal Govern-
ment that range up to $4 billion. Because of these specific advan-
tages and the overall Federal sponsorship, the enterprises are per-
ceived by the securities market to have a special relationship with
the Federal Government. As a result, and despite the absence of
Federal guarantees, the Government-sponsored enterprises borrow
at lower interest rates than they would otherwise have to pay.

The operations of the Government-sponsored enterprises are not
subject to the Federal budget review process; and the economic
assumptions on which their borrowing estimates are based for
1987-88 are not necessarily the same as the Administration’s eco-
nomic forecast, which is used for the budget. In order to show the
borrowing by this sector as a whole from the rest of the market,
the total borrowing figures in table E-12 are calculated net of the
borrowing by one Government-sponsored enterprise from another.
Most of this adjustment is accounted for by the Federal Home Loan
Mortgage Corporation repaying its debt to the Federal Home Loan
Banks.

Borrowing by Government-sponsored enterprises has risen to
much higher levels in the last few years than it was before. Until
1978 the largest amount of borrowing by this sector as a whole had
been $14.9 billion in 1974. Borrowing increased sharply to a range
of $24-$27 billion during 1978-80, however, and then expanded

19 SLMA was the only Covernment-sponsored enterprise whose new securities could be guaranteed by the
Government and therefore bought by the FFB. The Secretary of Education had authority to guarantee SLMA
securities issued prior to October 1, 1984.
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with only one interruption to $64.1 billion in 1985. Borrowing
increased significantly again in 1986, reaching $107.3 billion. The
Government-sponsored enterprises estimate that it will be almost
as large in 1987 and 1988.

Table E-12. BORROWING BY GOVERNMENT-SPONSORED ENTERPRISES

(In millions of dollars)

Borrowing or repayment (—) t%eba_
Description 1985 1986 1987 1988 oélmsii"gi's%g
actual actual estimate estimate estimate
Education: Student Loan Marketing Association................ 2,671 2,856 2,989 3,410 21,925
Housing and Urban Development: Federal National
Mortgage Association 27,451 | 39,526 | 34,108 38,284 | 252,380
Farm Credit Administration: *
Banks for cooperatives —258 4221 —858 313 7,258
Federal intermediate credit banks...........cc.o..cooovvvneses —2,745 | —2,561 | —3315 —257 9,389
Federal land banks —1,382 | —3595| —9,222 | —1,204 32,228
Federal Home Loan Bank Board:
Federal home loan banks 6,168 | 14,509 6,917 9,000 | 104,000
Federal Home Loan Mortgage Corporation ................. 31,581 | 55952 | 59,159 | 50,692 | 271618
Total 63,486 | 107,109 | 89,777 99,552 | 698,798
Less increase in holdings of debt issued by Govern-
ment-sponsored enterprses ..........ooovvecrvvveesei s, —626 | —203| —325 14 919
Total, borrowing by Government-spon-
sored enterprises .............ccoverrvrerrenereenns 64,112 | 107,312 90,102 99,538 | 697,879

1 The debt represented by consolidated notes and bonds is attributed to the respective Farm Credit banks.

The major Government-sponsored borrowers during 1985-88 are
the two enterprises that borrow in order to support housing
through the purchase of mortgages, the Federal Home Loan Mort-
gage Corporation (FHLMC) and the Federal National Mortgage
Association (FNMA). In 1985 they borrowed $59.0 billion altogeth-
er; during 1986-88 they borrowed or are estimated to borrow $89-
$95 billion each year, which is 93% of total Government-sponsored
borrowing for these years. This high level of borrowing is almost
entirely being carried out through FHLMC’'s and FNMA’s pro-
grams of mortgage-backed securities. Under both of these programs
the enterprises purchase conventional mortgages and finances the
purchases by packaging the mortgages into pools and selling par-
ticipation certificates in the pools to the public. By the end of 1988,
FHLMC and FNMA are estimated to have raised their combined
share of total Government-sponsored debt from 429 in 1980 to
75%.

Although the borrowing by FHLMC and FNMA currently domi-
nates the Government-sponsored sector, the borrowing by the Fed-
eral Home Loan Banks is also large. They are estimated to contin-
ue increasing their debt in order to finance loans to savings and
loan associations and other thrift institutions. Their operations also
support the housing sector. In contrast, the three Government-
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sponsored enterprises that comprise the Farm Credit System—the
Banks for Cooperatives, the Federal Intermediate Credit Banks,
and the Federal Land Banks—contracted their net lending and
borrowing in 1985 and 1986 and, as a group, are estimated to
contract it further in 1987 and 1988. This reflects in part the
current economic difficulties of the farm sector.

The Federal Government provides a different kind of assistance
to State and local government borrowing than it does to other
borrowing. It exempts the interest on State and local debt from
Federal income tax. This reduces the interest rate these govern-
ments have to pay and thereby encourages them to borrow larger
amounts.

Tax exemption has also been extended to certain bonds nominal-
ly issued by a State or local government to raise funds for private
purposes. These private purpose bonds, such as industrial develop-
ment bonds, now comprise cver half of all new long-term, tax-
exempt issues. In 1986 the total tax-exempt borrowing (net of re-
payments) estimated in the Federal Reserve flow-of-funds accounts
was $143.5 billion. The Tax Reform Act of 1986 limited to some
degree the issuance of private purpose tax-exempt bonds and re-
duced the ability of issuers to earn arbitrage by investing the
proceeds of tax-exempt bonds in taxable instruments. Tax-exempt
borrowing is discussed further in Special Analysis F, “Federal
Credit Programs,” and, from a different perspective, in Special
Analysis G, “Tax Expenditures.”

ToraL FEDERAL AND FEDERALLY ASSISTED BORROWING

Table E-13 summarizes Federal and federally assisted borrowing.
Federal borrowing from the public is presented in total. Guaran-
teed borrowing and borrowing by Government-sponsored enter-
prises are presented both as total amounts for the sector as a whole
and as net amounts. The net amounts contain adjustments that
were made in order to remove double counting in the aggregation
of total Federal and federally assisted borrowing. Double counting
would otherwise occur when a Federal agency or a Government-
sponsored enterprise bought (or sold) a Federal or federally assisted
debt security. This is because borrowing would occur both when the
security was initially sold and when the Federal agency or Govern-
ment-sponsored enterprise borrowed in order to finance its pur-
chase.

Federal borrowing from the public to finance the deficit is the
largest part of Federal and federally assisted borrowing each year
during 1986-88. However, while Federal borrowing comprised 63%
of the total for 1986, it falls to an estimated 509 in 1987 and 42%
in 1988. This decline is the result of two factors. Federal borrowing
is estimated to decrease sharply, in line with the deficit target for
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Table E-13. NET BORROWING BY GOVERNMENT, GOVERNMENT-GUARANTEED BORROWERS, AND
GOVERNMENT-SPONSORED ENTERPRISES

(In billions of dolfars)

Borrowing or repayment (—) tIzeb:j !
Description 1986 1987 198 | end 1986
actual estimate estimate estimate
Federal borrowing from the public ! ............ooocccoonrnricriane 236.3 162.2 106.7 | 2,015.1
Guaranteed borrowing (net) 2 3 33.8 75.8 54.1 580.6
Less increase in guaranteed loans held by Federal agen-
cies: 3
Government National Mortgage Association..................... -8 —.5 —* 3
Primary guaranteed borrowing %............................ 34.6 76.4 54.1 5803
Borrowing by Government-sponsored enterprises 5..............ccooor.. 107.3 90.1 99.5 697.9
Less increase in holdings of Federal debt.............ccccooovvvernn. —.8 —* 2 2.2
Less increase in Government-sponsored debt held by Federal
agencies:
Federal Financing Bank —* —* —* 49
Tennessee Valley Authority 1
Less increase in holdings of guaranteed loans:
Student Loan Marketing Association 8 2.6 29 3.2 15.3
Federal National Mortgage Association —34 217
Farm Credit Banks —* —* * *
Federal Home Loan Banks 5 1 3 3.4
Federal Home Loan Mortgage Corporation..................... 13 31
Net Government-sponsored borrowing ........................... 107.1 87.2 95.8 641.2
Total, Federal and federally assisted borrowing........ 378.0 3258 256.7 | 3,236.6
* $50 million or less.
1 Se table E-1,

2 “Guaranteed borrowing (net)” is the same as “guaranteed loans (net)” in table F-19 of Special Analysis F. To avoid double counting, it is
caiculated net of guarantees of loans previously guaranteed and guarantees of Federal agency debt.

3 The increase in guaranteed loans held by the FFB is netted out in deriving guaranteed borruwin% (net).

;‘F‘an?a Igul?ralnzteed borrowing” in this table is the same as “primary guaranteed loans” in table F-19.

rom table E-12.

8 The increase in holdings of guaranteed loans by the Student Loan Marketing Association is subtracted out on this line only to the extent that
SLMA borrows from the public. To the extent that SLMA borrows from the FFB, the increase in holdings of guaranteed ioans is ultimately
financed by Feceral borrowing and the loans are therefore classified as direct loans rather than puaranteed loans. This amount is subtracted out
above as an increase in Government-sponsored debt held by Federal agencies.

1988; and federally assisted borrowing rises by a small amount,
with the increase in primary guaranteed borrowing larger than the
small decrease in net Government-sponsored borrowing. At the end
of 1988 Federal debt held by the public is 62% of the total Federal
and federally assisted debt outstanding.

The following chart depicts the trends in Federal and federally
assisted borrowing from 1968 to 1988. The series are volatile, and
the fluctuations are usually dominated by Federal borrowing,
which is driven primarily by the Federal deficit. The fluctuations
in the Federal deficit, in turn, are at most times strongly related to
the pattern of recession and recovery. Total Federal and federally
assisted borrowing increased steadily and substantially from $80.8
billion in 1979 to $280.5 billion in 1983. With a subsequent lower
deficit and with federally assisted borrowing not rising very much,
the total was lower in 1984 and 1985. However, in 1986 net Govern-
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ment-sponsored borrowing rose by $49.3 billion, Federal borrowing
by $39.0 billion, and guaranteed borrowing by $13.0 billion, for a
combined increase of $101.3 billion. This produced a record $378.0
billion of Federal and federally assisted borrowing in 1986. In 1987
and 1988, though, sharp decreases in Federal borrowing are esti-
mated to reduce the total by $121.3 billion or 32%.

Federal and Federally Assisted Borrowing
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As the chart shows, Federal and federally assisted borrowing is
now a great deal higher than a decade ago. Much of the increase
parallels the growth in the economy and in the total funds bor-
rowed by the non-financial sector in the credit market. However,
total Federal and federally assisted borrowing has increased as a
proportion of the total funds borrowed. This proportion increased
from 17% during 1960-69 to 22% during the first half of the 1970’s
and 27% during the second half. During 1980-86 the proportion
was higher still, averaging 41%. Thus, Government programs have
recently been a larger proportion of funds borrowed in credit mar-
kets than they were in the preceding years. However, the propor-
tions during 1984-86 were lower than during 1982-83, and the total
of Federal and federally assisted borrowing is estimated to decline
considerably in 1987 and 1988. This suggests that the upward trend
of relative Federal participation in the credit market may no
longer be continuing.
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Table 6. FEDERAL GOVERNMENT FINANCING AND DEBT
(In billions of dollars)

FINANCING
Estimate
1986 actual
1987 1988 1989 1990 1991 1992
Surplus or deficit (—) .......... -2207 | —1732 | —107.8 928 | 595! 213 123
On-budget L (—231.5)|(=192.7) [(—147.4) 1 (— 144.5)1( —123.8)| (—95.7)| (—69.1)
Off-budget (16.7) (19.5) (39.7) (51.7) (64.3) (74.4) (81.4)

Means of financing other
than borrowing from the
public:

Decrease or increase
(—) in Treasury
operating cash balance..| —14.3 114

Increase or decrease

—)m
Checks outstanding,
- R
Deposit fund balances...| —
Seigniorage on coins...........

Total, means of
financing other
than borrowing
from the public..... —156 10.9 1.0 04 0.4 0.4 04

Total, requirements
for borrowing
from the public..... —2363 | —162.2 | —106.7 | —923{ —59.1| —-209 12.7

Change in debt held by
the public...................... 2363 162.2 106.7 923 59.1 209 | —127

-]
>~ oo
O —
i oo

0.4 04 04 0.4

DEBT, END OF YEAR

Gross Federal debt:
Debt issued by Treasury..... 21282 | 23647 | 25803 | 2,793.2 | 2,989.1 | 3,160.3 | 3,307.7
Debt issued by other

AZENCIES ..oovrrrrrrrerenns 48 18 51 37 2.2 2.2 22
Total, gross Federal
b debt......ooovriorrennnee. 21329 | 23724 | 2,585.5 | 2796.9 | 29913 | 3,162.6 | 3,309.8
Held by:
Government accounts......... 386.8 464.0 570.4 689.4 824.8 975.2 | 1,135.2
The public ........cccooovvvvvvmn 1,746.1 | 19084 | 20151 | 2,107.5 | 2,166.5 | 2,187.4 | 21747
Federal Reserve
Banks................... 190.9
Others......ccooovvieenennns 1,555.3

DEBT SUBJECT TO STATUTORY LIMITATION, END OF YEAR

Debt issued by Treasury ........ 21282 | 23647 | 25803 | 2,793.2 | 2,989.1 | 3,603 | 3,307.7
Treasury debt not subject to

limitation (—) 2 coeeeneennee. ~185 | 127 —16 —26 —26 —-26 —26
Agency debt subject to

[imitation............coooeereernnns 13 13 0.2 0.2 0.2 0.2 0.2

Total, debt subject to
statutory limitation 3.| 2,111.0 | 2,353.3 | 2,573.0 | 2,790.8 | 2986.7 | 31580 | 33053

1 Besides checks outstanding, includes accrued interest payable on Treasury debt, miscellaneous liability accounts, affocations of special drawing
rights, and, as an offset, cash and monetary assets other than the Treasury operating cash balance, miscellaneous asset accounts, profit on sale
of gold, and a technical error in recording FDIC outlays in 1986.

2 Consists of Federal Financing Bank debt, the unamortized difference between the purchase price and par value of certain Treasury securities
held by Government accounts, and other Treasury debt not subject to statutory limitation.

1 ;7The permanent statutory debt limit is $2,111 billion. Public Law 99-509 temporarily increased the limit to $2,300 billion through May 15,

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



SPECIAL ANALYSIS F
TABLE OF CONTENTS

I INEFOAUCHION «.ooeeirecer ettt se st b en e esessa e sesesssssanaanne
II. Controlling Federal Credit Programs........c.c.cocevvcrieneennnvennanrcsinnnnsnnnenns
III. The Credit BUdget .........ccoccemirirenrirrecrinicrcneeceereniecresssnansssonsassesssssssssenssans
A. Credit Budget Principles ........ccococviieviiriicircrennesrernrensesasenenrannes

B. Appropriations Acts Limitations..........c.cccoecvcrinnncrennecrscnnnnennnnne

C. DIrect LOANS ....c.cvvereereirieercrrsercerecniceereneesessenesemcsessnanressssansesssenssssssenes

D. Loan GUArantees............ccoeoveirviininiscnetniinnneseneenieeeseesestseessseesenses

IV. Government-Sponsored Enterprises..........ccccooeenienniincciennniecsnnnrnsnesennns
V. Changes in the Quantity and Price of Federal Credit...
VI. Federal Credit Subsidies .......c...cocoviiieinininieiiiiectre e esncreenes
VIL Defaults ......ocoreiieireereiciririrteneercnrenncsesersariereesantsessnansesesnsssosossesacsssessnsnsnsnees
VIII. Federal Financing Bank ..ot
IX. Loan Asset Sales t0 the PUbBLiC .........cccoocrieirnrieicirnrescnerrrecrcsinreresnereseessanes

XL LEABINEG ... ettt seatene st bttt se s ear e e s e b reaes
XII. Tax-Exempt Credit
XTI, SUMINATY «cociiieemrirecrenmornereeesriretnne e renracaeaeseamessesaenensasiereeasssosseenessiratsansossacnes
XIV. Appendix....

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

Page
F-3

F-8

F-8
F-10
F-14
F-18
F-22
F-29
F-32
F-38
F-41
F-43
F-44
F-47
F-48
F-53
F-54



TABLES

Page
Table F-1 Contingent Liability for Guaranteed Loans Qutstanding................... F-9
Table F-2 Credit Budget Totals.........cco.ocovniiireiiniiiiinieiiieesrcvemnecesre e seerssssesneenns F-9
Table F-3 Credit Budget Programs Subject to and Exempt from Appropria-
tions ACts Limitations ......c.coviriiiicniniiiccccrc st esrese e ennrens F-10
Table F-4 Credit Appropriations Acts Limitations ..........cccocecniicveccnnnerierernnes F-12
Table F-5 Comparison of Enacted Limitations with Actual Loan Levels for
Selected Programs in 1986........cc..coviiiieiiiinrinininininnneeesissnerne e ssssaesessssonses F-14
Table F-6 Summary of Direct Loan Transactions......c....cnnneernnnrsesnnenes F-15
Table F-7 Summary of Primary Guaranteed Loan Transactions...........c.ccccon... F-20
Table F-8 Summary of Lending and Borrowing by Government-Sponsored
ENLEIPTISES .ooviveieeeicveieien ettt e st a st esesre e b ensasenesessesssbesesessassssesensannas F-23
Table F-3 Some Benefits Enjoyed by Government-Sponscred Enterprises........ F-24
Table F-10 Summary of Outstanding Federal and Federally Assisted Credit.. F-32
Table F-11 Estimated Subsidy Costs for 1986 Direct Loan Obligations............. F-35
Table F-12 Estimated Subsidy Costs for 1986 Guaranteed Loan Commit-
TNIEIIES cvveerrierreneie et eieseeeesaebe e e e esees e e e e e s e se R r e Re e n e a e emtea e e b et r s e nembaanean F-37
Table F-13 Direct Loan Write-offs and Guaranteed Loan Terminations for
DIfAUIES .o F-39
Table F-14 Summary of Federal Financing Bank Activities.........cccccccovvnnnnes F-42
Table F-15 Loan Asset Sales to the Public .........ccococniveniiinniinnicinncsneicinens F-44
Table F-16 Contingent Liability of the Federal Government..........c.cccoeuvvnninns F-45
Table F-17 Tax-Exempt Financing........c.cccovniinvnnicnninniinniinisneeenns F-52
Table F-18 Direct Loan Transactions of the Federal Government ..................... F-56
Table F-19 Guaranteed Loan Transactions of the Federal Government............ F-66
Table F-20 Lending and Borrowing by Government-Sponsored Enterprises.... F-72
Table F-21 Federal Financing Bank Activities ... F-75
Table F-22 Federal Participation in Domestic Credit Markets . F-79
CHARTS
Page
Chart F-1 Total Federal Credit Budget .......ccocovccnnminncccciiinnniecrneercceenes F-4
Chart F-2 Used and Unused Balance of Enacted Limitations—Eximbank....... F-13
Chart F-83 Government-Sponsored Enterprises and A-Rated Bonds: Spread
ADOVE TIOASUTIES .....cverriieiesiereteteeiie e sente st eaes et see e ebeaebensetatanrereteneatassstenensesesansas F-24
Chart F-4 Federal Participation in Domestic Credit Markets...........c.ccoecenenenn. F-31

F-2

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



SPECIAL ANALYSIS F
FEDERAL CREDIT PROGRAMS

I. INTRODUCTION

The Federal Government is the Nation’s largest financial inter-
mediary. At the end of 1986, it held loans with a face value of $252
billion in its direct loan portfolio, which was 26 percent larger than
the loan assets of the two largest U.S. commercial banks combined.
The Federal Government also had guaranteed loans with an out-
standing balance of $450 billion at the end of 1986. Through direct
loans and loan guarantees, the Federal Government allocates or
influences the allocation of credit and credit subsidies to farmers,
homeowners, small businesses, exporters, utilities, shipbuilders,
and State, local, and foreign governments. The following chart
compares the pattern of growth over the last two decades with the
most recent patterns and with estimates of future trends through
1992.

Federal credit is designed to meet various social or economic
goals that, for whatever reason, the private sector does not meet.
Meeting these goals may entail the provision of a subsidy to a
favored borrower or the correction of a perceived capital market
imperfection.

The problems in directing or controlling Federal credit are enor-
mous and systemic. The discipline that the private market imposes
on private financial intermediaries is absent. The discipline that
the current budget process imposes is not fully effective in control-
ling Federal credit programs. The Federal credit budget, while an
improvement over the previous control and display mechanisms of
the unified budget, does not take into account explicitly the most
important aspect of Federal credit—the economic subsidy offered to
borrowers. The subsidy, as used here, measures the value to the
borrower by comparing the terms and conditions associated with a
Government loan to the alternative terms and conditions of financ-
ing for a similar loan from a private lender. This special analysis
shows estimates of the subsidies provided by direct loan and loan
guarantee programs in Tables F-11 and F-12.

In order to focus on that subsidy, the administration is proposing
a reform of budgeting for credit programs that would remedy the
shortcomings of existing practices by incorporating into the unified
budget the subsidies provided by credit programs. The credit

F-3
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Total Federal Credit Budget
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reform proposal is outlined in Part 3, “Federal Credit,” of the
Budget of the United States Government, FY 1988—Supplement.
Details of this proposal and specific legislative language will be
transmitted to the Congress in March 1987.

This special analysis presents basic information on the broad
spectrum of Government credit programs and policies from 1986
through 1992. It describes recent credit policy, summarizes the
credit reform initiative, and explains the credit budget and its
relationship to appropriations act limitations on direct loan obliga-
tions and guaranteed loan commitments. It outlines the credit
activity of Government-sponsored enterprises (GSEs), and presents
in detail the direct loans and guaranteed loans of the Federal
Government. It also discusses trends in Federal credit, Federal
credit subsidies, and other special topics. This special analysis sup-
plements the credit data and discussions found elsewhere in the
budget. See the Appendix of this special analysis for more details.

II. CoNTROLLING FEDERAL CREDIT PROGRAMS

Comparisons with Private Financial Intermediaries.—The objec-
tives of Federal credit programs are different from those of private
financial institutions. While private financial institutions seek to
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make a profit on their lending, Federal credit programs normally
exist to offer credit to selected borrowers on terms and conditions
that are more favorable than those available from private lenders.
In some cases, the Government offers credit to borrowers for whom
no private source of credit is available. Compared to fully private
loans, these terms and conditions may include lower interest rates
or loan guarantee fees, less stringent credit risk thresholds in
making credit available, or more generous grace periods or repay-
ment schedules. Legislation frequently defines the eligible pool of
applicants, specifies the lending terms that an agency or program
may offer, and otherwise restricts the discretion of Federal pro-
gram managers in a manner that never occurs for private lenders.

In addition to these differences in purpose, there are also differ-
ences in procedures between public and private financial interme-
diaries. Unlike a private financial intermediary, a Federal direct
loan or loan guarantee program has no standard measure of per-
formance, such as profit, for assessing its success. Federal credit
programs were created to subsidize favored borrowers to varying
degrees. Therefore, net income does not measure success. In many
cases, income is not even measured correctly since there is no well-
defined cost of capital for credit programs. The lack of a measure-
ment tool creates difficulties in efficiently allocating resources to
Federal credit (and noncredit) programs.

Moreover, the standards of the marketplace that restrict the
growth and size of private lenders do not apply to Federal credit
programs. Unlike commercial banks, Federal agencies need not
worry about constraints on the volume or quality of new lending
imposed by the inadequacy of primary capital. Federal agencies
can continue to lend even if they have little or no equity. Federal
lending agencies need not be concerned with the standards imposed
on private banks by Federal regulatory agencies for assessing and
reporting on the quality of loan portfolios. This makes alternative
forms of discipline all the more important. if Federal credit is to be
directed in the most efficient manner.

The Unified Budget and the Appropriations Process.—The unified
budget, with its focus on budget authority, outlays, and receipts,
provides a comprehensive system for recording and controlling
most receipts and outlays, but it is an incomplete mechanism for
recording and controlling Federal credit programs. The unified
budget measures net outlays, not the full volume of new credit
extended for direct loans. The appropriations process also treats
credit in a limited way. The largest direct loan programs are
currently financed by revolving funds in which disbursements for
new direct loans are offset by repayments on existing loans. Con-
gressional appropriations of budget authority for these revolving
funds are generally necessary only when new disbursements exceed
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available fund balances, which can be augmented by loan repay-
ments and asset sales. Consequently, the appropriations process
does not normally control directly the amount of new direct loans
extended.

Second, guaranteed loan commitments, an important form of
credit, do not constitute outlays and are not reflected in the unified
budget. While, in principle, they could be included under budget
authority, commitments were excluded from the definition of
budget authority by the Congressional Budget Act of 1974. The
reason for the exclusion was that the loan guarantee, by itself, does
not affect budget outlays and the deficit. The loan guarantee is
only a contingent liability of the Government. However, by assum-
ing that contingent liability, the Government induces lenders to
invest in particular loans by making them “riskless” from the
lender’s standpoint, and thereby allocates capital for federally de-
termined purposes. In this manner, a guaranteed loan commitment
may provide as large a subsidy and redirect capital as effectively as
a direct loan obligation.

A third important shortcoming of the regular budget process for
credit programs is that it neither measures nor controls the most
salient aspect of Federal credit—the size of the subsidy offered the
borrower. Since a primary purpose of Federal credit programs is to
provide borrowers with a subsidy, this is a serious omission in
effective budgetary control. Without some means of measuring and
controlling this subsidy, neither the executive branch nor the Con-
gress can make informed decisions about Federal credit programs,
either in comparing one with another, or in comparing them with
noncredit expenditure programs.

The Federal Credit Budget.—In January 1980, a significant step
in redressing some of the inadequacies of the existing budget proc-
ess was made with the introduction of the Federal credit budget.
The Federal credit budget measures the direct loan obligations and
guaranteed loan commitments, and, through the use of language in
appropriation acts, limits these credit activities. Although it is a
step forward, the credit budget has significant limitations—it does
not measure subsidy costs, nor does it place any direct restriction
on the level of subsidy that a program offers the borrower.

The Balanced Budget and Emergency Deficit Control Act of 1985,
alse known as Gramm-Rudman-Hollings, has led to a change in the
way transactions of the Federal Financing Bank (FFB) are treated
in the credit budget. As discussed further in the section below
entitled “Federal Financing Bank,” FFB transactions formerly pre-
sented as a separate line item in this special analysis and else-
where in the budget have now been incorporated into the account
of the agency originating the transaction.
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OMB Circular No. A-70.—One means of controlling Federal
credit more effectively is to control the price at which it is offered
to the public. As a step toward this goal, the Office of Management
and Budget (OMB) reissued Circular No. A-70, “Policies and Guide-
lines for Federal Credit Programs,” on August 24, 1984. OMB circu-
lars are directives that are binding upon the executive agencies as
a matter of Presidential policy and are generally enforceable
through administrative procedures. Circular A-70 was approved by
the President prior to its release.

The A-70 guidelines apply to both existing and proposed Federal
direct loan and loan guarantee programs. The guidelines place two
sets of requirements on agencies. The first is to provide informa-
tion on the costs and benefits of Federal credit programs. This
includes estimates of the alternative credit available from relevant
private financial institutions, Federal subsidies, and net default
costs.

The second requirement is that new legislation or policies for
credit programs be consistent with sound credit policies set out in
the circular. If current legislation does not conform to those poli-
cies, agencies are generally required to prepare proposals to change
that legislation so the programs will conform to A-70 guidelines.

A second OMB circular, No. A-129, “Managing Federal Credit
Programs,” expands on many of A-70’s principles. It contains com-
prehensive guidance on servicing and collecting all Government
receivables, including those arising from direct and guaranteed
loans, grants and contracts. It requires agencies to develop annual
credit management improvement plans describing their strategies
for meeting performance goals and implementing the ‘“‘nine-point
program,” which is discussed in the ‘“Defaults” section of this spe-
cial analysis.

Credit Reform Initiative.—Part 3 of the Budget Supplement con-
tains an outline of an administration proposal to change the way
Federal credit programs are treated in the budget. Under this
reform, Federal agencies would obtain appropriations equal to the
estimated subsidy component of the direct loans and loan guaran-
tees they propose to make each year. A new Federal credit revolv-
ing fund (referred to as ‘‘the fund”) would be established within the
Department of the Treasury. As agencies make obligations for new
direct loans, they would pay the estimated subsidy value of these
loans into the fund, which would be recorded in the budget account
of the originating agency. The fund would provide the balance, or
financing portion, of the loan. As commitments for new loan guar-
antees are made, their estimated subsidy value would be paid into
the fund and recorded in the budget account of the originating
agency.
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F-8 THE BUDGET FOR FISCAL YEAR 1988

The fund would oversee the sale to the public of all new direct
loans for which there are no policy or programmatic constraints to
such asset sales, and it would oversee the purchase of private
sector reinsurance for new guaranteed loans insofar as it is avail-
able. The subsidy cost of direct loans sold and loan guarantees
reinsured would be determined by the actual price established by
the market. Loan subsidies for direct loans not sold and guaranteed
loans not reinsured would be calculated by the fund.

III. Tue CrEDIT BUDGET

A. CreEpiT BUDGET PRINCIPLES

The credit budget measures direct loan obligations and guaran-
teed loan commitments. It is the sum of the credit authority of-
fered by the Federal Government. The credit budget is based on
three principles. First, it is intended to measure new credit at the
point that the Government legally contracts to provide a loan or a
loan guarantee. Usually, this is when a loan agreement or loan
guarantee agreement is signed.

Second, the credit budget is based on credit authority—the au-
thority to make new offers of credit. Credit authority is measured
on a gross basis and does not reflect repayments of loans. This
concept differs from the unified budget where budget authority is
required only when collections are insufficient to finance new
budgetary obligations. The concept of credit authority is necessary
because subsidies are provided to all new recipients of direct loans
and loan guarantees, regardless of the extent to which borrowers
are repaying other loans previously made.

Third, guaranteed loan commitments are measured as the full
principal of the loan, even if the Government’s contingent liability
is less than the full loan principal. The full principal is included in
the commitment because the entire loan, even if only partially
guaranteed, is assisted by the guarantee. Moreover, in some pro-
grams that offer partial guarantees, the private lender is at risk
only when the value of the collateral and the guarantee combined
are less than the full loan principal.

There are a number of programs in which less than the full
principal of the loan is guaranteed. The major agency that nomi-
nally offers guarantees significantly below full loan principal is the
Veterans Administration (VA).? In the aggregate, of the $450 bil-
lion of guaranteed loans outstanding in 1986, the Government’s
contingent liability was $363 billion or 81 percent. Excluding the

1 The contingent liability for VA mortgage guarantees is up to 60 percent of the mortgage amount or a
maximum of $27,500. The guarantee frequently acts as a 100 percent guarantee bacause, in 85 percent of the
foreclosures involving VA guaranteed property, the VA acquires the property from the lender, who is made
whole, rather than paying the guaranteed portion of the loan.
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VA, the contingent liability was $300 billion for $307 billion of
guaranteed loans outstanding, or 98 percent.

The contingent liability and full principal of all guaranteed loans
outstanding are shown in Table F-1.

Table F-1. CONTINGENT LIABILITY FOR GUARANTEED LOANS OUTSTANDING
(In billons of doltars)

1986 actual 1987 estimate | 1988 estimate
Veterans Administration mortgage guarantees:
Contingent liability 62.8 67.7 714
Full principal 142.6 153.8 162.2
All other loan guarantee programs:
Contingent liability ...... 300.2 364.4 407.9
Full principal 307.2 3724 418.1
Total outstanding:
Contingent liability 363.0 432.1 479.3
Full principal 4498 526.2 580.3

Table F-2 provides the credit budget totals for 1984 through
1989. It also shows the major direct loan programs and loan guar-

antee programs.
Table F~2. CREDIT BUDGET TOTALS

(In billions of dollars)

actual estimate
1984 1985 1986 1987 1988 1989
Direct loan obligations:
Farmers Home Administration.................. 12 79 50 24 13 0.5
Foreign military sales .............. . 5.7 49 5.0 40 44 45
Commodity Credit Corporation ...... 5.5 10.4 17.7 178 13.5 11.2
Rural Electrification Administration... 2.1 40 3.1 1.5 0.4 0.2
Export-Import Bank ...................... 15 0.7 0.6 0.9 1.0 0.9
Low-rent public housing .. 14 5 U OO SRR OO
A OHhET .. esrane 157 10.8 9.9 8.3 6.5 58
Total obligations X .......c..ccoorevimrvnnns 39.1 52.8 413 349 21.1 231
Guaranteed loan commitments:
Federal Housing Administration ............... 17.1 474 102.6 87.0 70.0 69.0
Veterans Administration housing.............. 16.5 12.1 343 350 219 211
Low-rent public housing 13.7 [ e e
Guaranteed student 10anS..........ccooe.vvveee.. 7.6 8.9 8.6 9.6 9.4 10.7
Export-Import Bank ............ 11 78 55 114 10.0 10.0
Commodity Credit Corporation ................. 42 27 25 55 35 35
All other 4.6 5.8 5.1 7.2 12 8.6
Total commitments 2 ..o, 70.8 84.7 159.2 155.7 128.4 129.5
Total credit budget........c.c.oovveerreneenns 109.9 137.6 200.6 190.6 155.5 152.6
MEMORANDUM
Secondary guaranteed foan commitments ... 39.7 54.6 138.0 1325 100.0 100.0

t Includes loans with an aFency guarantee disbursed by the Federal Financing Bank.

2 Excludes commitments for guarantees of loans previously guaranteed (secondary guarantees) and commitments for guarantees by one
Government account of direct loans made by another Government account. Totals for the former are shown in the memorandum. Totals for the
latter are included as direct loans.
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F-10 THE BUDGET FOR FISCAL YEAR 1988

For 1988, the administration proposes that the credit budget
decrease by $35 billion, or 18 percent below the 1987 totals. The
programmatic reasons for the changes in the credit budget totals
since 1986 are discussed below in the sections on direct loans and
guaranteed loans.

B. APPROPRIATIONS AcCTS LiMITATIONS

The credit budget is included in the budget resolution and limita-
tions for many programs are subsequently enacted in annual ap-
propriations acts. The administration proposes limitations annually
on direct loan obligations and guaranteed loan commitments for
most credit programs. The limitations serve as ceilings on the
volume of new credit that may be offered by the account. The
limitation is specified in the appropriation language for individual
budget accounts that include credit activity.

The President’s 1988 Budget proposes limitations for programs
whose funding amounts to 61 percent of the credit budget totals.
Approximately 32 percent of direct loan obligations (excluding obli-
gations for defaulted loans) and 68 percent of guaranteed loans are
proposed for limitation. The relatively low percentage for direct
loans results because the largest direct loan program—CCC com-
modity loans—is exempt from limitation. Table F-3 indicates the
breakdown of loans subject to, and exempt from, appropriations act
limitation.

Table F-3. CREDIT BUDGET PROGRAMS SUBJECT TO AND EXEMPT FROM APPROPRIATIONS ACTS

LIMITATIONS
(In millions of datlars)
Direct loan obligations Guaranteed loan commitments
1986 1987 1988 1986 1987 1988
Limitations enacted.........o..c..covecrrecrunen. 15,664 10,259 8,055 193915 114,535 87,234
Less: Unused balance of limitation,
L1117 R —2,200 — 579 —529| —49,520| —13,025|....cccccouerrenr
Loan subject to timitation...........c..cooe..... 13,464 9,680 7,526 144,395 101,510 87,234
Loans subject to fimitation under P. L.
99-177 1 PS¢ L 1] R 9,462

Loans exempt from limitation 2.............. 19,920 25,248 19,610 5,386 54,196 41,129
Total 41,329 349271 27,136 159,243| 155,705{ 128,362

ADDENDUM

Secondary guarantees subject to limi-
1.1 (1| HRONOUSSSHOSOPYTURTHRN! HUROPO 1 137,962L 132,500 100,000
1 Baianced Budget and Emergency Deficit Controt Act of 1985 (Gramm-Rudman-Hollings). . »

% ;gscl;?ﬁisondirect loan obligations for defaulted guaranteed loan claims, as follows: 1986, $5,927 million; 1987, $4,454 million; and, 1988,

The first stage of congressional action on the credit budget is the
budget resolution. The Congressional Budget Act, as amended by
Gramm-Rudman-Hollings, requires functional allocations for direct
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loan obligations, primary loan guarantee commitments, and sec-
ondary loan guarantee commitments in the budget resolution. The
functional targets are then allocated to the Appropriations Com-
mittee and other committees. In the event of a sequestration under
Gramm-Rudman-Hollings, credit authority—direct loan obligations
and guaranteed loan commitments—is reduced by the general non-
defense sequestration percentage.

After the budget is submitted to the Congress, the House and
Senate Appropriations Committees begin working on the 13 appro-
priation bills. Three bills contain 19 of the 27 requested limitations:
Agriculture, Foreign Assistance, and Housing and Urban Develop-
ment/Independent Agencies. Over the past several years, Congress
has enacted limitations in most of the programs for which limita-
tions were requested. The administration continues to urge the
Congress to enact limitations on guaranteed loans on the basis of
the full principal amount of the loan rather than the contingent
liability.

In general, limitation language in appropriation acts:

¢ is a one-year limitation;

* sets a ceiling on direct loan obligations and/or guaranteed
loan commitments; and

* applies to an individual account, although limitations on spe-
cific programs within an account may also be provided.

Table F-4 identifies the enacted limitations in 1986 and 1987 and
proposed limitations in 1988 for credit programs.

While the appropriations act limitation is an effective control
mechanism for new lending for some programs, there are many
programs in which the actual demand for Federal credit assistance
has been consistently less than the level enacted in annual appro-
priation bills. For example, the enacted limitations on direct and
guaranteed loans for the Export-Import Bank (Eximbank) have
consistently exceeded the actual demand for loans since 1982. The
accompanying chart illustrates the used and unused portions of the
enacted limitations for 1982-1986.

There are a variety of programs, in addition to Eximbank, for
which demand is often below the enacted limitation. Table F-5
compares the proposed and enacted limitations to the actual level
of direct loan obligations and guaranteed loan commitments in
1986 for several credit programs with shortfalls from limitations.

After enactment of appropriations bills, direct and guaranteed
loan activity subject to limitation is controlled through the appor-
tionment process. This is the mechanism by which the executive
branch controls the rate at which new loans are obligated or guar-
anteed. While limitations are generally apportioned quarterly, a
few are apportioned on an annual or project basis.

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



F-12

THE BUDGET FOR FISCAL YEAR 1988

Table F-4. CREDIT APPROPRIATIONS ACTS LIMITATIONS

(In millions of dollars)

1986 1987 1988
actual estimate 1 estimate
Limitations on direct loan obligations:
Foreign military sales credit 4,967 4,040 4,421
AID, Private sector revolving fund 15
QOverseas Private Investment Corporation 14
Agriculural credit insurance fund 3,176
Rural housing insurance fund 2,033
Rural development insurance fund 421
Rural electrification and telephone revolving fund 2 ..o, 2,129
Rural telephone bank 177
Self-help housing land development fund 1
International Trade Administration, Operations and administration................... 8
College housing loans. 57
Bonneville Power Administration fund 20 10 [
Health resources and services 1 1 1
Nonprofit sponsor assistance 1 1 *
Federa! Housing Administration fund 84 74 83
Housing for the eiderly or kandicapped..............c..ooce0vec 604 502 131
Community development grants 2 ]V O
Bureau of Reclamation, Loan program............coeeeeeeeeererccecseennnn: 48 44 27
National Park Service, CONSEIUCHION ...........ovvcorverrrecier v recsserers e cresennes S ORI B
Bureau of Indian Affairs, Revolving fund for loans ............... 16 16 13
Federal Highway Administration, Right-of-way revolving fund...........cccooovvveeen. 48 48 48
Raifroad rehabilitation fund 2 3 S SO
VA, Direct loan revolving fund 1 1 1
EXPOTE-IMPOTE BaANK ...ovvvvvooeeee et sss s snsnss st snnnes 1,059 900 1,000
SBA, Business loan and investment fund 160 97 20
National Credit Union Administration, Central liquidity fund............ccoocomrvrns 568 600 600
Total, limitations on direct loan obiigations 15,664 | 10,259 8,055
Limitations on guaranteed loan commitments:
AID, Housing and other credit guaranty programs 145
QOverseas Private Investment Corporation 136
Agricultural credit insurance fund 1,916
Rural development insurance fund 96
Rural electrification and telephone revolving fund
Economic development assistance 2 188
International Trade Administration, Operations & administration 2.................. 7
NOAA, Federal ship financing
Health professions graduate student loan insurance fund
Federal Housing Administration fund 141,500 | 100,000 { 70,000
Community development grants .......... 163 150 Lo
Bureau of Indian Affairs, Indian loan guaranty and insurance fund 34
VA, loan guaranty revolving fund 38,280 |....ooovreeeei i
Export-Import Bank 11,484 | 11,3551 10,000
SBA, Business loan and investment fund.............co...... . 3,510
Total, limitations on guaranteed loan commitments ...........ccoooorecrveerecen 193,915 | 114,535 | 87,234
ADDENDUM
Secondary guaranteed loan commitments:
GNMA, Guarantees of mortgage-backed securities 175,000 | 150,000 | 100,000

* $500,000 or less

1 ncludes President’s budget proposals for char:jges in enacted limitations.
f

2 |ncludes limitations on agency guarantees of

rect loans disbursed by the Federal Financing Bank.

3 Enacted on the basis of contingent liability; the full principal amount is reflected here.
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For some programs, an appropriations act limitation on annual
activity is deemed unsuitable for any of several reasons, and con-
trol is provided through other mechanisms. First, limitations are
not proposed for programs in which the authorizing legislation
provides a clear entitlement to qualified applicants, such as farm
price support loans, credit assistance to veterans, and guaranteed
student loans. These programs are similar to those expenditure
programs considered relatively uncontrollable, and the levels of
new credit are restricted solely by substantive law.

Second, direct loans that arise from payment of claims on de-
faulted guaranteed loans are exempt from appropriations act limi-
tation. Payment of these default claims is mandatory, as in the
FHA mortgage insurance and the guaranteed student loan pro-
gram. Therefore, the effective point of control is earlier, at the
time of the original guaranteed loan commitment.

Third, some programs are exempt from appropriations act limita-
tion when additional control through such limitations is unneces-
sary or counterproductive. For example, in several foreign assist-
ance programs, such as the economic support fund, AID develop-
ment assistance, and P.L. 480 food assistance, appropriated budget
authority governs both the loan and the grant activity. The alter-
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Table F-5. COMPARISON OF ENACTED LIMITATIONS WITH ACTUAL LOAN LEVELS FOR SELECTED
PROGRAMS [N 1986

(in millions of dollars)

Unused
imion | o™ | talace o
Direct loan obligations:
Agricultural credit insurance fund 3,176 2,799 378
Rural housing insurance fund 2,033 1,825 208
Bonneville power administration fund PV R 20
Housing for the elderly or handicapped fund ...........ccconveerceeirrrerceneas 604 556 18
Export-Import Bank 1,059 578 480
National Credit Union Administration, Central liquidity fund................ 568 31 537
Guaranteed loan commitments:
Agricultural credit insurance fund 1,916 1,560 356
Rural development insurance fund 96 55 41
Federal Housing Administration fund 141,500 | 102,592 38,908
GNMA, Guarantees of mortgage-backed securities ..........cc.occvccerrneerns 175,000 137,962 37,038
VA loan guaranty revolving fund 38,280 34,297 3,983
Export-import Bank 11,484 5,508 5,976

native to a direct loan in those programs is a grant, or 100 percent
subsidy. A specific direct loan limitation might lead to a greater
use of grants—an increase in effective subsidies.

C. Direct LoaNs

Direct loans are financed from a variety of sources, including
appropriations, borrowing, and repayments of previous loans.
Direct loan programs are designed to redirect economic resources
to particular uses by providing credit on more favorable terms than
would otherwise be available from private sources. A direct loan is
best justified when the Federal objective could not be met with
financing from private sources, even with a Government guaran-
tee. The objectives of a direct loan program, for example, may
require financing at interest rates that are lower than those avail-
able from private lenders, or loan maturities that are longer than
otherwise available. Direct loans are made to individuals, business-
es, and State, local, and foreign governments.

As discussed below in the section entitled “Federal Financing
Bank,” FFB transactions formerly presented as a separate line
item in Table F-6 of this special analysis and elsewhere in the
budget have now been incorporated into the account of the agency
originating the transaction.

Direct loan obligations in a given year do not result in an equal
volume of new direct loan disbursements in the same year for
several reasons. First, there is often a lag between the time of
obligation and the actual disbursement of the loan. For example,
prospective borrowers may seek financing for a project when it is
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production levels and the demand for the nonrecourse loans that
finance production.

The Food Security Act of 1985 gave the Secretary of Agriculture
the discretion to set commodity prices implicit in CCC loans more
closely to market prices. This provision was intended to reduce
eventually the need for Government price supports; however, over-
all spending on farm programs has continued to grow. Moreover,
despite the enormous commitment of resources, economic condi-
tions in agriculture are depressed. Accordingly, the administration
will be proposing legislation to modify farm commodity price sup-
port programs. The proposed legislation is discussed in more detail
in Part 5 of the Budget.

The Farmers Home Administration (FmHA) makes loans for
purchasing and operating farms, improving rural housing, and de-
veloping rural community facilities. In 1988, FmHA direct loan
obligations are proposed to total $1.3 billion, which is significantly
below the 1986 total of $5.0 billion. This reduction reflects a shift in
Federal loan activity from heavily subsidized direct loans to guar-
antees of private market rate loans in the agricultural credit insur-
ance fund. The administration proposes to terminate both FmHA
housing and rural development programs. Housing assistance
would be provided through a voucher program similar to the pro-
gram now administered by the Department of Housing and Urban
Development.

Rural Electrification Administration (REA) direct loan activity is
proposed to decline from $1.5 billion in 1987 to $383 million in
1988, to $191 million in 1989, and to be terminated in 1990. To
ensure continued credit availablity, most borrowers will be eligible
for a new program of privately originated loans with an REA
guarantee of 70 percent of the loan principal. The decrease is
proposed because REA’s mission is complete—current programs
have gone far beyond their original goal of providing electricity
and telephone service to rural areas. When the REA was estab-
lished in 1935, only 12 percent of the farms in the country received
electricity; today over 99 percent of farms have electric service. In
1949 the REA act was amended to bring telephone service to rural
areas; today over 95 percent of farms have telephones. Current
REA programs have expanded to include subsidized lending to
electric cooperatives serving prosperous urban or suburban areas of
cities such as Washington, Atlanta, Dallas, Minneapolis, and
Denver. Loans are also used to provide electric service to exclusive
recreation communities, such as ski resorts in Vail, Aspen, and
Steamboat Springs, Colorado, as well as other resorts in Myrtle
Beach, Kiawah Island, and Hilton Head Island in South Carolina.
In addition, REA has provided loans to telephone companies that
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in the design stage, but the financing will not be needed until the
next year or even the next several years. As a result, some agen-
cies, such as the Export-Import Bank and the Rural Electrification
Administration, disburse loans 4-7 years after the time of the
direct loan obligation. Second, some prospective borrowers will
never convert the direct loan obligations into borrowing because
the projects for which financing had been sought are subsequently
cancelled.

As shown in Table F-6, direct loan obligations are proposed to
decline between 1986 and 1988 from $41.3 billion to $27.1 billion.
Overall, the agricultural and business sectors will receive 57 per-
cent and 31 percent, respectively, of the 1988 credit budget.

Table F-18 presents data for Federal direct loan programs from
1986 through 1992, The major credit programs and program
changes in direct loan obligations are discussed below.

Table F-6. SUMMARY OF DIRECT LOAN TRANSACTIONS

{In bitlions of dollars)

Actual Estimated
1985 1986 1987 1988 1989 1990 1991 1992
Obligations 528 413 349 27.1| 231 221 29| 2.0
Loan disbursements...............ccooovvvre. 644 | 422 395( 321| 278| 253 240 225
Change in outstandings...........co.vvereveimens 280 112|-—-152|—153| —-91] —-82 —74| -89
QOutstandings 2514 2516 2364 2210 2120 203.8) 196.3| 187.5

The Commodity Credit Corporation (CCC) provides short-term
nonrecourse loans to producers of agricultural commodities. The
loans provide subsidized financing for production costs and set a
minimum price for individual commodities at which the farmer
may turn his crop over to the Government rather than repay the
loan. The demand for CCC price support loans, therefore, depends
on the market price of the crop compared to the price in the loan
rate. When market prices are below the threshold price in the loan
rate, farmers borrow large amounts from the CCC, forfeiting the
crop as repayment to the Government if market prices have not
risen above the price support loan rate by the time the loan comes
due.

Although demand for CCC price support loans decreased slightly
from $17.4 billion in 1986 to an estimated $17.1 billion in 1987, loan
obligations remain at high levels following sustained increases in
agricultural production that resulted in lower crop prices and
higher Federal outlays. Between 1987 and 1988, commodity loan
obligations are estimated to decrease from $17.1 billion to $12.8
billion. The decrease is projected to result from the administra-
tion’s plan to set support prices closer to market clearing levels.
The elimination of artificially high price supports should reduce
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are subsidiaries of large multimillion dollar holding companies
with excellent credit ratings.

Foreign military sales (FMS) credit provides financing to foreign
governments and international organizations so that they can pro-
cure U.S. military equipment and services. The proposed increase
from $4.0 billion in 1987 to $4.4 billion in 1988 reflects a slight
increase in U.S. exports. The increase will permit the Government
to finance the procurement of additional military equipment and
services by countries whose security is threatened by military
forces hostile to U.S. interests. The bulk of the funds will be
provided to Egypt, Israel, Turkey, Greece, and Spain.

Proposed direct loan obligations for elderly or handicapped hous-
ing decrease from $0.5 billion in 1987 to $0.1 billion in 1988. This
decrease reflects the administration’s commitment to substitute
housing vouchers for direct loans. Housing vouchers benefit ten-
ants by giving them more freedom of choice in where to live and
are projected to be less expensive than new construction subsidies.

The Small Business Administration (SBA) provides direct loans
to small businesses and to businesses and homeowners that suffer
uninsured losses as a result of physical disasters. The 1988 budget
proposes to rely on SBA’s guaranteed loan programs to assist small
businesses for business credit needs. Therefore, except for $20 mil-
lion for the purchase of debentures from Minority Enterprise Small
Business Investment Companies (MESBICs), the budget proposes to
terminate new direct business lending in 1988. The balance of the
direct loan obligations made by SBA are to honor defaulted guar-
anteed loan claims.

Consistent with the General Accounting Office’s finding that
insurance is a better form of disaster assistance than loans, the
budget proposes to restrict eligibility for direct loans to those least
likely to be able to afford increased insurance coverage and who
cannot qualify for commerical credit. In order to provide businesses
and homeowners who are more likely to be able to afford addition-
al insurance coverage time to obtain such coverage (or make other
arrangements to protect themselves against possible losses), the
change in eligibility would not be effective until 1989. As a result
of this change, the level of direct disaster loans is expected to
decrease from $350 million in 1988 to $310 million in 1989.

Low rent public housing and Veterans Administration life insur-
ance policy credit programs were deleted from this year’s credit
budget. Low rent public housing loans are not true loans since they
are forgiven during the fiscal year in which they are made and
therefore are, in fact, grants to the recipient. Similarly, VA life
insurance policy loans are not loans of the Government, but ad-
vances against the cash value of the insured veteran’s deposits.
Furthermore, the veteran is not under a contractual obligation to
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repay the loan; the cash value of the deposits can be used to offset
the loan.

D. LoaN GUARANTEES

A guaranteed loan is an agreement by the Government to pay
the principal and, in some cases, interest on a loan should the
borrower default. The guarantee can cover all or part of the loan,
and therefore transfers all or some of the risk of default from the
lender to the Government. Guaranteed loans include insured loans,
where the Government collects insurance premiums from lenders,
and then pledges the use of the accumulated premiums to cover
defaults.

When the Government guarantees 100 percent of the loan, the
private loan is transformed into a near-Government direct loan
financed by a Government security. Although the economic effects
of such a loan are essentially the same as a direct Government
loan, the guaranteed loan may not have all the attributes of a
direct loan. This is because a private lender may negotiate differ-
ent terms and conditions for the loan than would a Government
agency.

The guaranteed loan will also not have all of the attributes of a
U.S. Treasury security, since it will be less liquid and will involve
higher transaction costs. The great volume of Treasury securities,
their regular issuance in a range of maturities, and the specialized
institutions and trading facilities that deal in those securities, all
produce an efficient market that cannot be matched by the market
for guaranteed loans. The Government guarantee, for example,
may not be transferred from one lender to another as readily as a
U.S. Treasury security may be traded. In addition, legal counsel
may be required to determine the extent to which a lender is
assured of repayment and under what circumstances. This require-
ment is a transaction cost not associated with a U.S. Treasury
security. For these and other reasons, guaranteed loans bear inter-
est rates above the yields on otherwise comparable U.S. Treasury
securities.

Loan guarantees, like direct loans, redirect economic resources
by providing credit to borrowers at more favorable terms than
would otherwise be available in the private market, and therefore
contain a subsidy. The degree to which the guarantee reallocates
credit will depend on the degree of the subsidy.2 At one extreme,
the potential transaction being financed may be considered so risky
that no financing would be available without the guarantee. For
example, it is unlikely that private lenders would make student

2 The degree of credit reallocation will also depend on the price elasticity of demand of the good being
financed. A small change in the price (i.e., the subsidy) of the good being financed may result in a considerable
change in the amount of good actually bought and sold. This special analysis does not consider demand and
supply elasticity effects.
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loans generally available without guarantees because of the inher-
ent, and significant, uncertainty about any particular borrower’s
future income stream. In this case, the subsidy will be quite large
and will have a dramatic effect on the reallocation of credit.

At the other extreme, the guarantee may result in only a small
subsidy and, other conditions being equal, may not significantly
change the allocation of credit. Some beneficiaries of loan guaran-
tee programs would have been able to secure the funds privately—
without Government support—albeit at a higher cost. For example,
guaranteed mortgage credit might be used to finance, at a lower
cost, a house that would have been purchased even in the absence
of a Federal guarantee. In such a case, the borrower benefits from
a small subsidy and the guarantee does not significantly alter the
allocation of credit resources.

In both cases, although to different degrees, the guarantee reallo-
cates credit toward federally selected uses, increasing the total
volume of credit channeled into these uses. This leaves a smaller
supply of credit available to those potential borrowers who do not
receive assistance, and increases the interest rates on financing
available to these borrowers.

Loan guarantees are used in a wide variety of programs. Guaran-
teed loans may be made to individuals, to businesses, and to State,
local, and foreign governments. The guaranteed loan commitment
may be used for a loan made by a bank or other institutional
lender or an investment security sold in the capital market. Guar-
anteed loans, for the purposes of the credit budget, do not include
other contractual agreements, such as guarantees of private leases,
contracts to make subsidy payments over extended periods, or debt
service grants that the recipients may use as collateral for borrow-
ing.

Data for guaranteed loans for 1986 through 1992 are summarized
in Table F-7. As with direct loans, guaranteed loan commitments
in a given year do not always result in new guaranteed loans in
that year due to lags between the time of commitment and the
actual disbursement of the loan, and because some prospective
borrowers will never convert the loan commitment into actual
borrowing. Table F-19 provides data for guaranteed loan programs
for 1986 through 1992.

As noted in the previous section, direct loans guaranteed by a
Federal agency, but which are disbursed by the Federal Financing
Bank (FFB), are recorded as direct loans of the originating agency
in Table F-6.

The composition of the guaranteed loan portion of the credit
budget is proposed to change. Housing programs accounted for 86
percent of guaranteed loan commitments in 1986, and are expected
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Table F-7. SUMMARY OF PRIMARY GUARANTEED LOAN TRANSACTIONS
{In billions of dollars)

Actual Estimated
1985 1986 1987 1988 1989 1990 1991 1992

Commitments..........co.ovvvvrevrerrrnrrereenen 84.7| 1592 1557 | 1284 | 1295 130.5| 129.6 | 129.5
New guaranteed loans .... ... 9855| 896 1248} 109.4| 1021 103.2| 103.1| 103.1
Change in outstandings .. . 26| 346 764 541| 435 400 368| 342
Outstandings............erssseereeerccerevernenne 4104 ) 4498 | 526.2 | 580.3 | 623.8 | 663.8 | 700.6 | 734.8

to drop to 76 percent by 1988. The major programmatic changes
are discussed below.

Guaranteed loan commitments in 1986 for the Federal Housing
Administration (FHA) increased by nearly 120 percent over 1985 as
a result of falling interest rates and a healthy housing environ-
ment. Commitments, which were $103 billion in 1986 compared to
$47 billion in 1985, are expected to decline in 1987 and 1988. A
large share of the increase in commitments in 1986 was due to the
refinancing of existing loans, rather than to the financing of newly
purchased homes.

The Veterans Administration (VA) offers a mortgage guarantee
that is similar in effect to the FHA mortgage insurance program,
but does not require veterans to make downpayments on their
housing purchases. Guaranteed loan commitments by VA in 1985
were $12 billion; in 1986 they increased to $34 billion and are
expected to be $35 billion in 1987. As with the FHA loans, most of
the increase in VA loan activity is due to the refinancing of out-
standing loans rather than the financing of new home purchases.
In 1988, new commitments are estimated to fall to about $28 bil-
lion.

The Commodity Credit Corporation (CCC) provides loan guaran-
tees for export sales that would not otherwise occur without Feder-
al credit assistance. CCC guaranteed loan commitments for U.S.
exports are estimated to rise from $2.5 billion in 1986 to $5.5 billion
in 1987. The increase is a result of the Food Security Act of 1985
which established the CCC loan program level at $5.5 billion in
1987 and beyond. For 1988, the amount requested has been lowered
to $3.5 billion reflecting a general weakness in demand for those
loans.

The guaranteed student loan program (GSL) provides guarantees
of education loans to graduate and undergraduate students, and to
parents of dependent undergraduates. Commitments for the pro-
gram fell by $313 million from 1985 to 1986 due to unanticipated
administrative problems involving validation of student aid appli-
cations. A significant amount of commitments that would other-
wise have occurred in 1986 is expected to shift to 1987. The level of
GSL commitments is estimated at $9.6 billion in 1987, an increase
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of $1 billion from 1986. In addition to the one-time shift of commit-
ments, the increase reflects the administration’s proposals for in-
creased reliance on student aid in the form of loans.

Commitments for GSL in 1988 are somewhat lower than in 1987,
partly because the shifting of 1986 commitments discussed above
made the 1987 level higher than it would have been otherwise. In
addition, the demand for these loans is expected to decline due to
the elimination of Federal payment of borrower interest during in-
school, grace, and deferment periods.

Even though the cost of a student’s education should ultimately
be borne primarily by the student, the Government has always
paid virtually all the costs of borrower defaults on GSLs, which
now exceed $1 billion per year. The administration is proposing to
charge borrowers new insurance fees on regular and supplemental
GSLs of 9 percent and 2 percent, respectively. These upfront fees
are intended to generate revenues equal to the estimated present
value of the costs of defaults arising from new loans.

The Export-Import Bank (Eximbank) provides guarantees to fa-
cilitate U.S. exports. Guaranteed loan commitments fell from $7.8
billion to $5.5 billion between 1985 and 1986. In 1987, Eximbank
estimates that commitments will be $11.4 billion, as risk protection
continues to be important to U.S. exporters. The proposed level in
1988 and beyond is $10.0 billion.

Prior to 1987, the Maritime Administration provided guarantees
for construction mortgage loans to build U.S.-flag vessels in the
United States. However, no new loan guarantee commitments have
been made since 1986. The termination of this loan guarantee
program reflects the administration’s position that the maritime
industry should be encouraged to rely on the private credit market,
without Federal intervention, as the source for capital.

The Small Business Administration (SBA) provides credit assist-
ance to small businesses through a variety of guaranteed loan
programs. Beginning in 1988, the budget proposes to gradually
reduce the amount of subsidy provided to borrowers by increasing
guarantee fees and lowering levels of Federal contingent liability.
The budget proposes a total of $3.5 billion in SBA guaranteed loans
in 1988, including $2.9 billion in guaranteed general business loans,
$373 million for development company loans, and $247 million for
Small Business Investment Companies (SBIC) obligations. Except
for $17 million in new authority for MESBICs, these levels are
consistent with expected 1987 activity.

About 90 percent of all single-family mortgages insured by FHA
or VA are sold subsequently in the secondary mortgage market
using the Government National Mortgage Association (GNMA)
mortgage-backed securities program. This program provides guar-
antees for securities issued by private mortgage originators and
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backed by pools of FHA-insured and VA-guaranteed mortgages.
The GNMA guarantees enhance the liquidity of trading these secu-
rities. GNMA’s issuance of new securities is closely tied to the
amount of FHA insurance and VA mortgage guarantees. Commit-
ments for GNMA mortgage-backed securities therefore rose from
$54.6 billion in 1985 to $138.0 billion in 1986. A slight decrease to
$132.5 billion is estimated in 1987. In 1988 and thereafter, the
program level is set at $100 billion.

The administration is adopting a Grace Commission recommen-
dation to increase from 6 to 10 basis points the guarantee fee that
GNMA currently charges issuers of mortgage-backed securities.
This fee is closer to that charged by other issuers of mortgage-
backed securities and is a part of a comprehensive effort to in-
crease opportunities for private sector activity in the secondary
market for home mortgages.

IV. GOVERNMENT-SPONSORED ENTERPRISES

Over the last 70 years, the Federal Government established five
financial intermediaries, whose purpose is to direct funds to par-
ticular sectors of the economy. These entities, known as Govern-
ment-sponsored enterprises (GSEs), are:

¢ Federal Home Loan Banks;

¢ Federal Home Loan Mortgage Association;

¢ Federal National Mortgage Association;

e Student Loan Marketing Association;

* Farm Credit System, composed of Banks for Cooperatives,
Federal Intermediate Credit Banks, and Federal Land Banks.

While most of the GSEs were created as Government institu-
tions, all have been privately owned since 1969 and are not includ-
ed in either the unified budget or the credit budget. However, since
they were designed to further Government objectives and since
they continue to enjoy special benefits not received by other pri-
vate financial intermediaries, their financial statements are shown
in the Budget Appendix (Part IV). Table F-8 summarizes the lend-
ing and borrowing of the GSEs for 1986-1988; Table F-20 in the
back of this special analysis presents details of their activity.

GSEs make capital available for housing, agriculture, and educa-
tion. They seek to direct credit to these favored sectors of the
economy by acting as financial intermediaries that stimulate great-
er amounts of lending to these sectors. Their goals are accom-
plished by creating a secondary market that increases the liquidity
of direct lenders in housing and education, and by direct lending in
agriculture. Over the last 5 years, outstanding GSE lending grew
by 143 percent, from $187 billion in 1981 to $453 billion in 1986. In
general, sectors that do not benefit from the presence of a GSE will

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



SPECIAL ANALYSIS F F-23

Table F-8. SUMMARY OF LENDING AND BORROWING BY GOVERNMENT-SPONSORED ENTERPRISES
(In billions of doilars)

Actual Estimate

1986 1987 1988
Total net lending:
Obligations 391.0 386.9 384.9
New transactions 3759 380.1 3729
Net change 833 95.2 95.6
QOutstandings 453.3 548.5 644.1
Total borrowing:
Net change 107.1 87.2 959
QOutstandings 458.1 545.3 641.2

have less financing allocated to them, and the financing that is
available will be more expensive because there is less of it.

Securities offered by GSEs in the financial market are not guar-
anteed by the U.S. Government. Nonetheless, these securities usu-
ally have yields of 50 to 300 basis points below medium-rated
corporate debt. In fact, GSE instruments historically carried only
slight premiums above the yields of Treasury securities of compara-
ble maturity. As shown in the accompanying chart, the premium
for the Federal National Mortgage Association (FNMA) bonds
ranged from 21 to 69 basis points during 1986, while the premium
for Farm Credit Bank (FCB) bonds ranged from 62 to 110 basis
points.

The relatively small premiums above Treasuries are explained
by the perception of a “special relationship” between the GSEs and
the Federal Government. While the special relationship arises in
part from the intangible nature of Government sponsorship, it also
reflects real benefits enjoyed by these enterprises. Table F-9 lists
some of the benefits available to GSEs.

In the past, the administration has proposed annual user fees on
new borrowings by GSEs. One purpose of the proposed fees was to
reimburse the Federal Government for some of the benefits of
Government sponsorship that GSEs enjoy. However, perhaps a
more important goal of the proposed user fees was to put GSEs on
a more equal plane with private financial intermediaries. Along
those lines, the administration is studying ways of privatizing the
Federal National Mortgage Association (Fannie Mae) and the Fed-
eral Home Loan Mortgage Association (Freddie Mac)—the major
Government-sponsored enterprises involved in the secondary mort-
gage market. While moving toward the goal of privatization, the
administration plans to propose legislation that will limit perma-
nently the maximum amount of a mortgage these Government-
sponsored enterprises can purchase. This will limit their continued
encroachment on the market served by private firms for as long as
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Government-Sponsored Enterprises and A-Rated Bonds
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these entities enjoy the advantages conferred by their association
with the Federal Government. The administration will also resub-
mit last year’s proposal to charge a fee to the Student Loan Mar-
keting Association (Sallie Mae) for the new debt it issues in the
marketplace. The fee would partly eliminate the borrowing advan-
tage enjoyed by Sallie Mae as a Government-sponsored enterprise.

Table F-9. SOME BENEFITS ENJOYED BY GOVERNMENT-SPONSORED ENTERPRISES

Type of Benefit FHLB | FHLMC | FNMA FCS SLMA
Line of credit at Treasury Yes Yes 1 | Yes Yes Yes
Exemption of corporate earnings from Federal income................c..... Yes No No Yes2 | No
Exemption of interest income of investors from State and local | Yes No No Yes Yes
income taxes.
Eligibility for Federal Reserve open market purchases................c... Yes Yes Yes Yes Yes
Equal standing with Treasury debt as investments for most banks...| Yes Yes Yes Yes Yes
Exemption from SEC registration and various State banking laws.....| Yes Yes Yes Yes Yes
Eligibility as colateral for public deposits Yes Yes Yes Yes Yes

1 Indirect line of credit through the FHLBs.

2 Federal Land Banks, Federal Intermediate Credit Banks, and Federal Land Bank Associations.
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The operations of the five GSEs are discussed individually
below.?

Federal Home Loan Bank System.—The Federal Home Loan
Bank System was established in 1932 as the first permanent Gov-
ernment-sponsored intermediary for housing. Its original charter
was to supervise federally chartered savings and loan associations
and to promote home ownership through the extension of credit to
savings and other home financing institutions. The Federal Home
Loan Bank Board (FHLBB), which serves primarily as a regulatory
agency, and 12 regional Federal Home Loan Banks (FHLBs) com-
prised the original system. Subsequently, the Federal Savings and
Loan Insurance Corporation (FSLIC) and the Federal Home Loan
Mortgage Corporation (Freddie Mac) were added to the system in
1934 and 1970, respectively.

The Federal Home Loan Banks support the residential mortgage
market by providing a central source of housing credit to thrift
institutions through loans or ‘‘advances” to members. The FHL
banks provide member thrifts with access to national capital mar-
kets and eliminate regional barriers to the flow of mortgage funds.
Advances are an attractive source of funds for members largely
because they are the cheapest funds available after savings depos-
its. Each of the 12 FHL banks is regulated by the FHLBB but
establishes its own policies within FHLBB guidelines. FHL banks
finance their advances primarily by selling debt securities in the
money and capital markets and, to a lesser extent, by accepting
both demand and time deposits from member institutions.

Federal Home Loan Mortgage Corporation—FHLMC (Freddie
Mac) is owned by savings institutions. It was created in 1970 to
increase the availability of mortgage credit and liquidity in the
residential mortgage market. Freddie Mac provides a secondary
market for conventional mortgage loans, which are not insured by
the Federal Housing Administration or guaranteed by the Veter-
ans Administration. Typically, Freddie Mac purchases mortgages
originating from mortgage bankers, savings institutions, commer-
cial banks, and other primary lenders. These institutions sell mort-
gages to enhance the liquidity of their assets.

Freddie Mac finances its purchases of mortgage loans by issuing
debt or by pooling the mortgages together and issuing pass-through
certificates backed by these loans. By issuing pass-through certifi-
cates, the ownership of the underlying mortgage pool is transferred
to a trustee, thereby removing the loans from Freddie Mac’s bal-
ance sheet. Thus, generally accepted accounting principles for pri-

3 For additional information on GSEs, see also: Michael J. Moran, “The Federally Sponsored Credit Agencies:
An Overview,” Federal Reserve Bulletin, June 1985; and the Congressional Budget Office, “Government-
Sponsored Enterprises and Their Implicit Federal Subsidy: The Case of Sallie Mae,” December 1985.
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vate businesses greatly understate Freddie Mac’s participation in
the secondary market.

As a financial intermediary, Freddie Mac is vulnerable to inter-
est rate fluctuations but has developed innovative financing trans-
actions in an effort to guard against unforeseen interest rate
swings. The company’s most recent financing innovation is the
collateralized mortgage obligation (CMO). This debt instrument is
backed by mortgages or mortgage-backed securities, and is designed
to reduce the major disadvantage of uncertainty about maturity
that is associated with mortgage pass-through certificates.

Federal National Mortgage Association—FNMA (Fannie Mae)
was established by Congress in 1938 to provide a secondary market
for federally underwritten mortgages. In 1968, it became a private-
ly owned corporation, and its stock is now traded on the New York
Stock Exchange.

Fannie Mae is the largest single investor in home loans in the
United States. The company increases the liquidity of mortgage
bankers, savings institutions and commercial banks by purchasing
from them both conventional loans and loans insured by the Feder-
al Housing Administration and guaranteed by the Veterans Ad-
ministration. Fannie Mae finances its purchases by issuing debt
and mortgage-backed pass-through securities similar to those
issued by Freddie Mac. As a financial intermediary, Fannie Mae's
profitability is sensitive to movements in interest rates. In recent
years, the company has attempted to decrease its sensitivity to
interest rate fluctuations by increasing fee income, issuing zero-
coupon bonds and other debt in the Eurobond market, issuing yen-
denominated securities abroad, and by participating in currency
swaps.

Fannie Mae, Freddie Mac, and the Government National Mort-
gage Association (Ginnie Mae) have long dominated the secondary
market for mortgages, particularly the mortgage-backed securities
portion of the market. Recently, however, totally private institu-
tions have begun to issue mortgage-backed securities, in part be-
cause regulatory changes and recent legislation have enabled pri-
vate firms to compete more effectively with Fannie Mae and Fred-
die Mac. Privatization of Fannie Mae and Freddie Mac would
eliminate the major hurdle private mortgage insurers face in play-
ing a significant role in the nation’s housing credit markets. As
long as those two GSEs continue to enjoy their special status,
private insurers will have difficulty in competing with them. To
mitigate the effects of this unfair competition, the administration
is proposing legislation to prohibit Fannie Mae and Freddie Mac
from purchasing mortgages in the top quartile (but not to exceed
$153,100) of the home price distribution in any housing market.
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Student Loan Marketing Association.—SLMA (Sallie Mae) was
created in 1972 to expand the amount of funds available for in-
sured student loans. It does so by providing liquidity to lenders,
which include savings and loan associations, commercial banks,
mutual savings banks, educational institutions, and State and non-
profit agencies.

One method that Sallie Mae uses to provide liquidity is the
operation of a secondary market for student loans. Sallie Mae’s
secondary market involves the purchase of existing insured student
loans from lenders. When this occurs, Sallie Mae gets title to the
loans and is repaid directly by the borrowers. Another method is
the provision of “warehousing” advances. Warehousing advances
are Sallie Mae loans to lenders that are secured by student loans
or certain types of obligations guaranteed by the Government. In
such cases, the lenders continue to hold title to the loans and pay
Sallie Mae interest on the funds borrowed. Advances are also avail-
able to State student loan agencies as a taxable source of funds for
their operations.

Sallie Mae borrowing was carried out entirely through borrowing
from the FFB until January 1982; since then, it has done all its
new borrowing in private credit markets. It will borrow an esti-
mated $3.0 billion in 1987. Sallie Mae is able to borrow at rates
only slightly higher than Treasury bills, and virtually all of the
student loans that it holds as assets are 100 percent federally
insured. Sallie Mae’s overall cost of funds in 1986 ranged from 5 to
17 basis points over Treasury bills of comparable maturity, while
student loans in that year were guaranteed to yield the holder of
the loan 350 basis points over the 91-day Treasury bill rate. As a
result, Sallie Mae has maintained a profitable interest rate spread
on its student loan portfolio even after its expenses in servicing
student loans are taken into account. Sallie Mae’s profit margins
on its warehousing advances are considerably lower.

The continued profitability of Sallie Mae’s operations ought to
attract competitors to Sallie Mae’s market and eventually drive
down the yield associated with guaranteed student loans. However,
such competition has not developed. The dominance of Sallie Mae
in the secondary market for guaranteed student loans can appar-
ently be attributed to the low-cost source of funds it enjoys as a
GSE.

Farm Credit System.—The FCS, the forerunner of which was
founded in 1916, is a system of cooperatives that provide credit to
farmers and ranchers, their cooperatives, farm-related businesses,
commercial fishermen, and rural homeowners. The FCS is super-
vised by the Farm Credit Administration (FCA), an independent
Federal agency. The FCS obtains funds through the sale of securi-
ties to investors in the private credit markets. These securities are

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



F-28 THE BUDGET FOR FISCAL YEAR 1988

“joint and several,” which means that default by one FCS institu-
tion requires all others to honor the obligations of the security.

The goals of the FCS are accomplished through its component
parts: Federal Land Banks (FLBs) and Federal Land Bank Associa-
tions (FLBAs); Federal Intermediate Credit Banks (FICBs) and Pro-
duction Credit Associations (PCAs); and the Banks for Cooperatives
(BCs).

The past few years have been difficult for farmers and all finan-
cial institutions that serve them. The cash flow of many farmers
has been reduced due to depressed commodity prices, and large
numbers of borrowers have defaulted on their loans. Land prices
have declined in many areas of the country, reducing the value of
collateral pledged for loans. These factors combined to make 1985
the worst year in the history of the FCS since the Great Depres-
sion. In 1985, the system’s net loss was $2.7 billion. During the first
9 months of calendar year 1986, the FCS reported a net loss of $1.5
billion.

Published accounts of FCS woes inevitably affected the yields of
FCS bonds. Prior to 1985, system securities were priced at only 5 to
10 basis points above Treasury instruments of comparable maturi-
ty; that spread grew to 17 to 31 basis points by April 1985, and 35
to 114 basis points by September 1985. In December 1986, Farm
Credit Bank issues maturing in 1997 averaged 89 basis points above
similar Treasury bonds.

The financial crisis of the Nation’s farmers and its impact on
FCS led the administration and the Congress to seek changes in
the structure and operations of the system. The Farm Credit
Amendments Act of 1985 was signed into law by the President on
December 23, 1985, and a subsequent law, the Farm Credit Amend-
ments Act of 1986, was passed in October 1986. The new laws
provide the basis for reestablishing FCS as a reliable source of
financing for American agriculture.

The 1985 Act had 3 main parts: it created the Capital Corpora-
tion (CC); it gave the FCA stronger regulatory powers; and it gave
the Secretary of the Treasury the discretion to provide financial
assistance to the FCS in certain circumstances.

One function of the CC created by the 1985 Act was to reallocate
resources within the system by transferring funds from stronger
system institutions to weaker ones. However, a number of legal
actions have been filed against the CC questioning whether the
reallocations proposed are constitutional. In 3 out of 9 cases, pre-
liminary injunctions have been issued against the FCA, while in
the remaining 6 cases such injunctions have been denied. The
outcome of these lawsuits could have a significant impact on the
role and authority of the CC and its ability to carry out its respon-
sibilities, and could further threaten the stability of the FCS.
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Nevertheless, in spite of lawsuits filed against the CC questioning
the constitutionality of resource allocations with the system, the
1986 law will initiate a mandatory stock purchase and assessment
program (“assessment program’’) by the CC pursuant to its author-
ity under the Farm Credit Amendments Act of 1985. The assess-
ment program requires financially stronger institutions within the
system to invest funds totaling $297 million in the CC, and is being
used to facilitate the transfer of resources between system institu-
tion.

The 1985 Act sought to strengthen the regulatory powers of the
FCA, and the 1986 amendments have the same goals. The 1986
Amendments allow system institutions, with the approval of FCA,
to capitalize certain interest costs and a portion of their provisions
for loan losses during the period July 1, 1986, through December
31, 1988. Institutions may also amortize such capitalized amounts
over periods not to exceed 20 years.

The 1986 amendments are intended to provide the system with
an opportunity to work through its current financial difficulties
without the immediate need for direct Government financial assist-
ance. The system hopes that implementation of the 1986 amend-
ments will enable system institutions to report reduced operating
losses for regulatory accounting purposes and thereby minimize the
need for transfers of financial assistance within the system to avoid
impairments of capital stock in stronger system institutions.

V. CHANGES IN THE QUANTITY AND PRICE OF FEDERAL CREDIT

This section discusses some of the trends and policy initiatives in
Federal credit activity that cut across programs. After a brief
introduction to administration credit initiatives, the general quan-
tity of new Federal and federally assisted credit, including that of
GSEs, is discussed. The last section summarizes an administration
proposal to raise the price of Federal and federally assisted credit
by charging higher interest rates and fees.

The major trend in Federal credit activity relates to the adminis-
tration’s success in cutting and in some instances reversing the
rate of growth in new direct loans. The administration has been
less successful in reducing new loan guarantees. The reduction in
the rate of growth in Federal credit activity results from measures
taken by the administration to reduce Federal intervention in do-
mestic credit markets. Reduced intervention has been accomplished
through:

* across-the-board cuts in the volume of new credit authority;
» specific credit program eliminations or drastic reductions; and
* increases in interest rates and loan guarantee fees.

In addition, the administration has worked to improve the man-

agement of existing credit programs. By implementing modern
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business practices, the Government seeks to extend loans more
prudently, service accounts more effectively, and collect payments
more aggressively and in a more timely fashion. The goal of im-
proved credit management is further enhanced by loan asset sales
and the privatization of collection activites. The policies related to
the better management of Federal credit programs are detailed in
OMB Circular A-70, “Policies and Guidelines for Federal Credit
Programs,” and OMB Circular A-129, “Managing Federal Credit
Programs.”

Changes in the Quantity—Changes in the quantity of credit ac-
tivity in the economy are measured through the Federal Reserve
Board’s flow-of-funds accounts. Flow-of-funds accounts measure
total net lending and borrowing between various sectors of the U.S.
economy. Accordingly, comparing net Federal and federally assist-
ed lending to total net lending in the U.S. economy provides a
means for quantifying the amount of net lending directly influ-
enced by Federal programs. The flow-of-funds accounts allow a
comparison of changes in the degree of Federal influence over
time.

The accompanying chart summarizes these relationships during
the last decade. Federal and federally assisted lending in a given
year is the difference between the amount of direct, guaranteed
and GSE loans outstanding at the beginning and end of year. The
net amount of Federal and federally assisted lending was $129.1
billion in 1986. The supply of credit is the net increase in the
holdings of various investor groups. In 1986, this was $889.1 billion.
The participation ratio of Federal and federally assisted lending to
total lending, therefore, was 14.5 percent in 1986. This is below the
peak for this decade of 22.6 percent in 1980.

These ratios should be used with caution for two reasons. First,
and most importantly, the participation ratios measure volume and
therefore do not indicate the full extent of Federal influence in
allocating credit to favored borrowers. That influence is reflected
in a more meaningful way by the degree of subsidy. A loan guaran-
tee with a small degree of subsidy does not allocate capital to the
same degree as a direct loan with a high degree of subsidy. Yet, the
lending participation ratios do not distinguish between a dollar of
guaranteed loans and a dollar of direct loans; they weigh both
dollars equally.

Second, the participation ratios are shown on an aggregate basis
for the entire economy and so do not reveal the Federal influence
on borrowing by particular sectors, such as households, corporate
businesses, or farms. This means that some sectors may be more
affected by changes in Federal credit program levels than others,
even when the overall lending participation ratio remains the
same.
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The Federal Government not only lends to various sectors of the
economy, but it also borrows. The scope and details of Federal
borrowing are discussed in Special Analysis E (“Borrowing and
Debt”). The net annual amount of Federal and federally assisted
borrowing in 1986 was $378.0 billion. The borrowing participation
ratio, therefore, was 42.5 percent in 1986. As shown in the accom-
panying chart, the borrowing participation ratio is more volatile
than the lending participation ratio, ranging from 19 percent to 55
percent of total borrowing between 1977 and 1986. The volatility is
due primarily to swings in the budget deficit. Again, a cautionary
note is in order. The full impact of Federal borrowing on the U.S.
economy and the credit markets depends on competing demands
from other borrowing sectors, as well as changes in the supply of
credit available for borrowing. Table F-22 at the back of this
special analysis provides additional details on participation ratios.

Federal Participation in Domestic Credit Markets

Percent Percent
60 60
50 50
40 - 40
30 - Federal Borrowing 30

Participation Ratio

20 20
10+ - 10
Federal Lendin
Pariicipation Ratio
0 -0

977 78 79 8 8 8 83 84 8 86

Table F-10 summarizes outstanding Federal and federally assist-
ed loans from 1985 to 1988. Total direct loans outstanding at the
end of 1986 were $251.6 billion and total guaranteed loans out-
standing were $449.8 billion. In 1986, Federal and federally assisted
loans outstanding increased by 11 percent over 1985. Increases of
14 percent in 1987 and 10 percent in 1988 are estimated.
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Table F-10. SUMMARY OF OUTSTANDING FEDERAL AND FEDERALLY ASSISTED CREDIT

(In billiens of dollars)

Actual Estimate
1985 1986 1987 1988

Direct loans 2574 251.6 236.4 2210

Primary guaranteed loans 4104 449.8 526.2 580.3

Loans by Government-sponsored enterprises .............. 370.0 4533 548.5 644.1

Total, Federal and federally assisted loans........ 1,037.8 1,154.7 13111 1,4454

Federal debt held by the public...............ccoorrverimrrernnns 1,509.9 1,746.1 1,908.4 2,015.1
Primary guaranteed debt (same as guaranteed

loans above) 410.4 449.8 526.2 580.3

Debt of Government-sponsored enterprises................. 351.6 458.1 5453 641.2

Total, Federal and federally assisted debt ......... 2,2719 2,654.0 2,979.9 3,236.6

Changes in the Price.—As part of the administration goal of
reducing Federal intervention in credit markets, interest rates and
fees have been increased where possible. Interest rates and guaran-
tee fees typically do not cover all the costs to the Federal Govern-
ment of many credit programs. These costs include default risks for
both direct and guaranteed loans, as well as servicing and adminis-
trative costs.

The administration therefore proposes to charge borrowers from
several loan programs interest rates and loan guarantee fees that
compensate the Government more adequately for the risks and
costs it bears. The specific interest rates and fees will differ by
program depending on the credit risks specific to that program as
well as whether the interest rate and guarantee fees are set in
legislation. As the interest rates and fees are increased, the level of
subsidy is reduced.

VI. FEDERAL CREDIT SUBSIDIES

Federal credit programs provide more favorable terms than those
otherwise obtained in the private market and thus result in a
subsidy to the borrower. For direct loans, a subsidy results when
one or all of the following terms of Federal credit are in place:
Interest rates below commercial levels.

Longer maturities than fully private loans.

Deferral of interest.

Allowance of grace periods.

e Waiver or reduction of loan fees.

Higher loan amount in relation to the value of the underlying
enterprise than a fully private loan.

Availability of funds to borrowers for purposes for which the
private sector would not lend—at virtually any interest rate
under virtually any repayment terms.
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For guaranteed loans, an interest rate subsidy occurs because the
Government guarantee removes some or all risk of default or loss
facing the lender and because the Government does not charge
what a private insurer would charge for the same degree of guar-
antee. In a few cases, notably guaranteed student loans, there is an
additional, explicit payment by the Government of a portion of the
borrower’s interest. The lender is therefore willing to lend to the
guaranteed borrower at rates lower than the market rate since no
premium for default risk is required.

In many cases, large interest rate subsidies may be intended, for
a direct loan program may be established with an objective that
explicitly requires a below-market interest rate. The Economic Sup-
port Fund, for example, extends loans at interest rates of about 3
percent per annum in order to meet its objective of aiding foreign
countries. In other cases, the extent of the subsidy may be uninten-
tional, as when a direct loan program’s interest rate is initially set
at a level comparable to a market interest rate but is never
changed to keep pace with changes in market interest rates over
time. For example, in 1944 Congress set the interest rate on some
loans of the Rural Electrification Administration at 2 percent,
which was slightly higher than the cost of Treasury borrowing at
that time. Last year, the cost of long-term Treasury borrowing was
about 8.4 percent, but REA’s lending rate had been increased only
to 5 percent.

Neither the unified budget nor the credit budget adequately
takes into account the subsidy that results from interest rate
spreads and other loan terms characteristic of Government credit.
However, the cash outlays of the direct loan or loan guarantee
program are reflected in the unified budget, while the new levels of
annual loan activity (both direct loan obligations and guaranteed
loan commitments) are summarized in the credit budget.

The administration’s credit reform proposal, summarized above
and in Part 3 of the Budget Supplement, evaluates the subsidy cost
of Federal credit programs and incorporates them in the unified
budget. Under the proposal, subsidies provided by loan programs
would be evaluated by selling some direct loans to the public and
reinsuring some guaranteed loans with private sector insurance
companies. The subsidy for a direct loan would be the difference
between the face value of the loan and the price offered by the
market. The subsidy for a guaranteed loan would be reflected by
the premium charged by the insurance company, in addition to the
value of any explict interest subsidy. For direct loans not sold to
the public and guarantees not reinsured with private companies,
subsidies would be evaluated using a method similar to that de-
scribed below.
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This section presents estimates of the subsidies that will be pro-
vided by most Federal direct loan and loan guarantee programs in
1986. The direct loan subsidy is calculated as the discounted or
present value of the additional payments that the borrower would
have been required to pay for the loan if it had been a purely
private loan. This method requires an estimation of the interest
rate and other costs a representative borrower would have had to
pay to a private lender absent the Government loan. It is not
possible to determine this rate of return with precision, since the
terms of a loan depend on such conditions as the purpose of the
loan, the creditworthiness of the borrower, the competition among
lenders, and specific circumstances facing the borrower and lender
at the time the loan agreement is negotiated. These conditions
differ greatly among loans. Therefore, estimated representative pri-
vate loans have been used for comparison.

To derive the rate of return on a representative private loan,
estimates have been made of the private loan terms according to
the purpose of the loan (e.g., to buy a house or to provide a small
business with working capital) and the type of borrower (e.g., a
high-risk company versus a low-risk company) typically associated
with the particular direct loan program. The estimates take into
account not only the differences in interest rates, but also the
differences in loan fees, maturities, and repayment schedules that
would normally be expected for the type of loan being compared.

The subsidy estimates do not take into account several nonquan-
tifiable variables such as different legal covenants in loan con-
tracts. A simplifying assumption used in these calculations is that
all loans in a given program bear a similar degree of risk. This
assumption is not always true. Several programs (e.g., the Export-
Import Bank or the Small Business Adminstration) make loans to a
variety of borrowers with widely dissimilar risk characteristics.

The discount rate used to evaluate the present values of the
Government and private loan is the internal rate of return on the
private loan. This rate is a more appropriate discount rate than the
simple interest rate on the private loan, because that interest rate
does not reflect the return that lenders receive from commitment
commissions and other loan fees, nor does it reflect the maturity
and repayment schedule.

Table F-11 shows subsidy values for 89 percent of the obligations
that direct loan programs made in 1986. The present value of the
total subsidy is $7.7 billion. Comparable estimates for 1987 and
1988 are $6.9 billion and $6.7 billion.

The method of calculation used in Table F-11 measures the
value to the borrower of Federal credit by comparing the terms
and conditions associated with a Government loan to the alterna-
tive terms and conditions of financing for a similar loan from a
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Table F-11. ESTIMATED SUBSIDY COSTS FOR 1986 DIRECT LOAN OBLIGATIONS

Present value of subsidy
Agency and program mﬂkbl?;agii;ﬁ? Millions of dollars
Funds Appropriated to the President:

Foreign military sales credit:

Grants 100.0 2,966.7
Concessional 18.0 157.9
Treasury rates 10.3 113.6

Economic support fund 65.1 67.6

Guarantee reserve fund 10.0 105.0

AID functional development assistance 66.7 169.4

AID housing 24.0 94

AID private sector revolving fund 15.9 24

OPIC 9.4 1.3
Agriculture:

ACIF:

Emergency disaster 125 3184
Farm operating 123 310

CCC commodity loans 24 4174

Public Law 480 export credits 95.1 113.2

REA:

Revolving fund 23.2 685.1
Rural Telephone Bank 16.2 20.7
Education:

Guaranteed student loan defaults 85.0 1,133.9
Housing and Urban Development:

Housing for the elderly and handicapped 174 96.7
Interior:

Bureau of Reclamation 51.0 257

Bureau of Indian Affairs 224 3.2
Transportation:

MarAd federal ship financing fund 8.0 100.8

Highway right-of-way loans 312 179
Veterans Administration:

Vendee loans and loans acquired 6.3 61.1
Export-import Bank 11.0 63.6
FSUC 3.2 0.7
National Credit Union Adminstration:

Central fiquidity facility 3.0 09
Small Business Administration:

Disaster 444 229.1

Business loans 20.1 9.4

Development companies 18.2 64.2

investment companies 30.7 418

Minority business assistance 67.0 26.1
Tennessee Valley Authority:

Seven States Energy Corporation 47 9.5

Home weatherization 26.0 169

Total, direct loan subsidies 7,740.6

private lender. An alternative measure of subsidy calculates the
direct cash costs to the Government, which are always less than
the benefit to the borrower for two reasons. First, the Govern-
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ment’s cost of borrowing is always lower than that of the private
sector due to the Government’s sovereign power to tax and to print
money, and to the safety and liquidity of Treasury securities.
Second, the Government does not need to hold any reserves against
its loan guarantees, which makes the Government less risk averse
than is the private sector to the level and variance of risk inherent
in the credit it grants.

If the cost to the Government were used instead of the benefit to
the borrower as the basis for measuring subsidies, distortions
would be created. The budget would continue to favor credit pro-
grams over direct spending programs; it would not give policymak-
ers and the public the information they need to compare fairly
those two kinds of programs and to determine what form of assist-
ance is most cost effective. Furthermore, using cost to the Govern-
ment would not take full account of the borrower’s riskiness, which
would skew the allocation of resources among borrowers, among
credit programs, and between credit and other spending.

Guaranteed loan subsidies are calculated by the same method as
direct loan subsidies. The guaranteed loan subsidy is the present
value of the additional payments that borrowers would have paid if
the loan had not been guaranteed by a Federal agency, and, in
some cases, if the agency had not made explicit interest payments.
In some cases, private insurance or guarantee coverage of a type
offered by Federal programs is available from private insurers. An
example is private mortgage insurance, which is comparable to the
mortgage insurance or guarantees offered by the FHA and VA. In
these cases, one means of estimating the subsidy is to calculate the
present value of the difference in fees charged by the Federal
Government and what a private insurer would have to charge to
provide an identical guarantee. In other cases, private insurers
simply do not offer insurance or guarantee coverage similar to that
offered by Federal programs. The absence of private insurance may
be because the credit risks of the guaranteed loans are so large or
so immeasurable that private insurers will not undertake to offer
guarantees or it may be because potential private insurance has
been preempted by a Federal guarantee program, which inherently
has an immensely larger capacity to bear risk and to charge guar-
antee fees below what the private insurer would charge. In these
cases, the subsidy is calculated in terms of the interest rate and
fees a private lender might have charged the borrower in the
absence of a Federal guarantee.

Table F-12 presents these subsidy calculations for nearly all of
the gross commitments that loan guarantee programs made in
1986. The present value of the total estimated subsidies is $10.2
billion. Comparable estimates for 1987 and 1988 are $10.6 billion
and $9.2 billion.
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Table F-12. ESTIMATED SUBSIDY COSTS FOR 1986 GUARANTEED LOAN COMMITMENTS

Present vaiue of subsidy
Agency and program Percent of
guaranteed loan Millions of dollars
commitments
Funds Appropriated to the President:
AID housing and other credit 224 325
Overseas Private Investment Corporation 12.6 17.1
Agriculture:
ACIF 5.5 85.8
CCC export credits 2.6 65.1
Education;
Guaranteed student loans 41.2 3,532.9
Health:
Health education assistance loans 10.0 374
Housing and Urban Development:
FHA fund 1.2 1,231.1
GNMA secondary mortgage guarantees 19 2,621.3
Transportation:
MarAd federal ship financing fund 10.0 48
Veterans Administration:
Loan guaranty revolving fund 6.3 2,160.7
Export-Import Bank:
Financial guarantees ..............ccoovecees 2.0 110.2
Small Business Administration:
Business assistance .. 12.2 263.8
Total, guaranteed foan subsidies 10,162.6

Table F-12, like Table F-11, measures the value of the subsidy to
the borrower, not the cost of the subsidy to the Government. It
would be inappropriate to use such a cost to Government basis for
calculating economic subsidies, since it would not measure the cost
of the loan guarantee to the economy. This could lead to the
mistaken perception that a program was economically self-sustain-
ing when, in fact, it was not. For example, the Federal Government
is not required to set aside reserves in order to minimize the risk
that it will be forced out of business should it miscalculate the
credit risks of guaranteeing a large number of loans.

Some qualifications should be kept in mind when reviewing the
estimates of Federal credit subsidies. First, there are theoretical
difficulties in estimating subsidies. For example, private investors
might wish to have more detailed financial information about the
borrower than the Federal Government might request. The private
sector would therefore reflect these higher transaction costs in its
charges for loans and loan guarantees. The subsidy estimates do
not take account of such transaction costs.

Second, the subsidies shown are almost certainly underestimated
because they are calculated on a marginal price basis. The implicit
assumption is that the Federal program is not large enough to
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affect the price of similar unguaranteed loans. This is not true for
some programs. The large size and pervasive nature of some Feder-
al programs, especially in the housing sector, means that the Fed-
eral supply of credit is so large that the market clearing price of
credit in that sector is probably lower than it would otherwise be.
This means that the private lenders in that sector may charge less
than they otherwise would, thereby lowering the subsidy estimate.

VII. DEFAULTS

Federal credit programs have markedly different objectives than
private lending institutions, which seek profits. Several Govern-
ment credit programs, such as the Small Business Administration,
are designed to play the role of “lender of last resort.” Federal
loans, therefore, often bear more risk than private lenders are
willing to bear. Partially as a result, some Government loan pro-
grams have high default rates. The diverse characteristics of Feder-
al credit programs, each with its own legislative mandate and a
variety of different borrowers, make it difficult to compare default
rates among Federal programs.

Table F-13 shows the amount of direct loans written off and the
amount of guaranteed loans terminated for defaults. Of all direct
loans outstanding, only 0.4 percent are recorded as write-offs in
1986. Of total guaranteed loans outstanding, 1.9 percent are report-
ed to be terminated in 1986.

The agricultural and maritime programs have the highest esti-
mated default or termination rates in 1987. In both instances the
high delinquency and default rates can be traced to depressed
market conditions. Starting in the early 1980’s, the U.S. farm econ-
omy was characterized by declining income and asset values. As a
result of the depressed conditions, delinquency, liquidation, and
bankruptcy rates continue to rise.

An examination of world shipping markets reveals freight rates
at a 5-year low and an enormous excess in shipping capacity. The
sustained slump in world shipping has resulted in bleak shipping
profits, forced many shipowners out of business, and motivated
many usually accommodating private creditors to seek to liquidate
their holdings at tremendous losses, rather than wait for further
improvements.

The dramatic increase in terminations of defaulted loan guaran-
tees in the economic development revolving fund in 1987 is the
result of loans to failed steel companies. Losses from direct loan
write-offs appear to have been a miniscule amount of loans out-
standing over the last 2 years, according to the present system of
Government reporting. To a large extent, however, this reflects the
absence of Government-wide standards for writing off direct loans
held in the Government’s portfolio. Direct loans are frequently
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Table F-13. DIRECT LOAN WRITE-OFFS AND GUARANTEED LOAN TERMINATIONS FOR DEFAULTS

in milfions of dollars As percentages of outstanding foans
Actual Estimated Actual Estimated
198 | 1987 | 1988 1986 1987 1988
Direct loans:
Commodity Credit Corporation............ccooevvvvvvennn. 1 63 63 0.01 0.35 0.42
FmHA agricultural credit insurance... .| 2057 500 400 0.72 17 1.47
Rural housing insurance fund....... | 16 17 16 0.06 0.06 0.06

Guaranteed student loans....
Other education loans.....
Federal Housing Administrat
Small business assistance:

7| 222 482 0.08 2.37 5.01
15 16 35 019 0.32 321
82) 173 299 194 427 8.27

Business loans 393 32| 349 8.00 7.66 9.03
Disaster loan fund............ccooovvverrvvvrrnennnns 161 138 | 105 3.67 3.68 3.68
QOther 66 51 23 0.05 0.04 0.02
Total write-0ffS .......ceovvvvvrrerrvrrenenne 946 | 1,552 | 1,772 0.38 0.64 0.77

Guaranteed loans:
Commodity Credit Corporation............ccoeervrrvenee. 3171 518 600 7.28 10.91 8.10
FmHA agricultural credit insurance... . 61 107 174 3.44 3.95 4.52
Rural development insurance fund .... 82 60 50 2.96 242 2.38
Economic development revolving fund.... 5| 1582 8 192 71.87 6.23
Guaranteed student loans...........cccoorrvrrervvrrennns 1475) 1,380 | 1,724 397 3.57 4.26
Medical facilities 5 23 2 0.53 2.86 0.30
Health education assistance loans...................... 18 23 30 1.86 1.82 2.08
Federal Housing Administration fund. 42,906 | 3,009 3,141 1.39 119 1.04

MARAD ship financing fund............ | 1243) 600 | 100 2173 | 1299|244
VA loan guarantee revolving fund...................... 1,541 | 1,562 | 1,591 L1 1.05 1.01
SBA business loans 4571 475 465 5.32 5.45 479
Other 25 33 21 0.11 0.14 0.09

Total terminations...........cc..cooerevernee. 8,135 8,005 | 7,906 1.88 1.64 1.43

* Average of loans outstanding over year

carried in the Government’s portfolio at their nominal value re-
gardless of their true value. The Eximbank, for example, still holds
in its portfolio $89 million in principal and overdue interest on
loans made to Cuba between 1951 and 1958. The FmHA holds in its
portfolio, at their full nominal value, several billion dollars of loans
that are delinquent by more than a year.

In the past, losses from loan guarantee programs were consid-
ered relatively small for two reasons. First, many of the guaran-
teed loans involved liens on marketable property, particularly
houses. Second, due to the absence of Government-wide standards,
many loans acquired as a result of defaults on guaranteed loans
were never written off. This makes the losses due to Government
guarantee programs look smaller than they are.

There has been a growing awareness that losses in both direct
and loan guarantee programs are higher than reported. In recogni-
tion of this problem, the Treasury Department and the Office of
Management and Budget are studying means to improve the Gov-
ernment’s reporting of and control over defaults.
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In addition, the administration has been working to reduce delin-
quency levels, recapture revenues, and improve overall credit man-
agement. Specifically, agencies will be held accountable for appro-
priate performance goals related to delinquency reductions. They
have also been required to adopt the administration’s nine-point
program announced on August 18, 1986. The nine-point program
includes:

o Prescreening—Avoid bad loans by using commercial credit re-
porting agencies to establish the creditworthiness of loan ap-
plicants (this measure is mandatory for all agency programs
where creditworthiness is a criteria for receiving a loan).

e Private sector credit bureau reporting—Agencies are now re-
ferring credit information on Federal debtors to private sector
credit bureaus where it can be accessed by both private and
Federal loan officers.

s Loan servicing—Agencies have been required to use private
sector contractors whenever possible; in cases where it is not
possible, agencies are upgrading their loan servicing capabili-
ties. Loan servicing will be part of all sales of direct loans and
become the responsibility of the purchaser.

* Private collection agencies—A new policy is to turn over all
debt more than six months delinquent that is held by the
Government to private collection agencies that have the in-
centives, resources, and expertise to collect delinquent loan
payments.

o Income tax refund offset—The Deficit Reduction Act of 1984
authorized the Internal Revenue Service to offset income tax
refunds of taxpayers whom lending agencies have certified
are delinquent on debt payments and who have failed to
respond to agency debt collection efforts.

* Offset Federal employees’ salaries—Agencies were given the
authority in the Debt Collection Act of 1982 to offset the
salaries of Federal employees who are delinquent on debt
owed to Federal agencies.

» Litigation—Private sector attorneys will be used to assist the
Justice Department in litigating cases, which will allow more
timely litigation of uncollectible debt.

e Write-offs—Policies, procedures, and implementation plans to
assure that uncollectible accounts are written-off are being
developed.

e Loan asset sales—A number of loan portfolios will be sold in
their entirety in 1988 and 1989. Larger portfolios will take
longer to sell. There should be substantial credit management
gains from selling loans, ranging from better loan origination
and documentation, to more efficient servicing and collection.

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



SPECIAL ANALYSIS F F-41

Sale of existing loans will also provide insight into the subsi-
dies implicit in these loans.
More information on the nine-point program can be found in the
credit management and debt collection section of the document,
“Management of the United States Government, FY 1988.”

VIII. FEDERAL FINANCING BANK

The Federal Financing Bank (FFB) began operation in May 1974
and has been a significant factor in financing Federal credit activi-
ties since then. The Bank is administered by the Treasury Depart-
ment.

The FFB was designed to serve as a financial intermediary for
the efficient financing of obligations issued, sold, or guaranteed by
Federal agencies. Use of the FFB by Federal agencies leads to
lower debt financing costs than if the agencies or the guaranteed
borrowers were to sell their obligations individually in the credit
market. Agency obligations trade at premiums above Treasury se-
curities due to their relative illiquidity, smaller size of issue, and
unique financial terms that distinguish them from Treasury securi-
ties and each other. This budget proposes to allow the Secretary of
the Treasury to recapture for the U.S. Government the costs that
use of the FFB allows agencies to avoid by charging borrowers a
special premium.

The FFB performs three functions: (1) it purchases guaranteed
loan assets from Federal agencies; (2) it disburses loans directly to
borrowers when the loans are guaranteed by a Federal agency; and
(3) it buys debt of Federal agencies that are otherwise authorized to
borrow from the public. In all cases, the operation of the programs
remain with the agencies that use the FFB. Prior to passage of the
Balanced Budget and Emergency Deficit Control Act of 1985, the
outlays of the first two types of transactions were considered to be
outlays of the FFB and were “off-budget.” The third type of FFB
transaction was considered to be a means of financing agency
outlays. Under Section 214 of the Act, all transactions by the FFB
on behalf of a Federal agency are now considered to be a means of
financing for the agency. As a result, FFB transactions formerly
presented as a separate line item in this special analysis and
elsewhere in the budget have been incorporated into the account of
the agency originating the transaction.

The following provides a brief description of each of the functions
of the FFB, all considered to be forms of lending to Federal agen-
cies:

(1) Loan asset sales.—Agencies may sell loan assets to the FFB as
a means of financing their direct loan programs. The largest
volume of loan assets sold were certificates of beneficial ownership
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(CBOs) issued by the Farmers Home Administration and the Rural
Electrification Administration (REA). In 1988, neither agency plans
any new net sales of loan assets to the FFB. Loan assets sold to the
FFB are repurchased by the agency at scheduled intervals.

(2) Guaranteed loan originations.—The FFB disburses loans di-
rectly to borrowers when the loan is guaranteed by a Federal
agency. The agency’s guarantee program thus becomes a program
that effectively makes direct loans. The only program that proposes
to use the FFB in this manner in 1988 is the Tennessee Valley
Authority’s Seven States Energy Corporation.

(3) Agency debt.—Agencies authorized to borrow from the public,
such as Eximbank, almost always borrow from the FFB (or the
Treasury) instead, since it is less expensive than issuing their own
securities and borrowing directly from financial markets. Other
agencies that are not authorized to borrow from the public also
borrow from the FFB. This borrowing itself has no effect on out-
lays; instead, outlays are recorded when the proceeds of borrowing
are spent by the agencies.

Table F-14 summarizes the activities of the FFB for 1986
through 1992. Table F-21 at the end of this document shows the
activities of the FFB over the same period by agency and account.

Table F-14. SUMMARY OF FEDERAL FINANCING BANK ACTIVITIES
(In billions of dollars)

Actual Estimated
1 1987 1988 1989 1990 1991 1892
Assets purchased from Federal agen-
cles:
New acquisitions...............eeereeeerens 31 0.4 0.2 0.9 17 0.5 4.1
Net lending ......... 17| —46| -397 —64| —55| —-53| -5l
Loans outstanding...........c.ccocevvurvees 69.9 65.2 61.3 54.9 49.4 44.1 39.1
Loans originated on behalf of Federal
agencies:
New acquisitions............ceeeveveerneeee 40 35 31 2.1 1.6 1.0 0.7
Net lending .............. 11| —-12, 15| —07| —06| —14{ -—17

Loans outstanding 546 534| 520| 513 506| 493| 476

Debt securities acquired from Federal

agencies:
New acquisitions.........o......evvvveenns 45 43 2.7 2.9 2.6 2.3 13
Net lending 0.6 0.5 * 11 1.2 09| —*
Loans outstanding.............ccovvveenne. 324 329 32.9 34.0 35.2 36.1 36.1
Total, alt FFB acquisitions:
New acquisitions...........cccooeeervernnns 11.6 8.2 6.0 59 5.9 38 6.1
Net 1ending .....cc.ocoreeerereveernsrreceneens 34| 53} 54| —-60| —49¢ 57| —68
Loans outstanding............ccooevveeueen. 1569 | 151.5| 1462 1402 1352 1295 1227

*$50 million or fess.
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IX. LoAN ASSET SALES TO THE PusLiC

In this budget, the administration proposes to continue and
expand its pilot program of selling existing loan assets to the
public without recourse—a program first proposed in the 1987
Budget. Certain additional loan asset sales were required by Omni-
bus Budget Reconciliation Act of 1986. These sales are designed to
achieve 4 major goals: reduce the Government’s cost of administer-
ing credit programs; provide an incentive for agencies to improve
loan origination and documentation; assist in determining the sub-
sidies of Federal credit programs; and increase budgetary offsetting
receipts in the year of sale.

The nominal value of loans to be sold under the pilot program in
1988 is $11.2 billion; other loans with a nominal value of $1.4
billion will also be sold in that year for programmatic reasons.
Table F-15 presents the composition of the face value sales. Sales
in 1988 of pilot program loans are estimated to have a market
value of $6.9 billion. These sales are estimated to reduce the budget
deficit by $5.3 billion in 1988, after taking into account the loss of
principal repayments and interest income from these loans that
were incorporated in previous budget estimates.

Although loan asset sales reduce current budget deficits, they
increase future deficits because they move to the present the an-
ticipated future streams of principal and interest payments from
the loans. However, this effect is mitigated by several factors. First,
revenues from asset sales reduce Treasury borrowing and, there-
fore, lower interest outlays in subsequent years. Second, the sav-
ings from improved management of credit programs that occur as a
consequence of asset sales are not explicitly reflected in the budget.
Finally, the discount at which the loans are sold measure the
present value of the subsidies implicit in the loans. The ‘“loss”
recognized at the time of sale merely makes that subsidy explicit.

Selling loan assets to the public with a Government guarantee is
a form of federal borrowing from the public. The Government
incurs a contingent liability in the amount of the loan guarantee.
Guaranteed loan asset sales are a more costly means of borrowing
for the Government than selling Treasury securities, since purchas-
ers of the guaranteed loan assets frequently will offer prices well
below the face value of the loans, despite the Government guaran-
tee. The lower price is offered because the loan assets may be
relatively illiquid or have unique characteristics that reduce their
value to the purchaser. Yet, because of the Government guarantee,
such sales tend to reduce the investment demand for Treasury
securities. It is more efficient for the Government to meet its
borrowing needs by issuing Treasury securities. For this reason,
administration policy is to sell loan assets to the public without a
Government guarantee.
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Table F-15. LOAN ASSET SALES TO THE PUBLIC

{In miltions of dollars)

Total

Agency and program 1987 1988 1989 1990 1991 1992 1987-92
PILOT
Agriculture:

Rural housing insurance fund.............. 22007 1,200) 1,000{ 1,000, 1,000{ 1,000y 7,400

Rural development insurance fund...... 18701 1,200, 1,000| 1,000; 1,000 380| 6,450

Rural Electrification Administration 1,000f 1,000 1,000{ 1000 1,000{ 5,000

Rural telephone bank 500 500 250 1,250
SBA:

Business loan investment fund 1,000 1,000 2,000

Disaster 10anS .........ccoooovvveererieerereennes 600 670 670 670 670 662 3,942

Development companies 500 397 897
HUD:

FHA fund 300 350 650

Rehabilitation loans 350 308 698

Community development ..................... 35 200 94 329

Housing for the elderly and handi-

capped 500 500
Education:

College housing 10anS.........vvvvvversennnee 983 931 59 34 2,007

Higher education facilities 142 51 33 226
Veterans Administration:

Vendee loans . 300 300 300 900
Export-Import Bank ..........ccocooovvvveres 2,018 1,200| 1,000/ 1,000, 1,000/ 1,000/ 7218
Interior:

Bureau of Reclamation..............cco oo 358 358

Medical facilities 132 132

Health maintenance organizations 971 97
Transportation:

Railroad rehabilitation 583 583
Tennessee Valley Authority 256 256

Subtotal, pilot........cooecevereererrreenrnne. 8,006| 11,213| 7,635 5287 4,670| 4,042 40,853
PROGRAMMATIC
HUD:

GNMA tandem plan........ccooeeeevvereerenees 650 K2 1 ISSUROUORROON OUSPSSSIRSOON IOTRUSROOON OSSR 979
Education:

Guaranteed student loans 250 300 350 400 4501 1,750

Perkins (NDSL) loans, 33 33 33 33 33 165
Veterans Administration:

Vendee 10anS........cooovvcevvemienenrrvernsinnnnns 690 745 779 832 670 685 4,401

Subtotal, programmatic .................. 1,380 1,357{ 1112 1215 1,103 1,168( 7,295
Total, sales to the public............... 9346 | 12570 8747! 6,502| 5773} 5,210} 48,148

X. FeEpERAL DEPOsIT INSURANCE AND CONTINGENT LIABILITIES

The Federal Government provides guarantees and insurance
against several types of risk for many sectors of the economy. One
kind of insurance the Government provides is the insurance
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against uncertain situations, or contingencies. Under this type of
insurance, if a given situation occurs, such as borrower default or
natural disaster, the Government assumes a liability and makes
payment to the insured party. However, if the specified situation
does not occur, the Government is not liable for any loss. When the
Government makes an agreement such as that described above, it
becomes exposed to the possibility of loss sometime in the future.

Table F-16 shows the current contingent liability of the Federal
Government. Unlike an annual corporate financial statement, the
data presented in Table F-16 do not represent the Government’s
expected loss contingency for 1987 alone, but rather the overall
contingent liability or exposure of the Government resulting from
all potential insurance claims and guaranteed loan defaults. As can
be seen in the table, the Government bears risk from a variety of
sources, including deposit insurance, loan guarantee programs, for-
eign political risk, flood and crop insurance, and pension insurance.

Table F-16. CONTINGENT LIABILITY OF THE FEDERAL GOVERNMENT

{In billions of dollars)

Program or activity 1985 actual 1986 actual

Deposit insurance:
Federal Deposit Insurance Corporation 1,268.4 1,368.5
Federal Savings and Loan Insurance Corporation 769.0 817.2
National Credit Union Administration 104.0 130.0
Subtotal, deposit insurance 21414 2,315.7

QOther:

Loan guarantee programs ! 613.1 691.9
National flood insurance 1338 133.8
Overseas Private Insurance Corporation 3.0 31
Federal crop insurance 6.7 12
Pension Benefit Guaranty Corporation 2.0 35
Subtotal, other 758.6 839.5
Total, contingent liabilities 2,900.0 3,155.2

1 Gross basis.

The credit budget encompasses all loan guarantee programs, but
only a small part of the transactions of Federal deposit insurance
programs, and only the lending activity of the Pension Benefit
Guaranty Corporation and Overseas Private Investment Corpora-
tion. Table F-16 also shows these and other programs that expose
the Government to significant risk that are outside the scope of the
credit budget; furthermore, there are additional, but smaller insur-
ance programs not in the table that increase the Federal contin-
gent liability.

Although only a small part of the transactions of Federal deposit
insurance programs are included in the credit budget, these pro-
grams make up the largest portion of the Government’s contingent
liability. The Federal Government insures depositors through the
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Federal Deposit Insurance Corporation (FDIC), the Federal Savings
and Loan Corporation (FSLIC), and the National Credit Union
Administration. Deposit insurance offered by these programs
serves two purposes: it helps stabilize the Nation’s monetary and
financial system and thereby the economy as a whole; and it pro-
tects depositors in the insured financial intermediaries. As seen in
Table F-16, the value of insured deposits at the end of 1986 was
over $2.3 trillion.

Federal deposit insurance programs may assist insured deposi-
tors in a variety of ways. When an insured financial institution
becomes troubled, deposit insurance programs may: (1) liquidate
the institution and pay depositors directly; (2) merge the troubled
institution with a healthier institution, in some cases providing
financial assistance to the acquiring partner in the merger; or (3)
provide financial assistance directly to the troubled institution in
the expectation that it will recover. Financial assistance to private
financial intermediaries has consisted of equity purchases, pur-
chases of physical assets, and direct loans and loan guarantees.

Although similar to a guarantee, Federal deposit insurance is not
included in the guaranteed loan portion of the credit budget, prin-
cipally because it does not directly allocate credit to the ultimate
borrowers of that credit. Deposit insurance directly affects the
liabilities (deposits) of financial intermediaries but only indirectly
their assets (loans). All other Federal guarantee programs are
structured to influence the assets or loans of financial intermediar-
ies directly. Nonetheless, it is argued that Federal deposit insur-
ance gives insured institutions an incentive to take on moré risk
than they would otherwise, either by making riskier loans or by
increasing leverage. To this degree, deposit insurance indirectly
allocates credit. It also indirectly affects the allocation and amount
of credit by changing depositor behavior as a result of its protec-
tion, and by insuring the stability of the financial system and the
economy. Direct loan obligations of FDIC and FSLIC include two
types of transactions: cash advances to troubled institutions, and
purchases of loans to the public held in the failing financial institu-
tion’s portfolio. Both of these transactions increase Federal outlays,
and are included in the credit budget.

For 1987 and beyond, the FDIC does not plan to incur new direct
loan obligations. Assistance to troubled institutions or purchases of
failing banks will be in the form of cash grants or interest-bearing
demand notes issued by FDIC. In the event of a liquidation, assets
of the failed bank are held in receivership, rather than on the
FDIC’s books. These transactions increase outlays (and in the case
of FDIC notes, agency debt), but would not affect the credit budget.
FSLIC anticipates new direct loan obligations of $25 million in both
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1987 and 1988. Direct loan obligations made by deposit insurance
programs amounted to $183 million in 1986.

XI. LEasiNGg

The Federal Government is both a lessor and a lessee in hun-
dreds of leases involving billions of dollars every year. As a lessor,
the Government allows private entities to contract for the use of
on-shore and off-shore acreage for oil and gas exploration and lands
for grazing and timber harvesting. Federal leases raise about $6
billion annually in proprietary receipts, primarily from rents and
royalties on the Outer Continental Shelf.

As a lessee, the Federal Government uses both operating and
capital leases to contract with private entities to use office facili-
ties, computers, telecommunications equipment, satellites, ships,
cars, planes, and other equipment. Operating leases are normally
short term and do not involve a transfer of title to the asset. That
is, the lessor holds title to, performs maintenance on, and regains
the asset after the lease period.

Operating leases can be used to overcome peak load problems
when the use of the asset is not needed indefinitely. Also, the
lessee may not wish to take on the ownership risks of upkeep or
may find that the lessor can provide more efficient maintenance
services. Finally, the lessee may wish to avoid the purchase of an
asset likely to be obsolete in a relatively short period of time.

In contrast, a capital lease arrangement is long term and in-
volves a change in the basic ownership of an asset. In essence,
capital leases are a means by which lessees can purchase an asset
by borrowing from the lessor. This is obviously true in the case of
lease-purchases, where the Government ends up holding title to the
property at the end of the lease period. But even when this does
not occur, if the lease covers a large part of the operating life of
the asset, it has much the same economic impact as a front-end
purchase that is eventually resold.

From a budgetary standpoint, capital leases can be more attrac-
tive than purchasing assets. Leasing entails lower outlays in the
short-term and, under some circumstances, less budget authority.
When capital assets are purchased, their entire purchase price
requires obligational authority and is recorded as an outlay in the
year of purchase. When capital assets are leased, only the annual
lease payment is recorded as an outlay and, under certain lease
contracts, there is no recognition of obligations to make payments
in future years.

Yet, lease-purchase arrangements are inefficient borrowing
mechanisms for the Government because the lessor (a private
entity) will be charging rent based on an effective interest rate
significantly above the Treasury’s cost of money. Over the full
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period of the lease, the Government will be paying more for the
asset than if it bought it outright and financed the purchase with
Treasury bonds.

The Office of Management and Budget issued Circular No. A-
104, “Comparable Cost Analysis for Decisions to Lease or Purchase
General Purpose Real Property,” in 1972 to provide Government-
wide guidelines on leasing. The circular requires economic analysis
to justify major lease-buy decisions. Yet, the circular did not apply
to all lease-buy decisions.

Owing to the recognition that the budget scorekeeping system
should treat capital leases and capital purchases similarly in deci-
sions on whether to buy or lease, the administration released a
revision of A-104 on June 1, 1986. The revised A~104 prescribes a
uniform method for the economic analysis to be conducted when
considering whether to use leasing in place of direct Government
purchase and ownership as a means of acquiring the use of assets.
The budgetary treatment of leases with options to purchase is
being reviewed.

XII. Tax-ExempT CREDIT

Interest on State and local government obligations generally has
been exempted from the Federal income tax since its adoption in
1913.4 Federal tax exemption increases the demand for these obli-
gations, since it results in higher after-tax interest rates for the
lenders and investors. This increase in demand reduces the pretax
interest rates of these obligations relative to the pretax interest
rates of taxable securities. Consequently, tax-exempt interest rates
in recent years have historically been about 75 percent of taxable
interest rates on long-term obligations with similar credit risk. In
contrast, because of a record supply of tax-exempt bonds and uncer-
tainty generated by the pending tax bill in 1986, the spread be-
tween tax-exempt and taxable bonds was unusally low, and tax-
exempt yields averaged 94 percent of 20-year Treasury bond yields.

Tax exemption reallocates scarce credit resources, just as do
Federal direct loans and loan guarantees. Borrowers aided by Fed-
eral tax-exempt status have access to credit resources at preferen-
tial interest rates over competing borrowers without the tax-
exempt status. Borrowers who benefit both from tax exemption and
Federal guarantees have an advantage over all other borrowers,
including the Federal Government, since the interest on Federal
Government debt is taxable.

Although tax-exempt financing alters the allocation of credit and
has costs similar to other Government financing programs, it is not

4 Tax exemption is a tax expenditure. (See Special Analysis G, “Tax Expenditures.”) Special Analysis G
includes a discussion of revenue losses attributable to special provisions of the tax code, including various types
of tax-exempt bonds.
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included in the credit budget for several reasons. First, unlike
other credit assistance, the statutory authority for tax-exempt
credit generally allows unlimited access that is unilaterally elected
by eligible borrowers. Second, tax-exempt credit is not controlled by
the budget process in the same manner as direct loans or guaran-
teed loans; effective control of tax-exempt financing can only be
achieved through legislated changes to the tax code.

A relatively small portion of tax-exempt financing is guaranteed
by the Federal Government, and is therefore included in the credit
budget as guaranteed loan commitments. This occurs when the
Federal Government guarantees the financial assets that underlie
the tax-exempt obligation. Examples include State and local gov-
ernment bonds that finance home mortgages guaranteed by the
Federal Housing Administration or the Veterans Administration,
or bonds that finance student loans guaranteed by the Department
of Education.

Another example of a tax-exempt bond that is indirectly guaran-
teed by the Federal government is tax-exempt bond issues backed
by special Treasury obligations, the State and local government
series (SLGS). The bulk of these tax-exempt bonds have originated
in connection with advance refundings. In an advance refunding,
an institution purchases SLGS bonds, and the Treasury uses the
proceeds of the sale as collateral for an outstanding bond issue of
the institution. The original issue is now ‘“‘guaranteed” by the
Federal government.

Advance refundings generally occur so that issuers of tax-exempt
bonds can get out of restrictive covenants or realize debt service
savings. An example of a restrictive covenant might be a limit on
the dollar volume of bonds that an institution can issue. By using
an advance refunding, the institution can issue a new series of
bonds and exceed the limit originally agreed upon.

In recent years, tax-exempt bonds collateralized by SLGS bonds
have been growing in importance. At the end of 1986, over $100
billion of these bonds were outstanding, which represents approxi-
mately 14 percent of all outstanding tax-exempt issues.

This administration and previous ones have believed for several
reasons that Federal agencies should not offer direct or indirect
guarantees for securities that benefit from tax-exempt status. First,
tax-exempt financing is an inefficient means of financing, since the
tax loss to the Treasury is greater than the savings from the lower
financing costs available to the borrower. Therefore, it should not
be stimulated by benefitting from a Government guarantee.
Second, the guarantee of tax-exempt financing confers double bene-
fits on investors in those securities: they pay no Federal income tax
and they bear no risk. This class of debt obligation is therefore
superior to Treasury securities.
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During the first half-century of the income tax, tax-exempt bor-
rowing was mainly for public purposes such as financing roads and
schools. From the 1960s on, however, the benefits of tax-exempt
financing have increasingly been made available to private busi-
nesses. State or local governments typically establish authorities
that function as financial institutions in providing tax-exempt fi-
nancing to private borrowers. They use their tax-exempt financing
to purchase an asset, which in turn, is purchased from them by the
borrower, or to lend the proceeds of an issue to a private borrower.
In general, the private borrower is solely responsible for the pay-
ment of interest and principal even in the event of default. The
State or local government, in some cases, can benefit from invest-
ment earnings on funds held for temporary periods and from fees
paid by borrowers.

Industrial development bonds (IDBs) issued for use by private
business were made taxable in the 1968 and 1969 tax acts, but a
number of major exceptions were permitted. Tax-exempt IDBs were
permitted for pollution control, prior to the 1986 tax act. Tax-
exempt IDBs are still permitted for sewage and waste facilities,
multifamily rental housing, facilities financed with “small issues”
of under $10 million in face amount, and certain other private
business projects. In recent years, tax-exempt bonds have also
become a common means of financing owner-occupied housing, stu-
dent loans, and private nonprofit hospitals and educational facili-
ties.

Concerned by the rapid growth of private purpose tax-exempt
bonds, Congress has placed further restrictions on their use in
recent years. The Omnibus Reconciliation Act of 1980 imposed a
number of restrictions on tax-exempt mortgage subsidy bonds for
owner-occupied housing, including limitations on the volume issued
in each State. The Tax Equity and Fiscal Responsibility Act of 1982
required that IDBs be approved by an elected public official after a
public hearing, and that assets of certain IDB-financed projects
placed in service after 1982 be depreciated using the straight-line
method rather than accelerated depreciation. The 1982 tax act also
eliminated the tax exemption for “small issue” IDBs issued after
1986.

The Deficit Reduction Act of 1984 (DEFRA) restricted the annual
volume of student loan bonds and most IDBs issued in each State
to the greater of $150 per capita or $200 million, approximately $37
billion in 1984. The per capita limitation will be reduced to $100 in
1987 to reflect the termination of the small-issue exception for non-
manufacturing facilities; authority for small-issue IDBs for manu-
facturing facilities was extended through 1988. DEFRA also re-
quired IDB issuers to rebate any excess arbitrage earnings to the
Federal Government, and prohibited the use of consumer loan
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bonds. Although the Act extended the use of mortgage subsidy
bonds for 4 years, an optional program for issuers to provide mort-
gage credits to eligible homebuyers in lieu of tax-exempt bonds was
enacted. Finally, volume limits on the use of veterans’ housing
bonds restricted their use to five States.

Even with these restrictions, the volume of private purpose tax-
exempt bonds continued to increase. Table F-17 shows the growth
in the volume of long-term, tax-exempt bonds. Total issues nearly
quadrupled between 1981 and 1985, increasing from $55 billion to
$218 billion. Over the same time period, the volume of private
purpose tax-exempt bonds rose from $31 billion in 1981 to $116
billion in 1985. In 1976, private purpose tax-exempt bonds account-
ed for one-third of total tax-exempt, long-term issues. This percent-
age rose to 60 percent by 1980, and has remained fairly constant
since then.
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Table F-17. TAX-EXEMPT FINANCING
(In billions of dollars)

Actual Estimated
1978 | 1979 1980 | 1981 1982 | 1983 1984 1985 1986 | 1987 1988

Private purpose tax-exempts 197 281) 325| 309| 496 57.1| 740 1164 | 415| 367 317
Housing bonds 69 121| 140 48| 146) 170 205| 381 83] 103 6.6
Single-family mortgage subsidy bonds 34 78| 105 28 9.0 110 128| 120 6.0 10 33
Multi-family rental housing bonds 25 2.7 2.2 11 5.1 5.3 55| 239 13 23 23

Veterans general obligation bonds 12 16 1.3 09 0.5 0.7 22 2.2 10 10 1.0

Private exempt bonds * 29 3.2 33 47 85| 117 117] 3713 8.2 6.3 91
Student loan bonds 03 0.6 0.5 11 18 33 1.2 40 2.0 19 18
Pollution controf industrial bonds 2.8 2.5 2.5 43 5.9 45 8.1 74 1.2 0.6 0.0
Small-issue industrial development bonds 36 1.5 97! 133 147 147| 183} 1715} 117 35 3.2
Other industrial development bonds 2 32 2.2 2.5 21 41 60| 141 121] 101} 141| 110
Public purpose tax-exempts 3 293 203| 220 242| 353| 362 417 1018 103.0| 530 56.0
Total new issues, long-term tax exempts ¢ 491 484 545| 551 | 849 933 1157 2182 1445| 89.7| 81.7

1 Private exempt entity bonds are obligations of the Internal Revenue Code Section 501(c)(3) organizations, such as private non-profit hospitals and educational facilities
2 Other IDBs include obligations for private businesses that qualify for tax-exempt activities, such as sewage disposal, airports and docks.

3 While most of these are commonly referred to as governmental bonds, some may be nongovemmenta(
4 Inciudes long-term refunding bonds including advance refundings.

Source: Office of Tax Analysis, Department of Treasury.
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The Tax Reform Act of 1986 has the potential to reverse the
trend of rapid growth in the issuance of tax-exempt securities. In
particular, the Act is expected to reduce the volume of private
activity bonds (those financing loans to industry or to individuals
for mortgages or student loans).

The 1986 Tax Act combines the two existing State-by-State
volume caps on mortgage revenue bonds and on student loan bonds
and IDBs into a single tighter volume cap. The cap is initially set
at the greater of $75 per capita or $250 million for each State, and
is lowered to the greater of $50 per capita or $150 million begin-
ning in 1988. Tax-exempt bonds can no longer be issued for certain
purposes, such as pollution control and sports facilities. On the
other hand, terminations required by prior law for both single-
family mortgage revenue bonds and certain industrial development
bonds were each extended by one year. The number of advance
refundings of tax-exempt bonds was limited and the ability to earn
arbitrage by investing proceeds of tax-exempt bonds in taxable
instruments was reduced.

The effect of the new tax law on the demand side of the market
for tax-exempt securities is uncertain. One important change made
by the Tax Act that will tend to reduce the demand for tax-exempt
bonds is the across-the-board reduction in marginal tax rates for
both individuals and corporations. Another important change that
will tend to reduce demand for tax-exempts is the disallowance for
financial institutions of the deduction for the cost of carrying most
tax-exempt debt.

The Tax Act also includes provisions that will tend to increase
the demand for tax-exempt bonds. Individuals who have not previ-
ously purchased tax-exempt bonds may turn to the municipal
market as other avenues for sheltering income from the Federal
income tax are sharply curtailed. On the business side, because
base-broadening measures will tend to increase taxable income for
certain sectors of the economy, the demand for tax-exempt bonds
will increase as a means of sheltering otherwise taxable income.
The net effect of all the changes made by the Tax Act upon the
yield of tax-exempt securities is uncertain.

XIII. SuMMARY

The need for better control over Federal credit is widely recog-
nized within the executive branch and the Congress. With $252
billion in direct loans outstanding and $450 billion in primary
guaranteed loans outstanding in 1986, the Federal Government is
the single largest financial intermediary in the United States. Its
credit policy and practices affect all major sectors of the economy.

To gain better control over Federal credit, the Budget has includ-
ed since January 1980 a credit control system, composed of the

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



F-54 THE BUDGET FOR FISCAL YEAR 1988

credit budget and credit limitations proposed in individual appro-
priations bills. This system has been strengthened by Gramm-
Rudman-Hollings, which requires Congress to establish aggregate
limits on new direct loan obligations and guaranteed loan commit-
ments in the budget resolution process and incorporates credit in
the budget reconciliation process. The management of Federal
credit programs should be improved through the application of the
administration’s nine-point program.

Control over credit programs would be further improved by adop-
tion of the administration’s credit reform initiative. Under this
reform, Federal agencies would obtain appropriations equal to the
subsidy component of direct loans and loan guarantees they make
each year. Details of this proposal and specific legislative language
will be prepared and sent to the Congress in March 1987. The
subsidy costs of operating these programs could then be compared
to the cost of other Federal spending programs and to the economic
and social benefits realized in achieving credit program objectives.

XIV. APPENDIX

ADDITIONAL DiscussioN OF FEDERAL CREDIT PROGRAMS AND
ReLATED Issues IN THE 1988 BupGeT DOCUMENTS

Special Analysis E (“Borrowing and Debt”) contains informa-
tion on Federal borrowing, borrowing by Government-spon-
sored enterprises, and the Federal Financing Bank.

¢ Special Analysis G (“Tax Expenditures”) contains information
on tax-exempt borrowing.

e Special Analysis H (“Federal Aid to State and Local Govern-
ments”’) contains information on Federal loans to State and
local governments.

¢ Part 5 of the Budget Supplement (“Meeting National Needs:
The Federal Program by Function”) contains a discussion of
major credit programs by budget function (e.g., Agriculture,
Commerce and Housing, International Affairs).

¢ Part 3 of the Budget Supplement (“Federal Credit”) presents
an outline of the credit reform initiative and a summary of
much of the material in this special analysis.

e Part 6 of the Budget Supplement (“Summary Tables”) con-
tains summary tables of the credit budget totals (Table 1) and
summaries by agency of direct loan obligations and guaran-
teed loan commitments (Table 5).

e The Budget Appendix contains detailed information for each

credit program by budget account. Part I of the Appendix

(“Detailed Budget Estimates”) provides credit program infor-

mation for Federal agencies. Part IV (“Government-Sponsored

Enterprises”’) provides information on these enterprises.
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¢ The Historical Tables contains total direct loan obligations by
sector—agriculture, business, education, and housing—and by
agency or program for the period 1951-1992.

¢ Management of the United States Government, contains dis-
cussions of credit program management issues, the debt col-
lection report, and agency credit management goals.
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Table F-18. DIRECT LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of doflars)

Actaal 1986 Etate
Ageacy o program 1087 1988 1989 1990 1991 1992
Funds Appropriated to the President: -
Economic support fund Obligations......... 104 176 176 240 240 240 240
Loan disburseme; 90 176 176 240 240 240 240
Change in outstand 83 77 54 120 114 &7 71
Outstandings ....... 6,305 6,381 6,436 6,556 6,670 6,756 6,828
Foreign military sales Obligations.................coeecommnnne 4,967 4,040 4421 4,499 4,573 4,639 4,695
Loan disbursements............... 5,536 5190 5,352 5,034 4,676 4,635 4,575
Change in outstandings ......., 2,979 568\ —163 1,39 7 617 474
Outstandings ....................... 2124 22,692, 22529 23925| 24832 25449 25923
Guarantee reserve fund (foreign military sales defaulls) .........ccevveeeensccvernnc| 0bligations............ceeeerersesseneen 1,050 951 891 900 900 900 900
Loan disbursements .............| 1,050 951 891 900 900 500 900
Change in outstandings ........ 255 8
Qutstandings........................ 1,420 1,429 1,429 1,429 1,429 1,429 1429
Overseas Private investment Corporation Obligations.............cooevrveervnmnene 14 23 15 15 15 15 15
Loan disbursements............... 10 7 9 8 6 6 6
Change in outstandings -1 2 3 3 1 1 l
Qutstandings........................ 41 43 46 49 50 51 52
AID functional development assistance Obligations.............cccomrreerernnee 254 150 150 150 150 150 150
Loan disbursements .... 309 255 225 200 175 150 150
Change in outstandings ........ 308 232 197 154 112 70 56
Outstandings........................ 3,425 3,657 3,854 4,008 4,120 4,191 4,247
AID development loans revolving fund Obligations
Loan disbursements *
Change in oulstandings ......... =244 334 =328\ =381\ 37\ 37| =375
Outstandings........................ 8,494 8,160 7,833 7,452 7,065 6,688 6,313
AID private sector revolving fund Obligations..........ueuueereeceree 15 16 16 12 15 16 16
Loan disbursements............... 8 14 18 12 1 10 1
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AID housing and other credit guarantees

AID miscellaneous appropriations

Agriculture:
Farmers Home Administration:

Agricultural credit insurance fund

Rural housing insurance fund

Rural development insurance fund

Commodity Credit Corporation:
Short and medium term export loans

Commodity loans
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Change in oulstandings ......... 8 M 14 7 -2 -5 -5
Outstandings ...................... 1 25 39 42 39 34 28
Obligations........c..verrrrecennae 39 49 51 51 51 51 5]
Loan disbursements .. 39 49 51 51 51 51 51
Change fn oulstandings . 21 13 20 J 7 8 8
Outstandings ...........ccccoc...c. 69 82 101 105 112 120 128
Obligations

Loan disbursements................|.....

Change in_oulstandings ......... 10 -7 -5 —6 —6 —6 —6
Outstandings ...........cccoec..c. 234 227 221 215 210 204 198
Obligations..............cccoccereen 2,799 1817 1,295 500 400 300 s
Loan disbursements .. 2,897 1,907 1,424 813 428 328 31
Change in outstandings . 136 =924\ —1135| —159% —1731\ —1531| —1479
Outstandings........................ 28,698 | 27,775| 26,639| 25043 23312 21,781 20,302
Obligations.............cceccceeene 1,825 508

Loan disbursements.. 2,347 1,216 706 316 92 3 9
Change in outstandings . 615\ 2594\ —2020| —2138| —2269, —2253| —-2137
Outstandings ....................... 29295| 26,701 24,680 22,542 20,273| 18,020 15,834
Obligations................coueeeeeenens 421 107

Loan disbursements .. 463 389 610 295 126 81 66
Change in outstandings . 49| —1519| 766 —838| —1033 —1L047| —1040
Qutstandings ....................... 1,957 6,438 5,672 4814 3,781 2,734 1,694
ODHEAIONS .......oeoo e erceccniereerercnneceenn oo b e s
Loan dishursements...............|oooovveeeemessecoreens

Change in oulstandings ......... 24 —~14 21 0 52 10 -4
Qutstandings....................... 827 813 834 874 906 916 913
Obligations.............cooeernvrvveens 17,391 17,130 12,785| 10,460 9,485 9,189 8,832
Loan disbursements..........., 17,3911 17130} 12,785| 10,460 9,485 9,189 8,832
Change in oulstandings . 6261\ 2627 ~3197\ —2112| -2324| —499| —1201
Outstandings ...................... 18,434 15,867 12,670 10,557 8,233 1,734 6,533
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Table F-18. DIRECT LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued

N actual 1986 Estimate
clual
ey of program 1987 1988 1989 1990 1991 1992
Storage facility loans Obligations.......c.ce.coovcersseene 1 *
Loan disbursements................ 1 *
Change in outstandings ........| =223\ —141 -2 * fall
Qutstandings ..............c........ 174 33 1 * *
Rescheduled guaranteed loans Obligations........coovevresvrrinen 328 673 703 743 751 541 932
Loan disbursements................ 328 673 703 743 751 541 532
Change in oulstandings ........ 442 765 789 827 780 468 369
Outstandings ....................... 2,113 2,878 3,668 4,494 5274 5,742 6,111
Public Law 480 long-term export credits Obligations..................ccorm..... 813 819 749 771 800 806 811
Loan disbursements ... 773 819 749 771 800 806 811
Change in oulstandings ......... 577 628 619 637 665 615 632
Outstandings........................ 10,622 11,251 11,869| 12,507 13,172} 13,787 14,419
Rural electrification and telephone revolving fund Dbligations.................ccovrneene. 2,953 1,305 290 145
Loan disbursements... - 2,32 3171 2,601 1,960 1,565 999 562
Change in oulstandings ......... 304 2045 76| =320\ -=720| —1254\ —1662
Qutstandings ....................... 35941 | 37986 38262| 37942 37,222) 35967 34,306
Rural telephone bank Obligations..............ccovceeernennee 128 149 93 46
Loan disbursements ... 72 83 78 74 48 2 5
Change in outstandings ......... 51 64y —493) 490 211 15 —4
Outstandings ....................... 1434 1,498 1,005 515 304 320 316
Commerce: . o
Economic development revolving fund Obligations.............cc.ccoveserceee 5 182 8 7 6 5 4
Loan disbursements ... 8 152 8 7 6 5 4
Change in outstandings ......... —62 99 —41 —40 -7 ) -J35
Outstandings ....................... 568 668 626 587 550 514 479
EDA miscellaneous appropriations Obligations
Loan disbursements
Change in outstandings ........ -7 =2 -2
Outstandings ....................... 91 88 86 86 86 86 86
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ITA operations and administration

NOAA coastal energy impact fund

NOAA Federal ship financing (fishing)

Defense:
Navy industrial fund

Defense stock fund

Production guarantees

Education:
Guaranteed student loans

National direct student loans

Digitized for FRASER
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Federal Reserve Bank of St. Louis

Obligations.............coovevernsennnne 1 6 7

Loan disbursements.............. * 9 8 1

Change in outstandings ........ -] 6 -3 -5 -1 -1 -1
Outstandings ....................... 8 14 12 7 6 5 4
Obligations

Loan disbursements................ 5 8

Change in outstandings ........ 2 4 R -3 -3 -3 -3
Outstandings ..............cccoe 96 100 97 94 91 83 85
ObliGations........vvveeeceeveeomecannes 4 2 2 2 2 2 2
Loan disbursements . 4 2 2 2 2 2 2
Change in outstanding: 2

Qutstandings..............cocooeee 17 17 17 17 17 17 17
Obligations 568

Loan disbursements . 568

Change in oulstandings ......... 435\ =167\ —169\ —178) —178| 178 178
Outstandings ....................... 1,748 1,582 1,412 1,234 1,056 878 700
Obligations

Loan disbursements

Change in outstandings -1

Outstandings 1

Obligations

Loan disbursements 3

Change in outstandings ......... 3 ~10

Outstandings 10

Obligations......c..cocoevcerrrrrrenrnn 1,334 1,232 1,404 1,811 1,840 1,795 1,663
Loan disbursements.............| 1,366 1,249 1,369 1,729 1,834 1,804 1,689
Change in outstandings ......... 944 441 80 275 82| 128\ —440
Outstandings ..............ccocc.ee 9,146 9,587 9,667 99431 10,025 9,897 9,457
Obligations 191

Loan disbursements 205

Change in outstandings ......... 139\ —4739 .yl -19 =25 -3 ~J36
Outstandings .............ccoceeeee 5,272 532 519 500 475 45 409
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Table F~18. DIRECT LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued

Actual 1985 Estimate
ual
Agency or program 1987 1988 1989 1990 1991 1992
College housing loans Obligations 57
Loan disbursements.............. 21 64 63 4 -18
Change in outstandings . =72\ —1002\ -8l —65 —60 -7 -7
Outstandings.............co....... 2229| 1,226 316 251 191 184 177
Higher education Obligations
Loan disbursements
Change in oulstandings ......... -16 -7 -9 -8 -6 -6 -5
Outstandings .........cc..ooov.r.nn. 61 44 35 26 20 14 9
Higher education facilities loans and insurance Obligations
Loan disbursements
Change in outstandings ......... -7 —18 158 —58 -37 —4 —4
Qutstandings ...........cccceeceenns 339 320 163 104 67 64 60
Energy: o
Geothermal resources Obligations 4
Loan disbursements 4
Change in oulstandings ......... 4
Qutstandings ..........c.c.occ...c. 16 16 16 16 16 16 16
Bonneville Power Administration Obligations
Loan disbursements
Change in oulstandings ......... -/ * * * * * *
Outstandings ...........c.cco..ee 5 5 4 4 4 4 4
Health and Human Services: o
Medical facilities guarantees and loan fund Obligations..........coveeeceerrrrenne. 5 23 2 2 2 2 2
Loan disbursements............... 5 23 2 2 2 2 2
Change in outstandings ......... 10 -5 =132 2 2 2 2
Qutstandings ...........ccc........ 137 132 2 3 4 6
Health maintenance organization loan fund Obligations
Loan disbursements 1
Change in oulstandings ......... -7 -4 —-97|.
Outstandings .............ccccncen. 105 97
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Health resources and services

Health education assistance loans

Housing and Urban Deveiopment:
Low-rent public housing

Housing for the elderly or handicapped

GNMA emergency mortgage purchases

Payments on mortgage-backed securities

Federal Housing Administration fund

Rehabilitation loan fund

Digitized for FRASER
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Obligations........ccoserrrvvcversnenns * 1 1 1 1 1 1
Loan disbursements................ 1 1 1 1 1 1 1
Change In outstandings ......... —16 -4 -8 -1 -6 —6 ]
Outstandings..............cco..c... 495 486 479 468 462 456 451
Obligations...........eeueererieerceee 16 22 29 33 35 3 31
Loan disbursements................ 7 22 29 33 35 33 3l
Change in outstandings . 7 22 28 32 H4 72 29
Outstandings ...................... 30 52 81 113 146 178 207
Obligations

Loan disbursements

Change in outstandings ......... —J35 —-37 -39 —42 —44 —47 —50
Outstandings ................c...... 2,111 2,074 2,035 1,993 1,949 1,902 1,852
Obligations......eeervousereersecrennee 556 502 131 24 14 8 4
Loan disbursements................ 553 553 538 501 323 53 18
Change in outstandings . 523 521 3 464 284 2 —25
Outstandings ............c.cco...cc. 6,189 6,710 6,713 1177 7,460 1,472 7,447
Obligations

Loan disbursements.............. 180 204

Change in outstandings . =750\ =822 —45 —1] -1 -1 -1
Outstandings ....................... 884 361 316 315 315 314 313
0bligations......c...eeeeeesserrenreces 8 802 306 196 128 266 86
Loan disbursements ... 8 802 306 196 128 266 86
Change in outstandings . 7 * * -2 =2 -1 -1
Outstandings ....................... 10 10 10 8 6 5 L)
Obligations......ueveeeeeeseecrrerccene 423 32 395 443 513 807 811
Loan disbursements ............... 423 299 312 412 513 807 810
Change in outstandings ......... 9y =3930 —476 6| =109 -1/ —66
Outstandings...............ccoeo... 4,246 3,853 3,317 3,382 3273 3,159 3,092
Obligations..........cc.eoveree 40 85

Loan disbursements .............. 59 100 38

Change in outstandings . -8 0y -3 =343

Outstandings ...............c....... 710 730 343
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Table F-18. DIRECT LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)-—Continued

actual 1986 Estimate
Agency or program “ 1987 1988 1989 1950 1991 1992
Revolving fund for liquidating programs Obligations
Loan disbursements
Change in outsiandings ......... =27 56| =212 - 9% -2 -2 -6
Outstandings ...........ccc.ccccr.e. 392 336 124 28 26 25 19
Interior:
Bureau of Reclamation loans OblIgations........co.evsevrvvrecree 45 44 2 22 15 6 9
Loan disbursements... 4 38 32 27 33 18 2
Change in outstandings ......... J8 28| -3% 27 33 18 2
Outstandings ...............c....... 480 507 181 209 241 259 261
BIA revolving fund Obligations.........coovevveermervennne. 14 16 13 13 13 13 13
Loan disbursements ... 11 21 13 13 13 13 13
Change in outstandings ......... 1 2 4 4 4 4 4
Qutstandings ....................... 106 118 122 125 129 132 136
Indian loan guaranty and insurance fund Obligations...........ccemereerennee 6 7 5 4 4 4 4
Loan disbursements ... 6 7 5 4 4 4 4
Change in ouistandings ......... 3 * 2 -2 -2 -2 =2
Outstandings........................ 12 12 14 12 11 9 7
Transportation: . . e
Railroad rehabilitation and improvement financing Obligations
Loan disbursements.............. 9 9 5
Change in oulstandings ......... —86 1| 585 -3 -7 -5 —6
Outstandings........................ 634 635 50 41 34 ya) 23
Federal-aid highways trust fund Obligations 21
Loan disbursements...............| 1 * *
Change in oulstandings ......... 1 * *
Outstandings ...................... 76 77 77 77 77 77 77
Right-of-way revolving fund Obligations.........ooocceceecerrerens 48 48 48 48 48 48 48
Loan disbursements................ 38 48 48 48 48 48 48
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Miscellaneous expired accounts

Aircraft purchase loan guarantees

MarAd Federal ship financing fund

Environmental Protection Agency:
Abatement, control, and compliance

NASA

Veterans Administration:
Vendee loans and loans repurchased

Direct loan revolving fund

Other veterans programs

Digitized for FRASER
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Change in outstandings 16

Outstandings ............cooovcenen 131 131 131 131 131 131 131
Obligations

Loan disbursements

Change in oulstandings ......... * -1

Outstandings 1

Obligations 2

Loan disbursements 2

Change in outstandings ......... =21 -6 -5 -5 —4 -4 —4
Outstandings ................c...... 48 42 37 32 27 23 20
Obligations.........c...errverevveneens 1,260 610 105 105 105 105 105
Loan disbursements.............| 1,260 610 105 105 105 105 105
Change in oulstandings ........ 878 608 103 103 103 103 103
Qutstandings....................... 1,475 2,082 2,185 2,288 2,390 2,493 2,595
Obligations 3

Loan disbursements................ 22 49 -5 -4 -2 S
Change in outstandings ......... 2 48 -8 -6 -5 —4 -3
Outstandings ....................... 24 72 64 58 53 49 46
(Obligations

Loan disbursements

Change in outstandings 79 -9 =105 -np1| 138 =15
Outstandings ...................... 888 809 17 612 491 354 197
Obligations............oooevvvveveeneene 970 930 826 914 963 988 990
Loan disbursements ............... 970 930 826 914 963 988 990
Change in oulstandings ........ —34 0V =2751 — 266\ =277 —§ ~J35
Outstandings ....................... 1,188 1,258 983 7 440 433 398
Obligations......... 1 2 2 3 3 3 3
Loan disbursemel 1 2 2 2 2 2 2
Change in oulstandi =29 =23 - 18 ~21 ~-19 -7 -15
Outstandings ....... 125 102 #“ 63 u 27 13
Obligations............. . 1 1 1 1 1 1 1
Loan disbursements................ 1 1 1 1 1 1 1
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Table F-18. DIRECT LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued

Actual 1986 Estinate
Agecy of progam 1987 1988 1989 1990 199) 1892
Change in oulstandings ......... -5 -6 -6 -7 -7 -7 -8
Outstandings...............cccornee. 47 41 35 28 21 14 6
District of Columbia: i .
Loans to the District of Columbia Obligations
Loan disbursements.
Change in outstandings ......... —-564| 293 -0 =31 —J33 -35 -37
Outstandings .........cccccocrces 1,008 715 685 654 621 586 549
Export-import Bank ! Obligations............ccvvcvrvveeenecns 578 900 1,000 900 900 900 900
Loan disbursements............. 906 771 693 700 700 700 700
Change in outstandings ......... ~ 1525\ —=3681 2714\ =978 —L025\ —L075| —L125
Outstandings ...................... 14,351 10,670 7,956 6,981 5,956 4,881 3,756
Federal Deposit Insurance Corporation 2 Obligations 128
Loan disbursements 128
Change in oulstandings —194 —53 -1 50 50 - 50 —50
Outstandings ... 3423 3370 3,369 3319 3,269 3219 3,169
Federal Savings and Loan Insurance Corporation 2 Obligations......... 21 25 25 25 25 25 25
Loan disburseme 21 25 25 25 25 25 25
| Change in outstancl 73 8 25 15 15 15 15
Outstandings ....... 1,686 1,694 1,718 1,733 1,748 1,763 1,778
National Credit Union Administration: o
Share insurance fund OBHGAtIONS...oro.recs v 3 9 ] 5 5 5 2
Loan disbursements............... 3 5 5 5 5 5 1
Change in oulstandings ......... 25 -15 -1 -2 =2 -2 =2
Outstandings ....................... 24 ] 8 6 4 2
Central liquidity facility QObligations.................eereeeenenne 31 56 12 150 150 150 150
Loan disbursements............... 3l 56 12 150 150 150 150
Change in oulstandings ........| —117 2 25 25 25 25 25
Outstandings ...........cc.......... 106 129 154 179 204 229 254
Small business: o
Business and investment loans Obligations............crscererecersacns 1,027 591 454 448 428 405 381
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Disaster loans 2

Tennessee Valley Authority

Payments for Conrail securities

United States Railway Association

QOther agencies and programs

Grand total, net direct loans

Loan disbursements.... 982 698 528 448 428 405 381
Change in out standings........ 77\ =181 1814 —1486 152 89 43
Outstandings........................ 4,950 4,769 2,956 1,470 1,622 1,711 1,754
ObligationS......vccrmeersssnmmnnecene 516 325 350 310 310 310 310
Loan disbursements ............... 361 296 304 297 279 219 219
Change in outstanding —J3| 939\ 864\ 44| —652| 557 —466
Outstandings ............cco..c..... 4,222 3,283 2,419 1,675 1,023 466 |................
Obligations............cceeeeerrereeen 268 301 280 343 346 330 405
Loan disbursements................ 268 301 280 343 346 330 405
Change in oulstandings ......... 180 211 4| —63¢4 —66| —109 7
Outstandings ............c..c...... 2,094 1,882 1,957 1322 1,256 1,147 1,163
Obligations

Loan dishursements

Change in outstandings —851

Outstandings 851

Obligations

Loan dishursements

Change in outstandings ......... 6 - 3 7 J 3 3
Outstandings ....................... 84 50 52 55 58 62 65
Obligations........eervvvecsneerreeees 38 5 4 4 4 4 4
Loan disbursements ............... 99 77 35 5 5 4 4
Change in outstandings ......... —6 -38 75 - 98 -85 —74 —54
Outstandings............ccc.cooor... 966 928 853 755 670 595 541
Obligations.........cooeeovvevvvvereenes 41329 34927 27,136 23134| 22,089 21,852| 20,979
Loan disbursements.............| 42,232\ 39,467 32,087\ 27,848 25341 24016f 22,531
Change in outstandings ......... 11155\ —15231| —15321| 9076 —8195) —7429) —8885
Outstandings.............ccouoverens 251,594 | 236,363 | 221,041 211,965 203,770 196,341 187,456

* $500,000 or less.
1 Obligations for 1989-1992 are not included in totals.

2 Direct loan obligations and disbursements for these programs represent increases in their holdings of lean assets rather than cash disbursements.
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Table F-19. GUARANTEED LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)

Pr Actual 1986 Eutnat
o ram
Agey or Prog 1087 1988 1989 1990 1991 1992
Funds Appropriated to the President: .
Foreign military sales. Commitments
New guaranteed loans
Change in oulstandings ......... -0 -0 =20 =20 ~20 -0 -2
Outstandings ...................... 160 140 120 100 80 60 40
Overseas Private Investment Corporation Commitments............o.ccereneeees 136 200 150 150 150 150 150
New guaranteed loans.......... 81 80 80 80 80 80 80
Change in oulstandings 45 45 45 45 45 45 45
OQutstandings ..............c..c..... 268 313 358 403 s 493 538
AID housing and other credit guarantees Commitments...............c.ccou.. ‘ 145 145 100 100 100 100 100
New guaranteed foans 66 15 15 15 15 15 15
Change in outstandings ......... 40 47 7 41 38 K/) KZ4
Outstandings ....................... | 1,216 1,263 1,306 1,347 1,386 1422 1,455
Agriculture: o .
Rural Electrification Administration Commitments 840 1,115 1,388 1,388 1,388
New guaranteed loans 100 329 836! 13181 1799| 2,052
Change in oulstandings ........ ~15 88 37 824y 1306\ 1747\ 2040
Qutstandings ....................... 1,030 1,118 1,435 2,260 3,565 5312 7,352
Farmers Home Administration: _
Agricultural credit insurance fund Commitments 1,560 2,498 2,500 3,500 3,600 3,700 4,000
New guaranteed loans 1,160 1,794 2,381 2,849 3418 3844 3,870
Change in outstanding. 776 1098 L175 957\ 1284 1,193 747
OQutstandings............. 2,161 ,258 4,434 5,391 6,675 7,868 8,615
Rurai housing insurance fund Commitments
New guaranteed loans *
Change in oulstandings ......... - 138 15 2911 —184 -3 —4 -9
Qutstandings ..........c...cooo..c.. 617 602 311 127 124 120 11
Rural development insurance fund Commitments.............c..cocuc.... | 55 115
New guaranteed loans ........... 127 70 81 39 11 7 4
Change in oulstandings ......... ~285) =290\ —465\ 316\ 220\ —186 132
Outstandings ...................... | 2626 2337 1871 1,555 1,335 1,150 1,282
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Commodity Credit Corporation export credits

Commerce:

Economic development programs

ITA operations and administration

National Oceanic and Atmospheric Administration

Education: Guaranteed student loans

Energy:
Geothermal resources devetopment fund

Health and Human Services:
Medical facilities guarantees and loan fund

Health education assistance loans

Digitized for FRASER
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Commitments............cecrrereeee 2,503 5,500 3,500 3,500 3,500 3,500 3,500
New uaranteed loans .........|  1,595| 5500( 3500| 3,500 3500 3500 3,500
Change in outstandings ......... — 1485\ 3428 745 Jzz| =317 300 250
Outstandings ...................... 3,609 7,038 7,782 8,104 7,788 8,088 8,338
Commitments.............cerecreerer 22 22

New guaranteed loans............ 22 22

Change In outstandings ......... 51 —149 -17 -16 -4 -3 -1
OQutstandings ....................... 286 137 120 104 90 77 65
Commitments

New guaranteed loans............ * *

Change in outstandings ......... -5 -8 -4 -2 * * *
Outstandings ...............cooo... 20 12 4 2 2 2 1
Commitments..........c.veeernerrees 19 50

New guaranteed foans. 19 50

Change In outstandings ......... J5 J8 4 - 12 4 4 -2
OQutstandings .............ccooe..... ‘ 193 231 219 207 195 183 171
Commitments.................cceomen 8,575 9,591 9398 10715( 11,8571 12498| 12,651
New guaranteed loans............ | 6,320 9,075 9,061 10,050 11,294 11,973| 12,261
Change in outstandings ......... 657\ 2450 1131 L0251 1643 1862 1778
Outstandings ....................... 37,482 39,931| 41,063| 42088) 43731 45594| 47372
Commitments

New guaranteed loans

Change in outstandings ......... —4

Outstandings ..................... 50 50 50 50 50 50 50
Commitments

New guaranteed loans

Change in outstandings ........| =119\ 143\ =132\ -1\ -132| -12| -1
Outstandings ........ 876 732 601 469 338 206 75
Commitments.......... . 374 343 100 100 100 100

New guaranteed loans............ 321 343 100 100 100 100 1.

Change in outstandings ........ 275 10 58 52 48 13
OQutstandings ..................... 1,106 1,416 1,474 1,527 1,575 1,623 1,572
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Table F~19. GUARANTEED LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in millions of dollars)—Continued

ency o Program Actual 1986 Etmat
Agency o Prog 1987 1988 1989 1990 1991 1992
Housing and Urban Development: )
Low-rent public housing Commitments
New guaranteed loans
Change in oulstandings ......... =275 =312 =339\ =367 -394 422\ —4%0
Outstandings ....................... 8,612 8,300 7,961 7,59 7,200 6,777 6,327
Revolving fund (liquidating) Commitments
New guaranteed loans
Change in oulstandings ......... -3 -1 —4 -9 -1 —15 -3
Outstandings...............cccce.... 54 53 49 40 29 14 1
Federal Housing Administration Commitments............c...cons 102,592 | 86,975 70,000 68999 71,347| 73,500( 75220
New guaranteed loans ..........| 52,220 73,203 59,663 | 55158 956,445 58,234| 59,674
Change in outstandings ........| 28041\ 57,030\ 41952\ 34628 33058 32853, 32306
Outstandings........................ 223520 | 280,550 322,502| 357,129 390,188 | 423,041 455,347
GNMA mortgage-backed securities Commitments..........c..ocorveennnne 137,962 132,500 100,000 100,000| 100,000 100,000 100,000
New guaranteed loans........... 81,779| 87,700 67,000] 67,000 67,000, 67,000f 67,000
Change in outstandings ........, 40204\ 50817 34246\ 29397 28800\ 27.99| 27788
Outstandings ....................... 241,230 | 292,047 | 326,292 | 355,689 | 384,489 | 412485 440,272
Interior:
Indian loan guaranty and insurance fund Commitments........cccccoervvvcennee 40 34 28 20 20 20
New guaranteed loans............ 40 34 28 20 20 20
Change in outstandings ......... 28 2 8
Outstandings....................... 170 192 200 200 200 200
Transportation: )
MarAd Federal ship financing fund Commitments
New guaranteed loans............ 50
Change in outstandings ......... ¢ =750\ =300\ =300\ 3001 =300 =300
Outstandings..............c........| 4,245 3,945 3,645 3,345 3,045 2,745
Aircraft purchase loan guarantees Commitments

New guaranteed loans
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Miscellaneous expired accounts

Treasury:

Guarantees of New York City notes

Biomass energy development

Veterans Administration:
Loan guarantee revolving fund

Export-import Bank

Federal Savings and Loan Insurance Corporation

National Credit Union Administration

Small business:

Business and investment loan guarantees

Digitized for FRASER
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Change in oulstandings 131 -7 -7 =3l -3 -9 =25
Outstandings ...........ccoceconne. 276 200 163 132 102 73 49
Commitments

New guaranteed loans

Change In outstandings

Outstandings .........c.cc.ccoooouns 997 997 997 997 997 997 997
Commitments

New guaranteed loans

Change in outstandings ........ 190

Outstandings

Commitments

New guaranteed loans ...........| 294 283

Change in outstandings ......... 283 273

Outstandings ...........cc..c...... 796 1,069 1,069 1,069 1,069 1,069 1,069
Commitments..........ccccooeervvrers 342971 35000 27930( 27,700 24,800! 21,000 18900
New guaranteed loans........... 219661 26,198| 253671 24996| 22508; 19,094 17,175
Change in oulstandings ......... 8254 11194 8483 6911\ 3486 —432| —233%
Outstandings ...................... 142,562 | 153,756 | 162,239! 169,150 172,636 172,204 | 169,868
Commitments..............occovvevene 5508] 11,355 10,000 10,000{ 10,000 10,000 10,000
New guaranteed loans ........... 3,167 4,894 5,289 1,300 1,300 1,300 1,300
Change in oulstandings ......... — 41 703 678 =500

Outstandings....................... 4,785 5,488 6,166 5,666 5,666 5,666 5,666
Commitments............cccoeerrveres 506 103 300 100 100 100 100
New guaranteed loans............ 506 103 300 100 100 100 100
Change in outstandings ......... 438 53 294 50 50 50 50
Outstandings........................ 2,952 3,005 3,299 3,349 3,399 3,449 3,499
Commitments......... 6 2 1

New guaranteed loa 6 2 1

Change in outstanding 1 -2 -2 -1

Outstandings ....... 5 3 1

Commitments......... 2754 3,567 3,510 3,510 3,510 3,510 3,510
New guaranteed loans ........... 1,754 2,900 3,010 3,000 3,000 3,000 3,000
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Table F-19. GUARANTEED LOAN TRANSACTIONS OF THE FEDERAL GOVERNMENT (in miltions of dollars)—Continued

sctud 1986 Estimate
Agency or Program . 1987 1088 1989 1990 1991 1992
Change in outstandings ......... —461 705 715 610 530 240 260
Outstandings..................... 8,362 9,067 10063 10673| 11,203, 11543 11,803
Pollution control equipment guarantees %g gg
Change in oulstanding: 51 5
Outstandings ........... 276 281
Disaster loans Commitments
New guaranteed foans
Change in outstandings ......... . * * * * * *
Qutstandings ...............co...... 3 3 2 2 2 1 1
Tennessee Valley Authority Commitments
New guaranteed loans
Change in outstandings -1
Outstandings ....................... 1 1
Synthetic Fuels Corporation Commitments
New guaranteed loans
Change in outstandings ......... —4
Outstandings
QOther agencies and programs Commitments.............ccoooervnnn. 8l 150
New guaranteed loans ........... 1 148 85
Change in oufstandings ........ -132 122 38 ~61 —65 -0 -75
Outstandings ....................... 651 172 810 749 634 613 539
Subtotal, guaranteed loans (gross) Commitments..................cccet 297,205 288,205 228,362 229,517 230,472 229,566 229,539
New guaranteed loans........... 171,538 | 212,655| 176,355| 169,111 170,169 | 170,085 170,111
Change in outstandings ......... 740171 126666 88313\ 72921 68770\ 64835 61995
Outstandings ............cc..occc.... 691,921 | 818587 3 979,821 | 1,048,591 | 1,113,425 | 1,175,420
Less secondary guaranteed loans: .
GNMA guarantees of FHA/VA/FmHA pools Commitments..........c.coovvreer 137,962 | 132,500 100,000i 100,0001 100,000¢ 100,0001 100,000
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Subtotal, guaranteed loans (net)

Less guaranteed loans held as direct loans:2
By GNMA

Total, primary guaranteed loans

New guaranteed loans........... 81,779 87,700| 67,000| 67,000] 67,0001 67,000{ 67,000
Change in outstandings ......... 40204 80817) 34246\ 29397\ 28800\ 27996\ 27788
Qutstandings ...............c....... 241,230 292,047 | 326,292 355,689| 384,489 | 412485| 440,272
Commitments........ 159,243 | 155,705( 128,362 | 129,517 | 130,472 129,566 129,539
New guaranteed loar 89,759 | 124,955| 109,355| 102,111| 103,169| 103,085 103,111
Change in oulstandings ........| 33814\ 75849 54067, 43524 39970\ 36839, 34207
Outstandings ............c.....cc... 450,691 526,540 | 580,608 624,132 664,102 700,941 735,148
Commitments

New guaranteed loans .......... 180 204

Change in outstandings ......... =750\ 522 —45 -1 —1 -1 —1
Outstandings.......................| 884 361 316 315 315 314 313
Commitments.......cooooeerrnecc 159,243 1 155,705| 128,362 | 129,517 130,472| 129,566 | 129,539
New guaranteed loans............ 89,5801 124,751} 109,355| 102,111} 103,169| 103,085 | 103,111
Change in outstandings ......... J4564) 763711 54113\ 43525\ 39971\ 36840\ 34207
Outstandings ...................... 449,808 | 526,179 580,292 623,816) 663,787 700,627 | 734,834

* $500,000 or less.

! Loans guaranteed by the Federal Housing Administration, the Veterans Administration, or the Farmers Home Administration are included above. GNMA places a secondary guarantee on these loans, so they are deducted here to avoid double

counting.
2 Een guaranteed loans are acquired by a budget accountthey are counted as direct loans and shown in the direct loan table. Consequently, they are deducted from thetotals in this table.
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F-72 THE BUDGET FOR FISCAL YEAR 1988

Table F-20. LENDING AND BORROWING BY GOVERNMENT-SPONSORED ENTERPRISES

(In millions of dollars)

. Actual Estimate
Enterprise 1986 fpom o
LENDING
Student Loan Marketing AsSOCIation ...........c...ccruerverreerreenn. Obligations................... 4,238 4,662 5,128
New transaction: 4,238 4,662 5128
Net change...... 2,613 2874 | 3,162
Outstandings 14,189 | 17,063 | 20,225
Federal National Mortgage Association:
Corporation Accounts Obligations................... 32,102 | 27,386 28,575
New transactions 26,806 | 28,804 | 25,505
Net change...... 948 | 4319 2,604
Qutstandings 97,717 | 102,036 | 104,640
Mortgage-backed securities Obligations................ 61,824 | 55,600 [ 58,600
New transactions........| 51,963 | 46,732 | 49,256
Net change .| 37,590 31,878 | 35856
Qutstandings................ 86,359 | 118,237 ; 154,093
Farm Credit Banks:
Banks for cooperatives Obligations................... 28,988 | 39,565 | 39,277
New transactions. 28,988 | 39,561 39,2717
Net change.......... — 356 —14 1,878
Qutstandings 7,177 7163 | 9,041
Federal intermediate credit banks..........ocooveevvvvereces Obligations...........ccn. 12,716 | 6,563 6,467
New transactions......... 12,716 6,563 6,467
Net change.......... . —6924| —630! —108
Qutstandings 8,701 8,070 7,963
Federal land banks Obligations.................. 1,660 1,239 1,454
New transactions........| 1,660 1,876 1,876
Net change —18,578 | —3,241 | —3,241
Qutstandings 21,358 | 24,117 | 20,876
Federal Home Loan Bank system:
Federal home loan banks Obligations 165,574 | 165,000 | 170,000
New transactions......... 165,574 | 165,000 | 170,000
Net change........ccco.o.... 13,048 | 6,711 9,997
QOutstandings 100,064 | 106,775 | 116,772
Federal Home Loan Mortgage Corporation:
Corporation accounts. Obligations..........cccconoo. 5,054 9,275 5,375
New transactions. 5,054 5,215 5375
Net change..... 211 1,839 3,761
QOutstandings... 13,359 | 15,198 | 18,959
Participation certificate pools .....coeeeerversrcerrrcenaneas Obligations..........c..c..... 78,867 | 81,653 | 70,025
New transactions........| 78,867 | 81,653 ) 70,028
Net change......... | 54,882 | 55265 47,145
Outstandings 146,871 | 202,136 | 249,281
Subtotal, lending (gross) Obligations................... 391,024 | 386,943 | 384,901
New transactions.........| 375,867 | 380,127 } 372,909
Net change......cccoccowvees 83,494 1 99,001 | 101,054
Qutstandings 501,794 | 600,795 | 701,849
Less loans between sponsored enterprises ... Obligations
New transactions.........
Net change................ —240 | =250 |,
Qutstandings 950 700 700
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SPECIAL ANALYSIS F

F-73

Table F-20. LENDING AND BORROWING BY GOVERNMENT-SPONSORED ENTERPRISES—Continued
{In mithions of dollars)

. Actual Estimate
Freprse 1986 1987 1988
Less secondary funds advanced from Federal sources:
SLMA from FFB 2 Obligations
New transactions
Net change.................. -30 -3 -30
Outstandings................ 4,970 4,940 4,910
TVA to FNMA Obligations
New transactions
Net change
QOutstandings............... 80 80 80
Less guaranteed loans held as direct loans by:
Federal National Mortgage Association 3...............coce...| Obligations
New transactions.........
Net change - —3,385
Outstandings................ 216719 27,679 21,619
Federal home loan banks Obligations
New transactions
Net change................. 491 99 291
Outstandings................ 3005 3104( 3395
Federal Home Loan Mortgage Corporation 3................., (Obligations
New transactions
Net change.................| 1 1254 |
Qutstandings............... 31291 3129 3128
Farm Credit Banks Obligations
New transactions.........
Net change..... -39 -13 3
Qutstandings 21 8 11
Student Loan Marketing Association 2 ............ccoocooocee. Obligations
New transactions
Net change.................. 2,643 2,904 3,191
QOutstandings............... 9219 | 12,123 | 15314
Total lending Obligations...... .| 391,023 | 386,943 | 384,901
New transactions........| 375,866 | 380,126 | 372,909
Net change..... .| 83,330 | 95212 95,609
Qutstandings 453,272 | 548,483 | 644,093
BORROWING
Student Loan Marketing ASSOCIation ...........cooocovvevererrcennecn Net change.................. 2856 2988 | 3410
Qutstandings 15526 | 18515} 21,925
Federal National Mortgage Association 4 ... Net change................ 39,526 | 34,108 | 38284
Qutstandings................ 179,988 | 214,096 | 252,380
Farm Credit System:
Banks for cooperatives Net change.................. 4221 —858| 373
Outstandings................ 8,489 71,631 7,258
Federal intermediate credit banks...........ccooeeveerreernrnere Net change.........c........ —2,561 | —3315] —25
QOutstandings... 12,961 9,646 | 9,389

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




F-74

THE BUDGET FOR FISCAL YEAR 1988

Table F-20. LENDING AND BORROWING BY GOVERNMENT-SPONSORED ENTERPRISES—Continued
(In millions of doltars)

. Actual Estimate
Eoterrie 1986 1987 1988
Federal land banks Net change.................. —3595 | —9,221 | —1,204
Qutstandings.............. 42,653 | 33431 32227
Federal Home Loan Bank system:
Federal home loan banks Net change.................. 145091 6917 9,000
Qutstandings................ 88,083 | 95,000 | 104,000
Federal Home Loan Mortgage Corporation Net change 55,952 | 59,159 | 50,692
Outstandings................ 161,767 | 220,926 | 271,618
Subtotal, DOTTOWING {BIOSS) wvveeuremrrereameonsirseessnssonens Net change.................. 107,109 | 89,778 | 99,553
Qutstandings........cooe.... 509,467 | 599,245 | 698,797
Less borrowing from other sponsored enterprises.......... Net change...... —23| -32% 14
Qutstandings 1,230 905 919
Less borrowing from Federal sources:
SLMA from FFB 2 Net change.................. -30 -30 —-30
Qutstandings................ 49701 49401 4910
TVA to FNMA Net change
Outstandings................ 80 80 80
Total borrowing from the public.............occonerrvcrvennns] Net change.................. 107,342 | 90,133 | 99,569
Outstandings................ 503,187 | 593,320 | 692,388
Less investments in Federal securities.................ccoooeno.es Net change.................. ~—756 -39 234
Outstandings................ 19861 1947 2181
Less borrowing for guaranteed loans held as
direct loans by:
Federal National Mortgage Association..................ccened Net change...........cc..... —3,385
Outstandings................ 27619 21673 21,679
Federal home loan banks Net change.................. 491 99 291
Outstandings................ 3005 3,104 3395
Federal Home Loan Morigage Corporation..................... Net change..............e.. 1,254
Outstandings 31281 31291 3,129
Farm Credit Banks Net change.................. -39 —-13 3
Outstandings..............., 21 8 11
Student Loan Marketing Association 2 ...............ccccvuneed Net change.................. 2,643 2904 3191
Outstandings 9219 12,123 15314
Total borrowed Net change................ 107,134 | 87,182 | 95,850
Qutstandings................ 458,148 | 545,330 | 641,179

1 All new transactions are loans purchased from FHLMC corporation accounts.

2 All SLMA lending financed through the FFB has been counted in

ts
Table FOS18 as direct loans. Al SLMA foans are student foans guaranteed

by the Federal Government and, therefore, counted in Table FOSI9 as guaranteed loans The first deduction eliminates the overiap of this table

with the direct loan table; the second
table

3The estimates for 1987 and 1988 are made by OMB. .
4 Loans purchased at discount are recorded at their acguisition cost.
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SPECIAL ANALYSIS F F-75

Table F-21. FEDERAL FINANCING BANK ACTIVITIES

(In millions of doflars)

Agency and program Actual Estimated
1986 1987 1988 1989 1990 1991 1992

Assets purchased from:

Overseas Private Investment Corporation:
New acquiSitions...............eeeeseerreesncne
Net lending -5 -1 -1
Loans outstanding.................cerrrvrrererene 1 1

Farmers Home Administration:
Agricultural credit insurance fund:

New acquisitions 1,470 654 | 1,398 244 | 3,831

Net lending 220 | —385 —385|—3,306 |—1,931 |—1,731 |—1,679

Loans outstanding..............ceereveevrennnee 28,395 | 28,010 | 27,625 | 24,319 | 22,388 | 20,657 | 18,978
Rural housing insurance fund:

New acquisitions 750

Net lending 750 |—1,860 {—1,365 | —1,919 (—2,240 |—2,270 |—2,135

Loans outstanding............ccccoeseererrrnnernes 29,101 | 27,241 | 25,876 | 23,957 | 21,717 | 19,447 | 17,312
Rural development insurance fund:

New acquisitions 265

Net lending 235 |—1,645 | —720| —720( —920 {—1,000 |—1,020

Loans outstanding............cocoovvvvvvvienneee 7878 | 6,233 | 5513 | 4793| 3873| 2873| 1,853

Rural Electrification Administration:

New acqUISItiONs..........oc.vveverecersescaninnne 617 388 211 207 255 249 233

Net lending 5171 —704 |—1405| —465| —369| —290 | —222

Loans outstanding...........ccooeovvevrevsennnees 4241 3538 | 2,132 | 1,668 1,298 1,008 786

Medical facilities guarantees:
New acquisitions.........cco....coomwrrverrmerrrnns

Net lending —15 —6| -—35

L0ans outstanding............oooevvveeeeevnennens 108 102 67 67 67 67 67
Health maintenance organizations:

New acquisitions 1

Net tending -1 -8 -4

Loans outstanding...........coocoovcureereeenn 102 95 1 71 n 71 71

Smal) business development companies:
New aCQUISIIONS .....vcoversererreenrecnnenns

Net lending ~1 -1 -1 —6 L 5 (S E
Loans outstanding............ccoourrrecrrecrencnne 26 19 12 6

Subtotal, assets purchased:
New acquUISHIONS...........ceecevemmmcnnennne 3,103 388 211 861 | 1,653 493 | 4,064
Net lending 1,688 |—4,614 | —3,942 |—6,416 | 5,466 |—5291 |—5,055
Loans outstanding............oocooverecevceeneenn 69,852 | 65,238 | 61,297 | 54,880 | 49,414 | 44,122 | 39,067

Loans originated on behalf of:

Foreign military sales credit:

New acquisitions...................ccoowmeernee. 1,484 754 799 359 13% K1 F—
Net lending 708 | —539|—-1611| —43}| 3321 —&875| —661
Loans outstanding............cccccsrrrernene 18,797 | 18,258 | 16,647 | 16,604 | 16,272 | 15,697 | 15,036
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F-76 THE BUDGET FOR FISCAL YEAR 1988

Table F-21. FEDERAL FINANCING BANK ACTIVITIES—Continued
(In millions of dollars)

Agency and program "Sgg' Estinated
1987 1988 1989 1990 1991 1992

Defense production guarantees:

New acquisitions 3

Net lending 3 -9

Loans outstanding 9
Navy industrial fund:

New acquisitions 568

Net lending 435| —167| —169| —178} —178| —178| —178

Loans outstanding............coeereeernerivernns 1,748 | 1582 | 1412] 1234 1,05 878 700
Rural Electrification Administration:

New aCQUISIEIONS.........oveeeeseeeeereceennennes 1,318 | 2,348 1,975 14921 1,196 739 314

Net lending —216 —69 1,096 641 | -—68| —417

Loans outstanding.............ooeeerserecessees 21,460 | 21,390 | 22,486 | 23,127 | 23,499 | 23,431 | 23,014
Low-rent public housing:

New acquisitions..............o.cceeevreervcrerenne

Net lending =35 =37 39| 427 44| 47| -5

Loans outstanding...........ccceorvveveeserneeee 21111 2074 20351 1993) 1949 | 1902 | 1,852
Revolving fund, liquidating programs

(HUD):

New acquisitions

Net lending -1 -2 -2 -2 -2 -2 —6

Loans outstanding...........werercecerniresanens 32 31 29 27 26 24 18
Community development grants:

New acquisitions.........c..eveeeervceenerencnne 89 66 29

Net lending 11 —8| 51| —78] —65( -5 -3

Loans outstanding...........ccoooevreeereennnrnns 300 292 241 163 98 44 10
Loans to territories:

New acquisitions............ccoocceeervrerevenenns

Net lending -1 -2 -2 -2 -2 -2 -2

Loans outstanding.........c..ooeeverereeerennens 62 60 59 57 55 53 51
Railroad programs:

New acquisitions.............co.eereerrernvereeens 2 2 1

Net lending 93 -5 -5 -9 -1 -5 —6

Loans outstanding..............ceorevevvrerenne 61 58 50 41 34 29 23
Guarantees of SLMA obligations:

New acquUISItionS.............eeerveenmeerererrens

Net lending =30 =30 =30} -3 -30; -—30

Loans outstanding.............eereereecersssnnnns 49701 4940 4910} 4910 4,880 4,850 4,820
Federal buildings fund:

New acquisitions

Net lending —6 —6 -1 -8 -8 -9 -10

10ans outstanding...........ooeewvveeesseerreens 402 396 389 381 373 364 354
NASA:

New acquisitions

Net lending -79| —-91{ —106| —121| —138| —157

Loans outstanding...........ececeumererverrensns 888 809 1117 612 49] 354 197
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SPECIAL ANALYSIS F
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Table F-21. FEDERAL FINANCING BANK ACTIVITIES—Continued

{In millions of dollars)
Actual Estimated
Agercy and program 18 j9e | 1988 | 1989 | 9% | 1991 | 1992

Small Business Administration:

NEW ACQUISIIONS ....vvveoecrsenerrsssaceesseernn} 308 138 43

Net lending 63| —17| —617| —527| —-90| —80| —65

Loans outstanding...........o..ocveveeecrevrnneen 1,783 1 1,766 1,149 622 532 452 387
Oregon veterans housing:

New acquisitions

Net lending —60

Loans outstanding
Washington Metro Area Transportation

Authority:

New acquisitions

Net lending

Loans outstanding............coeevveeerrrresnnen| 177 177 177 177 177 177 177
Seven States Energy Corporation (TVA):

New aCQUISItIONS ..........c.oouemmmnnrrrrrsnnennd 203 196 209 27 217 261 337

Net lending 188 | —244 78| —354| —135| —178| 51

Loans outstanding............coecesssrrerrennens 18401 1595( 1673 1319 1,184} 1,007 956
Subtotal, loans originated:

New acQUISHIONS ...........ocercereerrerreenneenns 3975] 3504 3,056| 2123 1,611| 1,030 711

Net lending 1,068 1—1,215|—-1,4511 —706 | —643 {1,366 |—1,666

Loans outstanding............ccooveeevvvervivnnees 54,641 | 53,426 | 51,975 | 51,269 | 50,626 | 49,260 | 47,594

Debt securities acquired from:

Export-Import Bank:

New acqQUISItIONS...........couurrererenrrrnneines 801 700 400 300 300 300 300

Net lending —1,141 |—-2,401 |—1,815 | —700 | —600 | —600| —600

Loans outstanding.............ocooveeevvceverinen] 14,268 | 11,868 | 10,052 | 9,352 | 8752 8152| 7,552
Tennessee Valley Authority:

NEW aCQUISIEIONS ..cc.vvvnnerreereenerenessenennend] 2425 1,896 514 817 451 374 484

Net lending 696 | 1,396 314 i 251 374 484

Loans outstanding.............oce.eveveeerneeerens 15,077 | 16,473 | 16,788 | 17,104 | 17,355 | 17,729 | 18,213
Central liquidity facifity (NCUA):

New acquisitions............ceeveeereevrmmonssnnee 3 59 74 50 50 50 50

Net lending —118 25 25 25 25 25 25

10ans outstanding................eeeevevereerneees 104 129 154 179 204 229 254
Department of Transportation:

New acquisitions

Net lending -39

Loans outstanding...........cccoecerseererrrenenn ‘ 14 35 35 35 35 35 35
Postal Service:

NeW aCQUISIEIONS .......vveemsesserennercnecenee 1,250 ( 1,635 1,700} 1,769} 1,840 1,562 476

Net lending 1,064 | 1,499 14991 1500 1500( 1,148 *

Loans outstanding...................cceerreeeenens 2854 | 4353 | 5852| 7,352 82852 10,000 ( 10,000
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F-T8 THE BUDGET FOR FISCAL YEAR 1988

Tabie F-21. FEDERAL FINANCING BANK ACTIVITIES—Continued
{in millions of dotiars)

Actual Estimated
gty and program 1986 | jeg7 1988 | 1989 | 1980 | 1991 1992

Subtotal, debt securities:

New acQUISIIONS ...........cvveeeerreerecrsnennns 4510 | 4290 | 2689 | 2936 2641 2286( 1,310

Net lending 601 480 23| 1141 1176 97| -91

Loans outstanding............ooeeeeeeervnenrnnnne 32,377 ] 32,858 | 32,881 | 34,022 | 35,198 | 36,146 | 36,054
Total, all FFB acquisitions:

New aCqUISIHiONS ........o..covvrerveerrrerneroen, 11,588 | 8,182 | 5955( 5920( 5905 3,808 6,085

Net lending 3,357 |—5,349 | —5,369 [—5,981 |—4,933 |—5,710 {—6,813

Loans outstanding...........crvvverrvrvsennnn. 156,871 {151,522 {146,152 |140,171 {135,238 {129,528 |122,716

*$500,000 or Jess.
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SPECIAL ANALYSIS F F-79

Table F-22. FEDERAL PARTICIPATION IN DOMESTIC CREDIT MARKETS
{In biltions of dotfars)

Actual
1977 | 1978 | 1979 | 1980 | 1981 | 1982 | 1983 | 1984 | 1985 | 1986
Total funds loaned in U.S. credit
Markets 1 .......oocoreerrrenrenenne 307.9 1 379.0 | 418.7 | 352.9 | 410.1 | 392.3 | 511.3 | 703.4 | 765.0 | 889.1
Direct loans . 116) 198 196! 24.2) 261 | 234 153 | 6.3 280 11.2
Guaranteed loans..................... 135] 134 252 316 280 209 341 201} 216 346
Government-sponsored
enterprise loans 2............... 1171 252 | 281 241} 324 433 37.1| 531! 60.7| 833
Federal and federally assisted
1ending.......o.oovvvverevereessensense 368 584 729| 799 865 87.6| 86.5| 79.5]110.3|129.1
Federal lending participation
ratio (percent) ....oooovvvrreeees 120 154 174 226 211 223 169 113| 144 145
Total funds borrowed in U.S.
credit markets 1................ 1307.9 1379.0 | 418.7 | 352.9 | 410.1 | 392.3 | 511.3 | 703.4 | 765.0 | 889.1
Federal borrowing from
171 SO 5351 59.1§ 336| 705 79.3|135.0 21231708 |197.3|236.3
Borrowing for guaranteed
1711 SO 135 13.4] 252 316 280 20.9| 341} 20.1| 216 346
Government-sponsored
enterprise borrowing 2........ 120 21.4) 219 214 348 438 | 346 55.5| 57.9107.1
Federal and federally assisted
DOITOWING........ccvvceveenmcsnannee 790 | 939| 80.7|123.5(142.1199.7 |281.0 | 246.4|276.8 | 378.0
Federal borrowing
participation ratio
(percent) .......covvveervcrrereenn 2571 2481 193! 350) 347) 509 55.0 | 350| 36.2| 425

1 Funds Joaned to and borrowed by nonfinancial sectors, excluding equities.

2The data in Table F-22 for total funds loaned are defined as excluding financial sectors. Nonetheless, the Government-sponsored enterprises,
as well as Federal assisted lending, are Fmpeﬂy compared with total funds loaned. Government-sponsored enterprises lending is a proxy for the
lending by non-financial sectors that is intermediated by the sponsored enterprises. It assists the ultimate non-financial borrowers whose loans are

pul or otherwise financed by the sponsored enterprise.
Source: Federal Reserve Board Flow-of-Funds Accounts for total funds loaned and borrowed.
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SPECIAL ANALYSIS G

TAX EXPENDITURES

The Congressional Budget Act of 1974 (Public Law 93-344) re-
quires a listing of tax expenditures in the Budget. The act defines
tax expenditures as ‘“revenue losses attributable to provisions of
the Federal tax laws which allow a special exclusion, exemption, or
deduction from gross income or which provide a special credit, a
preferential rate of tax, or a deferral of liability.”

The definition of tax expenditures requires a distinction between
the baseline provisions of the tax structure and special or preferen-
tial provisions that are exceptions to the baseline structure. Be-
cause Public Law 93-344 does not provide an exact specification of
the baseline provisions of the tax law, determination of what provi-
sions constitute special or preferential provisions, and therefore
should be listed as tax expenditures, is necessarily a matter of
judgment.

Prior to 1983, the listing of tax expenditures in Special Analysis
G generally matched those published by the Congressional Budget
Office and the Joint Committee on Taxation. Both the executive
branch and congressional staffs used the concept of a “normal tax”
as the baseline, or standard, by which to identify exceptions to the
Internal Revenue Code. The normal tax standard is a variant of a
comprehensive income tax, albeit with several major exceptions. It
does not deviate significantly from the concept used in deriving the
original tax expenditure listing published by the Treasury Depart-
ment in 1968.

After 1982, tax expenditures in Special Analysis G were meas-
ured against an alternative baseline which is referred to as the
“reference tax law.” This year’s Special Analysis G displays tax
expenditures as compared to both the reference tax baseline used
since 1983 and the normal tax baseline used prior to 1983. In the
following sections both baselines are described in general terms,
then the conceptual and practical differences between them are
discussed, and finally the major categories of tax expenditures are
reviewed.

The Tax Reform Act of 1986 (Public Law 99-514) has affected the
fiscal year 1988 tax expenditure budget in three ways. First, specif-
ic items were repealed outright, or restricted in scope, while some
new tax expenditures were enacted. Second, the act significantly
affected the reference tax law and thereby changed the listing

G-1
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G-2 THE BUDGET FOR FISCAL YEAR 1988

identified by this standard. These two kinds of changes will be
discussed in the text below. Finally, the significant reductions in
individual and corporate tax rates have correspondingly reduced
the values of almost all tax expenditures. The act reduced the top
individual marginal tax rate from 50 percent to 38.5 percent in
1987 and to 28 percent in 1988. The maximum corporate tax rate of
46 percent was reduced to 40 percent in 1987 and to 34 percent in
1988. Thus the value of preferential deductions taken by individ-
uals in the top income bracket has been reduced by 23 percent in
1987 and will be reduced by another 21 percent in 1988, a total of
44 percent as compared with 1986. For corporations, the respective
reductions in value of preferential deductions are 13 percent for
each of the two years, for a total of 26 percent.

In preparing the President’s tax reform proposals of May 1985
and through the course of the 15-month legislative process culmi-
nating in the Tax Reform Act of 1986, a number of questions have
been raised concerning the definitions of the normal tax and refer-
ence tax law standards for identifying tax expenditures. Further-
more, a number of tax law provisions came to light that might
have been included in previous tax expenditure budgets under
either standard. Utilizing the knowledge and experience gained
from the tax reform process, a comprehensive review is expected to
be completed this year of the concepts on which the tax expendi-

ture budget is based, its content, and the format in which it is
displayed.

Pre-1983 BuUpGET CONCEPTS

The “normal tax” structure used as a departure point for identi-
fying and measuring tax expenditures has many features in
common with a comprehensive income tax. Taxable income, under
such a comprehensive tax, is defined as the sum of consumption,
including all taxes, and the change in net wealth in a given period
of time. The concept of a normal income tax does not specify any
particular structure of tax rates, nor the definition of the taxpay-
ing unit (as between families and individuals). It also allows for
personal exemptions and a standard deduction. In addition, the
concept of a normal tax, as would a comprehensive income tax,
allows for deductions from gross income needed to measure net
taxable income. Examples are the deductions for interest incurred
to finance the holding of income-producing assets and for employee
business expenses. The normal tax structure does allow, however,
for several major departures from what is commonly understood to
be the base of a truly comprehensive income tax. For example:

* Under the normal tax structure, income is taxed only when
realized, not as accrued. Thus, for example, the benefit, rela-
tive to strict accrual accounting of income, from deferring tax
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on accrued, but unrealized, capital gains is not regarded as a
tax expenditure.

* The fact that the current tax system taxes only cash income.
No income derived in the form of consumption benefits from
capital owned and used directly by households, or their con-
sumption of goods they themselves produce, is regarded as
part of the normal tax structure. Thus, the exclusions from
tax of imputed income from owner-occupied homes and con-
sumer durables as well as tax-free consumption by farmers of
products grown on their farms are not regarded as tax ex-
penditures.

¢ The normal tax structure includes a separate tax on corpora-
tion income, although neither economic theory nor common
international practice justifies a totally separate corporation
income tax. At the same time, the normal tax structure
allows for provisions such as subchapter S corporations, that
eliminate the separate corporate tax by attributing income to
shareholders. The additional revenue resulting from the
maintenance of a separate, unintegrated corporation tax
could well be considered a ‘“negative”’ tax expenditure if the
normal tax base were defined as the comprehensive income of
individuals, with corporate retained earnings attributed to
individual shareholders.

¢ The normal tax structure does not adjust the basis of capital
assets or debt for changes in the price level over the time
assets are held. Thus it overstates real capital gains, interest
income, as well as interest costs, and understates depreciation
during a period of inflation. If the normal tax were a true
comprehensive income tax, failure to take account of inflation
in measuring depreciation, capital gains, and interest income
of lenders would be regarded as a negative tax expenditure.
In turn, failure to take account of inflation in measuring the
interest costs of borrowers would be regarded as a positive tax
expenditure, or subsidy for borrowing.

Notwithstanding these major differences from a fully comprehen-
sive income tax, the normal tax concept can be thought of as a
base for a practical income tax intended to avoid these complex-
ities. Moreover, these departures from a comprehensive tax that
define the normal tax had essentially remained unchanged until
1982.

The normal tax as described above is, of course, not the only
broad-based or normative tax system that can be used as a stand-
ard for identifying tax expenditures. One could, for example, use as
the standard a trulv comprehensive income tax in which the tax
base is equal to consumption plus the change in net wealth of
individuals and families. Under such a standard, as indicated in
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the previous discussion, the failure to include accrued but unreal-
ized income in the tax base would be regarded as a tax expendi-
ture, while the double taxation of corporate dividends would be
regarded as negative tax expenditure, or tax penalty.

Post-1982 BupGcET CONCEPTS

Both definition and measurement of tax expenditures have un-
dergone major changes in recent years, in part reflecting a changed
perception of what constitutes the major structural features of the
current tax system.

In the budgetary context implied by the Congressional Budget
Act of 1974, it is useful to distinguish two categories of items that
had been labeled tax expenditures in previous budgets. The first
category consists of deviations from general rules of the existing
tax system that could be measured and evaluated similarly to that
of subsidy and transfer programs on the outlay side of the budget.
The second category consists of more general deviations of the
current tax structure from some normative, comprehensive income
or other broad-based tax. The items in the second group are no
longer labeled tax expenditures as such. Rather, they are items to
be considered in a more general reform of the existing income tax.

To distinguish the “special” provisions that substitute for outlay
expenditures from provisions that might be considered deviations
from desirable norms, tax expenditure budgets since fiscal year
1983 were constructed on the basis of a revised baseline with an
added selection criterion. Under this procedure, a provision in the
tax laws is listed as a tax expenditure if: (a) absent the provision,
the remaining body of tax law enables a taxpayer to determine his
tax liability, i.e., there is already an enacted general tax rule, the
“reference tax law,” to which the particular provision is an excep-
tion; and (b) the particular provision applies to a distinctive class of
transactions sufficiently narrow in scope that it could be replaced
by an expenditure program administrable by a Federal agency
other than the Internal Revenue Service.

Beginning with the fiscal year 1983 budget, tax expenditures also
have been estimated in terms of “‘outlay equivalents.” This ensures
that the resource cost of tax expenditure programs will be compa-
rable, or additive to, Federal Government expenditures, the
amounts of which are pretax market magnitudes. For example, the
objective of encouraging the substitution of alcohol for gasoline in
motor fuels could be accomplished by allowing, say, a government
subsidy of 60 cents per gallon for alcohol paid to either purchasers
or producers of alcohol who blend this with gasoline for sale as a
motor fuel (“gasohol”). In this event, the government pays 60 cents
of the cost of alcohol, an amount that enters the gross income of
the blender, along with the sale price of the gasohol. In determin-
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ing the blender’s net income, the cost of the alcohol (along with his
other expenses) is deducted from his cash-subsidy-augmented gross
income, and he pays tax accordingly. Currently, a 60-cent per
gallon of alcohol subsidy is provided blenders as a credit against
their income tax otherwise due. If this subsidy, cleared through a
gasohol blender’s income tax account, is to cost the government
and be worth to a blender no more than a 60-cent cash payment,
the blender should be required to include the 60 cents in his gross
income by reducing his deduction for alcohol purchased by the 60
cents paid by the government. However, the gasohol income tax
credit is not so structured. The gasohol blender is not required to
include the 60 cent credit against tax otherwise due in his taxable
income. This increases the subsidy by an amount equal to the
additional ‘“tax saving” resulting from the tax exemption of the 60
cents. The outlay equivalent of the current gasohol tax subsidy is
therefore larger than the 60 cents per gallon revenue loss from the
gasohol credit.

Neither the Congressional Budget Office nor the Joint Commit-
tee on Taxation has adopted any of these revisions. Both continued
to use a modified income tax norm, described above, as their basis
for identifying tax expenditures. As a consequence, Special Analy-
sis G did not fully correspond in the 1983 and 1984 budgets to these
other tax expenditure listings, a condition some have found confus-
ing. Beginning with the 1985 budget, therefore, tax provisions
qualifying as tax expenditures under the broader income tax norm
have been listed in Special Analysis G in addition to those that
meet the more restrictive tests used since 1983. The discussion
below sets out in greater detail the reference tax law used to
identify tax expenditures and identifies some of the departures of
this reference tax law from the normal income tax standard used
prior to 1983.

REFERENCE Tax RuULES AND CoMPARISON TO NoOrRMAL TAx
STANDARD

The reference tax rules from which departures represent expend-
iture-like government programs include:

1. Definition of the taxpaying unit. Taxpaying units are individ-
uals (single, married, head of household), corporations (except those
electing subchapter S treatment, cooperatives, real estate invest-
ment trusts, and other financial organizations that attribute their
income to members in whose hands it is taxable), as well as trusts
and estates (to the extent income is not distributed to benefici-
aries). Certain otherwise taxable corporations and associations
whose activities and ownership meet the requirements of section
501 are exempt from income tax, as are government-owned enter-
prises encompassed by section 115.
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G-6 THE BUDGET FOR FISCAL YEAR 1988

The taxpaying units are the same in the normal and reference
tax structures with one major exception. In the normal tax, con-
trolled foreign corporations are not regarded as entities separate
from their controlling U.S. shareholders. Therefore, the deferral of
tax on income accumulated within controlled foreign corporations
is regarded as a tax expenditure. In contrast, except for tax haven
activities, the reference tax rules follow the current tax system in
treating controlled foreign corporations as separate taxable entities
whose income is not subject to U.S. tax until distributed to U.S.
taxpayers. Under that definition of the tax unit, deferral of tax on
controlled foreign corporation income is not a tax expenditure
because U.S. taxpayers generally are not taxed on accrued, but
unrealized income. Since the Tax Reform Act of 1986 generally did
not change these provisions, the reference tax law is not changed.

2. Tax rate schedules. Separate schedules for single individuals,
heads of household, married persons filing jointly, married persons
filing separately, and corporations are all regarded as part of the
reference tax system. The rate structures imposed on the tax base
of these entities are whatever current law provides. The Tax
Reform Act of 1986 reduced the number of personal income tax
brackets and reduced the marginal tax rates in two stages, as
noted above. Corporate tax rates were also reduced, and one brack-
et eliminated. The normal tax system is similar, except that it
specifies a single rate (the current maximum rate) on corporate
income. The lower tax rates applied to the first $75,000 of corporate
income ($100,000 before 1987) are thus regarded as a tax expendi-
ture relative to the normal tax standard.

3. General accounting rules for determining income subject to tax.
Income subject to tax is gross income less costs of earning that
income. Since its inception, the Federal income tax has defined
gross income to include payments (or obligations to receive pay-
ment) from all sources, foreign and domestic, that are: (1) consider-
ation received in the exchange of goods and services (including
one’s labor services), or of property; and (2) the taxpayer’s share of
gross, or net income earned and/or reported by another entity,
such as interest, dividends, rents, royalties, and profits of partner-
ships, subchapter S corporations, and cooperatives. Under the ref-
erence tax law rules, therefore, gross income does not include gifts,
defined as receipts of money or property that are not consideration
in an exchange, or most transfer payments (gifts from the Federal
Government). Gross income does, however, include transfer pay-
ments associated with past employment, such as social security
benefits. The normal tax baseline also does not include gifts be-
tween individuals as gross income; however, under the normal tax
baseline used prior to 1983, all cash transfer payments (gifts from
government to private individuals) are regarded as gross income,
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and exemptions of such gifts from tax under current law are identi-
fied as tax expenditures.

Costs of earning gross income are deductible in determining tax-
able income under the reference tax rules. These costs include: (1)
expenses incurred in earning gross personal service income (not
including expenditures on goods and services for personal use); (2)
costs of earning income incurred by a taxpayer’s trade or business
including costs of goods sold (compensation of employees, goods and
services purchased from other firms, royalties paid), an allowance
for physical capital used up in producing the output that generates
the gross income of the business (depreciation in the case of ma-
chinery, equipment, and structures; depletion in the case of miner-
al deposits); and (3) interest paid creditors who have advanced
funds to help finance the ownership and use of assets by the trade
or business.

With one exception, both the reference and normal tax law
standards have used as the baseline the general statutory provi-
sions governing these allowable deductions. The exception relates
to the rules for determining tax depreciation allowances. Under
the reference tax law standard, accelerated cost recovery system
(ACRS) allowances, available for property placed in service before
January 1, 1987, serve as the baseline. The system of depreciation
allowances provided by the Tax Reform Act of 1986 (see below) will
be the reference tax law baseline for investments placed in service
after 1986. Thus, under the reference tax law standard, there are
no tax expenditures from “accelerated depreciation”.

Under the normal tax baseline, however, the depreciation norm
for depreciable personal property equals the allowances that would
be determined by using statutory accelerated methods (declining
balance at double the straight-line rate or sum-of-years digits) over
tax lives equal to mid-values of the asset depreciation range (ADR,
a statutory system in effect from 1971 through 1980), and 40-year
straight line depreciation for depreciable real property. Conse-
quently, from 1981 through 1986, ACRS depreciation provisions
generated tax expenditures under the normal tax baseline. Since
the Tax Reform Act of 1986 provides depreciation allowances ap-
proximately equal to the norms specified in the normal tax base-
line for machinery and equipment, such post-1986 investment will
no longer generate tax expenditures under this standard.

In addition to rules for determining what is includable in gross
income and the deductions that are to be allowed, an operational
income tax system also requires the stipulation of rules (income tax
accounting) valuing goods and services exchanged and rules for
determining when gross income is reportable and when deductions
may be taken. On these matters, both the reference and normal
tax law approaches use the provisions of enacted law as baselines
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for identifying tax expenditures. These include: (1) reliance on
valuations determined at the time transactions occur (realization
as opposed to accrual accounting); (2) exclusion from gross income
of the market value of services from durable goods or other self-
produced income, such as do-it-yourself repairs and maintenance;
(3) reliance on historical cost to determine allowable deductions for
capital cost recovery and in the computation of gain on the sale of
an asset (no inflation adjustments); (4) distinguishing current ex-
pense from capital expenditures, with the former deductible from
gross income in the period when the transaction is completed,
while the latter is recovered by depreciation or depletion deduc-
tions over the asset’s productive life; and (5) specification of the
accounting period for summarizing transactions to determine
income subject to tax, computing tax due and payable, as well as a
stipulation of when tax must be paid.

As part of the computation of tax liability, both the reference
and normal tax law standards accept, without classifying it as a
tax expenditure, a tax credit for foreign income taxes paid up to
the amount of U.S. income taxes that would otherwise be due. This
prevents the double taxation of income earned abroad.

MaJgor DEPARTURES FRoM THE REFERENCE RULES

Beginning with the 1983 budget, the reference tax law standard
has been used to identify provisions that substitute for budget
outlays. For example, compared to the general rules described as
the reference tax law:

* Not all consideration received in exchange for goods and serv-
ices is reportable as gross income. Some forms of employee
compensation, such as certain military housing and food al-
lowances or employer-paid fringe benefits, are specifically ex-
cluded from employees’ reportable gross income although it is
clearly a consideration received in exchange for labor services
and is properly deductible from the gross income of the trade
or business of employers who are taxable entities.

* Holders of State and local tax-exempt government bonds are
specifically exempt from reporting interest payments on those
obligations as gross income, although these payments are no
less income than interest, dividends, rents, and royalties re-
ceived from other payees.

¢ Dividend and interest receipts of pension funds, the value of
which accrues to taxable beneficiaries, are not reportable as
gross income when received, either by the qualified pension
trusts or by the beneficiaries; they become reportable, after
compounding at pretax rates of interest, only when they are
paid out as retirement benefits.
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Defense Department outlays reported in the budget for military
personnel are lower because part of military compensation is paid
in tax-free housing and food allowance dollars. Exclusion of this
compensation from tax substitutes for higher direct outlays to
obtain the same quality and quantity of military personnel whose
compensation in this form, if received from another employer,
would be subject to tax. Similarly, the nontaxability of interest
paid by State and local government borrowers enables them to
obtain funds at lower rates with a saving to their taxpayers. This
particular exclusion is, therefore, a substitute for interest subsidies
or capital grants to State and local governments on the outlay side
of the budget. The exclusion of employer-paid pension, health, and
other insurance benefits for employees and the preferred treatment
of pension trust income substitute for Federal Government outlays
that would pay part of the costs of private retirement, health, and
insurance plans.

The tax laws also provide many deductions from gross income in
the derivation of taxable income that have no apparent relation to
the cost of earning the reported gross income, as the general rule
requires. For example:

* Individuals may deduct amounts paid to charitable, educa-
tional, scientific, or religious organizations, although these
are not costs of earning reportable gross income.

e Some oil, gas, and mineral producers are allowed deductions
for percentage depletion that are not limited to recovery of
the cost of acquiring the mineral deposit. In addition, some
investments in the acquisition of depletable and depreciable
property may be deducted in the year incurred, rather than
capitalized and recovered as production ensues. These special
rules for cost recovery of oil and gas, as well as mineral
deposits, permit investment costs in these activities to be
recovered more rapidly than the reference tax rules allow in
activities generally. Furthermore, they often permit more
than the full investment to be recovered tax free, contrary to
the income accounting rules applied to taxpayers using other
forms of capital.

* Individuals are allowed to deduct mortgage interest paid from
their pretax incomes, although under the reference tax rules
applicable to housing they have not reported the (imputed)
gross income received from the housing they own with the aid
of the debt they are servicing.

These particular exceptions to the general reference tax rules
governing the use of deductions for computing taxable income have
direct incentive effects that could just as well be obtained with
outlay programs. Deductibility of qualified contributions lowers the
private price of giving, as would matching grants to qualified orga-
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nizations based on contributors’ support. The preferential treat-
ment of minerals investment and production expands mineral
output as would direct subsidies paid to mineral producers. The
deductibility of mortgage interest encourages home ownership
much the same as Federal mortgage interest subsidy programs do.
Finally, there are special exceptions to the general rules for
determining net income tax due and payable. After a taxpayer has
determined his pretax income, taking into account all preferential
exclusions for gross income and all the special deductions, and has
applied the appropriate tax rate schedule, the tax liability thus
derived is not necessarily the amount he must pay. For example,
the taxpayer may take as credits against his tax otherwise due and
payable amounts determined by expenditures during the tax year
on;
* Child and dependent care.
* Newly constructed or substantially rehabilitated low-income
housing.
¢ Incremental research and experimentation.
¢ Rehabilitating old and historic structures.
It is not difficult to visualize equivalent outlay programs de-
signed to subsidize these particular classes of transactions directly.
All of these departures from the reference tax rules are also
departures from the normal tax rules and appear in the tax ex-
penditure budgets constructed from both baselines. The major
items that are tax expenditures relative to the normal tax baseline
(pre-1983 budget method), but that are not items of tax expenditure
relative to the reference tax law rules used beginning with the
1983 budget are: deferral of income of controlled foreign corpora-
tions, expensing of research and development expenditures, pro-
gressive corporation income tax rates, “‘gifts” or unilateral trans-
fers from governments, and the difference between statutory depre-
ciation rules (ACRS) for investments made between 1981 and 1986
and alternative rules designed to provide a more accurate measure
of economic income from capital investments.

MEASURING TaXx EXPENDITURES

Accounting for budget outlays on a functional or programmatic
basis, as in Part 5 of the Budget, provides a measure of Federal
Government influence on the allocation of resources in the econo-
my. The functional purposes may be broadly divided into: (1) the
provision of public goods and services; (2) the provision of subsidies;
and (3) the payment of transfers. Budget outlays for public goods
and services such as national defense, are used to acquire labor and
capital services directly used in the production of such goods. Sub-
sidies, such as those for school lunches, are intended to reduce
market prices below the cost of resources used to produce them.
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Transfers, such as aid to families with dependent children, are
intended to provide a level of income to recipients they otherwise
would not achieve.

Government receipts and outlays reallocate resources because
they change the composition of GNP from what it would be in
their absence. The decisions to provide public goods and services, to
subsidize certain prices (and hence outputs), and to make transfers
result in producing a slate of goods and services that otherwise
would not be produced. This occurs because control over resources
is removed from the private sector either by taxation or by borrow-
ing and made available for public use. Functional budget outlay
figures, then, provide a basis for evaluating programs. The amount
of an outlay measures the resource cost to the Federal Government
of accomplishing the program objective. Because GNP is a (gross)
measure of the market value of goods and services, the ratio of
total budget outlays to GNP is commonly used as an indicator of
the size of Government relative to the private economy.

When functional budget outlay figures are used to evaluate spe-
cific programs, it is essential that the outlay figures be both con-
sistent and comprehensive measures of resource costs. In this
regard, it is important that resource costs represent the pretax
price of resources. The market value of all goods and services
summarized in GNP not only includes the effects of indirect taxes
(sales and property taxes) on market prices, but also the before tax
incomes of suppliers of labor (wages) and capital (rent, interest, and
profit). Consistency of budget outlay figures requires that all such
amounts also be stated in pretax magnitudes. Generally, budget
outlays for the purchase of goods and services are gross of taxes;
the payments to vendors and Government employees are gross
income to the sellers out of which taxes will be paid as determined
by the reference tax law in effect. Similarly, subsidy outlays in the
budget generally enter the gross incomes of sellers of subsidized
goods and services, along with the remainder of the sales proceeds
realized by sellers as payment by private purchasers of the subsi-
dized goods.

In some instances budget outlays for goods and services or subsi-
dies are exempted from tax by a special tax provision. When this
occurs, the outlay figure understates the resource cost of the pro-
gram of which it is a part and is, therefore, not comparable with
other outlay amounts. For example, as noted above, the budget
outlays for certain housing and meal allowances of military person-
nel are not includable in their incomes and therefore understate
the cost of this National Defense budget element. If this form of
compensation were treated under the generally applicable refer-
ence or normal tax rule as income taxable to the employee, the
Defense Department would have to make larger cash payments to
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its military personnel to leave them as well off after tax as they
are now with nontaxable allowances. Only when the existing tax
subsidy is added to the tax-exempt budget outlay is this element of
National Defense expenditure comparable with other defense out-
lays.

The estimates of tax expenditures in table G-1 have been pre-
pared to conform to the objectives of functional budget accounting
for outlays. Thus, table G-1 figures are estimated as outlay equiva-
lents, the magnitudes of which are consistent with direct budget
outlays. The entries should be viewed as amounts that should be
added to functional budget outlays and restored to budget receipts
to provide a more consistent and comprehensive display of the
resource reallocations produced by Federal fiscal measures.

All tax expenditure estimates reported were prepzared by the
Treasury Department and are based upon income tax law enacted
as of December 31, 1986. In table G-1 the estimates show the
expenditure equivalent of each special tax provision by fiscal year.
The estimating procedure for tax expenditures uses the implicit
assumption—the same that governs estimates of out-year budget
outlays—that the existing tax structure and all other institutional
resource cost determinants are given. It is also assumed that aggre-
gate output and incomes remain at the levels that underlie the
1988 budget estimates. In table G-2 the estimates show the revenue
loss of each special tax provision by fiscal year. They do not ac-
count for the nontaxability of certain of the items and therefore,
are not comparable to outlay figures in the budget.

The tax expenditure estimates presented in this Special Analysis,
including those computed on a revenue loss basis shown in Table
G-2 should not be interpreted as estimates of the increase in
Federal receipts (or reductions in budget deficit) that would accom-
pany the repeal of the special provisions. There are four reasons
why such an interpretation is not possible.

First, repeal of some provisions could affect the aggregate level
of income and economic growth. All receipts and expenditures in
the budget are based on projections of income and growth that
assume all existing laws, amended only as proposed in the budget,
will continue. Consequently, large changes in outlays or tax ex-
penditures could be expected to alter projected growth rates, aggre-
gate national income and product, and, thus, the tax base over the
forecast period.

Second, many individual tax expenditures, like some subsidy pro-
grams financed by outlays, are not independent of each other. If
one subsidy program is repealed or severely curtailed, it is fre-
quently the case that demand for, and budget cost of, another
Federal subsidy program will be increased. For example, if the
exclusion of employer-paid medical insurance from the gross
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income of employees were repealed, this form of employee compen-
sation would become more costly from the employees’ point of view
and would likely be substituted for, in part, by other forms of
compensation such as employer-paid pensions and other tax-fa-
vored fringes. Thus, the budget impact of repealing the exclusion of
employer-paid medical insurance would not be an increase in reve-
nues equal to the estimated cost of that tax expenditure, but a
smaller amount due to some increase in tax expenditures for pen-
sions or other fringes. Similarly, a cut in support prices for one
commodity might very well result in an increase in outlays for
other price-supported commodities.

Third, an inherent characteristic of tax expenditures is that they
are all cleared through individual and corporation tax accounts
and, for this reason, their values become interdependent. For ex-
ample, the exclusion of interest received from State and local gov-
ernments has the effect of lowering a taxpayer’s taxable income,
and in a tax system with progressive tax rates, this reduces the
value to the taxpayer of other tax expenditures in the form of
deductions, such as charitable contributions. If the interest exclu-
sion alone were repealed, this taxpayer could be thrust into a
higher tax bracket, automatically increasing the value of charita-
ble contributions and their budget cost, even if the taxpayer did
not make larger contributions. On the other hand, if both the
interest exclusion and the charitable deduction were repealed si-
multaneously, the increase in tax liability would be greater than
the sum of the two separate tax expenditures, each estimated on
the basis that the other remains in force.

Finally, the annual value of tax expenditures in the form of tax
deferrals, like the outlay figures for government lending programs,
is highly time-dependent while the unified budget is prepared on a
strict cash receipts and disbursement basis. For example, the
annual budget cost of tax deferrals arising from the exclusion from
employees’ gross income of their employers’ contributions to their
pension plans is the sum of two exclusions: the employers’ current
year pension plan contributions and the current year pension fund
asset earnings, both accruing to the current benefit of employees
but not included in their gross income. If the tax expenditure
composed of these two exclusions were repealed, the immediate
budget impact would be only the employees new tax on the employ-
ers’ current year contributions. Only as the existing population of
covered employees retired and received their annuities, thereby
depleting the stock of asset-reserves previously accumulated with
untaxed dollars, would the deficit-reducing impact of repealing this
tax expenditure be fully registered in the budget.
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Tax EXPENDITURES BY FUNCTION

The 1986-88 outlay equivalent estimates of tax expenditures are
displayed by functional category in table G-1 and revenue loss
estimates for the same items are shown in table G-2. Whenever an
item is identified as a tax expenditure by application of the normal
tax rules, but not by the reference tax rules, both are shown in the
tables, the former designated as ‘“‘Pre-1983 budget method”, the
latter as ‘“Post-1982 budget method.” The headings are the func-
tional categories used in Part 5 of the budget.

Inasmuch as the sources of data for estimating tax expenditures
are largely corporation and individual income tax returns, the
estimates are arrayed by type of return. It must be emphasized,
however, that listing estimates under the corporation and individ-
ual headings does not imply that these categories of filers benefit
from the functional program served by the special tax provisions in
proportion to the respective tax expenditure amounts shown.
Rather, these breakdowns principally show the specific tax ac-
counts through which the cost of the program is cleared. Corpora-
tions as such neither pay tax nor receive Government payments.
They are the institutional conduit through which their employees,
creditors, and stockholders engage in exchanges with customers
and the Government. Thus, the reduction in tax deposits of corpo-
rations resulting from minerals tax preferences makes possible
higher wages and/or more employment for mineral workers,
higher royalties payable to mineral land owners (usually not the
mining company), and may even make possible lower minerals
prices. Little, if any, of the subsidy remains in the pockets of
corporations’ creditors and equity holders in the form of interest
rates or rates of return that are higher than such capital can earn
elsewhere in the economy. Similarly, the exemption from Federal
income tax of interest paid by State and local governments pro-
vides a subsidy to those governments in the form of lower borrow-
ing rates. Individual and corporate holders of such debt only bene-
fit from the tax exemption to the extent their marginal tax rates
exceed the percentage spread between taxable and nontaxable in-
terest rates.

With these caveats in mind, a review follows of the tax expendi-
ture estimates by functional category, as shown in tables G-1 and
G-2.

National defense.—The housing and meals provided military per-
sonnel, either in cash or in kind, are excluded from income subject
to tax. The exclusion is a tax expenditure relative to the normal as
well as the reference tax rules.

International affairs.—A U.S. citizen or resident alien who is a
resident of a foreign country or who is present in one or more
foreign countries for a prescribed period is allowed tax relief on
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foreign earnings. Beginning in 1982, the prescribed period of time
abroad is a minimum of 11 out of the past 12 months.

Eligible taxpayers in 1987 may exclude $70,000 per year of for-
eign earned income and may exclude or deduct reasonable housing
costs in excess of one-sixth of the salary of a civil servant at grade
GS-14, step 1. These provisions do not apply to persons who are
employed by the U.S. Government. However, they do apply to
persons who are not U.S. Government employees but who are paid
from public funds. The tax expenditure estimate also includes the
effect of another provision that excludes from their taxable income
certain allowances received by Federal employees working abroad.
These provisions depart from the income measurement rules of
both the reference and normal tax law under which no allowance
is made for regional cost-of-living differentials. Their effect is to
reduce the employers’ cost of employing U.S. taxpayers abroad.

The Foreign Sales Corporation (FSC) provisions exempt from tax
a portion of U.S. exporters’ foreign trading income. The exemption
rate is intended to reflect the sales functions of a FSC, which is a
foreign corporation; the FSC provisions, therefore, conform to the
General Agreement on Tariffs and Trade (GATT). However, they
are a departure from both the reference and normal income tax
standards.

With certain limited exceptions, the income of foreign corpora-
tions controlled by U.S. shareholders is not subject to U.S. taxation
because, under the reference tax rules, corporations chartered and
operating in foreign countries are not subject to U.S. income re-
porting and taxation. Therefore, the income of even those foreign
corporations controlled by U.S. shareholders (individuals and corpo-
rations) subject to U.S. taxation becomes taxable only when the
controlling U.S. shareholders receive dividends or other distribu-
tions with respect to their foreign stockholding.

As previously noted, this rule, however, is a deviation from the
normal income tax standard under which a controlling interest in
a foreign corporation, defined as ownership of more than 50 per-
cent of the foreign corporation’s common stock by U.S. sharehold-
ers, each holding 10 percent or more of the stock, is considered a
partnership interest held by the U.S. shareholders. Under this
normal tax accounting rule, the currently attributable foreign
source pretax income from such an interest is subject to U.S.
taxation, whether or not distributed. Thus, when the normal tax
rule is taken as a baseline, the excess of controlled foreign corpora-
tion income over the amount distributed to a U.S. shareholder
gives rise to a tax expenditure in the form of a tax deferral, that is,
an interest-free loan. This tends to encourage investment abroad by
U.S. shareholders. The Tax Reform Act of 1986 additionally re-
stricted the types of foreign income eligible for such deferral.
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Under both the reference and normal tax rules, the worldwide
income of U.S. persons is taxable by the United States and a credit
for foreign taxes paid is allowed. Because the amount of foreign
taxes that can be credited is limited to the precredit U.S. tax on
the foreign source income, an accurate ‘“‘sourcing” of domestic and
foreign gross incomes and deductions is required to determine the
U.S. tax owed with respect to foreign- and domestic-source incomes.

The Tax Reform Act of 1986 revised the sourcing rules extensive-
ly but provided two exceptions. First is an exception for sales of
inventory property that reduces the U.S. tax of exporters. The
second exception concerns the rules that require allocation of inter-
est expenses between domestic and foreign activities of a U.S.
taxpayer. These rules were also extensively revised by the act, but
financial institutions are exempted from application of these new
rules, as are certain financing operations of nonfinancial enter-
prises.

General science, space, and technology.—Research and develop-
ment expenditures are intended to result in new products or proc-
esses, cost reductions, or other effects whose benefits will in nearly
all cases continue into the future. Such expenditures are, therefore,
capital outlays under the normal income tax rules that will gener-
ate amortization deductions over the period they are productive.
Quantification is to a substantial degree arbitrary, however, due to
lack of a clearly defined norm for the expected amortization period.
Yet, the expensing of R&D expenditures is a departure from the
normal tax rules and is, therefore, considered a tax expenditure
under this standard. It is not the case under the reference tax rule,
because Code section 174 makes such expensing the general tax
rule.

The Economic Recovery Tax Act of 1981 (ERTA) added a credit
for increasing research activities. The credit was equal to 25 per-
cent of the increase in certain research and experimentation ex-
penditures over the average expenditure during the preceding
three years. The taxpayer was not required to reduce his otherwise
allowable deduction for R&E expenses by the amount of credit
allowed. Although the credit expired at the end of 1985, it was
reinstated through 1988 by the Tax Reform Act of 1986, but at a
reduced rate of 20 percent. The act also tightened definitions of
qualified R&E and provided a separate credit at the same rate, but
with a fixed base, for grants to universities for basic research.

As is discussed in the section on International Affairs, both the
reference and normal tax rules for taxing the worldwide income of
U.S. persons require an accurate “sourcing” of deductions. Regula-
tions issued in 1976 were designed to achieve a reasonable alloca-
tion of R&E expenses as between domestic and foreign activities,
but successive legislative enactments suspended their operation to
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August 1, 1986. The Tax Reform Act of 1986 then substituted for
the regulations a statutory allocation rule which reduces by half
the benefit enjoyed by taxpayers during the 10-year suspension of
the proposed regulation.

Energy.—Certain expenditures necessary to discover fuel mineral
properties may be deducted in whole or in part as current expenses
rather than being capitalized and amortized over the productive
life of the property. Included in this category are a number of
expenditures, the tax treatment of which departs from both the
reference and normal tax rules.

In the case of oil and gas investments, prior to enactment of the
Tax Reform Act of 1986, the intangible drilling costs (IDCs) of
successful wells could be expensed, such as wages and the costs of
using machinery for grading and drilling, and for nonsalvageable
materials used in constructing wells. The Tax Reform Act restricts
this provision to successful domestic wells.

However, integrated oil companies may currently deduct only 70
percent of such costs and amortize the remaining 30 percent over
five years; prior to 1987, these percentages were 85 and 15, respec-
tively. Other oil producers may currently deduct 100 percent of
their IDCs, but the amount of annual IDCs in excess of the amount
which could be deducted had the IDCs been capitalized and amor-
tized over ten years, less 65 percent of the taxpayer’s oil and gas
income is subject to the minimum tax. In the case of other fuel
minerals, expensing may be applied to the exploration and develop-
ment costs of surface stripping and the construction of shafts and
tunnels. Only 70 percent of these exploration and development
costs may be currently deducted. The remaining 30 percent are
deductible over five years. Under prior law, these percentages were
also 85 and 15 respectively. These departures from both the refer-
ence and normal tax rules yield subsidies to the domestic supply of
these energy resources.

In addition, mineral fuel producers generally may take percent-
age depletion deductions rather than cost depletion as provided in
the reference and normal tax rules. Under cost depletion, actual
outlays, to the extent not immediately recovered through expens-
ing of exploration, discovery, and development costs, may be de-
ducted over the productive life of the property, much as other
businesses may take deductions for the depreciation of the capital
goods they use, the cost of which is capitalized when acquired.
Unlike depreciation, however, percentage depletion deductions are
not limited to the cost of the investment. Under percentage deple-
tion, taxpayers may deduct a percentage of gross income from
mineral production at rates that are 22 percent for uranium, 15
percent for oil, gas and oil shale, and 10 percent for coal. However,
the deduction is limited to 50 percent of net income from the
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property (65 percent of taxable income in the case of oil and gas).
Percentage depletion for oil and natural gas is available only for
limited quantities of output from independent oil and gas produc-
ers and royalty owners. Production from geothermal deposits is
eligible for percentage depletion at the same rate as allowed for oil
and gas, but with no limit on output and no limitation with respect
to qualified producers. In lieu of taking percentage depletion, hold-
ers of royalties from coal deposits could treat their payments as
capital gains rather than ordinary income. "

A variety of tax incentives were available to stimulate energy
conservation and encourage conversion to energy sources other
than oil or natural gas. Individuals could take a 15 percent income
tax credit for home insulation and other energy-conserving compo-
nents up to a maximum amount of $300. A credit of 40 percent of
the first $10,000 of qualifying expenditures was allowed on residen-
tial solar and other renewable energy source property. The residen-
tial energy credits expired on December 31, 1985.

The Tax Reform Act of 1986 extends through 1988 the energy tax
credits for solar energy property and geothermal energy property
at declining rates. The solar energy credit is 15 percent in 1986, 12
percent in 1987, and 10 percent in 1988. The geothermal energy
credit is extended at 15 percent in 1986 and 10 percent in 1987-88.
The credit for ocean thermal property is extended through 1988 at
a 15 percent rate. The credit for biomass property is extended for
two years, at 15 percent in 1986, and 10 percent in 1987. Other
energy tax credits provided under prior law were allowed to expire,
as scheduled, at the end of 1985. However, the credit for small
scale hydroelectric generating property is available through De-
cember 31, 1988, for projects filed with the Federal Energy Regula-
tory Commission (FERC) before January 1, 1986.

Prior to December 31, 1982, there were also additional 10 percent
credits allowed for alternative energy property (i.e., property using
fuel other than oil or natural gas), specially defined energy proper-
ty (i.e., property used in an existing industrial, agricultural or
commercial facility to reduce the amount of energy consumed or
heat wasted), recycling equipment, shale oil equipment, cogenera-
tion equipment, alumina electrolytic cells, and equipment for pro-
ducing natural gas from geopressurized brine. The additional in-
vestment credit can still be claimed for long term projects under
these provisions if the taxpayer completed all engineering studies
and applied for all required environmental and construction per-
mits in connection with the project prior to January 1, 1983.

A nontaxable $3 per barrel of oil-equivalent production credit is
provided for several forms of alternative fuels. As a general rule, it
is available as long as the price of oil stays below $29.50 (in 1979
dollars).
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Gasohol (a motor fuel composed of at least 10 percent alcohol) is
exempt from 6 of the 9 cents per gallon Federal excise tax on
gasoline. There is a corresponding income tax credit for alcohol
used as a fuel in applications where the excise tax is not assessed.
This credit, equal to a subsidy of 60 cents per gallon for alcohol
used as a motor fuel, is intended to encourage substitution of
alcohol for petroleum-based gasoline. A similar subsidy was provid-
ed for neat alcohol fuels; this was 90 cents per gallon before it was
repealed by the enactment of the Tax Reform Act.

Tax-exempt bond financing for small scale hydroelectric generat-
ing facilities expired at the end of 1985. However, if an application
for license of such a facility had been filed with FERC before
January 1, 1986, tax-exempt financing is available through 1988.
Another prior law provision authorizing tax-exempt financing for
steam generating or alcohol production facilities was repealed by
the Tax Reform Act of 1986. Both these incentives had been intend-
ed to increase the supply of nonpetroleum energy sources.

Natural resources and environment.—As is true for fuel minerals,
certain capital outlays associated with exploration and develop-
ment of nonfuel minerals may be expensed rather than capitalized
and depreciated over the life of the asset. Most nonfuel mineral
extractors also make use of percentage depletion rather than cost
depletion, with percentage depletion rates ranging from 22 percent
for sulphur down to 5 percent for sand and gravel.

Interest on State and local government debt issued to finance
pollution control and waste disposal facilities of private firms was
excludable from income subject to tax. This authorization was re-
pealed for pollution control equipment and a cap placed on the
amount of debt that could be issued for waste disposal facilities by
the Tax Reform Act.

Expenditures to preserve and restore historic structures qualified
for a 25 percent investment credit prior to 1987. Furthermore,
taxpayers were permitted to depreciate 87.5 percent of the invest-
ment notwithstanding the 25 percent capital grant implicit in the
credit. Annual depreciation amounts were determined by the 18-
year straight-line method. Beginning in 1987, as provided in the
Tax Reform Act of 1986, the credit is reduced to 20 percent, the
depreciable basis of restored historic structures must be reduced by
the full amount of the credit taken, and annual depreciation deduc-
tions must be determined by the straight-line method over 27.5
years for residential structures and 31.5 years otherwise.

The pretax income derived from the cutting of timber and iron
ore royalties was taxed as capital gain at rates lower than those
applicable to ordinary income prior to passage of the Tax Reform
Act. The act repealed the capital gain distinction except that, in
1987, the maximum capital gains rate is restricted to 28 percent.
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The Tax Reform Act of 1986, for the first time, codified and made
uniform the definition of the costs that must be capitalized when
incurred in the production of goods for inventory, for use in one’s
own trade or business, or under contract for another party. In
addition, when the production of property extends over more than
two years, the producer is required to capijtalize interest he might
have paid to the extent that the production costs he had incurred
could have been used to retire debt. These new cost accounting
rules are effective with respect to all such production begun after
December 31, 1986. However, timber production was specifically
exempted from these “multiperiod”’ cost capitalization rules formu-
lated in the act. The new special benefit thus derived from this
taxable income deferral is especially important in forestry due to
the extremely long period of production.

Private forestry is, in addition, encouraged by a special provision
permitting up to $10,000 ($5,000 for a married taxpayer filing a
separate return) of direct costs incurred in a taxable year to forest
or reforest a site for the commercial production of timber to be
amortized over a 7-year period rather than to be capitalized and
recovered when the timber is cut, 20 or more years later. The
$10,060 of costs are also eligible for a special 10 percent investment
tax credit, notwithstanding that investments in timber stands are
not depreciable nor that the regular investment tax credit has been
repealed by the Tax Reform Act.

Agriculture.—Farmers, other than certain corporations and part-
nerships engaged in agriculture, are allowed to deduct currently
certain expenditures for feed and fertilizer as well as for soil and
water conservation measures. The latter are limited by the Tax
Reform Act to projects conforming to state and federal plans. Cur-
rent expensing is allowed, even though these expenditures are for
inventories held at the end of the year or for capital improvements
that are otherwise required to be capitalized under reference tax
income accounting rules. Capital gains treatment generally applies
to the profit from the sale of livestock and certain other agricultur-
al products but, as previously noted, ordinary tax rates will apply
after 1986.

The Tax Reform Act of 1986 provides a special one-time grant to
those farmers with accumulated unused (‘“carryover”) investment
tax credits as of the end of 1986, i.e., claimable credits for qualified
investment made in prior years but which exceeded the annual tax
liability limitations. Taxpayers who had reported gross farm
income in excess of 50 percent of their total gross income during
the prior three years were allowed by the act to carryback for 15
years the least of 50 percent of their unused credits, their total net
tax liability over the 15 years, or $750. This provision was a special
exception to the general rule that had limited carryback periods
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for investment credits to three years and to that particular provi-
sion in the act which reduced by 35 percent the value of all other
taxpayers’ carryover credits as of the end of 1986.

The Tax Reform Act also provides farmers two additional tax
subsidies: The first is an exemption from the newly codified uni-
form production cost capitalization rules, described above. This
provides an additional gain (income) to those farmers who are
engaged in the establishment of orchards, the construction of farm
facilities for their own use, or the production of any goods for sale
the production period of which extends for more than one year.
However, farmers who elect to expense their multiperiod produc-
tion costs must use straightline depreciation methods with respect
to all the depreciable property they use.

The second new farm subsidy enacted by the Tax Reform Act
concerns the tax treatment of “forgiven” debt, i.e., settlement of a
debt for an amount less than the principal of a loan. Normally, the
amount of loan forgiveness is accounted for as a gain (income) of
the debtor, a loss of the creditor, and the debtor must either report
the gain, or reduce his recoverable basis in the property to which
the loan relates. If he elects to reduce basis and the amount of
forgiveness exceeds his basis in the property, the excess forgiveness
is taxable. However, in the case of insolvent (“bankrupt”) debtors,
the amount of loan forgiveness never results in an income tax
liability. The insolvent taxpayer’s carryover losses and unused
credits are extinguished first, and then his basis in assets reduced
to no less than amounts still owed creditors. Finally, the remainder
of taxable income is itself forgiven. The act provides that any
farmer with forgiven debt will be considered “insolvent” for tax
purposes and thus qualify for income tax forgiveness.

Commerce and housing credit.—This category includes a number
of tax expenditure provisions that also affect economic activity in
other functional categories. In general, provisions related to invest-
ment, such as accelerated depreciation, could as well have been
classified under the natural resources and environment, energy,
agriculture, or transportation categories.

Beginning in 1987, the Tax Reform Act repealed the exclusion of
up to $100 ($200 on a joint return) previously allowed for dividend
income.

The interest on small issue industrial development bonds (IDBs)
issued by State and local governments to finance private business
property is excluded from income suhject to tax. Depreciable prop-
erty financed with small issue IDBs must be depreciated using the
straight-line method. Small issue IDBs are generally limited only
to the face amount of the bond issue, although certain facilities,
such as recreation or entertainment facilities, cannot be so fi-
nanced. The tax exemption of small issue bonds expired on Decem-
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ber 31, 1986, except for small issue IDBs exclusively issued to
finance manufacturing facilities for which the tax exemption is
scheduled to expire three years later.

Interest is exempt from taxation on all mortgage revenue bonds
issued before January 1, 1989, by State and local governments to
finance below-market rate mortgages for certain owner-occupied
homes. Bond proceeds generally are used to finance homes pur-
chased by first time buyers of dwellings with prices under 110
percent (90 percent after 1986) of the average area purchase price.
The annual volume of mortgage revenue bonds is restricted to
State-by-State ceilings. The Tax Reform Act included mortgage
revenue bonds under the new unified volume cap which also covers
student loan bonds and IDBs, as noted below.

Because mortgage revenue bonds were found to be relatively
inefficient in providing subsidies to first time home buyers, States
have been authorized through December 31, 1988, to issue mort-
gage credit certificates (MCCs) in lieu of qualified mortgage bonds.
MCCs entitle home buyers to income tax credits for a specified
percentage of interest on qualified mortgage loans. When utilizing
MCCs the entire amount of the subsidy flows directly to the home
buyer without part of it ending up with investors and middlemen
as under the bond program.

The aggregate annual amount of MCCs a State may issue may
not exceed 20 percent (25 percent after August, 15 1986) of the
amount of qualified mortgage bonds that may be issued under the
annual State by State ceiling and that the State elects to surrender
in lieu of MCCs. Because of this relationship between MCCs and
qualified mortgage bonds, their outlay equivalent and revenue loss
estimates are presented in tables G-1 and G-2 as single line items.

Prior to 1987, State and local government issues of IDBs to
finance private multifamily residential rental projects were re-
stricted to multifamily rental housing projects that included 20
percent (15 percent in targeted areas) of units for low and moder-
ate income families whose income did not exceed 80 percent of the
area’s median income. The Tax Reform Act increased these per-
centages set aside for low and moderate income families while
lowering the defined income limits. The setaside is either 40 per-
cent for tenants having incomes of no more than 60 percent of the
area median income, or 20 percent for families with incomes of 50
percent or less of the area median income. Other tax-exempt bonds
for multifamily rental projects are issued generally with the re-
quirement that all tenants must be low or moderate income fami-
lies.

There are also limits imposed on State and local government
bonds for private activity, specifically IDBs and student loan bonds.
The annual limit on the aggregate volume of student loan and
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most industrial development bonds that each State could issue was
initially the greater of $150 for each resident of a State or $200
million. The Tax Reform Act of 1986 combines the prior law
volume cap for single-family mortgage revenue bonds and multi-
family rental housing bonds with the cap for student loans and
IDBs. The cap is set at the greater of $75 per capita or $250 million
for each State through 1987 after which it is the greater of $50 per
capita or $150 million for each State.

The earnings of credit unions not distributed to members as
interest or “share dividends” are exempt from income tax. Under
the Tax Reform Act of 1986, commercial banks with less than $500
million in assets, mutual savings banks, and savings and loan
associations also are provided a subsidy. They are permitted to
deduct additions to bad debt reserves in excess of actually experi-
enced losses. Under prior law, all commercial banks were eligible
for such treatment. Moreover, deductions for additions to loss re-
serves in excess of prior loss experience were permitted. Under the
Tax Reform Act, the deduction for additions to loss reserves al-
lowed qualifying mutual savings banks and savings and loan asso-
ciations was reduced from 40 percent of otherwise taxable income
to 8 percent. To qualify, the thrift institutions must maintain a
specified fraction of their assets in the form of mortgages, primari-
ly residential.

Life insurance policies, other than term policies, generally con-
tain a savings element. Savings in the form of policyholder re-
serves are accumulated from premium payments and interest is
earned on the reserves. Such interest income is taxable neither as
it accrues nor when received by beneficiaries upon the death of the
insured.

A special deduction for life insurance companies equal to 20
percent of their life insurance company taxable income was en-
acted in 1984. The Tax Reform Act of 1986 repealed this provision
beginning after December 31, 1986.

Under the Tax Reform Act of 1986, deductions allowed individ-
uals for interest paid on consumer credit, which had been allowed
without limit under prior law, will be phased out over a 5-year
period. For 1987, only 65 percent of such interest is deductible,
which drops to 40 percent in 1988, 20 percent in 1989, 10 percent in
1990, and none in 1991 and thereafter.

Owner-occupants of homes may deduct mortgage interest and
property taxes (but not maintenance outlays or depreciation) on
their primary and secondary residences as itemized nonbusiness
deductions. However, under the Tax Reform Act, the mortgage
interest deduction is limited to interest on debt no greater than the
owner’s basis in the residence, plus qualified medical and educa-
tional expenses financed by the mortgage. These are tax expendi-
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tures because, under the reference and normal tax rules, the tax-
payers are not required to report gross income from the properties
to which the deductions pertain.

The Tax Reform Act of 1986 eliminates the special tax treatment
of taxpayer’s long-term capital gains, that is, gains on the sales of
assets held longer than 6 months. Beginning in 1987, capital gains
will be subject to tax at the same rate as other income. However,
for 1987 only, when the maximum ordinary income tax rate for
individuals will be 38.5 percent, the maximum tax rate on long-
term capital gains will be limited to 28 percent.

Under prior law, sixty percent of net long-term gains from the
sale of capital assets were excluded from taxable income. However,
the excluded 60 percent of net long-term gains was treated as a
preference item in computing the alternative minimum tax for
individuals. This tax was applicable only if it was greater than a
taxpayer’s regular income tax. Half of net long-term capital losses
and 100 percent of net short-term capital losses could be offset
against ordinary income up to a maximum deduction of $3,000 per
year with an unlimited carryforward. This maximum offset and
unlimited carryforward of excess losses has been retained in cur-
rent law.

Capital gains of corporations will also be taxed as ordinary
income, although again for 1987 only, when the maximum corpo-
rate tax rate will be 40 percent, the maximum tax on such gains
will be 28 percent. Under prior law, with the maximum corporate
tax rate at 46 percent, corporations could elect a 28 percent alter-
native tax rate on capital gains. The tax expenditure is the subsidy
provided by taxing at a preferential rate these gains that would
otherwise have been taxed at ordinary rates.

Capital gains on the sale of a home are recognized only to the
extent that the “adjusted sales price” exceeds the cost of a new
home purchased and occupied within 2 years before or after the
sale. The “adjusted sales price” is the amount realized (gross pro-
ceeds less selling expenses) minus qualified fixing up expenses. If a
new house is constructed, it must be occupied within 2 years after
the sale of the previous residence. The deferral of tax with respect
to these gains on owner-occupied dwellings is the tax expenditure.

A taxpayer who is 55 years of age or older at the time of the sale
of his residence may elect to exclude up to $125,000 of gain from its
sale. This is a once-in-a-lifetime election. In effect, this provision
converts some prior deferrals of tax into forgiveness of tax.

The gain on the sale of capital assets acquired by inheritance is
computed as the excess of the sales price over their value at the
time of the original owner’s death, rather than as the excess over
their value at the time of acquisition by the original owner. The
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estimate assumes that the difference in the computed gain would
be taxed as part of the capital gain in the year of sale.

The Tax Reform Act of 1986 repealed the 10 percent tax credit
for investment in depreciable personal property (6 percent for in-
vestment in 3-year recovery period assets) that had been provided,
at different rates and with certain time lapses, since 1962. Other-
wise qualified property acquired after December 31, 1985, will re-
ceive no investment credit unless it satisfies certain transition
rules regarding prior commitments to its purchase and its place-
ment in service before specified dates extending through 1991.
Prior to 1983, taxpayers were permitted to recover the full price of
the asset notwithstanding the grant implied by the tax credit re-
ceived. After 1983, an investor was required to either reduce his
recoverable basis in the asset by half the credit allowable or to
accept a 2 percentage point reduction in the credit rate. The Tax
Reform Act provides that, with respect to transition property quali-
fying for investment credits after 1985, the investor must reduce
his recoverable basis by the full amount of the credit allowed.

As a general rule, investments in land, buildings, or otherwise
eligible property used abroad were not eligible for the investment
tax credit. Credits for property subject to long construction periods
could be claimed as the purchaser made progress payments. The
maximum annual amount of credit allowed was limited to the first
$25,000 of tax liability plus a statutory percentage of tax liability
in excess of $25,000. This percentage was 85 percent in 1986. Claim-
able credits in excess of the annual tax liability limitation could be
carried back 3 years and thus qualify for “refund,” or they could be
carried forward 15 years.

In addition to repealing the investment tax credit, the Tax
Reform Act of 1986 provided that taxpayers reduce by 35 percent
the amount of their as yet unused (“carryover’) credits creditable
against 1987 and later tax liabilities. Moreover, the annual amount
of credit carryforward allowed in 1987 and later years was limited
to $25,000 plus 75 percent of tax liability in excess of $25,000,
provided the net tax due and payable is not reduced thereby to less
than 75 percent of the alternative minimum tax otherwise due and
payable for the year. However, the Act provided two exceptions to
these modifications of investment credit carryforwards to benefit
steel companies and farmers. As noted in the discussion of farming
tax subsidies, this exception provides that the qualified steel com-
panies may elect to receive as tax refunds the lesser of the
amounts determined by carrying back to the preceding 15 years,
the lesser of 50 percent of their unused investment tax credits as of
the end of 1986, or their net tax liability for those years. To qualify
for this grant-like tax subsidy, the steel companies must have been
described in the Steel Import Stabilization Act or have been incor-
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porated on February 11, 1983, in Michigan; altogether 10 steel
companies qualified.

The Tax Reform Act also replaced previous statutory and admin-
istrative rules governing annual depreciation allowances. In place
of the previous six recovery period classes introduced in 1981, the
Act provides eight: six for depreciable personal property, and two
for depreciable real property. The recovery periods for personal
property range from 3 to 20 years as compared to the 3 to 15 year
range under prior law. The recovery period for residential real
property now is 27.5 years, and for nonresidential, 31.5 years;
under prior law, the recovery period was 19 years for both residen-
tial and nonresidential property.

For the four of these personal property classes with recovery
periods of less than 15 years, the annual depreciation deduction
may be computed by declining balance formulas at twice the
straight-line rate; for the two with recovery periods of 15 and 20
years, the declining balance rate is 1.5 times the straight-line rate.
Under prior law, the declining balance rate for all personal proper-
ty was 1.5 times the straight-line rate. Residential property only
can be depreciated by the straight-line method over 27.5 years and
nonresidential property over 31.5 years; under prior law, declining
balance rates were permitted ranging from 1.75 to 2 times (for low-
income housing) the straight-line rate.

The Tax Reform Act’s new depreciation rules for personal prop-
erty not only slow the depreciation rates to 1.5 or less times the
straight-line rate, but follow reasonably closely the ADR midpoints
that, as previously noted, approximate the depreciation norm of
the normal tax standard used in the ‘“Pre-1983 budget method”.
There are, therefore, no tax expenditures from depreciation of
personal property type assets placed in service after December 31,
1986. However, the Tax Reform Act provisions for recovery periods
of depreciable real property are more accelerated then the statuto-
ry 40 year guideline for such property that is leased to tax-exempt
organizations. Therefore, a tax expenditure is generated from the
depreciation of real property under the normal tax standard used
in the “Pre-1983, budget method”. There are none from the depre-
ciation of any assets under the “Post-1982 budget method”, because
the Tax Reform Act’s depreciation system now is the reference tax
law standard.

In 1984, the Deficit Reduction Act reduced the tax benefits that
were up to then available for tangible property leased by tax-
exempt entities, including federal, state, and local governments.
The Act provided that lessors of property to tax-exempt entities
could only use far less rapid write-offs. These more restrictive
depreciation rules for lessors were continued by the Tax Reform
Act of 1986.
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When an individual or corporation acquires or otherwise enters
into a new business, certain “start-up” expenses, such as the costs
of investigating opportunities and legal services, are normally in-
curred. The taxpayer may elect to amortize these outlays over 60
months although they are similar in kind to other payments he
makes for nondepreciable intangible assets to be used in the busi-
ness that are not recoverable until the business is sold.

Before expiring at the end of 1985, taxpayers who held common
or preferred stock in a qualified dividend reinvestment plan estab-
lished by a domestic public utility company could exclude from tax
up to $750 per year ($1,500 for joint returns) of distributions in the
form of common stock rather than cash. The stock so received had
a zero basis; the proceeds of sales of the stock were taxed as capital
gain if the sale took place at least one year after the record date of
the distribution. This creates a subsidy and, therefore, a tax ex-
penditure, because under the normal and reference tax rules, dis-
tributions from corporate income are taxable to individual share-
holders as ordinary income in the year received.

Prior to enactment of the Tax Reform Act of 1986, corporate tax
rates ranged from 15 percent of the first $25,000 of taxable income
to 46 percent on all income over $100,000. As compared with a flat
46 percent tax rate, the graduated rates reduced corporate tax
liabilities by $20,250 for corporations with $100,000 of taxable
income. This was ‘‘recaptured” in the cases of corporations with
taxable incomes over $1 million by a 5 percent tax which therefore
eliminated the benefits of this rate graduation for all corporations
with taxable incomes over $1.4 million. The Tax Reform Act modi-
fied the graduated corporate rate schedule so that the first $50,000
of taxable corporate income is taxed at 15 percent, the next $25,000
at 25 percent, and all taxable income over $75,000 at the maximum
rate which, beginning in 1988, will be 34 percent. As compared
with a flat 34 percent tax, the new rate graduation thus provides a
$11,750 reduction of tax for corporations with taxable incomes of
$75,000. The Tax Reform Act provides that this benefit will be
“recaptured” in the cases of corporations with taxable incomes of
$100,000 or more by a 5 percent tax on corporate income in excess
of $100,000, thereby eliminating all benefit for corporations with
incomes over $335,000.

Under the “Post-1982 Budget Method”, graduated rates are part
of the reference tax rules and, therefore, do not give rise to a tax
expenditure. Under the “Pre-1983 Budget Method”’, however, this
rate progression departs from the normal tax rule that all corpora-
tion income be taxed at the single rate at which most corporation
income is taxed (34 percent) and gives rise to a tax expenditure
intended to encourage small business.
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Transportation.—Certain companies that operate U.S. flag ves-
sels receive an indefinite deferral of income taxes on that portion
of their income used for shipping purposes, primarily construction,
modernization and major repairs of ships, and repayment of loans
to finance these qualified investments. Prior to January 1, 1987,
the deferral permitted was indefinite. Under the terms of the Tax
Reform Act, the deferral will be limited to 25 years. Within this
period, the deferred taxable income will have to be spent for quali-
fied investments or be taxed. Also, before repeal of the investment
tax credit by the Tax Reform Act, a credit of one half the regular
investment credit could be claimed on the tax-deferred amounts
withdrawn from capital construction funds. This was an exception
to the tax law standards that the credit may be claimed only with
respect to the taxpayer’s basis in qualified property.

Until expiration on December 31, 1984, State and local govern-
ments were allowed to issue tax-exempt obligations to finance the
purchase of mass transit commuting vehicles for lease to govern-
ment transit agencies.

As a consequence of the deregulation of motor carriers in 1980,
the value of operating authorities held by affected firms dimin-
ished. Under the reference and normal tax rule asset value
changes are recognized only when an exchange transaction occurs,
so this loss of value would occasion no income tax consequence. A
motor carrier would simply experience a diminished gross income
as competition reduced tariffs and, accordingly, would pay less
income tax. Only in the event a carrier liquidated or sold out to
another firm would the loss trigger a tax refund. To relieve exist-
ing motor carriers continuing in business of some of the loss they
experienced due to deregulation, a tax expenditure was provided in
the form of an exceptional 60-month amortization of their invest-
ment in operating authorities (a nondepreciable intangible asset).
The provision applies to taxable years ending after June 30, 1980.
The Tax Reform Act extended this special treatment to bus opera-
tors and freight forwarders.

Community and regional development.—Until it expired on De-
cember 31, 1986, taxpayers could, under certain conditions, elect to
amortize rehabilitation expenditures for low and moderate income
rental housing over a 5-year period in lieu of ACRS depreciation.
Rehabilitation expenditures could not exceed $20,000 per dwelling
unit but had to exceed $3,000 to qualify. The limit was $40,000 per
dwelling unit if the rehabilitation was on units which the tenants
could purchase at a price that limited the profit to the seller.

In place of the five-year amortization the Tax Reform Act of 1986
introduced a low income housing tax credit for investment in new,
substantially rehabilitated, and certain unrehabilitated, existing,
low income housing. For qualified projects without other federal
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subsidies, the credit is structured to have a present value of 70
percent of construction or rehabilitation costs incurred and is al-
lowed over 10 years. For federally subsidized projects and those
involving unrehabilitated existing low income housing, the credit is
structured to have a present value of 30 percent. Notwithstanding
the capital grant character of this subsidy, the recoverable basis of
the investor is not reduced by the substantial credit allowed.

An investment tax credit is available for the rehabilitation of
buildings that are used for business or productive activities (other
than for residential purposes). Prior to the Tax Reform Act, the
credit was 15 percent of rehabilitation expenditures for buildings at
least 30 years old and 20 percent for buildings at least 40 years old.
The basis of the rehabilitation recoverable as depreciation had to
be reduced by the amount of the credit. Under the Tax Reform Act
of 1986, the credit rate was reduced to 10 percent of rehabilitation
expenditures, and is available only with respect to buildings erect-
ed before 1936. Full reduction in the taxpayer’s recoverable basis
by the amount of the credit is required.

Until passage of the Tax Reform Act of 1986, the interest on
IDBs issued by State and local governments to finance airports,
docks, wharves, and sports and convention facilities was exempt
from tax. The Act repealed authorization to issue such bonds to
finance all sports and convention facilities as well as privately
owned airports, docks, and wharves. Government-owned airports,
docks and wharves, may continue to be financed with tax-exempt
bond issues, and these bonds are not covered by a volume cap.

Education, training, employment, and social services.—Under the
Tax Reform Act of 1986, scholarships and fellowships no longer
will be excluded from taxable income to the extent they exceed
tuition and course-related expenses of the grantee. Previously, the
first $300 per month received by students as scholarship or fellow-
ship aid was excluded from students’ gross incomes, provided the
amounts were not emoluments awarded them for services they
perform in association with the payor. From a strictly economic
point of view, scholarships and fellowships are either gifts not
conditioned on the performance of services, or they are rebates of
educational costs by the institutions in which students are enrolled.
Thus, under the post-1982 budget method utilizing the reference
tax law standard, the exclusion is not a tax expenditure because
the reference law does not include either gifts or price reductions
in a taxpayer’s gross income. However, under the “Pre-1983 Budget
Method,” the exclusion is considered a tax expenditure, because
under the normal tax standard gifts of Government funds—and
many scholarships are derived directly and indirectly from Govern-
ment funding—are includable in gross income.
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Interest on State and local government debt issued to finance
student loans and facilities used by private nonprofit educational
facilities is excluded from income subject to tax. The Treasury
Department has exclusive jurisdiction over any determination by
the executive branch as to whether interest on any such obligation
is exempt from tax. As mentioned before, the aggregate volume of
such private activity bonds that each State may issue during any
calendar year is limited.

Prior to passage of the Tax Reform Act of 1986, taxpayers could
claim personal exemptions for dependent children age 19 or over
who received parental support payments of $1,000 or more per year
if the children were full-time students. The student could also
claim an exemption on his own return; the extra exemption
claimed by parents was, therefore, a tax expenditure. Under the
Tax Reform Act, a taxpayer may not claim a personal exemption if
already claimed as a dependent on another tax return.

Many employers provide employee benefits that are excluded
from employee income. The employers’ costs for these benefits are
deductible business expenses. The exclusion from an employee’s
income of the value of meals and lodging provided by an employer
for his own convenience is a tax expenditure, as are the exclusion
of housing allowances and the rental value of parsonages from the
taxable income of ministers.

From January 1, 1979, through December 31, 1985, an employer
was able to set up an educational assistance program to provide
educational benefits to his employees. The program could pay for
tuition, fees, books, and supplies, and amounts received under the
program were excluded from an employee’s gross income. Employ-
er contributions to prepaid legal services plans and the value of
legal services received under such plans were also excluded from
employee income until the exclusion expired at the end of 1985.
However, the Tax Reform Act retroactively reinstated both exclu-
sions and extended their availability for two years.

Prior to January 1, 1983, a corporation could claim an additional
1 percent investment tax credit if an equivalent amount of its
common stock were set aside in a employee stock ownership plan
(ESOP). A further one-half of 1 percent investment tax credit could
be claimed to the extent that additional employer contributions to
an ESOP were matched by employee contributions. The base for
the tax credit for contributions of stock to an ESOP is limited to
one-half of 1 percent of total compensation paid to all employees
under the plan from 1983 through 1986, after which it expires.
Employees generally are prohibited from withdrawing their share
of an ESOP for 7 years. The effective subsidy rate for this form of
employee compensation exceeds 100 percent; the employer is fully
reimbursed for the stock he transfers, and the benefited employees
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are not required to include this compensation in their current year
gross income.

Contributions to charitable, religious, and certain other nonprofit
organizations are allowed as an itemized deduction for individuals,
generally up to 50 percent of adjusted gross income. Between 1982
and 1986, nonitemizers could also deduct some or all (depending on
the year) of their charitable contributions. Taxpayers whose contri-
butions to charitable or educational organizations are in the form
of capital assets (usually securities that have appreciated in value)
obtain a deduction for the contribution at the current value of the
asset without taxation of the appreciation in value. Beginning in
1982, corporations could also deduct charitable contributions of up
to 10 percent of their pretax income. The Tax Reform Act of 1986
includes in the alternative minimum tax bases of individuals and
corporations the untaxed appreciation of contributed property. Tax
expenditures resulting from the deductibility of contributions are
shown separately for educational and other institutions. Contribu-
tions to health institutions are reported under the health function.

A 30 percent tax credit may be claimed by married couples for
child and dependent care expenses incurred when both spouses
work full time or when one spouse works part time or is a student.
The credit may also be claimed by divorced or separated parents
who have custody of children and by single parents. Expenditures
up to a maximum $2,400 for one dependent and $4,800 for two or
more dependents are eligible for the credit. The credit is equal to
30 percent of qualified expenditures for taxpayers with incomes of
$10,000 or less with the credit reduced by one percentage point for
each $2,000 of income between $10,000 and $28,000. This aid to
encourage employment of spouses is supplemented by excluding
from employees’ income the value of employer-furnished child care.

An additional aid to spousal employment was repealed by the
Tax Reform Act effective January 1, 1987. This provision allowed a
deduction for two-earner married couples filing jointly. The deduc-
tion was equal to the lesser of $3,000 or 10 percent of the income of
the lower earning spouse. The deduction was justified by the argu-
ment that the income of second earners is stacked on top of their
spouse’s earnings and thus taxed at a higher marginal rate than if
the second earner had been taxed as a single person. This so-called
“marriage penalty”’ largely disappears with the introduction of
only two marginal tax rates of 15 and 28 percent in 1988.

The targeted jobs tax credit, previously scheduled to expire De-
cember 31, 1985, was reinstated retroactively and extended through
1988 by the Tax Reform Act of 1986. Employers may claim a tax
credit for qualified wages paid to individuals who are certified as
members of various targeted groups. The amount of the credit that
may be claimed is 40 percent of the first $6,000 paid during the
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first year of employment. A tax credit equal to 85 percent of the
summer employment wages paid 16 and 17 year old youths who are
members of low income families is also provided. These credits are
structured to ensure the wage subsidy they provide is taxable; the
employer must reduce his deduction for wages paid by the amount
of the credit claimed.

Prior to the Tax Reform Act of 1986, to encourage the adoption
of children found by a State to.be difficult to place without finan-
cial assistance to the adopting parents, taxpayers could deduct up
to $1,500 of adoption expenses incurred during a year. Only those
adoption expenses incurred with respect to a child with “special
needs” as defined in section 473 of the Social Security Act qualified
for this tax expenditure. The Act repealed this provision, replacing
it with a direct expenditure program.

Health.—Employee compensation in the form of payments by
employers for health insurance premiums and other medical ex-
penses are deducted as business expenses by employers but ex-
cluded from employee gross income. The exclusion from employee
income of this form of compensation gives rise to a tax expendi-
ture.

For tax years beginning in 1983, the floor for deductible medical
expenses was increased from 3 percent to 5 percent of a taxpayer’s
adjusted gross income. Beginning in 1984, the one percent of adjust-
ed gross income floor under the deductible amount of drug expendi-
tures was eliminated. However, only expenditures for prescription
drugs and insulin are now deductible. The Tax Reform Act of 1986
raised the floor for these expenditures to 7.5 percent of adjusted
gross income beginning in 1987.

Interest on State and local government debt issued to finance
hospital construction is excluded from income subject to tax.

Contributions to nonprofit health institutions are allowed as a
deduction for individuals and corporations. Tax expenditures re-
sulting from the deductibility of contributions to other charitable
institutions are listed under the education, training, employment,
and social services function.

Drugs for the treatment of rare diseases or physical conditions
are often called “orphan drugs” because the narrow markets for
their use discourages private firms from undertaking the costly
investment in clinical testing that must be completed before manu-
facture and general distribution may be approved by the Food and
Drug Administration. To encourage the development of such drugs,
a tax credit equal to 50 percent of the clinical testing costs in-
curred by the taxpayer was introduced. Because the drug firm is
not required to reduce its deduction for testing expense (an R&D
expenditure), this credit reduces the private cost of clinically test-
ing “orphan drugs” to little more than 24 cents per $1 expended.
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This tax expenditure was scheduled to expire at the end of 1987
but was extended through 1990 by the Tax Reform Act of 1986.

Income security.—The exclusion from taxable income of public
assistance benefits received by individuals is listed as a tax expend-
iture under the “Pre-1983 Budget Method” because, under the
normal tax rules, cash transfers from government are includable in
gross income. In contrast, gifts not conditioned on the performance
of services, including transfers from government as well as from
individuals, are not taxable under the reference tax baseline.
Therefore, under the ‘“Post-1982 Budget Method” the exclusion
from taxable income of public assistance benefits is not shown as a
tax expenditure.

Beginning on January 1, 1988, the Administration proposes to
tax the income replacement portion, but not the medical payments,
of the special benefits received by disabled coal miners suffering
from “black lung” ailments, which is currently excluded from tax-
able income. This, as well as the exclusion from tax of a portion of
unemployment benefits give rise to tax expenditures. The Tax
Reform Act of 1986 eliminated the latter exclusion, beginning in
1987. In prior years, if the sum of a taxpayer’s adjusted gross
income, unemployment compensation and excludable disability
income was over $12,000 ($18,000 for a joint return), the lesser of
one-half of that amount over the $12,000 limit or the actual unem-
ployment benefits were taxable.

Disability-related military pension income received by current
retirees is mostly excluded from income subject to tax. The exclu-
sion is a tax expenditure because of the subsidy it provides.

Certain contributions to pension plans by employers, amounts set
aside by the self-employed, and contributions to individual retire-
ment accounts (IRAs) are excluded from the individual’s adjusted
gross income in the year of contribution. Self-employed persons can
make deductible contributions to their own retirement (defined
contribution) plans equal to 25 percent of their income up to a
maximum of $30,000 per year. Prior to 1987, employees could
deduct annual contributions to an IRA of $2,000 (or 100 percent of
compensation, if less), or $2,250 on a joint return if one spouse had
no income. The Tax Reform Act of 1986 maintained these limits on
deductible IRA contributions if neither an individual nor his
spouse is an active participant in an employer-provided retirement
plan, or if their adjusted gross income falls below $40,000 ($25,000
for a single taxpayer). The allowable IRA deduction is phased out
between $40,000 to $50,000 for a joint return and $25,000 to $35,000
for a single return. Beyond these income limits, nondeductible
contributions to IRAs are available to taxpayers who are active
participants in employer-provided retirement plans. The Act also
limits to $7,000 per year the amount which an employee can ex-
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clude from his adjusted gross income under a qualified cash or
deferred arrangement with his employer (401(k) plan). Further, the
Act limits to $9,500 annually the amount an employee may exclude
from his adjusted gross income of his own contributions to a tax-
sheltered annuity (403(b) plan). The investment income earned by
pension funds and other qualifying retirement plans is not taxable
when earned, and, therefore, is also a tax expenditure.

The exclusion from employee income of certain other employer
payments, including payments for premiums of group life insur-
ance and accident and disability insurance, are listed here because
of their relationship to income security. The exclusion of certain
other benefits is listed under the education, training, employment,
and social services function.

The Tax Reform Act of 1986 eliminated the additional personal
exemptions previously allowed taxpayers who were blind or 65
years of age or older. Instead, the Act provides that taxpayers in
either of these categories may take an additional $750 standard
deduction, if single, or $600, if married. Moreover, for 1987, such
taxpayers may avail themselves of the new larger standard deduc-
tions (greater by $620 to $1,860, depending on filing status) other
taxpayers may not use until 1988.

Effective December 31, 1983, the tax credit for the elderly was
expanded to cover as well the permanently disabled. Prior to then,
a limited portion of disability payments made by employers was
excluded from the taxable income of the disabled employees. The
credit allows individuals who are 65 years of age or older to take a
tax credit equal to 15 percent of earned and retirement income up
to $2,500 for single individuals and married couples filing a joint
return where only one spouse is 65 years of age or older, and up to
$3,750 for joint returns where both spouses are 65 years of age or
older. The $2,500/$3,750 base is reduced by one-half of the taxpay-
er's adjusted gross income over $7,500 for single individuals and
$10,000 for married couples filing a joint return. The credit works
similarly for the disabled under this provision.

Premiums paid for casualty and theft insurance with respect to
items of one’s personal or real property are considered personal
expenditures on a par with purchases of the property itself. Nei-
ther the purchases of property nor insurance premiums are deduct-
ible, therefore, as costs of earning income, and receipt of reim-
bursement for insured loss of such property is not reportable as
gross income by the insured. Thus, under neither the reference nor
normal tax baselines would the amount of an uninsured loss of
such property be reportable. However, a special provision permits
taxpayers to deduct casualty and theft losses of more than $100
each, but only to the extent that total losses during the year exceed
10 percent of adjusted gross income (AGI). This special relief for
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taxpayers suffering an uninsured loss is, accordingly, a tax expend-
iture.

The earned income credit may be claimed by low-income workers
with minor dependents. The Tax Reform Act of 1986 liberalized
this form of assistance. Before 1987, the credit was 11 percent of
the first $5,000 of earned income, for a maximum annual credit of
$550. The credit phased out at the rate of 12% cents per dollar of
the larger of earned income or adjusted gross income (AGI) over
$6,500. For 1987, the credit will be 14 percent of the first $6,080 of
income, a maximum credit of $851.20, and the credit will be re-
duced by 10 percent of income over $6,920. After 1987, the maxi-
mum amount of income on which the credit may be taken will be
adjusted for inflation, as will the income level at which the phase-
out begins. Furthermore, in any tax year the amount of the credit
allowed must be reduced by the alternative minimum tax liability
of the tax payer. Earned income tax credits in excess of tax liabil-
ities are paid to individuals. This portion of the credit is included
in outlays, while the amount that offsets tax liabilities is shown as
a tax expenditure.

Social Security.—Social security benefits, like other forms of de-
ferred employee compensation, give rise to tax expenditures to the
extent that they exceed employees’ contributions of previously
taxed income to pay for those benefits. These additional retirement
benefits are paid for by employers’ contributions that were ex-
cluded from employees’ taxable compensation. Up to one-half of
any recipient’s social security benefits and tier 1 railroad retire-
ment benefits may be subject to inclusion in the income tax base.
Thus, this tax expenditure is reduced to the portion which remains
excluded from the tax base. Benefits will be taxable if a recipient’s
“modified adjusted gross income” plus one-half of his or her social
security and railroad retirement benefits exceed a certain base
amount: $32,000 for those filing joint tax returns; $25,000 for single
persons; and zero for those married filing separately (if they did
not live apart from their spouse for the entire year). Modified
adjusted gross income is AGI plus (a) the amount, if any, taken as
a deduction for two-earner married couples, (b) foreign or U.S.
possession income excluded from AGI, and (c¢) tax-exempt interest
excluded from AGI. After 1987, because the Tax Reform Act of
1986 repealed the two-earner deduction, modified AGI is equal to
AGI plus (b) and (c) only. If the modified AGI exceeds the specified
base amount, the lesser of one-half of the excess or one-half of the
social security or railroad retirement benefits must be included in
income subject to tax.

Other benefit payments from the Social Security Trust Fund, for
disability and for dependents and survivors, are excluded from
beneficiaries’ gross incomes and thus also give rise to tax expendi-
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tures. However, beginning in 1984, Social Security disability bene-
fits were modified when the elderly tax credit (see Income Security,
above) was expanded.

Veterans benefits and services.—All compensation due to death or
disability and pensions paid by the Veterans Administration are
excluded from taxable income. GI bill benefits are also excluded.

The interest on general obligation bonds issued by State and
local governments to finance housing for veterans is excluded from
income subject to tax. However, there are restrictions on veterans
mortgage revenue bonds including limits on their issuance to pre-
existing State programs (five) and amounts based upon previous
volume levels for the period beginning on January 1, 1979 and
ending on June 22, 1984. Furthermore, future issuance of these
bonds is limited to veterans who served in active duty before 1977.

General government.—Through 1986, a 50 percent credit could be
claimed for political contributions up to $100 ($200 for joint re-
turns). This provision was repealed by the Tax Reform Act of 1986.

General purpose fiscal assistance.—Interest on State and local
government debt is excluded from Federal taxation. Most of these
bonds are owned by individuals, but a substantial proportion is also
held by commercial banks and casualty and property insurance
companies. As a result of the tax exemption, State and local gov-
ernments can sell debt obligations at a lower interest cost than
would be possible if such interest were subject to tax. The exclusion
of interest on State and local government securities to finance
private activities, such as student loans, businesses, private non-
profit organizations, and housing, is classified elsewhere. Only the
excluded interest on bonds for public purposes, such as schools,
roads, and sewers, is included in this functional tax expenditure.

The deductibility of nonbusiness State and local taxes gives indi-
rect assistance to these governments by reducing the costs of the
services they provide and, thus, the burden on their taxpayers. The
Tax Reform Act of 1986 disallows the deduction for general sales
taxes beginning in 1987. The estimates shown here are primarily
for the deductibility of State and local income taxes and pre-1987
sales taxes. The deductibility of property taxes on owner-occupied
homes is classified under commerce and housing credit.

Under certain conditions, U.S. corporations receiving income
from an active trade or business, or from investments located in a
U.S. possession, can claim a special credit against U.S. tax other-
wise due. The Tax Reform Act of 1986 modified the rules for
measuring both active and passive income earned in U.S. posses-
sions that had the effect of slightly reducing the amount of such
income eligible for the special credit.

Interest.—The interest on U.S. savings bonds is not taxable until
the bonds are redeemed, thereby deferring tax liability.
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Table G-1. OUTLAY EQUIVALENT ESTIMATES FOR TAX EXPENDITURES BY FUNCTION

(In millions of dollars)

Fiscal years
Description Corporations Individuals
1986 1987 1988 1986 1987 1988
National defense:
Exclusion of benefits and allowances to Armed
Forces personne! 25351 2435 2235
International affairs:
Exclusion of income earned abroad by United
States citizens 24051 2350 | 2225
Exclusion of income of foreign sales corporations
(FSC) 1,575 1 1475 1,310
Inventory property sales source rules exception 495 705
Certain nonfinancial institutions operations interest
allocation rules exception 25 55
Deferral of income from controlled foreign corpora-
tions:
Pre-1983 budget method.........ccooooooomeveererrrrrs 650 325 100
Post-1982 budget method
Total (after interactions) 2..........oorvvveervsimnnens 22251 2320 2170 2405| 2350 2225
General science, space, and technology:
Expensing of research and development expendi-
tures:
Pre-1983 budget method.............oovccrercvrrricencnns 840 | 1330 1,370 35 60 60
Post-1982 budget method
Credit for increasing research activities.............c....... 2,265 | 1,260 | 1,060 30 30 25
Suspension of the allocation of research and ex-
perimentation expenditures..............c.oocceeerecucenenns 440 535 200
Total (after interactions) .............cooomververnnene. 3,855 3,385 | 2875 70 100 95
Energy:
Expensing of exploration and development costs:
0il and gas —1,255 |—1,255 | —950 490 435 465
Other fuels 35 35 35
Excess of percentage over cost depletion:
Qil and gas 300 195 135 | 1,075 655 450
QOther fuels 320 220 175 20 15 15
Capital gains treatment of royalties on coal.............. 15 TN IR 110 25 L
Exclusion of interest on State and local industrial
development bonds for certain energy facilities....| 180 200 205
Residential energy credits:
Supply incentives 175 P11 S
Conservation incentives 70
Alternative, conservation and new technology cred-
its:
Supply incentives 360 325 90 15 L3
Conservation inCentives............ccooeeereerercervevsrivsennns * * *
Alternative fuel production credit.............oooovevvvvee 25 15 15
Alcohol fuel credit 2 10 10 10
Energy credit for intercity buses..............ccoowvvverrvenne. 5 * *
Special rules for minning reclamation reserves.......... 50 45 40 5 5 5
Total (after interactions) ...........ccoevverievcrrnrnnns 30| —145| —175| 1,390 825 665
Natural resources and environment:
Expensing of exploration and development costs,
nonfuel minerals 30 30 30 5 5 5
Excess of percentage over cost depletion, nonfuel
minerals 410 295 280 25 20 20
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Table G-1. QUTLAY EQUIVALENT ESTIMATES FOR TAX EXPENDITURES BY FUNCTION—Continued
{In millions of dollars)

Fiscal years
Description Corporations Individuals
1986 1987 1988 1986 1987 1988

Exclusion of interest on State and local IDBs for

pollution control and sewage and waste disposal

facilities 1,455 1,660 1,930
Tax incentives for preservation of historic struc-

tures 155 135 140 310 280 280
Capital gains treatment of iron ore.........c.co..ccrmeevereee. * il I 25 L3 S
Capital gains treatment of certain timber income...... 550 | LV 120 K]/
Expensing of multiperiod timber growing Costs ......c.|o.oovvvceunee. 125 250 80 180
Investment credit and seven-year amortization for

reforestation expenditures............coooo.vooevveeeeerrnrnenn. 50 50 5% 260 275 275

Total (after interactions) ..........ccereeeerverevennnne 2595 23851 2,630 730 680 745
Agriculture:

Expensing of certain capital outlays............cccooouene.... 75 65 70 425 425 460
Expensing of certain multiperiod production costs..... * 5
Treatment of loans forgiven solvent farmers as if

insolvent 10 10 10
Capital gains treatment of certain income................ 65 15 755 160 |.............
Special investment credit carryback rules for farm-

ing 310

Total (after interactions) ..........coocoeeeerevervvernenns 130 75 65| 1,105 555 730
Commerce and housing credit:

Dividend exclusion 740 185 e
Exclusion of interest on small issue industrial

development bonds. 24701 2,635 2,805
Exemption of credit union income ...............cccoeevcuveeee 285 270 250
Excess bad debt reserves of financial institutions ..... 735 525 75
Exclusion of interest on life insurance savings 9,450 | 7,960 | 8345
Deductions for special percentage of taxable

income for life insurance companies..................... 2,110 | 1,440
Deductibility of interest on consumer credit 18,155 | 10,835 5,560
Deductibility of mortgage interest on owner-occu-

pied homes 30,670 1 23,840 | 19,855
Deductibility of property tax on owner-occupied

homes 8595 | 7,955 7,208
Exclusion of interest on State and local housing

bonds for owner-occupied housing ..............coo.... 1,900 | 2,010 2,035
Exclusion of interest on State and local debt for

rental housing 1,275 1,338 | 12320
Capital gains (other than agriculture, timber, iron

ore and coal) 2,460 (iY2 7 O— 44375 | 155701 1,445
Deferral of capital gains on home sales 2960 | 5240 6,550
Exclusion of capital gains on home sales for

persons age 55 and over 1,275 2,285 | 2,820
Carryover basis of capital gains at death 7,690 1 13,600 | 17,010
Investment credit, other than ESOP's, rehabilitation

of structures, energy property, and reforestation

expenditures 28,010 | 18,500 | 11,810 | 3,355 | 2115 1,370
Special investment credit carryback rules for stee!

companies 565
Accelerated depreciation on rental housing:

Pre-1983 budget method...........cccoeoriernvrivreirnenn 1,665 1520 1210 | 1235| 1,260 | 1,110

Post-1982 budget method
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Table G-1. OUTLAY EQUIVALENT ESTIMATES FOR TAX EXPENDITURES BY FUNCTION—Continued

(In millions of dollars)

Fiscal years

Description Corporations Individuals
1986 1987 1988 1986 1987 1988

Accelerated depreciation of buildings other than
rental housing:

Pre-1983 budget method..........ooocovrevereerecrnronnes 38751 3470 3,065 1,585| 1,705 1,659
Post-1982 budget method
Accelerated depreciation of machinery and equip-
ment;
Pre-1983 budget method ...............ccoccrocrrrrrecrrenne 29,550 | 24,685 | 23,105 | 8285| 7,655 | 7,395
Post-1982 budget method
Safe harbor leasing rules 1,600 975 660
Amortization of start-up CoStS.....oueerervrcermrrrrrirrreennne 35 30 25 295 255 195
Reinvestment of dividends in public utility stock....... 170
Reduced rates on the first $100,000 of corporate
income:
Pre-1983 budget method...........cooeeervververecrecennnnns 8,700 7915) 5845
Post-1982 budget method
Total (after interactions) .......cccceverrvcrerrreron 84,930 | 66,305 | 52,440 (134,670 | 97,415 78,100
Transportation:
Deferral of tax on shipping companies ............cc....... 130 115 115
Exclusion of interest on State and local govern-
ment bonds for mass commuting vehicles 20 20 55
Deduction for motor carrier operating rights. 15 *
Total (after interactions) .............cccoervervmsinrnne. 165 135 170 il FSTRTTR SO
Community and regional development:
Five-year amortization for housing rehabilitation ....... 15 15 15 25 30 30
Credit for low-income housing investments 15 55 155 520
Investment credit for rehabilitation of structures
(other than historic) 285 190 150 150 100 85

Exclusion of interest on 1DBs for airports, docks

and sports and convention facilities 595 685 785

Total (after interactions) ...........c.occoeveveveneees 940 950 | 1,055 185 300 665
Education, training, employment, and social serv-
ices:
Exclusion of scholarship and fellowship income:
Pre-1983 budget method 770 705 585

Post-1982 budget method
Exclusion of interest on State and local student

loan bonds 285 310 315
Exclusion of interest on State and local debt for
private nonprofit educational facilities................... 260 280 285
Parental personal exemption for students age 19
or over 1,240 | 21957 2210
Deductibility of charitable contributions (educa-
tion) 485 465 4351 1,180 860 805
Employer educational assistance 15 80 25
Total education (after interactions) 1.............. 745 745 720 | 3,600 4,210 | 4,055
Exclusion of employer provided child care 25 35 45
Exclusion of employee meals and lodging (other
than military) 970 910 760
Exclusion of contributions to prepaid legal services
plans 60 75 20
Investment credit for ESOPs...............ccococommremerirnnnncns 2,005 870 320
Credit for child and dependent care expenses 4260 | 43451 4,590
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Table G-1. OUTLAY EQUIVALENT ESTIMATES FOR TAX EXPENDITURES BY FUNCTION—Continued
(In millions of doltars)

Fiscal years
Description Corporations Individuals
1986 1987 1988 1986 1987 1988
Targeted jobs credit 430 255 400 80 45 60
Deduction for two earner married couples 6,510 1,625 \........
Total training and employment (after interac-
tions) 24351 1,128 7201 12,015 | 7,075 | 5,490
Deductibility of charitable contributions, other than
education and health 600 580 5401 12,265 8875! 8305
Deduction for certain adoption expenses * Sl S
Exclusion of parsonage allowances 175 185 195
Total social services, (after interactions)......... 600 580 540 | 12,440 | 9,060 | 8,500
Grand total (after interactions) *......cccoooovreuues 3,780 | 2,450 1 1,980 | 28,055 | 20,345 18,045
Health:
Exclusion of employer contributions for medical
insurance premiums and medical care 29,910 | 28,730 | 30,205
Deductibility of medical expenses 3825 2325 1726
Exclusion of interest on State and local debt for
private nonprofit health facilities...............cooovvvenns 2,105 2,250} 2,250
Deductibility of charitable contributions (health) ...... 295 285 2101 1,730 | 1,250 | 1,170
Tax credit for orphan drug research ...........o.co..cc.... * * *
Total (after interactions) .............ccovvverevereene 2,400 | 2,535| 2,520 | 35465 | 32,305 | 33,100
income security:
Exclusion of railroad retirement system benefits ....... 420 400 370
Exclusion of workmen's compensation benefits ......... 2500 2425 2,270
Exclusion of public assistance benefits:
Pre-1983 budget method 580 490 355
Post-1982 budget method
Exclusion of special benefits for disabled coal
miners 145 130 115
Exclusion of untaxed unemployment insurance ben-
efits 1,080 270 |
Exclusion of military disability pensions 120 110 105
Net exclusion of pension contributions and earn-
ings:
Employer plans 71,940 | 64,505 | 58,185
Individual Retirement Accounts 22,470 | 15150 | 11,635
Keogh plans 3730 | 2820 1,718
Exclusion of other employee benefits:
Premiums on group term life insurance 2,960 | 2,730 | 2,485
Premiums on accident and disability insurance..... 175 160 160
Income of trusts to finance supplementary un-
employment benefits 30 30 30
Additional exemption for the blind 35 10 fone.
Additional deduction for the blind 10 10
Additional exemption for elderly 2,185 710 {...oee
Additional deduction for the elderly 810 1,150
Tax credit for the elderly and disabled 110 105 90
Deductibility of casualty 10SS€S.........ccooovrvrveerrvrrvrerenns 210 230 225
Earned income credit 3.........coooovveoemeeveenrrrveencriienenns 700 | 1,110 1,595
Total (after interactions) ? 107,850 | 90,360 | 78,885
Social Security:
Exclusion of social security benefits:
Disability insurance benefits 1,195 1,145 1,040
OASI benefits for retired workers 13,270 | 12,980 | 12,025
Benefits for dependents and survivors 3920 | 3,800 | 3,545
Total (after interactions) 18,385 | 17,925 | 16,610
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Table G-1. OUTLAY EQUIVALENT ESTIMATES FOR TAX EXPENDITURES BY FUNCTION—Continued

(In millions of dollars)

Fiscal years

Description Corporations Individuals
1986 1987 1988 1986 1987 1988

Veterans benefits and services:

Exclusion of veterans disability compensation 1,705 1,585 | 1,440
Exclusion of veterans pensions 195 120 80
Exclusion of GI bill benefits 105 85 70
Exclusing of interest on state and local debt for
veterans housing 290 295 305
Total (after interactions) .. 2,205 2,085 | 1,895
General government:
Credits and deductions for political contributions ...... 220 L1 I

General purpose fiscal assistance:
Exclusion of interest on public purpose State and

local debt 2010 2235 2330 7160 7,875, 8,040
Deductibility of nonbusiness State and local taxes

other than on owner-occupied homes 23,965 | 18,235 | 14,845
Tax credit for corporations receiving income from

doing business in United States possessions......... 3,155 | 2,855 | 2415

Total (after interactions) .........ccccooevverrvvreenee. 5165 | 5,090 4,745 31,125 26,110 | 22,885
Interest:
Deferral of interest on savings bonds 825 790 710

*$2.5 miliion or less. Al estimates have been rounded to the nearest $5 million.

1 Totals include only pre-1983 budget method.

2 |n addition, the exemption from the excise tax for alcohol fuels results in a reduction in excise tax receipts of $400 million in 1986, $340
millien in 1987, and $300 million in 1988.

3 The ﬁggures in the table indicate the tax subsidies provided by the earned income tax credit. The effect on outlays is: 1986, $1,415 million;
1987, $1,491 million; 1988, $2,910 million.
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REVENUE Loss EsTIMATES FOR Tax EXPENDITURES

Table G-2 shows the estimated revenue loss associated with each
tax subsidy item for which an outlay equivalent estimate was
provided in table G-1. As explained in the text under the heading
“Measuring Tax Expenditures,” revenue loss estimates do not take
into account the additional resources (if any) that would be re-
quired to provide the same after-tax incentive if the expenditure
program were administered as a direct outlay rather than through
the tax system. As was also previously explained, these revenue
loss estimates are not equivalent to estimates of the increase in
Federal receipts that would accompany the repeal of tax expendi-
ture provisions.

Table G-2. REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES BY FUNCTION

(In miflions of dollars)

Fiscal years

Description Corporations Individuals

1986 1987 1988 1986 1987 1988

National defense:
Exclusion of benefits and allowances to Armed

Forces personnel 2,095 2,050 1,925
International affairs:
Exclusion of income earned abroad by United

States citizens 1,490 | 1,555 | 1,630
Exclusion of income of foreign sales corporations

(FSC) 945 960 915
Inventory property sales source rules exception.........|.....cccoo..... 320 495
Certain nonfinancial institutions operations interest

allocation rules exception 15 40

Deferral of income from controlled
foreign corporations:
Pre-1983 budget method..........ccooovecevceisrrerireennns 390 210 70
Post-1982 budget method
General science, space, and technology:
Expensing of research and development expendi-

fures:
Pre-1983 budget method...........ccooervvrverrrnenrneeennne 635| 1170 1,405 25 50 60
Post-1982 budget method
Credit for increasing research activities.................... 665 | 1,815 750 15 30 20
Suspension of the allocation of research and ex-
perimentation expenditures...............oveveevvvunmnienne 260 350 140
Energy:

Expensing of exploration and devel-
opment costs:

Oil and gas — 1,110 (—1,300 § —955 600 425 455

Other fuels 35 35 35
Excess of percentage over cost depletion:

0il and gas 200 165 115 905 625 410

Other fuels 235 205 140 15 15 15
Capital gains treatment of royalties on coal.............. 10 L3 P 75 45 s
Exclusion of interest on State and local industrial

development bonds for certain energy facilities ... —25, —25| —25 210 215 190
Residential energy credits:

Supply incentives 315 L1 70 S

Conservation incentives 190
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Table G-2. REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES BY FUNCTION—Continued

(In mitlions of doliars)

Fiscal years
Description Corporations Individuals
1986 1987 1988 1986 1987 1988
Alternative, conservation and new
technology credits: .

Supply incentives 265 290 120 15 {1 SO—

Conservation incentives * * *

Alternative fuel production credit............ccoooevrvvvecernens 20 10 10 * * *

Alcohol fuel credit * 5 5 5 * * *

Energy credit for intercity BUSES...........vreervveresrennrnns 5 * *

Special rules for minning reclamation reserves 35 40 40 5 5 5
Natural resources and environment:

Expensing of exploration and development costs,

nonfuel minerals. 30 30 30 5 5 5
Excess of percentage over cost depletion, nonfuel

minerals 300 280 220 15 15 15
Exclusion of interest on State and local IDBs for

poliution control and sewage and waste disposal

facilities —305} —230| —225| 1905| 1965| 1,795
Tax incentives for preservation of historic struc-

BUTES oo rrssssee s sssmsssssssssseasenness 150 140 135 280 308 275
Capital gains treatment of iron ore............cccoeoeevvcveee. * * 15 10 L.
Capital gains treatment of certain timber income...... 320 | 1 — 90 10—
Expensing of multiperiod timber growing costs.......... 100 ) /1 O 35 115
Investment credit and seven-year amortization for

reforestation expenditures .........ooeeeevvvorcrereerecrerne 40 40 40 180 175 180

Agriculture:
Expensing of certain capital outlays .......................... 75 65 70 425 425 460
Expensing of certain multiperiod production costs.....|.............. * * s * 5
Treatment of loans forgiven solvent farmers as if

insolvent 10 10 10
Capital gains treatment of certain income 35 10 [ o 605 125 [
Special investment tax credit carryback rules for

11011111 OO OO SOOI 235

Commerce and housing credit:
Dividend eXCIUSION .......ovveeseerercoversnneeeivnseseesrsssionne . 535 K[ i1 I——
Exclusion of interest on small issue industrial

development BONdS............c..eoeerevmrvveseencenririesens —400| —395| —265| 3,175 3,195| 2,730
Exemption of credit union iNCOME ....ocrvvvcrrnerriannns 195 190 175
Excess bad debt reserves of financial institutions ..... 480 365 9%

Exclusion of interest on fife insurance savings 6,990 | 6,130 | 6,510
Deduction for special percentage of taxable income

for life insurance companies...............ccoeeervecveeences 1,425 910
Deductibility of interest on consumer credit 17,945 | 12,065 | 5,970
Deductibility of mortgage interest on owner-occu-

pied homes 30,435 | 24,920 | 20,080
Deductibility of property tax on owner-occupied

homes 8,560 | 8,030 | 7,255
Exclusion of interest on State and local housing

bonds for owner-occupied housing .............cceeeseens 510 495 430 | 1,540 1570 1,365
Exclusion of interest on State and local debt for

rental housing 340 335 280 900 975 815
Capital gains (other than agriculture, timber, iron

018 ANA COA) wovvvevvereerncrseecne s senrsenrneens 2,190 905 |.ovvveerre 28,820 | 22,520 | 3,850
Deferral of capital gains on home sales 1,985 2,285 4,790
Exclusion of capital gains on home sales for

persons age 55 and over 9251 1,0651 2320
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Table G-2. REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES BY FUNCTION—Continued

{In miltions of dollars)

Description

Fiscal

years

Corporations

Individuals

1986

1987

1988

1986

1987

1988

Carryover basis of capital gains at death

Investment credit, other than ESOP's, rehabilitation
of structures, energy property, and reforestation
expenditures

Special investment credit carryback rules for steel
companies

17,306

12,260

Accelerated depreciation on rental
housing:
Pre-1983 budget method...........ooeeeevvreeienrresrionie
Post-1982 budget method

1,605

1,570

8,350
565

1,235

4,940

2,750

5,685

1,935

12,385

1,260

1,106

1,300

1,160

Accelerated depreciation of build-
ings other than rental housing:
Pre-1983 budget method........cc.ococevvvermvecemrrne.
Post-1982 budget method

3,525

3,505

3,110

1,515

1,680

1,690

Accelerated depreciation of machin-
ery and equipment:
Pre-1983 budget method..........cccoovvervvivernerrcerrnnnne
Post-1982 budget method

30,260

25,075

23,165

8,750

7,745

7,480

Safe harbor leasing rules

Amortization of start-up CoStS.......eorvvvvrrereerercrrrnnes
Reinvestment of dividends in public utility sto
Reduced rates on the first $100,000 of corporate
income:
Pre-1983 budget method ...........cccvvvooveienrrvrrnrnnee.
Post-1982 budget method

1,700
25

1,065
20

690
20

220
280

200

165

4,655

4,645

3,910

Transportation:
Deferral of tax on shipping companies ......................
Exclusion of interest on State and local bonds for

mass commuting vehicles ...........ccoovvvceremrrevrvvennee.
Deduction for motor carrier operating rights..............

Community and regional development:

Five-year amortization.for housing rehabilitation .......
Credit for low-income housing investments

investment credit for rehabilitation of structures
{other than historic)
Exclusion of interest on IDBs for airports, docks
and sports and convention facilities............cc..o.een.
Education, training, employment, and social serv-
ices:
Exclusion of scholarship and fellowship income:
Pre-1983 budget method

165
—70

705

30
75

95
110

650

536

Post-1982 budget method
Exclusion of interest on State and local student
loan bonds

Exclusion of interest on State and local debt for
private nonprofit educational facilities...................
Parental personal exemption for students age 19
oF over

80
15

80
10

10
60

Deductibility of charitable contributions (educa-

tion)
Employer educational assistance

430

470

440

Exclusion of employer provided child care

Exclusion of employee meals and lodging (other
than military)
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Table G-2. REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES BY FUNCTION—Continued

(In millions of dollars)

Fiscal years

Description Corporations Individuals
1986 1987 1988 1986 1987 1988

Exclusion of contributions to prepaid legal services

plans 60 75 20
Investment credit for ESOPS.........cooovvveervvvverrrrersennns 1,165 665 230
Credit for child and dependent care expenses 3170 1 3,455 3,615
Targeted jobs credit 430 255 405 80 45 60
Deduction for two earner married couples 6,930 | 4,875 L.
Deductibility of charitable contributions, other than
education and health 595 585 545 | 12,025 | 9,005] 8430
Deductions for certain adoption expenses * Rl S
Exclusion of parsonage allowances 140 150 160
Health:
Exclusion of employer contributions for medical
insurance premiums and medical care 23,435 | 23,305 | 24,165
Deductibility of medical expenses 3,785 3,130 | 1,770
Exclusion of interest on State and local debt for
private nonprofit health facilities................ccoovvven. 70 65 55| 2,165| 2,350 | 1,950
Deductibility of charitable contributions (health) ...... 295 290 210 1,705 1,270 | 1,190
* * *

Tax credit for orphan drug research..............ccooe.......
Income security:

Exclusion of railroad retirement system benefits ....... 450 370 250
Exclusion of workmen’s compensation benefits ......... 2,426 2,505 2,365
Exclusion of public assistance benefits:

Pre-1983 budget method 580 495 360

Post-1982 budget method
Exclusion of special benefits for disabled coal

miners 145 135 120
Exclusion of untaxed unemployment insurance ben-
efits 1,085 690 |.........
Exclusion of military disability pensions 120 110 105
Net exclusion of pension contributions and earn-
ings:
Employer plans 48,950 | 45,725 | 43,365
individual Retirement Accounts 14,890 | 13,890 | 9,080
Keoghs 2,135 2,070 1,500
Exclusion of other employee benefits:
Premiums on group term life insurance 2,200 | 2,120 | 1,995
Premiums on accident and disability insurance..... 130 120 120
Income of trusts to finance supplementary un-
employment benefits..............ieseresnensienciinns 30 30 30
Additional exemption for the blind 35 15 fonn.
Additional deduction for the blind 10 10
Additional exemption for elderly 27500 1,135 .
Additional deduction for the elderly 790 1,150
Tax credit for the elderly and disabled 105 100 85
Deductibifity of casualty losses 215 230 225
Eamed income credit 2 530 540 855

Sociai Security:
Exclusion of social security benefits:

Disability insurance benefits 1,195 1,145| 1,085

QASI benefits for retired workers...............ccoevvvenn. 13,275 | 12,945 | 12,200

Benefits for dependents and survivors ..... 3905| 3815 3,580
Veterans benefits and services:

Exclusion of veterans disability compensation 1,700 | 1,605 | 1,455

Exclusion of veterans pensions 195 130 85
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Table G-2. REVENUE LOSS ESTIMATES FOR TAX EXPENDITURES BY FUNCTION—Continued
(In millions of dollars)

Fiscal years
Description Corporations Individuals
1986 1987 1988 1986 1987 1988

Exclusion of Gl bill benefits 105 90 75
Exclusion of interest on State and local debt for
veterans housing 75 70 60 225 220 190
General government:
Credits and deductions for political contributions ...... 260 220 |.............

General purpose fiscal assistance:
Exclusion of interest on public purpose State and
local debt 2170 2,2251 2,000| 74207 7995 6,950
Deductibility of nonbusiness State and local taxes
other than on owner-occupied homes 23,985 | 18,800 | 14,995
Tax credit for corporations receiving income from
doing business in United States possessions......... 1,895 15851 1,690
Interest:
Deferral of interest on savings bonds 820 810 745

*$2.5 million or less. All estimates have been rounded to the nearest $5 million.

1 |n addition, the exemption from the excise tax for alcohol fuels results in a reduction in excise tax receipts of $400 million in 1986, $340
million in 1987, and $300 million in 1988.

2 The ﬁFures in the table indicate the effect of the earned income tax credit on receipts. The effect on outlays is: 1986, $1,415 million; 1987,
$1,491 million; 1988, $2,910 million.
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SPECIAL ANALYSIS H
FEDERAL AID TO STATE AND LOCAL GOVERNMENTS !

State and local governments have a vital constitutional role in
providing government services. They have the major role in provid-
ing domestic public services, such as public education, law enforce-
ment, public roads, water supply, and sewage treatment. The Fed-
eral Government contributes directly toward that role both by
promoting a healthy economy and by providing grants, loans, and
tax subsidies to States and localities.

Federal grants help State and local governments finance pro-
grams covering most areas of domestic public spending, including
income support, capital spending, and other assistance. Federal
grant-in-aid outlays, estimated to be $109.9 billion in 1987, are
projected to decline to $106.3 billion in 1988. This reduction reflects
the administration’s efforts to restrain Federal spending, which is
essential to continued long-term economic growth, and to reduce
Federal involvement in activities that are primarily State and local
responsibilities.

The major proposals affecting grants-in-aid in the 1988 Budget
include reforms, reductions, and terminations. The major reforms
include:

e replacement of the trade adjustment assistance and Job
Training and Partnership Act programs for dislocated work-
ers with a greatly expanded new worker adjustment assist-
ance program. The new program would be carefully designed
to help workers who lose their jobs because of economic
change to recognize quickly their situation and move on to
new careers.

* a new welfare youth training and employment program that
would restructure the existing summer youth employment
program. The new program would allow States and localities
to provide year-round skill training, summer jobs, or both for
youth in families receiving support from the aid to families
with dependent children (AFDC) program.

¢ a proposed highway block grant that would provide funds to
States for urban and rural highways, including the bridges on

! Federal aid to State and local governments is defined as the provision of resources by the Federal Govern-
ment to support a State or local program of governmental service to the public. The three primary forms of aid
are grants-in-aid (including shared rev ), loans, and tax expenditures.

H-1
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H-2 THE BUDGET FOR FISCAL YEAR 1988

those systems. States could use the funds on any main public
road without advance Federal approval; and

¢ reforms in the Federal payment for State administrative ex-
penses associated with the medicaid, food stamps, aid to fami-
lies with dependent children, and child support enforcement
programs. The administration is proposing a uniform match-
ing rate for all types of administrative costs, replacing the
complicated and disparate set of matching rates now in place
for various types of State overhead costs. In addition, the
matching rate for AFDC, medicaid, and food stamps would be
reduced for States with excessively high administrative costs
per recipient.

The administration is also proposing reductions or terminations
of grant programs that are unnecessary, ineffective, or an inappro-
priate use of Federal funds. These proposals are motivated both by
the need to reduce the Federal deficit and by a fundamental con-
viction about the proper relationship between Federal, State, and
local governments. The major reductions or terminations include:

* medicaid changes that would reduce 1988 outlays $1.3 billion
from levels under existing law. In subsequent years, the pro-
gram would be allowed to grow at the rate of increase in
prices in the medical sector.

* large reductions for mass transit programs. The penny gas
tax for mass transit activities would continue to be used to
fund mass transit activities, but general tax dollars would not
be used (except for the Washington, D.C. metro, which is
authorized separately).

* termination of urban development action grants and economic
development assistance in order to reduce direct Federal
intervention in the economic decisions of firms and individ-
uals; and

* a phased termination of the community services block grant
to allow grantees time to solicit other sources of Federal,
State, local, and private funding.

The accompanying chart shows trends in outlays in major grant
categories from 1978 to 1988. Grant outlays for payments for indi-
viduals are estimated to be 50 percent of total grants by 1988; for
physical capital investment, 22 percent; and for all other grants,
largely for education, training, and social services, 28 percent.

In addition to grants-in-aid, Federal direct lending and loan guar-
antees to State and local governments are another source of Feder-
al aid. Federal loans are used by States and localities for many
purposes, including land and water resource development and edu-
cation. In 1988, the Federal Government is expected to disburse
$515 million in loans to State and local governments, compared to
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$668 million in 1987. New guaranteed loans are estimated to be $99
million in 1988, compared to $191 million in 1987,

The two major State and local tax expenditures are the deduct-
ibility of most State and local taxes and the exclusion of interest on
State and local securities from Federal taxation. Some State and
local tax expenditures were changed significantly in the Tax
Reform Act of 1986. Federal aid to State and local governments
through tax expenditures is estimated to be $36.1 billion in 1988.

Federal Grants to State and Local Governments

$ Billions 4 Biltions

120 120
Total

[ EEREENN]

20 Payments for Individuals 20

1 1 L) T T T 0

0 i 1 T
1978 79 80 8 8 83 84 8 8 8 88

Fiscal Years Estimate

HigHLIGHTS OF THE FEDERAL AID PROGRAM

This section provides an overview of the Federal aid program
proposed for 1988. Shown first are major differences between
actual grant outlays in 1986 and estimated amounts for 1987 and
1988. This presentation is followed by a more detailed description
of proposals for specific grant programs and a discussion of pro-
posed levels of Federal aid through loans and tax expenditures.

Table H-1 shows changes in grant outlays between 1986 and 1987
and between 1987 and 1988. These changes are divided into three
categories: payments for individuals, grants for physical capital
investment, and all other grants.
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H-4 THE BUDGET FOR FISCAL YEAR 1988

Between 1986 and 1987, the largest estimated outlay increase is
for medicaid, which increases $1.7 billion. The largest decrease is
$5.0 billion for the elimination of general revenue sharing.

Between 1987 and 1988, the largest estimated increase is $0.4
billion for housing assistance. Proposed decreases occur in many
areas, the largest being $0.8 billion for family support payments,
which includes aid to families with dependent children and the
child support enforcement program.

Table H-1. FEDERAL GRANT-IN-AID CHANGES, 198688
(In billions of doftars)

Outlays
Total grants, 1986 actual 1124
Changes:
Payments for individuals:
Medicaid 17
Food and nutrition assistance 0.6
Family support payments 0.7
Other —02
Subtotal, payments for individuals, 1986-87 change 2.8
Physical capital investment:
Highway programs —1.5
Sewage treatment plants —0.5
Mass transit 0.5
Other 0.2
Subtotal, capital, 1986-87 change —-14
QOther programs:
General revenue sharing —-5.0
Elementary and secondary education -0.5
Housing 09
Other 038
Subtotal, other programs, 1986-87 change -39
Total grants, 1987 estimate 109.9
Changes:
Payments for individuals:
Housing assistance 0.4
Family support payments —038
Food and nutrition assistance —05
Low-income home energy assistance —05
Other 0.2
Subtotal, payments for individuals, 1987-88 change -13
Physical capital investment:
Highway programs 0.2
Sewage treatment plants —-03
Community development block grants —0.2
Mass transit 07
QOther —04
Subtotal, capital, 1987-88 change —14
Other programs, 1987-88 change —-08
Total grants, 1988 estimate 106.3
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Energy, Natural Resources, Environment, and Agriculture.—State
and local energy conservation grants administered by the Depart-
ment of Energy are used to weatherize school buildings, hospitals,
and the homes of low-income individuals. Grants are also available
to help States develop energy conservation programs. The adminis-
tration proposes to rescind a portion of the funds for 1987 and
terminate funding for these programs in 1988. These activities are
more properly the responsibility of the States and can be financed
by the $2.8 billion States have received in the past year as a result
of the settlement of petroleum overcharge cases.

Grants to States for land acquisition and development of outdoor
recreation lands, and for State historic preservation efforts are also
proposed for elimination in 1988, with rescissions proposed for
1987. These needs can be met through State, local, and private
resources and the positive effect of Federal tax incentives on pri-
vate investment in historic buildings.

The budget authority requested for grants for the abandoned
mine reclamation fund in 1988 is $151 million, $10 million less
than the 1987 level. Approximately 225 projects in 22 States will be
financed by the 1988 request.

Outlays for sport fish restoration grants are estimated to increase
from $121 million in 1987 to $153 million in 1988, using increased
funds from motorboat fuel taxes, excise taxes, and customs duties
added by the Deficit Reduction Act of 1984.

The Environmental Protection Agency construction grants pro-
gram was created to help State and local governments build munic-
ipal wastewater treatment systems. The original objective of this
program—to reduce the pollution from municipal waste—has large-
ly been met with the assistance that has been provided since 1972.
In order to complete the Federal role, the administration proposes
$12 billion in budget authority through 1993. After authorization to
phase out the program by 1993 has been enacted, the administra-
tion will request $2.0 billion in budget authority for 1988. Outlays
are estimated to be $2.3 billion in 1988, largely from prior year
commitments.

The hazardous substance superfund pays for the cleanup of aban-
doned hazardous waste sites and chemical spills. Budget authority
of $297 million has been requested in 1988 for site specific coopera-
tive agreements with States. This funding level, which is $32 mil-
lion above the 1987 level, should finance the cleanup of 21 sites in
1988.

The Extension Service makes formula and project grants to
States to provide out-of-school education in agriculture and other
subjects at State and local levels. The administration proposes to
terminate the project grants to States, which are used to support
such programs as urban gardening, pest management, support for
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H-6 THE BUDGET FOR FISCAL YEAR 1988

rural development centers, and food and nutrition education. Fund-
ing for the formula grant would continue. Proposed budget author-
ity for Extension Service grants for 1988 is $263 million, a $69
million reduction from the 1987 amount, but slightly more than
the amount for formula grants in 1987.

Coastal zone management State grants were created in 1972 to
encourage and assist States in dealing with increasing and compet-
ing demands for the use of the Nation’s coastal areas. Now that
most States have federally-approved management plans that cover
approximately 90 percent of the U.S. coastline, the administration
believes the program’s purpose has been achieved and no further
Federal funding is necessary or appropriate. More than $500 mil-
lion has been provided to coastal States since the beginning of the
program. The administration proposes to rescind unobligated bal-
ances of 1987 appropriations ($37 million) and terminate the pro-
gram in 1988.

Similarly, the sea grant program was initiated to develop a net-
work of colleges and universities with marine education programs
and to provide outreach to communities and individuals through
marine advisors that now total 300. Twenty-one colleges and eight
institutions have established marine science programs under sea
grant auspices that cover all coastal States and Puerto Rico. Fif-
teen States make direct allocations to the sea grant programs for
ongoing funding of local and regionally oriented research projects
and marine services. The Federal objective has been accomplished.
The administration proposes to rescind unobligated balances of
1987 appropriations ($22 million) and terminate the program in
1988.

Transportation—The Federal Government assists States and lo-
calities with their transportation programs by providing aid for
highways, bridges, mass transit, airports, and other projects. The
administration is requesting $16.0 billion in budget authority for
these programs in 1988, a $2.0 billion reduction from the 1987 total.

The Federal-aid highway program helps fund the interstate high-
way system, other primary highways, bridges, and rural and urban
highways. The administration is proporing to reauthorize the high-
way programs for 1987-90 at $13.2 billion of budget authority per
year, $1.2 billion below the 1986 authorized level. At this lower
amount, planned highway and safety obligations supported by the
highway trust fund would equal the average annual anticipated
highway user fee receipts from the public.

The proposed reauthorization includes several new proposals.
Specifically, funding for the categorical interstate construction,
interstate rehabilitation and primary highway programs would be
replaced by a combined interstate/primary program of $8.2 billion
annually. States would have the discretion to use these funds for
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either construction or repair of the 43,000-mile interstate highway
system or for the 308,400-mile primary system. The primary system
consists of connected main roads important to interstate and re-
gional travel. In contrast, rural and urban roads are primarily the
responsibility of State and local governments, which must decide
their own priorities and expenditures for construction, mainte-
nance and rehabilitation. To help States meet these needs, the
administration proposes to consolidate into a block grant the exist-
ing trust fund resources for urban and secondary highway systems,
including bridges on those systems. States would have the discre-
tion to use the funds on any main public road without advance
Federal project approval.

The administration proposes budget authority of $120 million in
1988 for two highway safety grant programs, the same level as for
1987. These grants supplement other State highway safety pro-
grams.

The administration seeks a 4-year reauthorization (1987-1990)
that would provide two fundamental changes in mass transit subsi-
dies beginning in 1988. First, mass transit funding (except for
Washington Metro) would be limited to receipts provided by the
one cent per gallon of the gasoline tax dedicated to mass transit
activities. Second, these subsidies would be distributed by formula
to States and large urban areas for their use on local transit
projects. Proposed 1988 mass transit budget authority from the
trust fund is $1.4 billion.

The administration is also proposing no funding in 1988 or later
years for discretionary grants to build new or expand current
transit systems. In the past, these subsidies have promoted the
construction of local transit systems that often have been unneces-
sary, too costly, and underutilized.

In addition to the $1.4 billion from trust funds, the administra-
tion proposes a $130 million construction grant from general funds
for the Washington, D.C. metrorail system.

Grants-in-aid for airports are proposed to be funded at $1.0 bil-
lion in budget authority in 1988, the same as for 1987. Three
important changes are proposed. First, commercial airports that
can be self-financing would be allowed to withdraw from the Feder-
al program and assess their own fees to finance capital improve-
ments. Second, 22 percent of the funds would be allocated to States
to administer for general aviation, reliever, and small commercial
service airports. Third, discretionary grant funds would be targeted
to projects that would increase national airport capacity and im-
prove safety. These proposed changes would provide increased flexi-
bility to large airports and allow States to meet their own needs.

Community and Regional Development.—The community develop-
ment block grant program (CDBQ) provides flexible community and
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economic development support to cities, counties, Indian tribes, and
U.S. territories. The administration proposes to rescind $375 mil-
lion of 1987 budget authority, with total proposed budget authority
of $2.6 billion for 1987 and $2.5 billion for 1988. Although this will
reduce the total resources available for this program, the adminis-
tration will propose legislation to target CDBG resources to the
most needy communities.

The administration proposes to terminate the urban development
action grants program in 1988 and rescind $238 million of the 1987
appropriation. This proposal is consistent with the Government-
wide effort to reduce local economic development subsidies and
reduce excessive Federal intervention in the economic decisions of
firms and individuals. Cities may use CDBG resources for economic
development projects.

In 1983, the administration proposed and Congress enacted, the
rental rehabilitation grant program to help States and localities
rehabilitate properties for low-income renters. This program was
intended for communities that do not have enough standard qual-
ity low- and moderate-income housing to support a rental voucher
program. The administration is proposing to rescind $125 million of
1987 budget authority and continue the program at $95 million in
1987 and $75 million in 1988—an amount adequate to meet this
program’s objectives.

Congress enacted a second grant program in 1983 to subsidize the
construction or substantial rehabilitation of rental housing in low-
and moderate-income neighborhoods with shortages of rental hous-
ing. The rental development grant program is proposed to be termi-
nated in 1987. All $100 million of 1987 budget authority and $10
million of earlier budget authority is proposed for rescission and no
new budget authority is proposed for 1988. New housing construc-
tion is an expensive means of housing the poor compared to ap-
proaches that utilize existing housing. Moreover, this program is
difficult to justify with the high vacancy rates for housing and the
poor targeting of funds to areas with real need.

The administration is not requesting funds in 1988 for the eco-
nomic development assistance programs administered by the Eco-
nomic Development Administration (EDA). The budget also pro-
poses to rescind some unobligated funds in 1987 and use the re-
mainder to close the agency. There is no evidence that categorical
EDA project grants create net employment gains for the Nation.
Instead, federally-targeted aid for businesses merely distorts
market incentives. Funds for State and local community and eco-
nomic development are available in 1988 through the community
development block grant program.

Programs administered by the Appalachian Regional Commis-
sion (ARC) are intended to promote economic development of the
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13-State Appalachian region. Both the Commission and its pro-
grams are proposed to be terminated in 1988. The administration
also proposes to rescind uncommitted funds. This proposal reflects
the administration’s policy to rely on the private sector to provide
the major stimulus for economic development. Moreover, ARC
highway funds duplicate other Federal highway programs, and
ARC development programs assist rural districts that are no worse
off than rural communities elsewhere, and are therefore not de-
serving of special assistance.

Education.—The administration’s policies for assisting education
activities of State and local governments continue the Nation's
tradition that primary responsibility for education lies with the
family, State and local governments, and private institutions. Fed-
eral aid should primarily provide supplementary aid for persons
with disabilities and for the educationally and economically disad-
vantaged. For elementary, secondary, and vocational education the
administration is requesting $7.1 billion in budget authority, a
reduction of $0.4 billion from the proposed 1987 amount,

Major education grants for students with special needs include
compensatory education for the disadvantaged, education for the
handicapped, vocational and adult education, bilingual education,
and Indian education. The 1988 budget authority request for these
activities is $5.8 billion, $0.2 billion below the amount proposed for
1987. For the major program, compensatory education for the dis-
advantaged, the administration is proposing $4.1 billion in budget
authority for 1988, an increase of $0.2 billion above the 1987 en-
acted level. A legislative proposal would improve targeting of funds
to schools with the highest concentrations of poor children, and
would offer parents of eligible children an option to purchase edu-
cation services from other public or private schools. The adminis-
tration proposes to end Federal funding for vocational education.
Research has shown that the Federal investment in vocational
education has only small and transitory benefits for recipients;
vocational education is now funded by at least ten State and local
dollars for every Federal dollar.

Budget authority requested for the State education block grant
for 1988 is $500 million, the same as enacted for 1987. This block
grant provides States and localities with resources that can be used
for a wide variety of educational purposes.

Impact aid payments compensate school districts whose enroll-
ments and available revenues are deemed to have been adversely
affected by Federal activities. The major category of aid is for
districts with children who both live on and whose parents work on
Federal property. No funds are proposed for the current authority
to provide funds to school districts with children who either live on
or whose parents work on Federal property. In general, the pres-
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ence of these children imposes little or no burden on most districts.
Budget authority of $548 million is requested in 1988 for districts
with children who live and whose parents work on Federal proper-
ty, about the same as the 1987 amount.

Training and Employment.—Budget authority proposed for basic
State block grants under the Job Training Partnership Act of 1982
(JTPA) is $1.8 billion in 1988, about the same as the 1987 enacted
level. States have considerable discretion in using these funds to
prepare youth, welfare recipients, and other unskilled adults for
employment.

The summer youth employment program finances minimum-wage
public sector jobs for youth between the ages of 14 and 21. There is
little evidence that simply providing jobs during the summer has
benefited those youth most in need of employment skills. The
administration therefore proposes to replace the current summer
program with a more flexible program of jobs and training directed
to youth on welfare, which is described below. The administration
is proposing $650 million for the jobs program for the summer of
1988, which includes a $100 million rescission. This $650 million is
slightly more than the funds appropriated for the summer of 1987.

Legislation will be proposed for a new welfare youth training and
employment program to replace the existing summer youth employ-
ment program. The new program would allow States and local
areas to establish a comprehensive program of services for youth in
families receiving support from the aid for families with dependent
children (AFDC) program. States and localities could operate a
year-round program of remedial education, basic skills training,
and related support; a subsidized summer jobs program as they do
now; or a mixture of both programs. Budget authority of $800
million in 1988 is proposed for this program, which will be coordi-
nated with other work and training initiatives for assisting the
welfare population, described below in the ‘“other income security”
section.

For dislocated workers, the administration proposes to replace
the two existing programs with an entirely new worker adjustment
assistance program. This new program would be available to all
dislocated workers, whether they are unemployed due to increased
imports, have been permanently laid off, have lost their farms, or
are long-term unemployment insurance recipients. Services, which
could include counseling, job search assistance, basic education,
and job skill training, would be provided in a two-tiered approach,
with services that lead to quick adjustment provided first. The
administration is proposing $980 million in budget authority in
1988.

No budget authority is requested in 1988 for the work incentive
(WIN) program. The job services provided by this program would be
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provided more effectively by the AFDC work and training proposal
(described in the “other income security” section below) and the
new welfare youth training and employment program described
above.

Grant outlays for the State employment service are estimated to
be $843 million in 1988, $72 million less than the 1987 amount, as
the new worker adjustment assistance program begins providing
substantial job services now financed with these grants. Legislation
will be proposed to decentralize authority, financing, and responsi-
bility for administering State employment services and unemploy-
ment insurance programs in the States.

Social Services.—Budget authority requested for the social serv-
ices block grant is $2.7 billion for 1988, the same as was enacted for
1987. Child day care, foster care, child protective service, prepara-
tion and delivery of meals, and legal services are some examples of
social services offered by the States. In addition, States may trans-
fer up to 10% of their social services allotment to block grants that
support health services, health promotion and disease prevention,
or low-income home energy assistance.

The administration proposes to phase out the community services
block grant program beginning in 1988. This will give local grant-
ees time to solicit other sources of Federal, State, local, and private
funding.

Grants for vocational rehabilitation services help physically and
mentally disabled persons become gainfully employed and live
more independently. The administration is proposing $1.3 billion of
budget authority for 1988 for this program, slightly more than the
amount proposed for 1987. The increase offsets inflation from 1987
to 1988.

In 1988, budget authority of $682 million is requested for foster
care and adoption assistance. These family social services support
State efforts to reunite children with their families or to place
them promptly in adoptive homes. The administration is proposing
modifications to control the rapidly growing State administrative
costs. Maintenance payments to 110,000 foster care children and
39,000 adoption assistance families would not be reduced.

Grants for human development services supplement State, local,
and nonprofit efforts to improve the quality of life for low-income,
neglected, abused, or homeless children, and for elderly people and
other special groups. The largest program for children is Head
Start, which helps local community groups provide child develop-
ment programs for low-income preschool children. For 1988 the
administration proposes a generic appropriation of $2.2 billion for
these social services activities. Under a generic appropriation, the
Department of Health and Human Services would be able to use its
program expertise to emphasize high priority programs, such as
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Head Start, and take advantage of emerging opportunities to serve
needy poplulations better.

Health.—The medicaid program continues to be the largest
grant-in-aid. This program supports State and local efforts to pro-
vide health services to an estimated 23.8 million low-income resi-
dents. Almost half of the spending is to help finance the costs of
long-term institutional care for the low-income elderly and the
mentally retarded. For 1988, medicaid outlays are estimated to be
$26.9 billion, after savings of $1.8 billion from legislative proposals
to reduce costs.

Most of the savings would result from proposals to:

¢ put a reasonable growth limit on Federal assistance to States
for their medicaid programs. This proposal would reduce Fed-
eral expenditures by $1.0 billion in 1988 and, for later years,
limit increases in Federal aid to the rate of inflation in medi-
cal prices;

* limit Federal aid for State administrative costs to 50 percent
of those costs; and

e further reduce the matching rate for States with excessively
high administrative costs per recipient.

Another proposal, which would not result in savings, would give
States new incentives to enroll medicaid beneficiaries in health
maintenance organizations (HMO'’s) or with other providers who
are paid a monthly fee and are responsible for all of a person’s
health care. This proposal, known as capitation, would replace the
current fee-for-service reimbursements for enrolled beneficiaries.

Budget authority of $1.2 billion is requested in 1988 for the
health block grants, $0.1 billion more than for 1987. The block
grants include those for maternal and child health; preventive
health and health services; and alcohol, drug abuse, and mental
health. The administration is proposing a new family planning
block grant to give States greater flexibility in delivering voluntary
family planning services.

An increase from $15 million in 1987 to $20 million in 1988 is
also proposed for State and local demonstrations of community-
based mental health care sponsored by the Alcohol, Drug Abuse,
and Mental Health Administration. This additional funding would
be provided to complete demonstration projects targeted on mental
health services for the homeless mentally ill.

Administration of Unemployment Compensation.—Grants to
States for the administration of the unemployment compensation
program, which provides income to eligible unemployed workers,
are financed by a Federal tax on employers. Outlays for this grant
are estimated to be $1.7 billion in 1988, $0.1 billion above the 1987
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level. The increase will allow for increases in costs and to improve
State quality control efforts. Legislation will be proposed to decen-
tralize authority, financing, and responsibility for administering
State unemployment insurance and employment service programs.

Housing Assistance.—Housing vouchers are the cornerstone of
the administration’s housing policy. They are targeted to very low-
income households, can be used in most privately-owned rental
units that meet certain housing quality standards, and are less
costly than other housing subsidies. Moreover, they give tenants
greater freedom to choose where they wish to live.

Outlays for the grant portion of the subsidized housing program
are estimated to be $5.2 billion in 1988, $0.3 billion more than in
1987. Grant outlays under this program include those for public
and Indian housing. Also included are the vouchers, existing hous-
ing, moderate rehabilitation, and State-sponsored new construction
programs funded under Section 8 of the Housing Act of 1937. The
administration is proposing grants for vouchers for 79,000 addition-
al housing units and grants for construction of 1,000 Indian hous-
ing units to add to an estimated 4.3 million households served by
the Department of Housing and Urban Development (HUD). Ap-
proximately 20-25 percent of the 79,000 vouchers would be provid-
ed for nonmetropolitan areas.

In addition, the administration proposes 20,000 housing vouchers
to be provided by the Farmers Home Administration (FmHA) in
rural areas and 1,200 vouchers to assist families displaced due to
prepayment of rural rental housing loans. Both the HUD nonmet-
ropolitan vouchers and the FmHA vouchers would replace the
units formerly provided by the FmHA rural housing construction
subsidy loan and grant programs proposed for termination in the
1988 Budget. Because it is uncertain how many of the FmHA
vouchers will go to public housing authorities, the FmHA vouchers
are not classified as grants to State or local governments.

Budget authority of $1.4 billion is requested for payments for the
operation of low-income housing. These payments are used to subsi-
dize operating costs for more than 1.4 million low-rent public and
Indian housing units. This request assumes no growth in personnel
and related expenses, but allows for inflation adjustments for utili-
ties and other nonpersonnel expenses that are generally beyond
the ability of housing authorities to control.

The Consolidated Omnibus Budget Reconciliation Act of 1985
changed the treatement of loans in the low-rent public housing
loan fund. Beginning in 1986 these “loans” to local housing au-
thorities are forgiven if the funds are used as specified. The pay-
ments are therefore not loans but grants and are now classified in
the budget as grants-in-aid. Outlays for these grants were $1.0
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billion in 1986, and are estimated to be $1.9 billion in 1987 and $1.6
billion in 1988.

The administraticn is proposing increases for several programs
for the homeless. In addition to the demonstration projects for the
homeless mentally ill described above in the health section, in 1987
the Department of Housing and Urban Development (HUD) re-
ceived $15 million in budget authority for two new shelter pro-
grams: $10 million for the emergency shelter grants program and
$5 million for the transitional housing demonstration program. In
addition, the Federal Emergency Management Agency (FEMA) con-
tinues to administer the emergency food and shelter program, which
was funded at $70 million in 1987. These three programs assist
homeless persons by providing funds for food, shelter, and support-
ive services. The administration’s 1988 budget requests $80 million
for FEMA’s emergency food and shelter program and $5 million for
a second year of HUD’s transitional housing demonstration pro-
gram. In addition, HUD has made available approximately $100
million worth of Section 8 rental subsidies for the homeless.

Food and Nutrition Assistance.—Food stamps help low income
families maintain a nutritious diet. Benefits are paid directly to
individuals by the Federal Government; food stamp administrative
expenses are shared between the States and a grant from the
Federal Government. The budget proposes to bring food stamps
into closer conformity with medicaid and aid to families with de-
pendent children by holding States liable for the full dollar value
of the benefits issued in error above the legislatively mandated
tolerance level (5 percent). To improve Federal collection of State
error liabilities, the budget proposes to begin withhclding each
State’s estimated liabilities from their Federal administrative
grants during 1988. Other reforms affecting State administrative
expenses are described at the beginning of this Special Analysis.
Outlays for the Federal share of State administrative expenses for
the food stamp program are estimated to be $1.1 billion in 1988.

In place of the regular food stamp program, the Government of
Puerto Rico receives a nutrition assistance block grant. Qutlays for
this grant are estimated to be $0.8 billion in 1988.

Child nutrition programs subsidize institutions for meals served
to students in schools, child care facilities, and other institutional
settings. The administration proposes to improve targeting of Fed-
eral funds to the needy by maintaining institutional subsidies for
meals served to students whose family incomes are below 185 per-
cent of the poverty level but discontinue subsidies to students with
family incomes above that level. Under this proposal, nearly 13
million children would still receive federally subsidized meals in
1988. Budget authority proposed for the program in 1988, including
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food donations from the Section 32 program, is $3.8 billion, includ-
ing $0.8 billion in savings from legislative proposals.

The special supplemental food program for women, infants, and
children (WIC) provides nutritious food supplements and nutrition
education to more than 3 million low-income women, infants, and
children. WIC is designed to prevent health problems associated
with inadequate diets during critical stages of child development.
The budget authority request of $1.7 billion for 1988 would main-
tain monthly participation levels somewhat above 3 million.

The Commodity Credit Corporation (CCC) donates surplus food
such as cheese, butter and nonfat dry milk to needy families,
charitable institutions, and schools. CCC donated commodities
valued at $1.3 billion are expected to be distributed through State
and local governments in 1988. (These funds are classified as grants
in the agriculture function in the budget.)

Other Income Security.—Family support payments to States in-
clude the aid to families with dependent children (AFDC) program
and the child support enforcement (CSE) program. AFDC helps
State and local governments finance their cash assistance pay-
ments to needy families. The administration proposes legislation to
achieve selected reforms of AFDC. Under a new AFDC work and
training proposal, teenage recipients will be encouraged to remain
in or return to school, and older recipients will participate in a
variety of employment and training activities designed to improve
their employment status. This reform, and the welfare youth train-
ing and employment program previously described, would replace
the unsuccessful work incentive (WIN) program, for which the
Congress provided only nine months of financing in 1987. Other
reforms would prohibit unmarried minor mothers from leaving
their parents’ home solely to qualify for AFDC, and would elimi-
nate payments to employable AFDC parents whose youngest child
is age 16 or older.

The child support enforcement program finances most State and
local administrative expenses for establishing paternity and for
collecting support from legally liable absent parents. These collec-
tions offset State and Federal AFDC costs. Under the administra-
tion’s proposal, States would be required to establish mandatory
child support guidelines to help ensure that single-parent families
receive adequate support from parents who are absent from the
home.

Proposed budget authority for 1988 for the AFDC and CSE pro-
grams combined is $9.8 billion, including a legislative savings pro-
posal for $0.5 billion.

The Federal Government subsidizes States for all of the initial
resettlement costs of welfare, health, employment, English lan-
guage training, and other services for refugees and entrants. The
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administration is proposing to reduce the number of months for
which it pays 100 percent of the normal State share of AFDC and
medicaid. Benefits to the individuals would not be reduced because
States would then provide their normal share of the costs. The
administration also plans to reduce the period for which refugees
may receive assistance above and beyond that available to U.S.
citizens. Budget authority of $245 million is requested in 1988 for
refugee assistance, $83 million below the 1987 level.

For low-income home energy assistance, $1.2 billion in budget
authority is proposed for 1988, $0.6 billion below the 1987 requested
level. This program is a block grant to help States make payments
to individuals, fuel vendors, or public housing operators for the fuel
bills of low-income households. This reduction recognizes the hun-
dreds of millions of dollars in oil overcharge settlements available
to States for these purposes.

Administration of Justice.—For the three major justice assistance
programs, juvenile justice, State and local assistance, and the new
anti-drug abuse grant authorized in 1986, the administration is
proposing no new budget authority for 1988. These programs are
primarily the responsibility State and local governments.

The administration will continue to support the victims of crime
program in accordance with the Comprehensive Crime Controi Act
of 1984. Outlays are estimated to be $55 million in 1988.

General Purpose Fiscal Assistance.—In 1986 new authorizing leg-
islation for the general revenue sharing program was not enacted.
According to law, the only 1987 outlays will be to distribute the
remainder of funds already appropriated in prior years and other-
wise still available, and to satisfy all legitimate claims.

The Federal Government collects receipts for the sale of timber
and leasing of minerals on Federal lands and returns a portion of
the receipts to States and localities. The administration proposes to
share natural resource receipts with States and counties after the
costs associated with management of the resources are deducted.
This conversion to sharing receipts on a net rather than gross basis
reduces natural resource payments in 1988 by $353 million from
current services levels.

The District of Columbia’s operating budget is financed in part
by an annual reimbursement for the net cost of the Federal pres-
ence. The administration requests $527 million in budget authority
for the Federal payment to the District of Columbia in 1988, a
reduction of $53 million from the 1987 level. The reduction is
primarily because the administration is proposing that Federal
agencies be billed directly by the District for water and sewer
charges. These amounts are therefore not included in Federal pay-
ment to the District.
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Additional information on these and other grant programs is in
Part 5 of the 1988 Budget. For a detailed list of all grant programs
and proposed budget authority and outlays, see Table H-11.

Loans.—Another form of Federal aid to State and local govern-
ments is assistance in obtaining credit, either directly through
loans and advances, or indirectly through loan guarantees. The
Federal Government provides credit assistance to States, localities,
and Indian tribes on more favorable terms than private lenders.
Direct loans and loan guarantees are used to finance rural and
community development, land acquisition, and a variety of other
activities.

Direct loan disbursements (excluding repayments) are estimated
to be $515 million in 1988, compared to $668 million in 1987.

A Federal loan guarantee occurs when a government agency
enters into a formal commitment to use government funds to repay
a lender upon default by the borrower. New loan guarantees to
State and local governments are estimated to be $99 million in
1988, compared to $191 million in 1987.

More information on Federal credit activities is available in table
H-12 and in Special Analysis F.

Tax expenditures.—Federal aid to State and local governments is
also provided through tax expenditures. Tax expenditures are one
of the means by which the Federal Government carries out public
policy objectives; in many cases they can be considered alternatives
to direct spending programs. To compare direct Federal spending
with assistance provided through tax expenditures, estimates for
tax expenditures are generally shown as outlay equivalents; that is,
the level of budget outlays required to provide the same amount of
after-tax benefits is the tax expenditure. A detailed discussion of
the measurement and definition of tax expenditures and a com-
plete list of revenue loss and outlay equivalent estimates for specif-
ic tax expenditure items is contained in Special Analysis G.

The two major categories of tax expenditures that provide aid to
State and local governments are the deductibility of most State and
local taxes and the exclusion of interest on State and local securi-
ties from Federal taxation. Individuals can claim nonbusiness sales,
income, and property tax payments to State and local governments
(other than payments already taken as business deductions) as
itemized deductions on their Federal tax returns. This permits
States and localities to raise a dollar of revenue with less than a
dollar of net cost to their citizens. Beginning in 1987, the Tax
Reform Act of 1986 disallows the deduction for sales taxes.

Interest on virtually all State and local government securities is
tax exempt. As a result, State and local governments can sell their
debt at lower interest rates than would be possible if such interest
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were taxable. The exclusion of interest on public purpose State and
local debt subsidizes the financing of traditional public projects,
such as toll roads, sewer systems, and schools. However, as shown
in table H-2, State and local jurisdictions also provide the benefits
of tax-exempt financing to a wide variety of private and quasi-
public activities, such as pollution control, housing and small busi-
nesses. The growth of private purpose tax-exempt bonds and other
issues pertaining to tax-exempt credit are discussed in more detail
in Special Analysis F.

Table H-2. TAX EXPENDITURES AIDING STATE AND LOCAL GOVERNMENTS

(Outlay equivalents; in millions of doltars)

Fiscal year
Description
1986 1987 1988
Deductibility of:

Property taxes on owner-occupied homes 8,595 7,955 1,205

Nonbusiness State and local taxes other than on owner-occupied
homes 23,965 18,235 14,485

Exclusion of interest on:

Public purpose State and Local debt 9,170 10,110 10,370
IDBs for certain energy facilities 180 200 205
1DBs for pollution control and sewage and waste disposal facilities ......... 1,455 1,660 1,930
Small-issue |DBs 2,470 2,635 2,805
Owner-occupied mortgage revenue bonds 1,900 2,010 2,035
State and local debt for rental housing 1,275 1,335 1,320
Mass commuting vehicle IDBs 20 20 55
IDBs for airports, docks and sports and convention facilities.................... 595 685 185
State and local student loan bonds 285 310 315
State and local debt for private nonprofit educational facilities ................ 260 280 285
State and local debt for private nonprofit health facilities ...................... 2,105 2,250 2,250
State and local debt for veterans housing 290 295 305
Total (after interactions)? 42,710 38,970 36,075

1 The estimate of total tax expenditures reflects interactive effects among the individual items. Therefore the individual items cannot be added
to obtain a total.

To curb the rapid growth of private purpose tax-exempt bonds,
recent legislation has placed restrictions on their use. The Mort-
gage Subsidy Bond Tax Act of 1980 imposed a number of restric-
tions on tax-exempt mortgage revenue bonds (MRBs) for owner-
occupied housing as well as multifamily rental housing bonds, in-
cluding limitations on the volume issued in each State. The Deficit
Reduction Act of 1984 (DEFRA) extended these limitations to De-
cember 31, 1987. The Tax Reform Act of 1986 (TRA) included
mortgage revenue bonds under a new unified volume cap which
also covers student loan bonds and industrial development bonds
(IDBs), as noted below. DEFRA also placed restrictions on qualified
veteran’s MRBs. The issuance of these bonds is limited to five
preexisting State programs in amounts based on previous volume
levels. Future issuance will be limited to veterans who served in
active duty before 1977.
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The Tax Equity and Fiscal Responsibility Act of 1982 required
that industrial development bonds (IDBs) be approved by an elected
public official after a public hearing and that assets of certain IDB-
financed projects placed in service after 1982 be depreciated using
straight-line rather than accelerated depreciation. The 1982 Act
also eliminated the tax exemption for small issue IDBs issued after
1986. DEFRA extended the expiration date to December 1988 and
the TRA extended it one more year to December 1989 for small
issue IDBs that are issued exclusively to finance manufacturing
facilities.

DEFRA also placed limits on the total volume of private purpose
industrial revenue and student loan bonds that could be issued
within each State. The maximum amount was limited to the great-
er of $150 per capita or $200 million per year. As mentioned
earlier, the TRA combines the prior law volume cap for single
family mortgage revenue bonds and multifamily rental housing
bonds with the cap for IDBs and student loans. The cap is set at
the greater of $75 per capita or $250 million for each State,
through 1987. Subsequently, it is the greater of $50 per capita or
$150 million.

FEDERAL GRANTS-IN-AID BY FUNCTION, AGENCY, AND REGION

Distribution of grants by function.—Under the Congressional
Budget Act of 1974, the Congress reviews the budget and sets
targets by function. Consequently, the functional classification of
the budget has become important not only for analysis but also for
congressional control.

Table H-3. FEDERAL GRANT-IN-AID QUTLAYS BY FUNCTION
{In billions of dolfars)

_ Actual Estimate
Functon 1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 1992

National defense 0.2 02| 02 0.2 0.2 02| 02
Energy 05| 04 0.3 0.3 0.2 03| 03
Natural resources and environment................ccoooevvennee 43 38 34 3.2 3.2 32 3.0
Agriculture 19 2.0 1.9 L5 1.2 1.0 1.0
Commerce and housing credit............cccoooeeecerrvvreriennenns * * *
Transportation 184 175| 17.2| 183 177 110| 173
Community and regional development............cc.....oove... 49 49 4.2 35 32 30 29
Education, training, employment, and social services..| 19.0] 186 192 | 199§ 20.1{ 201, 19.5
Health 268 | 287 | 287 299 | 314} 329 344
Income security 291 310 292 276 288 294 300
Veterans benefits and Services.........oo.ccovceenrervirienen, 0.1 0.1 0.1 0.1 0.1 0.2 0.2
Administration of justice 0.1 0.3 0.3 0.2 0.1 0.1 0.1
General government 0.2 0.2 0.1 0.1 0.1 0.1 0.1
General purpose fiscal assistance.........oe..vvcreerevrcevenns 1.0 2.2 1.5 1.6 1.6 1.7 1.7

Total outlays 1124 | 109.9 | 106.3 | 106.5 | 107.9 | 109.2 | 110.6

*$50 million or less.
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Table H-3 shows a functional distribution of Federal grant-in-aid
outlays.2 (Consistent with the emphasis now being placed on longer
range budget planning, Table H-3 and other tables in this Special
Analysis show estimates through 1992.) The functional composition
of grant outlays has changed significantly over the years, as shown
in table H-4. The health function has increased from 3 percent of
Federal aid in 1960 to an estimated 27 percent in 1988. Transporta-
tion has declined from 43 percent in 1960 to an estimated 16
percent in 1988. Other changes occurred between 1960 and 1988 in
education, training, employment, and social services programs,
which increase from 7 percent in 1960 to an estimated 18 percent
in 1988. General purpose fiscal assistance also increased with the
addition of general revenue sharing, from 2 percent in 1960 to 9
percent in 1980. In 1987, outlays for this function are expected to
drop to 2 percent of total grants, due primarily to the termination
of the general revenue sharing program.

Table H-4. PERCENTAGE DISTRIBUTION OF FEDERAL GRANT-IN-AID OUTLAYS BY FUNCTION

Actual Estimate
1960 | 1970 | 1980 | 1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 1992
Natural resources and environment........ 2 2 6 4 3 3 3 3 3 3
Agriculture 3 3 1 2 2 2 1 1 1 1
Transportation..............ccooevevoereervvermeneeens 431 19 14| 16| 16| 16| 17| 16| 16| 16
Community and regional development...| 2 7 7 4 4 4 3 3 3 3
Education, training, employment, and
SOCial SETVICES .........cvveerervaene s 71 27| 24| 17y 17| 18| 19| 19 18| 18
Health 30 16| 17| 241 26, 27} 28| 29| 30; 31
Income Security............oooceevevemeceoeiierns 38 24| 20| 26 28, 28| 26| 27| 2| 27
General purpose fiscal assistance........... 2 2 9 6 2 1 1 1 2 2
QOther * 1 1 1 1 1 1 1 1 1
Total..........ooeeieeecenriersirenne 100 | 100 | 100 | 100 | 100 | 100 | 100 100 | 100 | 100

*0.5% or less.

Distribution of grants by agency.—Table H-5 shows grant outlays
by agency. The Department of Health and Human Services will
provide 44 percent of total estimated grant-in-aid outlays in 1988,
far more than any other agency.

Distribution of grants by region.—Most grant funds are distribut-
ed among States or localities by formulas, with elements in the
formula that reflect program objectives. For example, the distribu-
tion of most highway funds among States is affected by the number
of miles of highways in the State; the distribution of education
grants is affected by the number of school children meeting certain
criteria. Two of the largest grants, medicaid and aid to families
with dependent children, are open-ended grants, whereby States
determine the program level and the Federal Government reim-

2 Table H-11 contains functiorial data and programmatic detail within each function for both budget author-
ity and outlays.
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Table H-5. FEDERAL GRANT-IN-AID OUTLAYS BY AGENCY

(In billions of dotlars)

Estimate
Agency Actual 1986
1987 1988

Funds Appropriated to the President 0.3 0.3 0.2
Department of Agriculture 10.4 113 9.8
Department of Commerce. 0.4 04 0.2
Department of Education 838 8.5 8.6
Department of Energy 03 0.2 0.1
Department of Health and Human Services 450 474 46.3
Department of Housing and Urban Development...........c..cceveececrvvnvessnnne 114 12.3 12.0
Department of the Interior 13 1.4 13
Department of Justice 0.1 0.3 0.3
Department of Labor 51 55 59
Department of Transportation 18.3 17.5 17.1
Department of the Treasury 54 04 0.3
Environmental Protection Agency 34 3.0 2.7
QOther 15 1.6 15

Total outlays 1124 109.9 106.3

burses the States for a portion of their total costs. As a result of
these and other factors, the distribution of grants differs among

regions, as shown in Table H-6.

Table H-6. DISTRIBUTION OF GRANTS BY REGION, SELECTED FISCAL YEARS

Dollars per capita | Average
annual
19861 percent
Federal Region total in-
grants 1976 19862 | crease,
1976~
86
I. | Maine, Vermont, New Hampshire, Massachusetts, Connecticut, Rhode
Island 66| 298| 518 5.5
Il. | New York, New Jersey, Puerto Rico, Virgin Islands................cccoerrcrrcerrnnnee, 183] 329 635 6.6
IN. | Virginia, Pennsylvania, Delaware, Maryland, West Virginia, District of
Columbia 126 | 290 | 497 5.4
IV. | Kentucky, Tennessee, North Carolina, South Carolina, Georgia, Alabama,
Mississippi, Florida 243 | 391 4.8
V. | linois, Indiana, Michigan, Ohio, Wisconsin, Minnesota. 240 | 449 6.3
VI. [ Arkansas, Louisiana, Oklahoma, New Mexico, Texas ..........ccoueeerveee 238 37 46
VII. | lowa, Kansas, Missouri, Nebraska . 226 0 393 5.6
VIl. | Colorado, Montana, North Dakota, South Dakota, Utah, Wyoming............. 40| 301 526 5.6
IX. | Arizona, California, Nevada, Hawaii, other territories ...........occverrvencee 138 269 423 45
X. | Idaho, Oregon, Washington, Alaska 441 3231 502 44
United States 1124 268 | 459 5.4

1 Preliminary estimate, in billions of dollars.

2 See “Federal Expenditures by State,” Bureau of the Census, for additional information concerning State distribution of Federal grants and

other Federal spending.

The highest per capita aid in 1986 went to Region II, which
includes New York, New Jersey, Puerto Rico, and the Virgin Is-
lands. The lowest per capita aid in 1986 went to Regions IV, VI,
and VII, generally covering the South and the Plains States.
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HisToricAL PERSPECTIVES

In recent decades, Federal aid to State and local governments
has become a major factor in the financing of certain government
functions. The rudiments of the present system date back more
than 120 years to the Civil War. The Morrill Act, passed in 1862,
established the land grant colleges and instituted certain federally
required standards, as is characteristic of the present grant-in-aid
system. Federal aid was later initiated for agriculture, highways,
vocational education and rehabilitation, forestry, and public health.
In the depression years, Federal aid was extended to meet income
security and other social welfare needs.

Table H-7. HISTORICAL TREND OF FEDERAL GRANT-IN-AID OUTLAYS

(Fiscal years; dollar amounts in billions)

Federal grants as a percent of
graTr?tt:-lin- Federal outlays Stal}:;a a|nd Gross
aid Domestic |  expendi- National
Total rograms 2 e Product
Five-year intervals:
1950 $2.3 5.3% 11.6% 10.4% 0.8%
1955 3.2 47 17.2 10.1 0.8
1960 7.0 1.6 206 14.6 1.4
1965 10.9 9.2 203 15.2 16
1970 24.1 12.3 253 19.2 24
1975 49.8 15.0 23.1 22.1 3.3
Annually:
1980 91.5 15.5 23.3 25.8 34
1981 94.8 14.0 21.6 24.6 3.2
1982 . 882 118 19.0 21.6 2.8
1983 92.5 11.4 18.6 213 2.8
1984 97.6 115 19.6 211 26
1985 105.9 11.2 193 21.0 2.1
1986 112.4 114 19.8 20.6 2.1
1987 estimate 109.9 10.8 189 NA 2.5
1988 estimate 106.3 104 18.6 NA 2.2
1989 estimate 106.5 10.0 178 NA 21
1990 estimate 107.9 9.7 174 NA 2.0
1991 estimate 109.2 9.5 17.0 NA 19
1992 estimate . 1106 9.4 16.6 NA 18

glEt:(ccllltl%?s %f\fltll’au dsg?;roﬂggﬁalal:leg:gs ;lrtirggi%:'lda%e;ﬁairs and net interest

3 As defined in ythe national income and product accounts. )

mtzﬁéo?vazmﬁbnal detail, see the Historical Tables volume of the Budget of the United Slates Government, Fiscal Year 1988

However, Federal grants did not become a significant factor in
Government expenditures until after World War II. As shown in
table H-7, Federal grants to State and local governments were $2
billion in 1950, and by 1965 they had risen to $11 billion. In 1981
they increased to nearly $95 billion, an average annual increase of
14.2 percent since 1965. In 1988 Federal grants are estimated to be
$106.3 billion, 10.4 percent of total Federal outlays and 18.6 percent
of domestic Federal outlays.
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Table H-7 also shows grants-in-aid as a percent of State and
local expenditures and as a percent of gross national product
(GNP). Grants as a percent of State and local expenditures in-
creased from 10.4 percent in 1950 to 25.8 percent in 1980, declining
to 20.6 percent in 1986. Grants increased as a percent of GNP from
0.8 percent in 1950 to 3.4 percent in 1980, and are projected to
decline to 1.8 percent by 1992.

Table H-8 shows the composition of grant-in-aid outlays for se-
lected years since 1950 according to the categories of payments for
individuals, physical capital investment, and other purposes.
Almost half of estimated 1988 grants are to States and localities as
payments for individuals.® Among the larger of these programs are
medicaid, family support payments (AFDC), housing assistance,
and nutrition programs.

Table H-8. COMPOSITION OF GRANT-IN-AID OUTLAYS

(Fiscal years; dollar amounts in billions)

Composition of grants-in-aid Share of State and local

capital expenditures financed

Total Grants for | Grants for by—
B PR o | over N

el h [ m source

|3glnan ;'r]l::{stz Grants-in-aid Tevenues
Five-year intervals:

1950 23 13 0.5 0.5 8.4% 91.6%
1955 3.2 1.6 0.8 0.8 8.3 91.7
1960 7.0 2.5 33 1.2 239 76.1
1965 109 37 50 2.2 248 75.2
1970 24.1 8.6 10 84 24.6 75.4
1975 49.8 164 109 22.5 257 74.3

Annually:

1980 : 91.5 319 22.5 37.1 36.4 63.6
1981 948 36.9 22.1 357 359 64.1
1982 88.2 319 20.1 30.2 340 66.0
1983 92.5 416 20.5 304 337 66.3
1984 97.6 443 221 30.6 349 65.1
1985 105.9 48.1 248 33.0 337 66.3
1986 112.4 514 26.2 34.7 313 68.7
1987 estimate 109.9 54.2 248 30.8 NA NA
1988 estimate 106.3 52.9 234 30.0 NA NA

L For an identification of accounts in this category, see Table H-11, including its footnotes.

2 Excludes capital grants that are included as payments for individuals.

NA=Not available.

Table H-8 also shows the share of State and local capital expend-
itures financed by Federal grants or by revenues from State and
local own sources. The Federal share increased from 8.3 percent in
1955 to 23.9 percent in 1960 largely because of the initiation of
Federal trust fund financing for the interstate highway system.
The share increased from 24.6 percent in 1970 to 36.4 percent in
1980, increasing by almost half in ten years. In contrast, this

2 Payments for individuals are defined as Federal outlays providing benefits in cash or in-kind that constitute
income transfers to individuals or families.
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percentage declined to 31.3 percent in 1986, largely because State
and local capital spending financed by their own revenues has
increased significantly. The major capital investment programs are
for highways, mass transit, community development block grants,
and sewage treatment systems.

Grants for capital investment are estimated to be $23.4 billion in
1988, 22 percent of total grants-in-aid.

GRANTS MANAGEMENT

The increase in grant expenditures since World War II was
accompanied by an increase in the number of grants designated for
specific purposes. This increase took place especially in the 1960's
and early 1970’s. These grants usually contained Federal legislative
and regulatory mandates, required matching funds from the recipi-
ent governments, and gave little discretion in their use to State
and local officials. They came to be known as categorical grants,
with complex administrative requirements to ensure that their
purposes were met.

To reverse this trend and to devolve authority, broad-based
grants have been emphasized in recent years. In addition, many
mandatory administrative or procedural requirements associated
with grant programs have been simplified or eliminated. Regula-
tory reforms and management improvements have increased the
efficiency of the intergovernmental grant-in-aid system and have
strengthened the authority of State and local elected officials over
Federal financing and development activities in their jurisdictions.

General purpose and broad-based grants.—General-purpose aid
gives State and local governments almost complete discretion in
determining their use. Broad-based aid, which includes block
grants, gives State and local governments considerable discretion
within a broadly defined program area. Table H-9 shows general-
purpose and broad-based grants as a percent of total grants for
selected years from 1972 to 1990.

General-purpose aid increased dramatically with the introduction
of the general revenue sharing program, from less than 2 percent
of all grants in 1972 to more than 14 percent in 1975, but declined
to 6.5 percent in 1985. The general revenue sharing program was
terminated in 1986. The remaining programs in this category are
expected to comprise 1.6 percent of total grants-in-aid in 19&8.

Under the current administration, broad-based aid has increased
as a percent of total Federal aid. Based on proposals in the 1982
Budget, Congress enacted nine block grants that consolidated 57
grant programs. In 1982, Congress enacted the Job Training Part-
nership Act, which replaced several expiring Comprehensive Em-
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ployment and Training Act programs with a block grant to the
States.

In this budget the administration is proposing new block grants
for highways and for family planning services. Broad-based aid is
estimated to increase to 13.2 percent of total grants-in-aid in 1988.

Table H-9. OUTLAYS FOR GENERAL-PURPOSE, BROAD-BASED, AND OTHER GRANTS

(Dollar amounts in billions)

Actual Estimate
1972 1975 1980 1986 1987 1988 1989 1990

General-purpose grants:

General revenue sharing 6.1 6.8 51 0.1
Other general purpose fiscal
assistance and TVA L............ 0.5 0.9 18 2.1 2.4 1.7 1.8 19
Subtotal, general-
purpose grants.......... 0.5 10 86 12 2.4 17 1.8 19
Broad-based:
Highway block grant 0.1 1.6 2.1 2.0
Community development * 39 3.3 33 3.0 2.7 2.6
Health block grants.................... 0.1 0.1 0.1 11 11 1.1 1.2 1.2
State education block grants..... 04 0.5 0.6 0.5 0.5
Employment and training 1.3 2.1 19 1.8 18 1.8 1.8
Social services block grant........ 19 2.0 2.8 2.7 2.7 2.7 2.7 2.7
Low-income home energy
assistance 2.0 18 13 1.2 1.2
Other 0.8 1.1 14 19 2.1 2.0 18 1.6

Subtotal, broad-based

29 467 103 134 134 141 141 13.6
310 382 725 918| 941 905 906 924

44| 298] 916 1124| 1099| 1063 | 106.5| 1079

ADDENDUM: PERCENT OF

TOTAL
General-purpose grants.............. 16% | 141% | 94% | 64% | 22%| 16%| 17%| 17%
Broad-based grants . 83% | 92% | 113% | 119% | 12.2% | 13.2% | 13.2% | 12.6%
Other grants...........cccooovvonn. 90.1% | 76.7% | 79.3% | 81.7% | 85.6% | 85.2% | 85.1% | 85.6%
Total.....cco.oovcern, 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0%

*$50 million, on or less.

* For detail, see grants in the general purpose fiscal assistance function, Table, H-11. Amounts in Table H-9 above include shared revenues
from the Tennessee Valley Authority, shown in the energy function.

In 1986 there were approximately 340 different grant programs.
Most of the spending is concentrated in relatively few—more than
85 percent of estimated obligations in 1986 were concentrated in
only 25 programs.

Most general-purpose and broad-based grants reduce or eliminate
the requirement that recipients match Federal funds with their
own. Despite the increase in these grants, matching requirements
for all grants as a whole have increased. In 1980, State and local
governments were estimated to provide approximately $.37 of re-
quired matching funds for each $1 of Federal aid; the State and
local share in 1986 was about $.50 for each Federal dollar. The

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



H-26 THE BUDGET FOR FISCAL YEAR 1988

increase is because of the significant growth in programs such as
medicaid that require a larger than average matching share.

Federalism.—The President’s success in restoring governmental
authority and establishing regulatory flexibility to State and local
governments has been substantial. Last year the Domestic Policy
Council’s Working Group on Federalism submitted a Statement of
Federalism Principles to the President for his signature. On April
8, 1986, the President signed the Statement which serves to clarify
the relationship between Federal, State, and local governments.
The Federalism Working Group is currently considering alterna-
tive ways to carry out these principles throughout the Government.
The Federalism Working Group has also recommended to the Do-
mestic Policy Council that “crossover sanctions”, which apply to
one grant program in order to influence State policy in another
area, be evaluated.

Regulatory relief.—Regulatory relief is another area where the
administration is seeking to give more flexibility and authority to
State and local governments. The administration’s regulatory
policy guidelines include provisions that state:

¢ Federal regulations should not preempt State laws or regula-
tions, except to guarantee rights of national citizenship or to
avoid significant burdens on interstate commerce.

* Regulations establishing terms or conditions of Federal grants,
contracts, or financial assistance should be limited to the mini-
mum necessary to achieve the purposes for which the funds
were authorized and appropriated.

The structural changes legislated to convert categorical programs
into block grants were accompanied by dramatic regulatory relief
that reduced red tape and gave States and localities more flexibil-
ity in the use of the funds. Administration initiatives continue to
provide State and local governments with regulatory relief for
individual grant programs, maintain the regulatory relief provided
for the new block grants, and reform selected crosscutting require-
ments, using ‘“‘common” rules to carry out Federal regulations.

OMB continued to lead a Presidential task force to make grants
management more business-like and revise OMB Circular A-102,
“Uniform Requirements for Grants to State and Local Govern-
ments.” A-102 was identified as a target for regulatory relief by
the Presidential Task Force on Regulatory Relief. Two products
were developed: (1) a revised and shortened OMB circular, provid-
ing guidance to agencies on business-like management practices,
and (2) a single, “common” agency rule, specifying terms and condi-
tions of awards to grantees, to eliminate redundant and inconsist-
ent administrative requirements among the 26 agencies.
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Management Improvements.—In 1986, the administration carried
out a number of efforts to improve management of the grant-in-aid
system. The major accomplishments included the following:

New emphasis was placed on efforts to curb fraud, waste, and
abuse. The President signed Executive Order 12549, ‘‘Debar-
ment and Suspension” on February 18, 1986, directing over 20
agencies to participate in a government-wide system of debar-
ment and suspension for nonprocurement programs and activi-
ties (grants, loans, etc.). OMB and an interagency task force
developed procedural guidelines to ensure consistency in
agency implementation, prescribing which programs and ac-
tivities are covered by the Order, government-wide criteria,
and minimum due process procedures. Proposed OMB guide-
lines were issued in February, 1986; final guidelines are expect-
ed in early 1987.

In February, 1986, pursuant to a Presidential memorandum, 17
agencies issued a single, “common” final regulation simplifying
uniform relocation assistance policies. The common rule recog-
nizes State and local competence, deletes regulatory planning
requirements, and changes the reporting frequency, which had
been annual in most cases, to no more than every three years.
A cash management seminar promoting the new cash manage-
ment policies developed by a joint State and Federal task force
was held in 1986. Several States expressed interest in one of
the optional funding techniques. OMB and Treasury have pre-
pared proposed amendments to the Intergovernmental Coop-
eration Act to permit full implementation.

OTHER SOURCES OF FEDERAL AID INFORMATION

The grant-in-aid series in the budget provides a comprehensive
picture of Federal grants-in-aid, which are programs financed but

not

directly administered by the Federal Government. The Census

series (published in Governmental Finances) and the national
income and product accounts (NIPA) series (published in Special
Analysis B and in the Survey of Current Business) are parts of a
broader statistical concept encompassing the entire economy, and
as a consequence grants-in-aid are defined somewhat differently
than in the budget. Both series omit the following items that the
budget includes:

—Federal aid to the Governments of Puerto Rico and U.S. terri-

tories;

—certain payments in-kind, primarily commodities purchased by
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—payments to private, nonprofit entities (such as nonprofit hos-
pitals) that operate under State auspices or within a State
plan.

One major group of payments excluded in the budget definition
of grants but included in the Census and NIPA series is payments
for research conducted by public universities. The budget series
excludes these payments because they are considered to be a pur-
chase of services for the Federal Government rather than aid for
State or local programs. Because both Census and the NIPA series
focus on total cash payments to State and local governments, they
count these as grants. A major item included only in the Census
definition is unemployment compensation for Federal employees,
ex-servicemen, and temporary extended benefits. One major kind of
outlay included in the budget and Census definitions but excluded
from the NIPA series is grants to subsidize the operation of public
enterprises, mainly housing and transportation facilities. These are
counted as subsidies by the Federal Government in the NIPA
rather than as grants. Table H-10 shows these and other minor
differences among the three series, but the differences are largely
offsetting and the three series exhibit similar patterns.

Table H-10. THREE MEASURES OF FEDERAL GRANTS-IN-AID TO STATE AND LOCAL GOVERNMENTS,

1982-85
{In billions of dollars)
1982 1983 1984 1985
Budget (Special Analysis H) 88.2 92.5 976 | 1059
Less principal exclusions:
Agricultural commodities -11| 20| —18| =25
Geographical exclusions —18) =25| 26| =27
Plus payments for research 34 42 46 51
Federal unemployment benefits and related 0.4 0.2 0.4 0.4
Alf other (net) 31 -39 0.7 1.0
Federal payments {Census) 86.0 88.5 99.0 | 107.2
Less:
Low-rent pUblic NOUSING.........coovvvreeereeeeeeree e sse e —48| —55] —56| —6.2
Federal unemployment benefits and related —04| 02| —04| —04
All other (net) 2.6 29| —23| -28
Grants-in-aid (national income and product accounts) ..........cccoeveevrvvecrrnnrnene 834 85.7 90.7 97.7

In addition to these data sources, information on the distribution
of Federal funds to State and local governments can be found in
several other documents.

—Budget Information for the States (BIS) provides estimates of
State funding allocations for the largest formula grant pro-
grams for the past, present and budget year. These programs
comprise approximately 80 percent of total Federal aid to State
and local governments. The document is prepared by the Office
of Management and Budget soon after the Budget is released.
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—Federal Expenditures by State is a report prepared by the
Bureau of the Census that shows Federal spending by State for
the most recently completed fiscal year. This document in-
cludes the outlay data on Federal grants to State and local
governments that previously appeared in the Department of
the Treasury publication, Federal Aid to States.

—The Consolidated Federal Funds Report (CFFR) is two annual
documents that show the distribution of Federal spending by
county areas and by local governmental jurisdictions. It is
released by the Bureau of the Census in the Spring.

—The Catalog of Federal Domestic Assistance is prepared by the
General Services Administration with data collected by the
Office of Management and Budget and is available from the
Government Printing Office. The basic edition of the Catalog is
usually published in June and an update is generally published
in December. It contains a detailed listing of grant-in-aid and
other assistance programs; discussions of eligibility criteria,
application procedures, and estimated obligations; and related
information. This is a primary reference source for communi-
ties wishing to apply for grants-in-aid.

—The Federal Register is published daily by the Government
Printing Office and has current information on agencies that
are accepting applications for specific programs. These notices
also provide information on eligibility criteria and application
procedures.

—The Federal Assistance Awards Data System (FAADS) provides
computerized information about current grant funding. Data
on all direct assistance awards are provided quarterly to the
States and to the Congress.

THE STATE AND LOCAL GOVERNMENT SECTOR OF THE NATIONAL
INcoME AND ProbpucT ACCOUNTS %

The national income and product accounts (NIPA) provide a
comprehensive statistical description of the U.S. economy that in-
cludes State and local government receipts and expenditures. These
data measure the relationship between the State and local govern-
ments as a sector of the economy and other sectors.

There are three major differences between NIPA data and a
government’s own budgetary accounting for receipts and expendi-
tures. First, financial transactions and the purchase and sale of
land and other existing assets are excluded from NIPA data but
are generally included in budgetary data. Second, a large number
of transactions in the NIPA accounts are recorded on an accrual
basis, while many governments show transactions on a cash basis.

4 Special Analysis B provides general information on the Federal sector of the national income and product
accounts.
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Third, NIPA data aggregate total State and local transactions,
whereas many governments separate their general fund from spe-
cial funds. As a result of these differences, NIPA totals are not the
same as an aggregate of these governments’ financial budgets.
However, the NIPA data do provide timely estimates of total State
and local fiscal transactions not otherwise available and if used
with care can provide helpful financial indicators.

NIPA State and local sector.—The following chart shows State
and local operating account surpluses and deficits as a percent of
receipts, excluding the social insurance funds (primarily pensions).
The social insurance funds have been excluded because their sur-
pluses are for future pension obligations and are not available for
carrying out the general responsibilities of these governments. It is
reasonable for the operating account to be in deficit because it
includes capital expenditures, often financed through borrowing.

The peaks and troughs in the operating account are largely the
result of:

—changes in economic activity, which affect primarily receipts;

—decisions regarding debt-financed capital spending; and

—changes in Federal aid.

The operating account was in deficit every year from 1955 to
1971. Unlike this earlier period, during the 1970’s it was generally
in surplus. In part, this change reflected the growth of Federal
grants (rather than State and local borrowing) to finance new
infrastructure.

—The surpluses in the early 1970’s were largely the result of the
initiation of general revenue sharing and strong economic
growth.

—The low point in 1975 was largely the result of the recession.

—The surpluses in the latter 1970’s were largely the result of the
economic recovery, increases in anti-recession Federal grants,
reductions in debt-financed capital spending, and general re-
straints in government spending exemplified by the passage of
Proposition 13 in California in 1978.

The recession brought the account into deficit in 1980 and 1982,
albeit quite small ones relative to the 1955-71 period. As a result of
the recession, States and localities reduced expenditures and in-
creased taxes. These actions along with national economic growth

over the past four years have helped return the account to surplus
for 1983-1986.
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State and Local Surpluses and Deficits (Operating Account)
as a Percent of Receipts
Percent Percent
6 6
4 -4
0 /NV 0
-2- - -2
-4 - —4
-6 -6
-8+ - -8
~10 1 - -10
_12 T T T 1 T "12
1955 60 65 70 75 80 86
Calendar Year Estimate
Note: Excludes Social Insurance Funds

DETAILED FEDERAL AID TABLES

The following two tables present detailed Federal aid data for
1986, 1987, and 1988. Table H-11, “Federal Grants to State and
Local Governments—Budget Authority and Outlays,” provides de-
tailed budget authority and outlay data for grants-in-aid. Table H-
12, “Credit Assistance to State and Local Governments,” provides
information on direct and guaranteed loans to State and local
governments.
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Table H-11. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND
OUTLAYS

(In millions of doliars)

BUDGET AUTHORITY OUTLAYS
Function, agency and program 1985 1987 1988 1986 1987 1988
actual estimate estimate actual estimate estimate
NATIONAL DEFENSE:
Department of Defense—Military:
National Guard centers construction......... 95 99 100 95 99 100
L1 ERUUSSPSSSUUROPPPPOPON RUMRORose IR () OORRRPRRROORIIN | SRSOROORrooR I I SOOI
Federal Emergency Management Agency:
Emergency management planning and
assistance 79 78 71 81 71 66
Total, national defense .................... 175 175 177 177 174 166
ENERGY:
Department of Energy:
Energy conservation................ce..veeemeeeenn. 263 14 6 311 215 58
Department of Housing and Urban Devel-
opment:
Assistance for solar and conservation
improvements 1 2 13 *
Tennessee Valley Authority:
Tennessee Valley Authority fund 196 202 214
Total, energy............ccoooeevvrrrrrerannnnd 263 15 6 538 431 273
NATURAL RESOURCES AND ENVIRON-
MENT:
Department of Agriculture:
Watershed and flood prevention oper-
ations 172 16 4 169 101 60
Resource conservation and development .. 8 2 * 10 7 5
State and private forestry.........cccc.ooovceene. 25 29 3 25 29 3
Forest research 8 7 11
Department of Commerce:
Operations research and facilities............. 139 85 54 139 129 31
Department of the Interior:
Abandoned mine reclamation fund ........... 149 161 151 130 140 135
Regulation and technology . 35 45 45 34 45 44
Land acquisition................eeeeereeevvvsienreaens 46 90 13 56
Urban park and recreation fund 7 1 4
Historic preservation fund........................ 24 9 e 25 22 10
Resource management ..................ccoouevrnn: 5 O S 6 2 *
Construction 2 3 1 1
Sport fish restoration................ccooooeerener 122 141 174 39 121 153
Miscellaneous permanent appropriations... 121 110 114 152 113 106
Environmental Protection Agency:
Sewage treatment system construction
grants 1,774 2,000| 2,000 3,109 2,599 2,320
Abatement, control, and compliance......... 271 275 296 260 285 282
Hazardous substance superfund............... 32 266 297 49 74 136
Leaking underground storage tank trust
fun 16 2 6
Total, natural resources and envi-
ronment 2926 | 3,155| 3138 4255 | 3757 3362
AGRICULTURE:
Department of Agriculture:
Food donations (Commodity Credit Cor-
poration) 1,281 1,400 1,279 1,281 1,400 1,279
Temporary emergency food assistance
program 50 4 ) B 50 25 14
Extension ServiCe.........rmmerrvveerrevseereennns ‘ 328 332 263 340 332 214
Cooperative State Research Service.......... 285 308 240 260 285 299
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Table H-11. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND
OUTLAYS—Continued

{In millions of dollars)

BUDGET AUTHORITY OUTLAYS
Function, agency and program 1986 1987 1988 1986 1987 1988
actuat estimate estimate actuat estimate estimate
Payments to States and possessions
(AMS) 1 1 1 P2 T
Total, agriculture.............................. 1,945 2,063 1,782 1,932 2,044 1,866
COMMERCE AND HOUSING CREDIT:
Department of Agriculture:
Miscellaneous expiring appropriations....... S O R
Department of Commerce:
Enterprise development and opportunity... 1 1 2 1 1
Total, commerce and housing
credit 1 ) N SO 2 1 1
TRANSPORTATION:
Department of Transportation:
Federal-aid highways (trust fund)........... 14,465 12,319 | 12,533
Highway traffic safety grants...... 126 128 128
Highway-related safety grants.. 9 9 11
Motor carrier safety grants...... 16 21 4]
QOther highway programs..... 38 120 117
Formula mass transit grants.... 2,058 1,996 1,884
Discretionary grants - transit... 1,053 898 808
Interstate transfer grants - transit........... 191 360 174
Research, training, and human re-
sources 6 7 6
Washington metro..........cccoooeevvvccenmnnnnnnn, 217 196 200
Miscellaneous expired accounts 450 250
Federal Railroad Administration................ 16 45 15
Grants-in-aid for airports..............ccoeenvee... 973 889 950
Boat safety 43 39 15
Research and special programs............... 4 4 1
Pipeline safety 5
Washington Metropolitan Area Transit Au-
thority:
Interest payments.............ccoomevemercrvinns 52 52 52 96 57 51
Total, transportation ........................ 19,273 ) 18,046 | 16,019 || 18,366 | 17,544 | 17,198
COMMUNITY AND REGIONAL DEVELOP-
MENT:
Funds Appropriated to the President:
Disaster relief 297 102 106 288 266 191
Department of Agriculture:
Rural water and waste disposal grants.... 109 30 o 178 167 121
Rural community fire protection grants.... 3 O 3 1 1
Rural development loan fund 14
Miscellaneous expiring appropriations....... 1 S S
Department of Commerce:
Economic development assistance pro-
grams 191 Y1 N 283 201 163
Other Programs...........eoveeveeevenvcresesmeneeefosssssesssssssae|secresnssensonees 2 3 1
Department of the Interior:
Bureau of Indian Affairs.............ccovrvvveeren 11 17 23 11 17 2
Department of Housing and Urban Devel-
opment:
Community development block grants...... 2,990 2,625 2,510 3,326 3,292 3,047
Urban development action grants............. 316 20 [t 461 428 355
Rental housing development and reha-
DItAtion .......ooevrerreeeeceeccres 144 95 75 142 322 282
QOther community development................ 13 6 13
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Table H-11. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND
OUTLAYS—Continued

{In millions of dollars)

BUDGET AUTHORITY OUTLAYS

Function, agency and program 1986 1987 1988 1986 1987 1988
actual estimate estimate actual estimate estimate

Federal Emergency Management Agency:
Emergency management planning and
assistance 10 6 2 10 9 5
National insurance development fund....... 10 2
Appalachian Regional Commission:
Appalachian regional development pro-
grams 112 70 154 135 115
Neighborhood Reinvestment Corporation:
Neighborhood Reinvestment Corporation... 18 19 19 18 19 19

Total, community and regional
development ... 4,211 3,012 2,735 4,861 4,881 4,249

EDUCATION, TRAINING, EMPLOYMENT,
AND SOCIAL SERVICES:
Department of Commerce:
Public telecommunications facilities......... 23 1 ]
Miscellaneous appropriations * *
Department of Defense--Civil:
Payment to the Henry M. Jackson
Foundation 10 10
Department of Health and Human Serv-
ices, except Social Security:
Socia services block grant... 2,584 2,700 2,700 2,671 2,661 2,697
Community services 352 368 310 350 368 328
Interim assistance to St -
BIAtioN.c.eeorecereeeeeeee s e 928 299
1,827 lggé 2,210 1,831 1,912 2,158

Human development services .
Family social services

Work incentives ..... 203 103 22 110 11
Department of the Interior:
QOperation of Indian programs................... 22 23 23 22 23 23
Department of Labor:
Training and employment Services ........... 2,680 2,634 3,693 3,019 2,885 3,209
Federal-State employment service ............ 928 840 843 957 915 843
Community service employment for
older AMericans...........eeeeererrveermersenns 69 12 72 ! 70 12
Department of Education:
Compensatory education for the disad-
vantaged 3525 | 3938, 4,144 3,392 3,097 3,946
Impact aid 676 699 548 678 760 576
Special Programs.............cco.eeeuveenessriseeenns 626 809 122 575 615 820
Bilingual education..... 98 104 104 52 112 102
Immigrant education .. 29 46 21 7
Indian education.................. 61 60 60 59 48 60
Education for the handicapped.................| 1,205 1,302 1,352 1,596 1,239 1,165
Rehabilitation services and handicapped
research 1,191 1,234 1,278 1,198 1,264 1,265
Payments to institutions for the handi-
capped 5 6 6 3 10 6
Vocational and adult education ................ 898 546 128 1,008 1,035 516
Student financial assistance 1. 13 82 60 2
Higher education................cccoooereriverrinanns 10 8 8 * 9 8
Higher education facilities loans and
insurance N PO WO
Libraries 115 98 | 98 186 79
Community Services Administration:
Community services programs -2 -2 -1
Corporation for Public Broadcasting:
Public broadcasting fund.............ccoooo..... 160 200 258 160 200 170
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Table H-11. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND

OQUTLAYS—Continued
(in millions of dotlars)
BUDGET AUTHORITY OUTLAYS
Function, agency ard program 1986 1987 1988 1986 1987 1988
actual estimate estimate actual estimate estimate

National Endowment for the Arts:

National Endowment for the Arts............. 31 33 28 36 30 32
Institute of Museum Services:

Institute of Museum Services................... 5 5 5 6 6 5

Total, education, training, em-

ployment, and social services..... 18,139 | 18753 | 20,101 18,953 | 18573 | 19,172
HEALTH:
Department of Agriculture:
Food Safety and Inspection Service......... 34 K 3 33 K175 S
Department of Health and Human Serv-
ices, except Social Security:
Medicaid ! 24,644 | 26,640 | 26,864 || 24,995 26,700 ; 26,864
Public health service management 155 63
Health resources and services 1 .............. 1,045 1,068 930 1,078 1,079 997
Disease control, research and training..... 177 214 216 164 175 203
Aicohol, drug abuse, and mental
heaith 1 490 697 522 494 640 541
Department of Labor:
Occupational Safety and Health Admin-

istration 55 59 61 54 58 61
Mine Safety and Health Administration.... 5 5 5 5 5 5

Total, health................coovrrverr 26,449 | 28,719 | 28753 | 26,823 | 28,693 | 28733

INCOME SECURITY:
Department of Agriculture:
Child nutrition programs (incl. Sect.

321 4,083 43751 3,850 4,014 4322 389
Food stamp program administration 1...... 947 1,056 1,090 968 1,128 1,085
Nutrition assistance for Puerto Rico 2 ..... 820 853 825 824 849 826
Women, infants, and children pro-

grams 1 1,578 1,661 1,685 1,577 1,700 1,684
Commodity supplemental food pro-

gram 1 37 4] 35 36 42 35
Special milk program 2 ..............cccomeerens 11 18 [ocnnene 15 19 2
Cash and commodities for selected

groups 1 194 194 193 183 211 192
Rural housing preservation grants * ........ 19 5 20 4
Rural housing for domestic farm labor * . 10 2 17 10 9
Mutual and self-help housing 1................ N PO IO 7 6 5

Department of Health and Human Serv-
ices, except Social Security:
Family support payments to States

(AFDC and CSE) 1...cenrververeccrrrrennns 9,899 1 10414 9,776 9,877 10,606 9,776
Program administration.............c.c...cceoee... 15 18 3 6 8 10
Payments to States from receipts for

child support ..o * il I * * *
Low income home energy assistance 1...| 2,008 1,822 1,237 2,046 1,838 1,291
Refugee and entrant assistance *............ 391 328 245 422 366 279

Department of Labor:
Unemployment trust fund - administra-
tion 1,598 1,599 1,700 1,570 1,599 1,700
Department of Housing and Urban Devel-
opment:
Subsidized housing program 1 ................ 36935 3,969 3,920 5221 4,925 5213
Shelter programs 1 . 19 5 (L. 8 4
Payments for operation of low income
housing 1 1,159 1,435 1,377 1,181 1,344 1,489
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Table H-11. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND
OUTLAYS—Continued

{In millions of dollars)

BUDGET AUTHORITY OUTLAYS
Function, agency and program 1986 1987 1988 1986 1987 1988
actual estimate estimate actual estimate estimate
Low-rent  public housing  (forgiven
loans) 895 1,829 1,552 1,012 1,909 1,644
Congregate services program 1................ 3 K I 4 6 6
Federal Emergency Management Agency:
Emergency food and shelter 1 ................. 70 70 80 89 70 80
Total, income security .................... 27437 | 29,709 ; 27573 { 29,070 | 30,986 | 29,229
VETERANS BENEFITS AND SERVICES:
Veterans Administration:
Medical care ! 65 68 13 65 68 13
Grants for constructing State care fa-
cilities * 21 42 42 17 30 34
Other veterans K] 6 9 5 6
Total, veterans benefits and serv-
ices 89 110 121 90 103 112
ADMINISTRATION OF JUSTICE:
Department of Justice:
Justice assiStance ............vrvceerrrermereenns 125 358 26 89 186 241
Crime victims fund............... 59 63 70 11 65 55
National Institute of Corrections............... ] 3 3 7 6 4
Revolving fund —* —x* *
Department of the Treasury:
Payments to the Government of Puerto
Rico 2 SOOI | RSSO S
Department of Housing and Urban Devel-
opment:
Fair housing assistance...............ccoo.ove.... 6 6 10 5 8 14
Equal Employment Opportunity Commis-
ion:
Equal Employment Opportunity Commis-
19 20 24 21 20 24
Other Temporary Commissions:
State Justice Institute: salaries and ex-
penses 7 6 1
Total, administration of justice....... 215 464 133 133 299 339
GENERAL GOVERNMENT:
Department of the Interior:
Administration of territories ...........cco.orere. 74 73 59 11 71 56
Trust Territory of the Pacific islands........ 76 67 15 93 85 18
Total, general government .............. 151 140 74 171 162 74
GENE‘I‘!Ir:Ié PURPOSE FISCAL ASSIST-
Department of Agriculture:
Forest Service ?ermanent appropriations.. 685 274 26 399 560 26
Department of Defense--Civil:
Corps of Engineers permanent appro-
priations 4 8 6 7 6 6
Department of the Interior:
Payments in lieu of taxes ................conm. 100 105 105 100 105 105
Payments to States - mineral leasing
receipts 423 435 391 423 435 391
Bureau of Land Management permanent
appropriations............... . 83 76 50 19 76 50
National wildlife refuge f 11 13 13 12 11 12
Payments to the U.S. territorie 80 65 70 18 67 70
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Table H-11. FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND

OQUTLAYS—Continued
(In miflions of dollars)
BUDGET AUTHORITY OUTLAYS
Function, agency and program 1986 1987 1988 1986 1987 1988
actual estimate estimate actual estimate estimate
Department of the Treasury:
General revenue sharing.............cc..covee..oes 4,185 5114 76 b
Internal revenue collections for Puerto
Rico 205 205 205 205 205 205
Miscellaneous permanent appropriations... 97 108 111 100 108 111
Department of Energy:
Payments to States under the Federal
Power Act 1 1 1 * 1 1
District of Columbia:
Federal payment to the District of Co-
lumbia 530 580 521 530 580 527
Total, general purpose fiscal as-
sistance 6,403 1,869 1,505 6988 2231 1,504
Total, grants-in-aid............c.coooo.ccon... 107,676 | 106,231 | 102,118 ;| 112,357 | 109,879 | 106,278

*$500 thousand or less.

1 Programs included in the ‘grants for payments to individuals’ category shown in Table H-8.
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Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS !

(In millions of dollars)

Function, agency and program alc%ggl eslt?tﬂte eslt?rggte
Direct Loans
Energy, natural resources and environment:
Department of the interior:
Bureau of Reclamation loan program ................. Loan disbursements........... 47 38 32
Net loans ..... 38 28 K74
OQutstandings................... 480 507 181
Drought emergency loan fund.......c.ccoovcooeere....n Loan disbursements
Net loans -1 -1 -1
Outstandings... 14 13 12
Environmental Protection Agency:
Construction grants Loan disbursements........... 3 O SO
Net loans 2 -1 -1
Outstandings................... 14 3 2
Abatement, control, and compliance.................... Loan disbursements........... 22 49 -5
Net loans 22 48 -8
Outstandings.................. 24 72 64
Total, energy, natural resources and envi-
ronment Loan disbursements........... 72 88 21
Net loans ............ 62 64 23
Outstandings 532 596 260
Commerce and housing credit:
Department of Agriculture:
Rural housing insurance fund........c.coooovvoverences Loan disbursements........... 25 25 20
Net loans 13 15 10
Outstandings.................. 381 396 406
Transportation:
Department of Transportation:
Federal-aid highways (trust fund) ...........ccoooo.u... Loan disbursements........... 1 * *
Net foars ............. 1 ¥ *
Outstandings 76 77 77
Right-of-way revolving fund..........cccoceevrrvreernnenes Loan disbursements........... 48 48 48
Outstandings.......... 131 131 131
Total, transportation .............cveevvveerervereniririnns Loan disbursements.. 49 48 48
Net loars ............. 1 * *
Outstandings................... 207 208 208
Community and regional development:
Department of Agriculture:
Rural development insurance fund....................... Loan disbursements........... 453 383 3
249 | — 1659 —3881
7,957 6,298 2417
Department of Commerce:
Coastal energy impact fund.........ccooeevvvverirnrcenens Loan disbursements........... 5 |
Net loans 2 4 -3
Qutstandings................... 96 100 97
Department of Interior:
BIA revolving fund for 10aRS .........eveeverrnirerreennsee Loan disbursements........... 7 13 [
Net 105 .......ooovvververeers 2 8 e
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Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS '—Continued

{In millions of dollars)

Fucton, ageey and progam g | e | et
Outstandings.................. 53 61 61
Department of Housing and Urban Development:
Community development..........cooo.cormvererrereerirnnns Loan disbursements........... 89 66 29
Net loans .............. 11 -8 - 51
Outstandings................... 300 292 241
FHA revolving fund (liquidating programs)......... Net 16ans ........coveveven.oe 26 -38| 218
Outstandings 359 322 104
Urban renewal programs Net loans * [ ) S
Outstandings................... O S SO
Total, community and regional devefopment....| Loan disbursements........... 554 470 400
Net loans 239 — 1,693 —4153
OQutstandings................... 8,766 7,074 2,921
Education, training, employment, and social services:
Department of Education:
College housing loans 7 21 20
=23 =33y 293
717 395 102
Higher education facilities loan and insurance
fund Net loans —6 -6 -1
Outstandings.................. 109 104 52
Student loans and other.............cccooeeerrrvevvricrnnns Loan disbursements........... 16 16 |
Net 10ans .......veecevvveenns 6 -16 75
OQutstandings................... 169 153 78
Total education, training, employment, and
social services 23 37 20
—221 -4\ —420
995 651 232
Heatth:
Department of Health and Human Services:
Medical facilities guarantee and loan fund Net loans —1 -1 -1
Outstandings................... 15 14 13
General purpose fiscal assistance:
Other independent agencies:
Loans to the District of Columbia Net loans — 564 | —293 30
Outstandings.................. 1,008 715 685
Grand total, direct loans New loans 723 668 515
Net 10205 ....covvverrnnnee. =271 —2251 —4,571
Qutstandings.................. 11,905 9,653 4,724
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H-40 THE BUDGET FOR FISCAL YEAR 1988

Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS !—Continued
{In millions of dollars)

Guaranteed Loans
Community and regional development:
Department of Agriculture:
Rural development insurance fund Net loans -4 —10| —-243
Outstandings.................. 393 383 141
Department of Housing and Urban Development:
Revolving fund (liquidating programs) ............... | New guaranteed loans....... ...ccoooeerrnnne 14
Net loans 2
Outstandings 2
Urban renewal programs Net Joans -1 R L W—
Outstandings................... 14
Community development grants...........cco.occermnrner New guaranteed loans.......[.....o.c..ccnne] 147 84
Net leans 147 64
Outstanding 147 211
Department of Interior:
indian loans New guaranteed loans....... 50 30 15
Net loans 46 26 10
Outstanding .................... 292 117 128
Total, community and regional development ... 50 191 99
31 151 —168
498 650 481
Income security:
Department of Housing and Urban Development:
Low-rent public housing Net foans 275 =312 =339
Outstandings................... 8,612 8,300 7,961
Grand total, guaranteed loans.............ccc.oovneee. New guaranteed loans....... 50 191 99
Net foans .... 244 1617 508
Outstandings................... 9,110 8,950 8,442

* $500 thousand or less.

1 Only direct loans are included in budget outlays. New direct loan disbursements Jess loan repayments, sales, efc., are net loans, which are
counted in the budget as outiays. Guaranteed loans are non-Federal loans guaranteed by the Federal Government. For a discussion of credit in the

budget, see Special Analysis, F, “Federat Credit Programs”
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SPECIAL ANALYSIS I
CIVILIAN EMPLOYMENT IN THE EXECUTIVE BRANCH

The Administration reduced nondefense employment by nearly
91,000 from 1981 to 1986. The Administration is committed to
continuing to restrain the size of the Federal workforce to the
minimum necessary to carry out essential functions efficiently.
This analysis discusses the mechanisms used to control civilian
employment in the Executive Branch and the resulting employ-
ment ceilings. It also deals with personnel compensation and bene-
fits and compares the Federal workforce with other government
employment, as well as with overall civilian employment in the
United States.

FuLL-TiME EQUIVALENT oF ToraL FEDERAL CIVILIAN EMPLOYMENT
IN THE Execurive BrRANCH

Total employment of civilian agencies in the executive branch is
controlled on a full-time equivalent (FTE), or workyear, basis.
Postal Service employment by law is not subject to Presidential
control, and section 904 of the 1982 Defense Authorization Act
(Public Law 97-986) exempts the Department of Defense from full-
time equivalent employment controls.

Table I-1 is a tabulation of full-time equivalent employment
estimates for the major departments and agencies of the executive
branch. Generally, the estimates for 1987, 1988, and 1989 constitute
upper limits on agency FTE employment.

The 1987 through 1989 totals for “Civilian Agency Employment”’
contain adjustments to reflect the fact that actual nondefense em-
ployment tends to fall short of assigned employment ceilings. The
average shortfall for the period 1982-1986 is about two percent,
with a range of 3.38 to 1.16 percent. For 1987, a shortfall of 2
percent is projected; this decreases to 1.75 percent in 1988 and to
1.50 percent in 1989.

SIGNIFICANT CHANGES IN FULL-TIME EQUIVALENT EMPLOYMENT

Nondefense employment is expected to increase by about 8,100
from 1987 to 1988 and to then decrease by about 2,800 from 1988 to
1989.

Many agencies show decreases, in Table I-1, from the 1987 esti-
mates to the corresponding estimates for 1988:

I-1
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I-2 THE BUDGET FOR FISCAL YEAR 1988

Table 1-1. FULL-TIME EQUIVALENT OF FEDERAL CIVILIAN EMPLOYMENT !

Fiscal year
1986 1987 1988 1989 difference
actual 2 estimate estimate estimate 1987-88
Agriculture 102,997 | 106,393 99,085 98,894 | —7,308
Commerce 32,321 33,849 41,049 43,517 7,200
Defense—civil functions 28,511 28,348 28,347 28,347 -1
Education 4,526 4,500 4,500 4,500 [
Energy 16,193 16,100 15,950 15,850 —150
Health and Human Services..........covvvcvevvevvureensveeenne 128,105 | 124,745 119,099 | 114,208 | —5,646
Housing and Urban Development .........cooeonrericnes 11,720 12,535 12,438 11,428 —97
Interior 70,657 71,350 70,400 70,400 —950
Justice 63,307 69,463 76,920 71,182 7457
Labor 17,931 18,339 18,060 17,997 219
State 25,261 26,147 26,658 26,803 511
Transportation 60,375 60,480 59,868 57,404 —612
Treasury 130,845 | 136,807 | 146,188 | 148,574 9,381
Environmental Protection Agency........c..oevvereerernenens 12,931 14,165 14,323 14,263 158
National Aeronautics and Space Administration.......... 21,660 21,800 22,425 22,425 625
Veterans Administration 220,642 | 221,227 | 216,709 | 215218 | —4,518
QOther:
Agency for International Development ................... 4,675 4,825 4,825 4,825 |
General Services Administration......... 22,745 22,281 21,677 20,877 —604
Nuclear Regulatory Commission.... 3,445 3,369 3,250 3,180 —119
Qffice of Personnel Management .. 5,306 5419 5,195 5,005 -2
Panama Canal Commission............ 8,336 8,550 8,665 8,665 115
Small Business Administration.. 4,054 4,115 4,227 4,050 112
Tennessee Valley Authority ........... .| 27,613 29,500 29,500 29,500 oo
United States Information Agency ...........ccco.ee...... 8,981 9,120 9,020 9,020 —100
Miscellaneous 39,652 43,529 44,049 43,981 520
Estimated nondefense apse ...l e, —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 3 ..o, 1,041,352 | 1,039,000 | 1,037,000 | 1,036,000 | —2,000
Subtotal 2,114,141 | 2,114,017 | 2,120,135 | 2,116,321 6,118
Postal Service Employment 4 ... 739,574 | 764,590 | 794,000 | 824,000 29,410
Total, Executive Branch...........ccoevvvrvereernnns 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.
Board of Governors and the

a Section 904 of the 1082 Defense Authorization Act (Public Law 97-86) exempts the Department of Defense from full-time equivalent
employment controls. Data shown are estimated.

2 Data are estimated for portions of Defense—civil functions as well as for the Federal Reserve System,

International Trade Commission

4 Includes the Postal Rate Commission.

s Department of Agriculture (—7,308). The decrease is due to
significant funding reductions in several major areas. The
1988 Budget proposes to privatize programs now operated by
the Federal Crop Insurance Corporation. The Farmers Home
Administration will shift most of its lending from direct to
privately originated guaranteed loans. With private banks
originating and servicing the loans, Federal employment will
be reduced. Similarly, the Federal role in conservation and
extension activities would be reduced and staffing levels ad-
justed. The Forest Service is also slated for reductions, con-
sistent with implementation of management efficiencies.
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SPECIAL ANALYSIS I I-3

¢ Department of Health and Human Services (—5,646). Most of
this reduction results from increased productivity in the
Social Security Administration, which is continuing an ongo-
ing investment of nearly $ 1 billion in its automated systems.
Another major reduction results from the transfer of Saint
Elizabeth’s Hospital to the District of Columbia, beginning in
fiscal year 1988. The Hospital’'s staff of more than 1,000 will
no longer be Federal employees. Modest reductions also result
from phasing down staff connected with the Health Profes-
sions program and other efficiencies, e.g., the consolidation of
six separate program staffs into the Family Support Adminis-
tration.

¢ Veterans Administration (—4,518). This reduction reflects an-
ticipated productivity increases in all areas, together with
savings in medical care staffing that result largely from the
expectation that fewer non-service disabled veterans with
higher incomes will be served. Staffing for the care of all
service-disabled and low and moderate income non-service dis-
abled veterans who are expected to apply will continue to be
provided. These decreases are partially offset by increases for
additional medical staff to be used for modernized medical
facilities.

¢ Department of the Interior (—950). This net decrease is due to
reductions in the Bureau of Reclamation planning program,
productivity improvements, and program reductions distribut-
ed across the entire Department.

* Department of Transportation (—612). This reduction is due
to program and activity terminations, most predominantly
the transfer of Washington National and Dulles airports’ con-
trol to the control of a regional authority, and to general
efficiency gains throughout the Department. The decrease is
offset in part by staffing increases for air traffic controllers,
aviation security personnel, and Coast Guard support person-
nel and a staffing increase related to the Department’s as-
sumption of certain Interstate Commerce Commission activi-
ties once the ICC is phased out.

¢ General Services Administration (—604). GSA’s reduction is
due primarily to planned improvements in the agency’s orga-
nization and also to contracting out under the guidelines of
OMB Circular No. A-T76.

¢ Department of Labor (—279). This decrease reflects increased
productivity together with reductions in overhead and support
staff.

¢ Office of Personnel Management (—224). OPM’s decrease in
FTE’s results primarily from scheduled OMB Circular No. A-
76 and productivity savings.
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¢ Department of Energy (—150). Employment will continue to

decline due to implementation of management improvements
and reductions in regulatory activities and in short-term re-
search and development activities. This decline is consistent
with the administration’s policy of primary reliance on the
market place to achieve energy goals.

Nuclear Regulatory Commission (—119). This reduction is due
to reorganization of the regulatory and inspection functions
and consolidation of the headquarters staff into one building.
United States Information Agency (—100). This decrease re-
sults from increased automation and productivity improve-
ments and from other reductions.

Some agencies show increases:
* Department of the Treasury (9,381). Treasury’s FTE increase

Digitized for FRASER

is attributable primarily to staffing increases within the In-
ternal Revenue Service. In particular:

—nearly 8,000 positions to improve tax law enforcement
and increase tax revenues collected;

—about 1,100 positions for automated data processing, some
of which will have direct effects on increased revenues;
and

—approximately 1,000 additional staff to implement the
Tax Reform Act of 1986.

Within the IRS and other Treasury bureaus, productivity in-
creases and other reductions result in a net Treasury increase
of 9,381.

Department of Justice (7,457). This increase reflects imple-
mentation of immigration reform legislation, the expansion of
the U.S. trustees program nationwide, the opening of new
Federal prisons, and increases in high priority programs in
the Federal Bureau of Investigation and the legal divisions.
Department of Commerce (7,200). This increase is attributable
primarily to the mandated quinquennial censuses of agricul-
ture and economics in 1988, as well as the buildup required
for testing and other preparation for the 1990 decennial
census of population and housing in the United States and
territories.

National Aeronautics and Space Administration (625). This
increase augments NASA’s management oversight capability
to meet the challenges faced in restoring the Space Shuttle to
safe routine flight and to conduct effectively the Space Sta-
tion program. Additional staffing is also provided for the
safety, reliability and quality assurance program, and for in-
ternal auditing.

Department of State (511). This increase is primarily for con-
tinuation of the multiyear program to improve the security of
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SPECIAL ANALYSIS I I-5

United States employees and facilities at diplomatic missions
overseas.

* Environmental Protection Agency. (158) These increases are
primarily to implement the Superfund Amendments and Re-
authorization Act of 1986. They will accompany increased
activities in site cleanup and will strengthen the Superfund
enforcement process.

e Panama Canal Commission (115). An increase is required to
meet the higher workload associated with the higher traffic
projected to transit the Canal in 1988.

* Small Business Administration (112). This increase reflects
the transfer of 142 FTE'’s from the Department of Commerce
to the Small Business Administration for minority business
development activities formerly conducted by the Minority
Business Development Agency, less FTE reductions expected
to be achieved through contracting out activities currently
conducted by Federal employees.

EnND-oF-YEAR EMPLOYMENT LEVELS

Between January 1981, when this administration took office, and
September 30, 1986, nondefense total employment fell from
1,232,181 to 1,122,302; a decrease of 109,879 employees. Total Feder-
al civilian employment in the executive branch was 2,150,155 at
the end of 1986, excluding Postal Service and special category
employees.

Table I-2 shows Government-wide Federal civilian employment
as of the end of fiscal years 1984, 1985, and 1986. Postal Service
employment (including the Postal Rate Commission) is also shown,
together with data for the legislative and judicial branches and for
active duty military personnel.

Full-time permanent employment accounted for nearly 88 per-
cent of executive branch employment (excluding the Postal Service)
at the end of fiscal year 1986. The remainder is made up of part-
time employees, intermittent employees (those employed on an
irregular basis) and full-time temporary employees (generally, in
positions occupied for less than one year).
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Table 1-2. TOTAL FEDERAL EMPLOYMENT END-OF-YEAR

. Actual, as of September 30
Description
1984 1985 1986
Civilian employment in the executive branch:
Full-time permanent 1,881,590 | 1,898,980 | 1,885,139
Other than full-time permanent 265,085 286,933 265,016
DOD—Military functions (tolal employment) ............o.coveverenn. (1,004,529) | (1,043,240) | (1,027,853)
Non-DOD (total employment) (1,142,146) | (1,142,673) | (1,122,302)
Subtotal 2,146,675 | 2,185,913 | 2,150,155
Postal Service:
Full-time permanent 560,952 587,132 607,725
Other than full-time permanent 121,764 162,952 183,294
Subtotal 682,716 750,084 791,019
Special categories * 24,522 27,546 25,558
Subtotal, executive branch civilian employment........................ 2,853,913 | 2,963,543 | 2,966,732
Military personnel on active duty: 2
Department of Defense 2,138,157 | 2,151,032 | 2,169,112
Department of Transportation (Coast Guard) ...............ccccovvvvecrineneee. 39,560 38,487 37,284
Subtotal, military personnel 2,177,717 | 2,189,519 | 2,206,396
Total, executive branch employment ................ccc....cooon....n. 5,031,630 | 5,153,062 | 5,173,128
Legislative and judicial personnel: 3
Full-time permanent 32,097 32,644 33,115
QOther than full-time permanent 23,982 24,345 22,341
Subtotal, legislative and judicial branches...........c.cc....ccoovrnens 56,079 56,989 55,456
Grand total 5,087,709 | 5,210,051 5,228,584

1 Devel tal positions under the Worker-Trainee Opportunity Program; disadvantaged summer and part-time workers under such Office of
Personne! Management programs as Summer Aids, stay in school, and junior fellowship; and certain statutory exemptions.

2 Excludes reserve components.

3 Excludes members and officers of Congress.

PErRsONNEL COMPENSATION AND BENEFITS

Direct compensation of the current Federal work force includes
base pay, merit pay, cash incentive and performance awards, meri-
torious and distinguished executive awards, premium pay for over-
time, Sunday and holiday pay, differentials for night work and
overseas duty, and flight and other hazardous duty pay. In addi-
tion, it includes uniform allowances (when paid in cash), cost-of-
living and overseas quarters allowances.

In the case of military personnel, compensation includes basic
pay, special and incentive pay (including enlistment and reenlist-
ment bonuses), and allowances for clothing, housing, and subsist-
ence.

Related compensation in the form of personnel benefits for cur-
rent personnel consists primarily of the Government’s share (as
employer) of health insurance, life insurance, old-age survivors’
disability and health insurance, and payments to the Department
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of Defense’s DOD Military Retirement Fund and the Civil Service
Retirement and Disability Fund to finance future retirement bene-
fits.

Table 1-3. COMPENSATION AND BENEFITS FOR CURRENT PERSONNEL

{In millions of dollars)

Description 1986 actual 1987 est. 1988 est.

Civilian personnel costs:
Executive branch:
Direct compensation 58,475 60,299 61,085
Personnel benefits * 12,894 14,132 16,709
DOD—Military functions, civilian personnel:
Direct compensation. (26,741) (27,099) (27,655)
Personnel benefits. (3,340) (3,777) (4,903)
Subtotal 71,369 74,431 71,194
Postal Service:
Direct compensation 20,901 22,161 23,504
Personnel benefits 3,805 4,423 6,496
Subtotal 24,706 26,584 30,000
Legislative and judiciary: 2
Direct compensation 1,132 1,232 1,320
Personnel benefits 139 175 245
Subtotal 1,271 1,407 1,565
Allowance for civilian pay raise 3 1,160
Total, civilian personnel costs 97,346 102,422 110,519
Military personnel costs: 4
Direct compensation 46,016 48,067 49,342
Personnel benefits 22,642 23,098 23,871
Subtotal 68,658 71,165 73,213
Allowance for mifitary pay raise & 2,056
Total, military personnel costs 68,658 71,165 75,269
Grand total, personnel costs 3 166,004 173,587 185,788
ADDENDUM
Retired pay for former personnel:
Civilian personnel 23,129 24,756 24,634
Military personnel 17,946 18,358 19,316
Total 41,676 43,114 43,951

LIn addition to the employing agency's contributions to the costs of life and heaith insurance, retirement, and Medicare Hospital Insurance, this
amount includes transfers from general revenues to amortize the effects of general pay increases on Federal retirement systems, for employees in
the legislative and judicial branches as well as_employees %nonPostaI) in the executive branch. The transfers amounted to $4,407 million in 1986
and are estimated fo be $4,556 million in 1987 and $4,720 million in 1988.

2 Excludes members and officers of Congress.

3 Assumes a 2 percent pay raise, effective January 1988.

4 Excludes reserve components.

S Comprised of aflowances for a 4 percent 8pay increase effective lanuary, 1988 for military personnel as follows: for the Department of
Defense, $2,008 million; for the Coast Guard, $48 million.

The 1988 Budget includes proposals that are designed individual-
ly and as a whole to gain control over the Government’s expendi-
tures as an employer. For 1988, the Administration will propose:
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I-8 THE BUDGET FOR FISCAL YEAR 1988

» reform of the Civil Service Retirement System to bring costs
more into line with those of the recently enacted Federal
Employees Retirement System (FERS);

* changing the formula used to determine the Government’s
contribution to enrollees’ health premiums to a program-wide
weighted average that reflects the premiums of all plans and
enrollee distribution among the plans; and

* elimination of the current system of virtually automatic
within-grade pay increases based primarily on longevity. This
reform would substitute a new system that will permit man-
agers to make meaningful pay distinctions based on perform-
ance, either through one-time pay increases or permanent
salary raises.

Additional details on these proposals can be found under the
income security, health, and allowances functions in Part 5 of the
Budget of the United States Government, 1988—Supplement.

The budget assumes a 4 percent military pay increase and a 2
percent increase in pay for Federal white- and blue-collar workers
in January 1988. The final decision on the pay adjustment for
white-collar workers will be made in late summer, as the law
provides, after Presidential review of the recommendations of the
President’s Pay Agent, the Federal Employees Pay Council, and
the Advisory Committee on Federal Pay, and after a review of
prevailing economic conditions.

As required by law, the Commission on Executive, Legislative,
and Judicial Salaries has submitted recommendations to the Presi-
dent on salaries for senators, representatives, Federal judges, cabi-
net officers and other agency heads, and certain other officials in
the executive, legislative and judicial branches. The statute re-
quires the President to set forth, in the budget next submitted by
him after receipt of the report of the Commission, his recommenda-
tions for adjustment of these salaries. The President has included
his recommendations as a part of his January 5, 1987 budget
transmittal.

As indicated in table I-3, obligations for executive branch civil-
ian personnel compensation and benefits in 1988 are projected to
reach nearly $77.8 billion, excluding the Postal Service.

GOVERNMENT EMPLOYMENT AND LABOR FORCE COMPARISONS

As shown on the following chart, Government employment—
Federal, State, and local—comprised about 15.5 percent of the total
employed civilian labor force in 1986.

Within this segment, Federal civilian employment in the execu-
tive branch accounts for 2.69 percent of the total employed civilian
labor force in 1986, down from a high of 3.82 percent in 1968.
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SPECIAL ANALYSIS I 1-9

The portion of the total employed civilian labor force attributa-
ble to State and local government has grown from 11.2 percent in
1966 to 12.8 percent in 1986.

Government Civilian Employment
as a Percent of Tolal Civilian Employment
Percent Percent
20 20
Total
16 1 - 16
12 1 -12
State and Local
8 -8
4- -4
Federal®
o T T T T 0
1966 70 74 78 82 86
Fiscal Years
*Exsculive Branch

GOVERNMENT EMPLOYMENT AND PoPULATION COMPARISONS

As illustrated in the following chart and in table I-4, the Federal
share of total government employment has declined significantly
over the last three decades, from 31.9 percent in 1956 to 17.3
percent in 1986. Employment for all government had been rising
steadily due to increases in State and local government. In 1981 it
began to decline but in 1983 this trend reversed and State and local
government is again increasing.
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I-10 THE BUDGET FOR FISCAL YEAR 1988

Government Civilian Employment
Millions of Employees
18 18
15 1 - 15
12 L1
9 -9
Siaie and Loca
Postal Semcc
Y N0, 5
Federal*
0 T T T ok T o
1956 61 66 VAl 76 81 86
Fiscal Yeors
*[xeculive Branch

The ratio of Federal civilian employment to the total U.S. popu-
lation was 12.3 per thousand in 1986. As is evident in table I-4, the
main reason for the decrease in this ratio from 1985 is a large
increase in the total U.S. population relative to a small increase in
executive branch employment. The latter is due to a large increase
in the Postal Service, offset in part by decreases elsewhere in the
executive branch (see table I-2).
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Table |-4. GOVERNMENT EMPLOYMENT AND POPULATION, 1956-86

Government employment Population
Fiscal year eim;?\!f Sta“t’ema:nd gaver‘:::lental mF{ecg?‘rtaL'a Sau ngltalt):sned man?tlzm
(Dausands) | Sivowands) | (thowangs) | e | (rousands) | S0

1956 2,372 5,064 7,436 319 | 168,903 140
1957 2,391 5,380 1,1 308 | 171,984 139
1958 2,355 5,630 7,985 29.5| 174,882 135
1959 2,355 5,806 8,161 2881 177,830 13.2
1960 2 2,371 6,073 8,444 28.11 180,671 13.1
1961 2 2,407 6,295 8,702 217 183,691 131
1962 2,485 6,533 9,018 27.6 | 186,538 133
1963 3 2,480 6,834 9,324 26.7 | 189,242 13.2
1964 3 2,469 7,236 9,705 2541 191,889 129
1965 2,496 7,683 10,179 245 | 194,303 128
1966 2,664 8,259 10,923 2441 196,560 136
1967 2,877 8,730 11,607 248) 198712 145
1968 2,951 9,141 12,092 2441 200,706 14.7
1969 4 2,980 9,496 12,476 2391 202,677 147
1970 2 2,944 9,869 12,813 23.0 1 205,052 144
1971 2 2,883 10,372 13,255 218 | 207,661 139
1972 2,823 10,896 13,719 20.6 | 209,896 13.4
1973 2,775 11,286 14,061 197 211,909 131
1974 2,847 11,713 14,560 19.6 | 213,85 133
1975 2,848 12,114 14,962 1901 215973 13.2
1976 2,832 12,282 15,114 187 218,035 130
1977 5 2,789 12,704 15,493 180 | 220,904 12,6
1978 2,820 13,050 15,870 17.8| 223278 12.6
1979 2,823 13,359 16,182 174 2257719 12,5
1980 2 2,821 13,542 16,363 17.2 | & 228,468 123
1981 2 2,806 13,274 16,080 17.5 | & 230,848 122
1982 2,768 13,207 15,975 17.3 | & 233,184 119
1983 2,819 13,453 16,272 17.3 | & 235,439 12.0
1984 2,854 13,504 16,358 17.4 | 6 237,669 120
1985 2,964 13,865 16,829 17.6 | & 239,929 124
1986 2,967 14,155 17,122 17.3 |6 242,115 123

.t Covers total end-of-year civilian employment of full-time permanent, temporary, part-time, and intermittent employees in the executive branch,
including the Postal Service, and, beginning in 1970, includes various disadvantaged youth and worker-trainee programs.
2 (ncludes temporary employees for the decennial census.

3 Excludes 7,411 project employees

in 1963 and 406 project employees in 1964 for the public works acceleration program.

4 0n Jan. 1, 1969, 42,000 civilian technicians of the Army and Air Force National Guard converted by law from State to Federal employment

status. They are included in the Federa) employment figures in this table starting with 1969.
5 Data for 1956 through 1976 are as of June 30; for 1977 through 1986, as of Sept. 30.
¢ U.S. population data for 19801986 are the latest avaifable from the Census Bureau.
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RESEARCH AND DEVELOPMENT

This analysis covers the funding of research and development
across all agencies with R&D programs of $10 million or more. It
consists of two sections. The first highlights the R&D policies and
trends in the 1988 budget. The second describes in more detail the
R&D programs of 12 agencies whose R&D obligations individually
exceed $150 million. These agencies fund over 99 percent of total
Federal R&D.

ParT 1. HIGHLIGHTS

In 1988, total Federal obligations for research and development,
including R&D facilities, are estimated at $66.7 billion, an increase
of over $7 billion or 12 percent above the 1987 estimated level of
$59.5 billion as shown in table J-1. Support for the conduct of basic
research, included within this total, is estimated to increase by
about 4 percent, from $8.8 billion in 1987 to $9.1 billion in 1988.

The Federal Government supports research and development:

* to meet the direct needs of the Federal Government where
the supporting agencies are also the principal users of the
results of the R&D. Examples include R&D for national secu-
rity and research to support regulatory activities; and

* to assist in meeting broad national needs, particularly where
the private sector lacks sufficient incentives for adequate in-
vestment to assure long-term economic growth and continued
improvement in the quality of life for all citizens. Examples of
such R&D include Federal investments in basic research
across all fields of science and engineering, and agricultural
and health-related R&D.

The ability of the Nation to meet global competition, to provide
for the national security, and to improve the quality of life for all
citizens depends in part on national investments in science and
technology. For 1988, the budget provides increased support for
R&D to meet key national needs. The budget also provides in-
creased support for basic research, particularly at universities, to
help generate the new knowledge necessary for continued techno-
logical innovation and to help assure the future availability of
high-quality scientists and engineers. Interdisciplinary basic re-
search will receive special emphasis, since research at the junction
of disciplines can lead to the creation of important new fields of

J-1
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science. The Federal government will also increase efforts to help
encourage the transfer to the private sector of technology and new
knowledge created in Federal laboratories.

Even in a constrained fiscal climate, the 1988 budget reflects a
continued high priority for R&D that is appropriate for Federal
support. It provides significant increases for:

¢ the R&D programs of the Department of Defense;

e the R&D programs of the National Aeronautics and Space
Administration; and

* selected basic research activities across the government, par-
ticularly basic research support by the National Science
Foundation and the Department of Energy.

At the same time, the 1988 budget continues to propose reduc-
tions in programs that are not an appropriate Federal responsibil-
ity and which should be left to the states or the private sector for
needed investments. These include large reductions across the
energy technology programs of the Department of Energy, as well
as elimination of selected programs of the Department of Com-
merce (e.g., the Sea Grant program), and certain research activities
of the Department of Interior (e.g.,, the Mineral Institutes pro-
gram).

Table J~1. TOTAL FEDERAL FUNDING FOR CONDUCT OF R&D AND RELATED FACILITIES
(In billions of dollars)

Obligations Outlays
1986 actual | 1987 estimate | 1988 estimate | 1986 actual 1987 estimate | 1988 estimate
Conduct of R&D......cooverercreneees 52.6 57.6 64.8 51.6 54.6 59.1
R&D facilities..........cc..coervurvrnennn. 16 19 2.0 1.6 18 19
Total ..o, 54.2 59.5 66.7 53.1 56.3 61.0

CONDUCT OF RESEARCH AND DEVELOPMENT

The budget for 1988 includes nearly $65 billion in obligations for
the conduct of R&D, an increase of $7 billion or 12 percent over
1987. Highlights of the proposed programs of the seven major R&D
agencies, which account for 97 percent of the obligations for the
conduct of R&D by the Federal Government, are presented below.

* Department of Defense (DOD).—Obligations for the conduct
of R&D by DOD are estimated at $44.1 billion for 1988, an
increase of $6.5 billion or about 17 percent above 1987. The
increased funds proposed for R&D allow growth for several
important programs, including the Strategic Defense Initia-
tive, the Advanced Tactical Fighter and the Small Interconti-
nental Ballistic Missile. There is also an increase for the joint
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Digitized for FRASER

NASA-DOD program to explore technologies for a future
transatmospheric vehicle (National Aerospace Plane).
Department of Energy (DOE).—Obligations for the conduct of
R&D by the Department of Energy are estimated to be $5.0
billion, an increase of $215 million over 1987. Increases are
proposed to strengthen the Nuclear Weapons R&D program,
to enhance support for long-term energy research, and to
maintain a strong national basic research effort in High
Energy and Nuclear Physics. Support for the energy technolo-
gy programs will remain at nearly the same levels as in 1987.
Obligations for Energy Programs will increase by $14 million
over 1987 to $1,862 million in 1988. Funding for the National
Defense Program will increase by over 6 percent to $2,531
million. High Energy and Nuclear Physics R&D will increase
from $575 million in 1987 to $623 million in 1988. Included in
this total are funds for the first full year of operation of 3
newly completed accelerator facilities: the Stanford Linear
Collider in California, the Tevatron Collider at Fermi Nation-
al Laboratory in Illinois, and Tandem/Alternating Gradient
Synchrotron at Brookhaven National Laboratory in New
York.

Department of Health and Human Services (HHS).—HHS
R&D activities in 1988 will continue to be funded at stable
and sustainable levels. In 1988, the National Institutes of
Health (NIH) will support about 19,100 research project
grants, about 560 research centers, and about 10,900 research
trainees. In addition, the budget proposes funding for the full,
multi-year costs of grant commitments incurred in 1988. This
would eliminate annual uncertainties over the level and
timing of allotments for grantees and ensure proper review of
the full cost of funding additional grants. In 1988, total HHS
obligations will approach $6.3 billion.

National Aeronautics and Space Administration (NASA).—
NASA obligations for the conduct of R&D are estimated at
about $4.5 billion in 1988, an increase of $313 million over
1987. This increase is necessary primarily to continue develop-
ment of the Space Station and to provide for two new initia-
tives, the Global Geospace Science program (GGS) and the
Civil Space Technology Initiative (CSTD. GGS will expand
international cooperative efforts to investigate the interaction
of the Sun with the Earth’s environment, and CSTI will ex-
plore a variety of generic space technologies important to
continued U.S. leadership in space. For other science and
applications programs, the budget continues support for major
flight projects such as the Space Telescope, the Galileo mis-
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sion to Jupiter, the Upper Atmosphere Research Satellite
(UARS), and the Ocean Topography Mission (TOPEX).
National Science Foundation (NSF).—Obligations for re-
search supported by NSF are expected to increase by about
$238 million, or about 17 percent—to $1.7 billion in 1988. The
budget principally provides enhanced support for basic re-
search across a wide spectrum of high-priority scientific and
engineering disciplines, including materials sciences, compu-
tational science and engineering, and biotechnology. Increases
will also be provided for instrumentation and graduate stu-
dent support. The budget also provides for significant new
efforts in improving research and education at the undergrad-
uate level, and for the initiation of a new activity, Basic
Science and Technology Centers. These new centers, modeled
after the Engineering Research Centers, are intended to
foster and strengthen multidisciplinary research in the basic
physical and life sciences.

Department of Agriculture (USDA).—Obligations for the con-
duct of R&D are estimated at $961 million for 1988, a de-
crease of about 2 percent from the 1987 level of $978 million.
Within the USDA total, the Cooperative State Research Serv-
ice will provide $238 million for research and development,
primarily conducted by colleges and universities. The Agricul-
tural Research Service expects to obligate $527 million, an
increase of $37 million over 1987, with emphasis on basic
research in plant germplasm, biotechnology, new agricultural
products, and the improvement of commodity exports. The
Forest Service will continue its research on land management
planning and forest inventory.

Department of Commerce (DOC).—Obligations for R&D un-
dertaken by DOC decrease by $63 million from 1987 to $333
million in 1988. The proposed reductions reflect the Adminis-
tration’s continued efforts to reduce funding for programs
that are more appropriately the responsibility of the private
sector and state or local governments. Programs proposed for
elimination include the Sea Grant and National Undersea
Research Programs of the National Oceanic and Atmospheric
Administration (NOAA), and reductions are proposed in the
fire and building research programs at the National Bureau
of Standards (NBS). Increases are proposed for NBS in areas
of growing importance, such as optical fiber systems. The
budget also provides for an increase in construction funding
for the Cold Neutron Research Facility at NBS.

Table J-2 summarizes Federal support for the conduct of R&D by
agency.
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Table ]-2. CONDUCT OF RESEARCH AND DEVELOPMENT BY MAJOR DEPARTMENTS AND AGENCIES

(In millions of dollars)

Obtigations Outlays

Department o agency 1986 1987 1988 1986 197 1988

actual estimate estimate actuat estimate estimate

Defense-Military functions............ccoocvervvvieinncns 34,205 | 37,533 | 44,080 | 33,292 | 35153 | 39,112
Health and Human Services....... 5,661 6,353 6,294 5,504 6,012 6,187
(National Institutes of Health) (5,004) | (5,519) | (5,573) | (4,845) | (5,211) | (5,458)
Energy 4,708 | 4,801 5,016 4,705 4,819 4,863
National Aeronautics and Space Administration..; 3,420 4,185 4,498 3,432 3,711 4,159
National Science Foundation.............ccoovvrecvrnnee. 1,336 1,441 1,680 1,392 1,390 1,604
Agricufture 925 978 961 914 952 999
Transportation 387 308 290 430 390 306
Interior 378 366 364 386 373 370
Environmental Protection Agency ...........c.......... 317 329 346 307 333 352
Commerce 394 397 333 313 375 314
Agency for International Development............... 211 217 233 195 300 171
Veterans Administration ..............cccoeerververrereenees 188 211 214 183 214 209
Al other 1 483 514 463 464 525 463
Total 52,612 | 57,631 | 64,771 | 51,576 | 54,548 | 59,108

LIncludes the Departments of Education, Justice, Labor, Housing and Urban Development and Treasury, the Tennessee Valley Authority, the
Smithsonian institution, the Corps of Engineers, and the Nuclear Regulatory Agency.

CONDUCT OF BASIC RESEARCH

The 1988 budget continues the already strong emphasis that this
Administration has placed on enhancing support for basic research
across all scientific and engineering disciplines. Even in a fiscally
austere environment, support for basic research, especially at uni-
versities, is an important factor in generating new knowledge to
ensure continued technological innovation. It is an essential invest-
ment in the nation’s future. The Federal Government has tradi-
tionally assumed a key role in support of basic research because
the private sector has insufficient incentives to invest in such
research.

Funding for basic research is included within the overall Federal
support for the conduct of R&D. In 1988, obligations for the con-
duct of basic research are estimated at $9.1 billion, an increase of
$312 million, or almost 4 percent above the level for 1987.

Support for basic research at universities serves the dual role of
providing new knowledge and helping to ensure the future avail-
ability of high-caliber scientists and engineers. Both of these are
key elements in the long-term ability of the nation to compete in
global markets. University-based researchers receive about half of
the total Federal obligations for basic research. Federal support for
R&D at universities and colleges, more than two-thirds of which is
basic research, is estimated to increase by over 5 percent in 1988 to
a total of almost $7.7 billion. This would represent an increase of
18 percent over the period 1986 to 1988.
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Table J-3 summarizes Federal support for the conduct of basic
research by agency.

Table J-3. CONDUCT OF BASIC RESEARCH BY MAJOR DEPARTMENTS AND AGENCIES
{In millions of dollars) *

Obtigations Outlays
Department or agency 1986 1987 1988 1986 1987 1988
actual estimate estimate actual estimate estimate
Agencies supporting primarily physical sci-
ences and engineering: 2
National Science Foundation..................... 1,259 1,359 1,585 1,313 1,310 1,513
Defense—Military functions...................... 921 858 907 845 844 811
Energy 964 1,084 1,133 %7 1,087 1,143
National Aeronautics and Space Adminis-
tration 917 1,069 1,016 932 983 1,002
Interior 129 123 115 135 129 118
Commerce 26 24 24 27 23 24
Other Agencies 3 .......c...coovvvveererecrnnreennn. 10 10 9 11 11 10
Subtotal 4,221 4,521 4,788 4,210 4,387 4,620
Agencies supporting primarily fife and other
sciences: ¢
Health and Human Services..................... 3,335 3,663 3,712 3,234 3,475 3,579
(National Institutes of Health) ................. (3,118) | (3,360) | (3,442) | (3,013) | (3,185) | (3,308)
Agriculture 431 454 454 419 440 474
Smithsonian Institution...........c..c...ccrrvvenene. 63 13 78 59 67 72
Environmental Protection Agency.............. 39 38 39 36 39 40
Veterans Administration .............cooooooeee.n.. 15 16 16 15 15 16
Education 11 12 11 8 15 11
Other Agencies 5 .........o.ocuueeeemeccrviceennnens 17 16 13 14 15 15
Subtotal 3,909 4,211 4,322 3,786 4,067 4,207
Total ..o 8,137 8,798 9,110 7,996 8,454 8,827

1 Amounts reported in this table are included in totals for conduct of R&D.

2 Includes mathematics and computer sciences.

3 Includes the Corps of Engineers, the Tennessee Valley Authority, and the Department of Transportation.
4 Includes psychology and social sciences.

5 Inciudes the Departments of Labor, Justice, and Treasury, and the Agency for International Development.

R&D FACILITIES

In 1988, within the total for support for R&D facilities, funding is
provided for major scientific instrumentation, including the special-
ized research facilities at national laboratories and university cen-
ters, e.g., particle accelerators, telescopes, and advanced computers.
Such specialized facilities are critical to advancing the frontiers of
science in a number of scientific disciplines. Funds for R&D facili-
ties are also used for construction or renovation of general purpose
laboratories and research support facilities.

In 1988, obligations for R&D facilities are expected to total
nearly $2.0 billion, an increase of $57 million from 1987. The
budget provides for construction of several major new projects in
DOE, including the 1-2 GeV'synchrotron source at Lawrence
Berkeley Laboratory, the Accumulator Booster Ring at the Brook-
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haven Alternating Gradient Synchrotron, and a new 3 GeV injec-
tor for the SPEAR storage ring at the Stanford Synchrotron Radi-
ation Laboratory.

Table J-4 summarizes Federal support for R&D facilities and
capital equipment.

Table )-4. RESEARCH AND DEVELOPMENT FACILITIES BY MAJOR DEPARTMENTS AND AGENCIES

(In millions of dollars)

Obfigations Qutlays
Department or agency 1986 1987 1988 1986 1987 1988

actual estimate estimate actuat estimate estimate

1T 750 744 848 784 820 793
Defense—Military functions..............ccc.c.covmerrnen. 301 525 502 284 398 409
National Aeronautics and Space Administration..| 276 325 420 299 294 384
Agricutture 79 93 25 50 68 7
National Science Foundation...........cccoovvvvveereen 68 80 9% 12 18 90
Health and Human Services............oo..ovvvovesenns 41 58 6 33 38 29
(National Institutes of Health) .......................... (32) (56) (95) (22) (33) (26)
Alf other 1 48 88 76 46 67 73
Total 1,563 1,914 1,972 1,567 1,762 1,854

L includes the Departments of Transportation, Commerce, Education, Interior, Justice, and Treasury, Veterans Administration, Tennessee Valiey
Authority, Agency for International Development, and the Smithsonian institution.

ARCTIC RESEARCH

Two complementary policy documents currently govern U.S.
Arctic research policy. The Arctic Research and Policy Act of 1984
(Public Law 98-373) requires an “. . . integrated, coherent, and
multiagency request . . .” for research in the Arctic as part of the
President’s annual budget request to Congress. National Security
Decision Directive 90 (NSDD 90, April 14, 1983) identifies four basic
elements of U.S. Arctic Policy:

» protection of essential security interests in the Arctic region,
including the adjacent seas and airspace;

* support for sound, rational development in the Arctic region,
while minimizing adverse effects on the environment;

e promotion of scientific research in fields which contribute
knowledge about the Arctic, or which are most advantageous-
ly studied in the Arctic; and

* promotion of mutually beneficial international cooperation in
the Arctic to achieve the above objectives.

In response to these directives, the Interagency Arctic Research
Policy Committee (established by Public Law 98-373) has compiled
a detailed listing of agency programs in Arctic research, including
budgetary estimates, and has grouped them into three major cate-
gories of national concern:

* national security;

* rational development with minimal environmental or adverse
social impact; and
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e research on Arctic phenomena and on science best studied in
the Arctic (the Arctic as a natural laboratory).

The Act also directs that the Interagency Committee, “. . . in
consultation with the [Arctic Research] Commission, the Governor
of the State of Alaska, the residents of the Arctic, the private
sector, and public interest groups, shall prepare a comprehensive 5-
year plan for the overall Federal effort in Arctic research . ..”
Over the past year, the Interagency Committee, with advice and
assistance from the Arctic Research Commission, has developed a
draft 5-year plan for Federal Arctic Research, including recommen-
dations for necessary programs.

The Arctic Research and Policy Act requires public participation
in the development of recommendations for the 5-year Arctic Re-
search Plan. This requirement has been fulfilled through:

» extensive participation by the scientific community and
others in the report by the National Research Council enti-
tled, National Issues and Research Priorities in the Arctic;

¢ presentation of statements from the public before the Inter-
agency Committee; and

* hearings of the Arctic Research Commission.

The Interagency Committee also held a Consultative Workshop
in Alaska in November of 1986. Respresentatives from the groups
named in the Act attended the Workshop and agreed to consensus
recommendations. It is anticipated that the proposed 5-year Plan
will be submitted to the President for transmittal to the Congress
prior to the July 31, 1987 deadline established by the Act.

Table J-5 provides a summary of Federal support for Arctic
research integrated by major category. These estimates are sub-
sumed within agency totals for the conduct of research and devel-

opment.
Table J-5. FEDERAL SUPPORT FOR ARCTIC RESEARCH !
(Obligations in thousands of doltars)
88
Category alcgtﬁgl esll?n?;te eslt?mate
National security 26,125 | 26,278 | 26,300
Rational development 32,176 } 32,774 | 31,334
Natural laboratory 23,613 | 27,295 | 30,590
Total 81,914 | 86,369 | 88,224

Ulncludes the Departments of Defense, Energy, Health and Human Services, Interior, Commerce, and Transportation, the National Science
Foundation, the National Aeronautics and Space Administration, the Environmental Protection Agency, and the Smithsonian Institution.

Parr II. Agency R&D ProGgrams

Presented below are summaries of the R&D activities of the 12
agencies whose R&D obligations individually exceed $150 million.
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DEPARTMENT OF DEFENSE

DOD research and development ranges from support of basic
research, primarily in the physical sciences, to full scale develop-
ment of hardware and its testing and evaluation. The primary
purpose of DOD R&D is to provide new strategic and tactical
weapons and supporting systems to improve the Nation’s defense.
Obligations for DOD research and development, including R&D
facilities, total $44.6 billion, about 67 percent of total Federal fund-
ing for research and development in 1988.

In 1988, DOD obligations for the conduct of R&D will increase by
$6.5 billion, or 17 percent above the 1987 level, to $44.1 billion.
DOD funding of technology base programs (basic and applied re-
search) will increase from about $3.2 billion in 1987 to about $3.3
billion in 1988. Funding for R&D facilities will decrease by $23
million from 1987 to a total of $502 million in 1988.

By mission category, major R&D efforts for 1988 include:

—Technology Base and Advanced Technology Development.—
These programs constitute the research end of the spectrum of
programs that comprise Research and Development, Test and
Evaluation. The programs are intended to provide choices for
future system development and to help avoid technological
surprise.

The Strategic Defense Initiative, a program to investigate
the feasibility of defense against ballistic missiles, will increase
to $5.3 billion (including $0.1 billion for facilities) in 1988.
Other areas emphasized include the joint NASA-DOD Nation-
al Aerospace Plane program, materials research, and environ-
mental research important to the military mission. There is
also continued emphasis on electronics, including the Very
High Speed Integrated Circuits and Millimeter Wave Monolith-
ic Integrated Circuits programs.

—Strategic Programs.—Major programs for 1988 include the
MILSTAR communications satellite program, the Small Inter-
continental Ballistic Missile (Small ICBM), a short range air-
launched attack missile, a rail garrison mobile basing mode for
the Peacekeeper ICBM and the Advanced Technology Bomber.
Development of the Trident II submarine-launched ballistic
missile and the Peacekeeper missile near completion.

—Tactical Programs.—These programs support the development
of systems to increase the capability of U.S. general purpose
and theater nuclear forces, and to develop the capability to
project forces rapidly anywhere in the world where the vital
interests of the United States are threatened. In 1988 these
programs include:
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* in the Army, development of new munitions for its M1-Al
tank, a new family of trucks and forward area air defenses.
Work on the LHX light helicopter will continue.

¢ in the Navy, development of the Seawolf attack submarine,
and the Sealance, a new sub-launched, anti-submarine, stand-
off weapon. Other major programs include the V-22 Osprey
tilt-rotor aircraft, start of the Advanced Air-to-Air Missile,
and continuations of upgrades to the F-14 fighter and A-6
attack airplanes. Several efforts are being continued to im-
prove fleet air defenses.

* in the Air Force, continuing development of the Joint STARS
radar, the Advanced Tactical Fighter aircraft, the C-17 trans-
port aircraft, and various electronic warfare programs, includ-
ing the Airborne Self Protection Jammer. Work on smart
munitions and the interdiction version of the F-15 fighter
also progresses.

—Intelligence and Communications, Program Management and
Support.—R&D supported by these programs is directed toward
improvements in defense intelligence systems, command con-
trol and communications programs, and test and evaluation
capabilities. Work will continue in such areas as the use of
technology to reduce manufacturing costs and to extend the
life and capability of existing defense systems.

Table J-6 provides the details of the Department of Defense

military R&D funding.

NATIONAL AERONAUTICS AND SPACE ADMINISTRATION

NASA invests in R&D programs to provide for a permanent U.S.
presence in space with a future space station; to support the Shut-
tle-based Space Transportation System; to advance knowledge of
the Earth, the near-earth environment, the solar system and the
universe; and to support long-term research and technology ad-
vancement. It also supports long-term research and selected sys-
tems technology projects in aeronautics.

R&D accounts for over 50 percent of the total budget for NASA.
The balance of the NASA budget includes funding primarily for
Shuttle production and operations, tracking and data acquisition
activities, and related institutional support.

In 1988, NASA obligations for R&D including facilities for the
agency will be approximately $4.9 billion, a net increase of $408
million, or 9 percent, over 1987. Within this total, funds are avail-
able to complete projects currently under development, to augment
major research and technology programs, and to initiate a major
new flight project in space science and applications. Within the
total funding for R&D, basic research obligations in 1988 are esti-
mated at $1.0 billion, a decrease of $53 million from 1987.
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Table J-6. DEPARTMENT OF DEFENSE—MILITARY RESEARCH AND DEVELOPMENT

(In millions of dallars)

Ty of actiy atl | eimde | e
OBLIGATIONS
Conduct of R&D:
Research, development, test and evaluation:
Technology base 3,207 | 3,177 | 3,345
Advanced technology development 4,046 5,091 7,284
Strategic programs . 7419 8,095 9,767
Tactical programs 10,109 | 11,383 | 13,529
Intelligence and communications. ol 4,842 4,799 5,191
Program management and support 3,936 3,902 3,889
QOther appropriations 1,178 1,252 1,034
Total conduct of R&D * 34,205 | 37,533 | 44,080
Total conduct of basic research, included above (921) | (858) | (907)
R&D facilities 301 525 502
Total obligations..............ccc..ooovveoerieor et 34,506 | 38,058 | 44,582
OQUTLAYS
Conduct of R&D 33,292 | 35153 | 39,112
R&D facilities 284 398 409
Total outlays 33,576 | 35551 | 39,521

Ulncludes funds for Operational Systems Development of $8,970 million in 1986, $9,879 million in 1987 and $9,881 million in 1988.

Space Station and Space transportation.—QObligations for Space
Station R&D are estimated to increase from $374 million in 1987 to
$663 million in 1988. This increase is consistent with funding
needed to pursue design, definition, and development of the space
station for planned initial operating capability in the mid-1990’s.

The space station is intended to enhance the nation’s science and
applications programs, to help develop advanced technologies po-
tentially useful to the economy, and to encourage greater commer-
cial use of space.

For Space Transportation the 1988 budget provides for sustained
support for the Space Shuttle program to achieve routine and
reliable access to space for all planned users, and for continued
investments to further improve the safety and reliability of the
Shuttle fleet. Other major continuing activities will include plan-
ning for the use of Spacelab; further development of the tethered
satellite program, a Shuttle-based science program conducted in
cooperation with the Italian government; and development of an
Orbital Maneuvering Vehicle for future near-Earth orbital trans-
fers.

Space science and applications.—Obligations for space science
and applications are estimated in 1988 at $1.5 billion, a decrease of
$144 million below the 1987 level due in large part to project
rephasing to meet the new Shuttle flight schedule. The funding
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provided will allow initiation of a major new flight project, contin-
ued support of ongoing flight projects, and the analysis of scientific
data being sent back to Earth from spacecraft now in space.

The 1988 budget continues support for space science research to
enhance understanding of the Sun, the planets, and the universe;
space-related research on the Earth’s climate, resources, surface
and atmosphere; research to advance knowledge in materials sci-
ence and materials processing through low gravity experiments in
space; and continuing long-term basic technology work for satellite
communications.

The major new flight project proposed for initiation in 1988 is
the Global Geospace Science (GGS) mission. The GGS mission will
obtain coordinated measurements of the interaction of the Earth’s
magnetic field and the solar wind. GGS is the United States’ contri-
bution to an international solar terrestrial physics program, which
includes spacecraft from the Japanese and European space agen-
cies.

Continuing development efforts for ongoing major flight projects
yet to be launched include:

* the Space Telescope, planned for launch in 1989, which is
expected to serve as a major astronomy facility for a 10- to 15-
year period;

* the Gamma Ray Observatory, planned for launch in 1990,
which will enhance basic research in high energy astrophys-
ics, providing new knowledge about objects in deep space;

¢ Spacelab astronomy experiments, which will be conducted on
the Shuttle with the goal of improving our understanding of
the Earth’s vicinity, the Sun and the universe;

¢ the Magellan project, planned for launch in 1989, to map the
planet Venus;

¢ the Mars Observer Mission, a major space science project
planned for launch in the early 199(0’s, to continue the scien-
tific exploration of the planet Mars;

* the Galileo orbiter and probe mission to Jupiter, now planned
for launch in 1989, to carry out long-term studies of the
planet, its satellites, and its magnetosphere;

¢ the Upper Atmosphere Research Satellite (UARS) spacecraft,
to be launched in 1991, to investigate the chemical composi-
tion of the Earth’s stratosphere and mesophere;

* the Scatterometer project, a research instrument to measure
global wind patterns on the surface of the oceans. This instru-
ment will be flown in 1990; and

* the Ocean Topography Experiment (TOPEX) scheduled for a
1991 launch as part of a collaborative mission with France.

Continued support will be provided in 1988 for several spacecraft
already in flight including:
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* two Voyager spacecraft, launched in 1977, which have suc-
cessfully encountered Jupiter and Saturn; Voyager 2 encoun-
tered Uranus in January 1986 and is scheduled to fly by
Neptune in 1989; and

e a number of smaller, Explorer<class scientific satellites
launched in prior years.

The budget also provides for continuing research and technology
work in areas such as space-related life science research; near-
Earth experiments using balloons and sounding rockets; research
in geodynamics, ocean processes, and atmospheric dynamics; Shut-
tle-based science and applications experiments; and preparations
for the future launch of planned missions. Continuing efforts to
improve satellite communications technology will be refocused to-
wards generic and longer-term technology-based efforts, in recogni-
tion of the responsibility of the private sector to pursue relatively
near-term satellite communications technologies.

Commercial Programs.—These programs include the Technology
Utilization program which promotes the dissemination of new de-
velopments in aerospace technology to industrial sectors other than
aerospace, and the Commercial Use of Space program which en-
courages increased private sector awareness, participation and in-
vestment in space technologies.

Transatmospheric research and technology.—In 1988, funding will
increase as planned to continue research and advanced technology
leading to a transatmospheric flight research vehicle demonstra-
tion in the early 1990’s. This program is jointly supported with
DOD to investigate the technologies necessary for a National Aero-
space Plane.

Aeronautical research and technology.—Obligations for aeronauti-
cal research and technology are estimated to decrease slightly from
$315 million to $306 million in the 1988 budget. Ongoing research
in fundamental aeronautical disciplines such as materials and
structures, propulsion and selected systems technology projects will
be continued.

Agency-wide support activities.—Obligations for agency-wide sup-
port activities will total $1.4 billion in 1987, a 13 percent increase
above the 1987 level. These programs include primarily R&D-relat-
ed NASA civil service and administrative costs; tracking and data
acquisition system improvements; safety, reliability and quality as-
surance; and R&D addressing fundamental space technology prob-
lems and opportunities common to a wide spectrum of space pro-
grams.

The 1988 budget proposes $70 million to begin a new program
within Space Research and Technology, the Civil Space Technology
Initiative (CSTI). This effort will support research in a wide variety
of technology areas including space-based propulsion, automation
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and robotics and control of large structures, which are crucial to

the nation’s ability to provide efficient, reliable access to space.

CSTI will involve researchers from all sectors, industry, universi-

ties and the Federal government, and represents a combination of

augmentations to ongoing efforts as well as totally new activities.
Table J-7 provides the details of NASA’s R&D funding.

Table J-7. NATIONAL AERONAUTICS AND SPACE ADMINISTRATION-—RESEARCH AND DEVELOPMENT

{In millions of dollars)

Type of activity alc%ggl eslligrrslgte esltg:\;aste
OBLIGATIONS
Conduct of R&D:
Space station 173 374 663
Space transportation systems capability ................. 357 562 551
Space science and applications 1,473 1,599 1,455
Commercial programs 21 49 53
Transatmospheric research and technology 43 65
Aeronautical research and technology 292 315 306
Agency-wide suppor! activities:
Space research and technology 149 182 238
Safety, reliability and quality assurance 7 9 16
Tracking and data acquisition 15 18 18
Research and program management 933 1,034 1,134
Total conduct of R&D 3420 4,185 4,498
Total conduct of basic research, included above (917) | (1,069) ! (1,016)
R&D facilities 276 325 420
Total obligations....... 3,696 4,510 4918
OUTLAYS
Conduct of R&D . 3432 | 3711 4,159
R&D facilities 299 294 384
Total outlays 3731 J 4005 | 4,543

DEPARTMENT OF ENERGY

The R&D programs of the Department of Energy include: a
National Defense Program related to the development and testing
of nuclear weapons; a General Science Program of basic research in
high energy physics and nuclear sciences; and an Energy Program
focused on longer-term R&D in support of energy technology devel-
opment. Table J-8 provides summary information on the funding
of these programs.

Obligations for the conduct of R&D by the Department are esti-
mated to total $5.0 billion in 1988, an increase of $215 million from
1987. Obligations in 1988 for R&D facilities, including the construc-
tion or upgrading of general purpose laboratories and other re-
search support facilities, will amount to $848 million.
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Obligations for the conduct of basic research, included in the
total for the conduct of R&D, are estimated to be $1,133 million in
1988, an increase of $50 million over 1987. Within the basic re-
search total, funds are provided to continue or initiate a number of
major projects, in both the energy program and the general science
program, that will enhance the nation’s capability in basic re-
search and help contribute to global competitiveness.

The National Defense Program supports the continued research,
development and testing of nuclear weapons. It also supports the
development of improved naval propulsion reactors, technologies
for monitoring nuclear weapons treaties, and methods for safe-
guarding nuclear materials. In addition, R&D efforts will continue
in developing methods for the safe storage and disposal of radioac-
tive wastes resulting from weapons production. Obligations for the
conduct of R&D by the national defense program will increase from
$2.4 billion in 1987 to $2.5 billion in 1988. Increased funding for
conduct of R&D supports new and ongoing Department of Defense
requirements including isotope separation techniques, increased
weapons testing, and increased research in the basic physics of
nuclear weapons. Increases in the advanced weapons concepts ac-
tivities, which support the Strategic Defense Initiative (SDI), will
focus on investigations of Nuclear Directed Energy Weapons
(NDEW) to assess the Soviet NDEW capability to threaten either a
nuclear or non-nuclear strategic defense system. SDI funding will
increased from $349 million in 1987 to $481 million in 1988.

The General Science Program supports basic research in high
energy and nuclear physics. A proposed increase of $48 million, to
$623 million, in 1988 for the conduct of basic research will enhance
support for experimental efforts to understand the basic constitu-
ents of matter and energy and the forces that govern their interac-
tion. Obligations for R&D facilities will also increase $47 million to
$189 million.

The 1988 budget request will provide for:

¢ increased utilization of existing accelerator facilities, includ-
ing the first full year of operation of the Stanford Linear
Collider at SLAC; the Tandem/Alternating Gradient Synchro-
tron at Brookhaven National Laboratory and Tevatron I at
Fermilab;

* continued construction of the Central Computing Facility
project at Fermilab, the Accumulator/Booster Ring upgrade
at the Brookhaven Alternating Gradient Synchrotron and the
advanced nuclear physics electron accelerator facility at New-
port News, Virginia; and

¢ continued support for advanced accelerator and detector re-
search and development activities related to next-generation
high energy and nuclear physics accelerators.
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The Energy Program funds basic science and engineering re-
search underlying both nuclear and non-nuclear technologies, R&D
to support development of specific energy technologies, and re-
search on the environmental and human health effects of energy
production technologies. Energy program obligations for the con-
duct of R&D will increase by $14 million over the 1987 level to
$1,862 million in 1988. This increase consists of increases for basic
supporting research and the clean coal technology program, offset
by proposed reductions in support for nearer-term non-nuclear
energy technology programs. Obligations for R&D facilities in this
program will be $169 million, nearly the same as in 1987.

In the basic energy sciences, funding is proposed at a level of $479
million in 1988, an increase of $32 million over 1987, for the
conduct of research in such fields as nuclear science, chemistry,
engineering, materials science, applied mathematics, biology, and
the geosciences. The program provides the fundamental scientific
and technical base for future advances in both nuclear and non-
nuclear technology development. In addition, the program provides
support for the operation of several major national facilities that
are used by researchers from industry, universities and national
laboratories. These include the National Synchrotron Light Source
(NSLS) at the Brookhaven National Laboratory, the Intense Pulsed
Neutron Source (IPNS) facility at Argonne National Laboratory,
and the Combustion Research Facility at Sandia National Labora-
tory.

The 1988 budget continues to provide support for construction of
the Center for Advanced Materials and the 1-2 GeV synchrotron at
at Lawrence Berkeley Laboratory and the experimental detection
halls at the Los Alamos Neutron Scattering Center. In addition,
construction of a 3 GeV injector for the SPEAR Storage Ring at
Stanford will be initiated to provide the Stanford Synchrotron Ra-
diation Laboratory with an independent light source.

Funds in 1988 are also provided for an additional Class VII
computer to handle the backlog of computational needs of all the
basic research programs of DOE and for R&D activities related to
advanced synchrotron and neutron facilities required for future
state-of-the-art engineering and science research. Funds to main-
tain operations of existing research facilities at the 1987 level are
also included in the 1988 Budget.

A major expansion in the Energy Program for 1988 involves the
clean coal technology program. The goal of this program is to
demonstrate technologies to burn coal more cleanly. The Depart-
ment solicits proposals from the private sector for 50 percent cost-
shared commercial-scale demonstrations of clean coal technologies.
Typical examples of such technologies include: advanced coal clean-
ing techniques, alternate combustion technologies, preparation of
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clean coal-based fuels, and post-combustion cleanup systems. The
demonstrations are targeted closely to the recommendations of the
U.S. and Canadian Special Envoys’ Report on Acid Rain. Obliga-
tions for the program in 1988 will be $351 million, an increase of
$292 million over 1987.

The 1988 budget will continue the redirection of the on-going
non-nuclear R&D programs to limit federal support to longer-term
generic research and place greater reliance on the private sector
for support of nearer-term technology development. To increase the
involvement of the private sector in the direction and management
of industry-based R&D programs, $17 million will be available in
1988 to support DOE participation in cooperative R&D ventures in
broad areas of generic technology development. Obligations for the
conduct of R&D in the technology base programs of the fossil,
solar/renewables and conservation programs are expected to be
$283 million in 1988, a decrease of about $213 million from 1987.

Funding proposed for the conduct of fossil related R&D and
associated facilities will be $162 million in 1988, a decrease of $100
million from 1987. The 1988 budget is focused on research to im-
prove technologies for utilizing coal and for extracting oil and gas
from unconventional sources. Support in the technology base pro-
gram continues to be provided in such areas as the chemistry of
coal conversion, environmental controls, and combustion research.

Research in support of solar and other renewable energy technol-
ogies, proposed at a level of $103 million, will emphasize longer
term, technology base R&D in areas such as photovoltaics, solar
thermal energy, biofuels, wind and geothermal energy, electrical
energy systems, and energy storage. The total request in 1988 for
the energy conservation R&D program is $75 million and includes
research in buildings and community systems, industry, and trans-
portation.

The 1988 budget continues to provide for a broad program of
research in nuclear fission and fusion energy technologies. Total
obligations for these R&D programs will be about $680 million in
1988, approximately the same as the 1987 level. Conduct of R&D
will total approximately $600 million, and funding for related fa-
cilities will be $79 million.

In the fission program, obligations of $334 million are estimated
for the conduct of R&D in 1988, the same level as in 1987. Total
obligations for R&D facilities in 1988 will be $42 million. The
nuclear fission R&D program will continue to shift efforts from the
advanced civilian reactor program toward R&D on reactor concepts
that can meet space and military nuclear power requirements. The
restructured program, while serving national security interests,
will also maintain a technical and industrial base for any future
deployment of advanced nuclear technologies in the commercial
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sector. The fission R&D program will also seek to resolve technical
issues associated with the technology of nuclear waste storage and
consequent environmental impacts.

In the magnetic fusion program, funding of $346 million is pro-
posed for the conduct of R&D, the same level as in 1987. In 1988,
the fusion program will focus on the development of the toroidal
magnetic confinement system by supporting the continued oper-
ation of Princeton’s large tokamak test reactor (TFTR), of GA
Technologies’ Doublet-III-D machine, and of the Oak Ridge Na-
tional Laboratory’s ATF torsatron. Fabrication of three smaller
toroidal devices also will continue in 1988: a reversed field pinch
machine (RFP) at Los Alamos, a compact toroid called a field
reversed configuration (FRC) experiment, and a high field high
density tokamak (Alcator C-MOD) at Massachusetts Institute of
Technology (MIT). Two new toroidal experiments will be initiated
in 1988, the construction of a Compact Ignition Tokamak (CIT)
which is designed to prove a plasma can ignite and burn, and a
novel heating experiment using a free election laser which could
make steady state tokamak operation possible. Other research that
supports the President’s Geneva Initiative on expanded cooperation
with the Soviets in fusion research will also continue in 1988.

Finally, the energy program supports R&D to better understand
the biological and environmental effects of energy production and
use. The level of funding for the biological and environmental
research program will be $218 million in 1988, an increase of $23
million or 12 percent above 1987. The biological program empha-
sizes the health effects of radiation, the use of radiation in medical
diagnosis and therapy, and generic biological research related to
radiation and other cellular traumas. A new initiative in 1988 will
be the beginning phase of a study to “map the human genome”.
Results from this research hold the promise for enabling the struc-
ture and function of genes to be decoded and for detecting changes
in human DNA caused by exposure to toxic pollutants. The envi-
ronmental program supports research in areas related to energy
technologies, such as atmospheric processes involved in acid rain
formation and deposition and carbon dioxide-induced climatic ef-
fects. A major thrust in 1988 will be an expanded program of radon
research. Recent information indicates that potential exposures to
radon gas in residential structures, and the number of people so
exposed, may be substantial. The main themes of the preliminary
stages of this new program will be investigations of sources and
health effects of radon and a survey of factors affecting possible
methods of mitigating radon levels in indoor environments. Fund-
ing in 1988 for radon-related, acid rain-related, and carbon dioxide-
related research is nearly $34 million, an increase of 47 percent
over 1987.
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Table J-8 provides the details of funding for the Department of
Energy.

Table J-8. DEPARTMENT OF ENERGY

(In miliions of dollars)

Type of activty alc%ﬁgl eslt?lﬂte eslt?rggte
OBLIGATIONS
Conduct of R&D:
National defense program 2,248 2,318 2,531
General science program 517 575 623
Energy program 1,943 1,848 1,862
Total conduct of R&D 4,708 | 4,801 5016
Total conduct of basic research, included above (964) | (1,084) | (1,133)
RED faCItBS ..vvvvvovrecverevecee v svensnnens 750 744 848
Total obligations 5,459 5,545 5,864
OUTLAYS
Conduct of R&D 4,705 | 4819 4,863
RED fACHIHIES .....cooorvvvvvrre e sscsmsesersseessessssssss s ssss s ssssssessresens 784 820 793
Total QULIAYS ...t 5,489 5,639 5,656

DEPARTMENT OF HEALTH AND HUMAN SERVICES

The Department of Health and Human Services will obligate a
total of $6.3 billion in 1988 for the conduct of R&D. Within this
total, funding for basic research is estimated to be $3.7 billion.
Direct obligations for R&D facilities will total $6 million in 1988,
with Federal overhead payments providing additional funds which
can be used to replace or modernize existing R&D facilities.

Health.—About 90 percent of the Department’s funds for the
conduct of R&D will be obligated by the National Institutes of
Health for biomedical research to advance the nation’s capabilities
for the prevention, diagnosis, and treatment of disease. Several
other agencies within the Department—the Alcohol, Drug Abuse,
and Mental Health Administration, the Food and Drug Adminis-
tration, the Centers for Disease Control, the Health Resources and
Services Administration, the Health Care Financing Administra-
tion, and the Office of the Assistant Secretary for Health—also
support health-related research.

The National Institutes of Health (NIH) consist of 12 separate
Institutes which will obligate $5.6 billion in 1988 for the conduct of
R&D, a slight increase over 1987. NIH will fund about 19,100
research project grants, about 560 centers, and about 10,900 re-
search trainees in 1988. Continued emphasis will be given to sup-
port of basic research in 1988. About 60 percent, or $3.4 billion, of
NIH’s proposed R&D budget will support basic research.
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Among the continuing R&D activities to be supported by NIH
are:

* continuation of research and cooperative clinical trials on the
Acquired Immune Deficiency Syndrome (AIDS); and

* clinical research with emphasis on medical intervention in
the disease process, including prototype development and re-
finement of products, techniques, processes, methods, and
practices.

The Alcohol, Drug Abuse and Mental Health Administration
(ADAMHA) conducts studies on the causes, prevention and treat-
ment of alcohol and drug abuse and on mental disease and neuro-
logical disorders, with emphasis on improving knowledge of effec-
tive prevention of these public health problems.

The 1988 budget continues to emphasize research into drug
abuse, and stabilizes ADAMHA'’s extramural research programs in
biomedical, behavioral and clinical areas by supporting about 1,600
research project grants per year. Of the $569 million in 1987 obliga-
tions, about $30 million will be available through 1988 for drug
abuse research. ADAMHA will obligate $491 million in 1988.

The Food and Drug Administration supports research relevant to
its mission of regulating food, drugs, biologics, medical devices and
radiological products. In 1988, obligations for these activities are
estimated at $87 million.

The Centers for Disease Control support studies on the epidemiol-
ogy and control of communicable diseases and on health promotion
and disease prevention. In 1988, obligations for these activities are
estimated at $56 million.

Other Health Related Agencies within the Department support
research in areas such as the efficacy and cost-effectiveness of
emerging health care technologies; the effect of increased numbers
of physicians on access to care and health care costs; and, survey
methods and techniques for analysis of health statistics. This sup-
port is provided through programs of the Health Resources and
Services Administration, the Office of the Assistant Secretary for
Health and the Health Care Financing Administration.

Human services.—Most of the 1988 funding for human services
R&D activities administered by HHS is included in the $2.2 billion
generic appropriation request for the Office of Human Develop-
ment Services. Depending on Congressional priorities within this
level of effort, the proposed budget could support a variety of
development and social services research on the Head Start pro-
gram, the elderly, child abuse and neglect, day care systems, family
and community support systems, and foster care and adoption as-
sistance.

Table J-9 provides details of the R&D funding of the Department
of Health and Human Services.
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Table J-9. DEPARTMENT OF HEALTH AND HUMAN SERVICES—RESEARCH AND DEVELOPMENT

(In millions of dollars)

Type of activity and organizational units ;C%ﬁg, esltgg;te esltggaale
OBLIGATIONS
Conduct of R&D:
Health:

National Institutes of Health 5,004 5519 5,573
Alcohol, Drug Abuse, and Mental Health Administration .............cccoooocvvvcernnnnne 396 569 491

Food and Drug Administration 79 84 87
Centers for Disease Control 52 59 56
Health Care Financing Administration 30 28 36
Office of the Assistant Secretary for Health 18 23 23
Health Resources and Services Administration 8 9 9
Subtotal, Health 5,588 6,290 6,274

Human Services:

Social Security Administration 6 12 12
Family Support Administration 3 3 3
Office of Human Development Services * 58 LY I P
Departmental Management 6 6 5
Subtotal, Human Services 73 63 20

Total conduct of R&D 5,661 6,353 6,294

Total conduct of basic research, included above (3,335) | (3,663) | (3,712)
R&D facilities 4 58 6
Total obligations 5,702 6,411 6,300

OUTLAYS

Conduct of R&D 5,504 6,012 6,187
R&D faciities 33 38 29
Total outlays 5,536 6,051 6,216

1 No 1988 detail available; awaiting Congressionaliy-defined priorities within the requested level of effort.

NATIONAL SCIENCE FOUNDATION

The National Science Foundation (NSF) supports primarily basic
research in all disciplines through grants to scientists and engi-
neers in academic institutions. NSF support is particularly impor-
tant because it complements the R&D programs of other agencies
and assists in balancing Federal support for promising research
across all fields of science and engineering.

The 1988 NSF budget provides $1.7 billion in obligations for the
conduct of R&D, an increase of $238 million or about 17 percent
above 1987. Within this total, support for basic research will also
increase by about 17 percent.

For 1988, emphasis will be placed on three major themes:

* Education and Human Resources ($273 million, a 50 percent
increase over 1987): will provide increased support for the
NSF Graduate Fellowship Program (200 additional Fellows,
for a total of about 760 new awards) and for the Presidential
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Young Investigators program (200 new awards, for a total of
about 900 new awards). A major increase for undergraduate
programs will provide important new opportunities for faculty
enhancement, and student research participation as well as
providing for much needed instrumentation. There will also
be a significant enhancement of support to encourage the
participation of underrepresented groups in scientific and en-
gineering research.

Basic Science and Technology Centers and Groups ($529 mil-
lion, an 18 percent increase over 1987): will provide increases
for ongoing efforts such as the Engineering Research Centers
(ERCs) and the Advanced Scientific Computing Centers
(ASCs), as well as the initiation in 1988 of a new program,
Basic Science and Technology Centers. This new program will
expand the concept of the ERCs to fields of science such as
biology, materials science, and computer and information sci-
ences. Like the ERCs, these new centers will be university-
based, multidisciplinary, will incorporate strong involvement
by the private sector and state and local governments, and
will provide important opportunities to train future scientists
and engineers. It is expected that perhaps as many as 15 such
centers will be started in 1988. In addition to the centers, a
number of research areas, including global geosciences and
biotechnology, will be the focus for research by a number of
coordinated groups.

Strengthened Disciplinary Programs and Facilities ($1.1 bil-
lion, an increase of 10 percent over 1987): will provide for a
continued steady improvement of NSF’s traditional broad sup-
port for high-quality research programs and specialized re-
search facilities across a wide spectrum of disciplines. A high
priority will be given to increasing grant sizes and enhance-
ment of support for emerging fields of high scientific opportu-
nity (e.g., storm-scale meteorology, cognitive sciences, parallel
processing). In addition, specialized research facilities includ-
ing the Very Long Baseline Array radio-telescope (VLBA), the
Cornell Electron Storage Ring (CESR), the National Center
for Atmospheric Research (NCAR) and the national astrono-
my centers will receive priority attention. The FY 1988
budget also provides funds for the U.S. Antarctic Program
(USAP) to lease a new icebreaker to support research as well
as operations in the Antarctic. The USAP is managed by NSF
and is the principal expression of U.S. presence on the Ant-
arctic continent.
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DEPARTMENT OF AGRICULTURE

The Department of Agriculture supports research and develop-
ment in several disciplines related to agriculture and forestry to
ensure the continued high productivity of U.S. agricultural and
forest lands.

Obligations of the Department for the conduct of research and
development are expected to total $961 million in 1988, compared
to the $978 million in 1987. Of the total, $454 million will support
basic agricultural research, maintaining the 1987 estimated level.
The Department’s 1988 Budget for research and development is
highlighted below by major bureau.

The Agricultural Research Service expects to obligate $527 mil-
lion in 1988 to conduct basic and applied research in plant and
animal productivity; commodity conversion and delivery; soil and
water conservation; and integration of systems. This is an increase
of $37 million in obligations over 1987. In 1988, increased emphasis
will be placed on basic research in plant germplasm and biotech-
nology to improve the profitability and competitiveness of U.S.
agriculture. Research will also be directed at reducing fat in con-
sumer meats.

The Cooperative State Research Service (CSRS) estimates that
$238 million will be obligated in 1988. CSRS supports research on
agriculture and forestry through grants to land-grant colleges.
Also, within CSRS, the Competitive Research Grants program
funds basic research in biotechnology, plant and animal science,
pest science, and human nutrition.

The Forest Service estimates that $122 million will be obligated
for research and development in 1988. This represents a decrease
from the $126 million obligated in 1987. The long-range goal of
forestry research is to provide the information needed to manage
and protect forest and range land resources, and to gain maximum
economic and social benefits from their use.

Other Departmental programs will obligate approximately $75
million for R&D in 1988, covering a broad spectrum of research
activities, such as research in agricultural economics, international
agricultural cooperation, and statistical reporting.

DEPARTMENT OF COMMERCE

The Department of Commerce undertakes research primarily in
ocean science and engineering, meteorology and weather forecast-
ing, and in the maintenance of measurement standards to support
science and industry.

Obligations for the conduct of R&D by the Department in 1988
are estimated at $333 million, a decrease of $63 million from 1987.
This reflects reduced levels of support by the National Oceanic and
Atmospheric Administration for applied research, that is more ap-
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propriately the responsibility of state and local governments or the
private sector.

National Oceanic and Atmospheric Administration (NOAA).—
NOAA obligations for the conduct of research and development
will decrease from $277 million in 1987 to $215 million in 1988 as a
result of greater reliance on support from the private sector and
state and local governments, and elimination of lower priority
research in such programs as Seafloor Spreading Center Research,
National Undersea Research Program, National Sea Grant College
Program, and some programs of the National Marine Fisheries
Service. Acid rain research and R&D to support the Pacific Salmon
Treaty will be maintained.

National Bureau of Standards (NBS).—NBS conducts research
aimed at maintaining and improving a system of measurement
required to support the nation’s industrial and scientific endeavors.
In 1988, NBS is expected to obligate $106 million for the conduct of
R&D. This represents an increase of $6 million from 1987. Funding
will increase to support development of measurements and stand-
ards for process and quality control, high-performance composites,
fiber optics, bioprocess engineering and the Cold Neutron Research
Facility. Funding for several programs, including fire and building
research, will be reduced because such research can and should
appropriately be supported by other sectors of the economy.

Other Commerce R&D Activities.—Funding for smaller R&D pro-
grams in the Department, which include those in General Adminis-
tration, the Bureau of the Census, the Economic Development Ad-
ministration, and the National Telecommunications and Informa-
tion Administration, are proposed at $12 million in 1988, a de-
crease of $7 million from the 1987 level.

DEPARTMENT OF THE INTERIOR

The R&D activities of the Department of the Interior principally
derive from its broad-ranging responsibilities for management of
the nation’s natural resources, including developing energy and
mineral resources, and restoring and preserving wildlife habitats.
R&D programs also serve the needs of other Federal agencies and
the private sector.

Obligations for the conduct of R&D for the Department of the
Interior for 1988 are estimated at $364 million. This represents a
decrease of $2 million from the 1987 level.

About 92 percent of the Department’s 1988 funds for the conduct
of R&D will be obligated by the Geological Survey ($212 million),
Fish and Wildlife Service ($51 million), and the Bureau of Mines
(371 million). Highlights of the 1988 research objectives of these
and other departmental programs are described below.
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The Geological Survey undertakes research on the extent, distri-
bution, and character of the nation’s water and other natural
resources and on the geologic processes, structures, and hazards
that affect the development and use of the land and physical
environment. For 1988, obligations will increase by $5 million, to a
total of $212 million.

Research in 1988 will be directed toward:

¢ accurate appraisals of mineral resources and new improved
methods of mineral exploration;

¢ development of basic data on geologic principles and proc-
esses;

¢ improvement of the scientific basis for appraisal and evalua-
tion of water resources; and

¢ development and application of new technologies, including
remote sensing, to prepare cartographic information.

The Fish and Wildlife Service supports research in the Service’s
laboratories and field stations and cooperative efforts with state
fish and game departments. It also provides Federal aid to states
for research on restoration of fish and wildlife resources. This
research provides basic biological information about species num-
bers, population dynamics, ecological relationships, and habitat re-
quirements. Obligations will total $51 million in 1988.

The Fish and Wildlife Service will support research activities
concerned with:

¢ the habitats of waterfowl, migratory and non-migratory birds,
and mammals;

* the status and distribution of endangered and threatened spe-
cies;

¢ impact of broad-scale environmental changes on fish and wild-
life populations and habitat; and

¢ diseases of freshwater and anadromous fish.

The Bureau of Mines conducts basic and applied research across
the minerals cycle to improve understanding of the principles of
mining and minerals processing and to reduce associated health
hazards. Obligations for the conduct of R&D are expected to de-
crease by $7 million to $71 million in 1988. This decrease in obliga-
tions is the result of proposed reductions in applied research, par-
ticularly in projects which are more appropriate for support by
non-Federal sources. The 1988 budget reflects continued emphasis
on strategic and critical minerals R&D activities and stresses:

* long-range, high-risk research in extractive metallurgy tech-
nology;

* development of domestic source substitutes for imported stra-
tegic and critical minerals;

¢ health-related research on the proper quality and quantity of
air flow in underground mines; and
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¢ long-term, generic research on mine disaster prevention,
ground control, industrial hazards, explosives, and systems
engineering.
Other Departmental Programs expect to obligate about $30 mil-
lion in 1988, a decrease of about $3 million from 1987.

DEPARTMENT OF TRANSPORTATION

The R&D program of the Department of Transportation is orient-
ed toward providing the information and new technology needed
for its own operational (e.g., air traffic control) programs and for
regulatory (e.g., automotive and aircraft safety standards) pro-
grams. Obligations for the conduct of research and development by
the Department are estimated at $290 million for 1988, a decrease
of $19 million from 1987.

The Federal Aviation Administration (FAA) is expected to obli-
gate $160 million in 1988. This funding level is consistent with the
National Airspace System Plan. Major initiatives include continued
development of a new ATC automation system, modernization of
the communications system, development of radars for detection
and tracking of severe weather, and completion of programs which
will determine the future mix of navigation systems. Other work
includes Automated En Route Air Traffic Control (AERA); aircraft
safety, which includes explosive or sabotage detection, research
into biomedical factors related to aircraft accidents, injuries and
fatalities; and minimization of environmental consequences of
flight such as noise reduction and control, and reduction and con-
trol of aircraft engine emissions.

The National Highway Traffic Safety Administration will obli-
gate $27 million for motor vehicle and highway safety research,
and demonstrations including safety belt usage, alcohol counter-
measures, and emergency medical services.

The Urban Mass Transportation Administration (UMTA) is ex-
pected to obligate $11 million to conduct research, training, and
human resources programs in all phases of urban mass transporta-
tion which will promote private sector involvement in mass trans-
portation services or contribute toward meeting total urban trans-
portation needs at minimum costs. In addition, UMTA supports
interdisciplinary research at colleges and universities including
training of personnel to conduct further research or to obtain
employment in urban mass transportation planning, construction,
operation or management.

The Federal Highway Administration will obligate $52 million to
continue research programs in highway planning, design, construc-
tion, and maintenance to ensure an effective and efficient highway
system. Research will also be directed toward identifying and cor-
recting impediments to highway safety and improving truck safety.
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The Federal Railroad Administration will obligate $10 million to
support R&D efforts to enhance railroad safety.

The U.S. Coast Guard will obligate $21 million to support re-
search to maintain and improve search and rescue systems, envi-
ronmental protection, marine safety, aids to navigation, the en-
forcement of laws and treaties, and activities affecting all Coast
Guard missions.

The Research and Special Programs Administration will obligate
$2 million for R&D in hazardous materials, pipeline safety, radio-
navigation, transportation statistics, and emergency transportation.

The Office of the Secretary will obligate $8 million for broad-
based policy research on domestic and international transportation
issues of importance to the nation and research in support of
licensing and the promotion of expendable launch vehicles.

ENVIRONMENTAL PROTECTION AGENCY

The Environmental Protection Agency (EPA) conducts research
and development in support of its regulatory responsibilities to
protect human health and the environment. The 1988 budget pro-
poses $346 million in total obligations, representing an increase of
5 percent above 1987. The 1988 budget emphasizes: (1) a continued
commitment to acid rain research to provide a scientifically valid
framework for sound policy decisions; (2) enhanced research in air
toxics and new efforts to understand the phenomena of stratospher-
ic ozone depletion and global climate change; and (3) providing the
scientific information necessary to support the Agency’s hazardous
waste and Superfund activities.

The acid rain/energy research program will continue to support
development of more reliable information upon which mitigation
decisions can be made. The program directs basic research in areas
identified by the Interagency Task Force on Acid Precipitation to
provide enhanced data on the physical and chemical mechanisms
governing the acid rain phenomenon.

The air research program will be expanded in 1988 to include
studies to determine the effects of ozone on tree growth; develop-
ment of manuals for the prevention and cleanup of accidental
releases of high hazard chemicals; new studies to characterize and
reduce emissions from incineration of municipal waste; develop-
ment of advanced monitoring methods to characterize complex
mixtures of pollutants; and development of risk assessment meth-
ods for health endpoints other than cancer. EPA will also partici-
pate in the next National Health and Nutrition Examination
Survey (NHANES) as part of a multi-year interagency effort.

The pesticides program will continue to support development of
methods to detect the presence of and exposure to pesticides in
groundwater, and to assess management strategies to prevent such
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contamination. Pesticides research will also support studies on the
effects of bioengineered pesticides.

The toxic substances research program will continue to address
hazards associated with products of biotechnology, as well as to
support ongoing engineering efforts that focus on the development
and evaluation of release and control methods for new and existing
chemicals.

The hazardous waste research program will address several areas
of study needed to implement regulations required by the 1984
RCRA Amendments.

The Superfund research program will be expanded under the
new Amendments to provide technical support in conducting clean-
ups and enforcement actions at Superfund sites. Field demonstra-
tions of newly developed technologies for cleaning up Superfund
sites will be initiated and a new health research program will be
established to assess the risks of and monitor exposure to hazard-
ous substances.

The drinking water research program will examine the health
effects of complex chemical mixtures and will provide technology
and monitoring data to support the development of drinking water
standards. The water quality research program will continue to
provide scientific data needed to support a water quality-based
approach to pollution control as well as develop data to support the
ocean disposal, estuarine and Great Lakes programs.

VETERANS' ADMINISTRATION

The Veterans’ Administration (VA) conducts and administers a
program of medical, rehabilitation, and health services research
designed to improve the quality and increase the effectiveness of
health care for the veteran. In 1988, the VA will obligate $214
million for the conduct of R&D. This is an increase of $3 million
above 19817.

The VA intramural biomedical research program covers a wide
range of medical problems, with special emphasis on Agent
Orange, aging, alcoholism, post-traumatic stress, the health prob-
lems of female veterans and former prisoners of war, schizophre-
nia, spinal cord injury and tissue regeneration.

Rehabilitation research focuses on the problems of the disabled
veteran, the amputee and the paralyzed, and develops sensory aids
for impaired vision and hearing. This work brings the latest elec-
tronic and computer technology to bear on problems of prosthetics,
orthotics, wheelchair design, and spinal cord injury (including func-
tional electrical stimulation of muscles in paralyzed limbs).

Health services research is designed to help health care profes-
sionals and managers to improve the effectiveness, economy, and
accessibility of health care services provided to the veteran. Re-
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search in this area deals with such areas as aging and preventive
medicine.

AGENCY FOR INTERNATIONAL DEVELOPMENT

Research and development activities of the Agency for Interna-
tional Development (AID) consist mainly of applied research to
solve specific problems associated with basic human needs and
social and economic research aimed at improving U.S. and host-
country understanding of the barriers to development. Programs
under AID reflect the administration’s recognition of the impor-
tance of R&D in addressing the problems faced by the Third World.
Over the years, AID has provided substantial support to research
efforts undertaken by U.S. universities and international research
centers such as the International Rice Research Institute in the
Philippines.

Obligations by AID for the conduct of R&D are estimated at $233
million for 1988, an increase of $16 million over 1987.

AID will continue to support research aimed at improving agri-
cultural production capability, with an emphasis on efforts to over-
come the mounting food crisis in Third World nations. R&D funds
will also be devoted to two other critical problems: population
growth, emphasizing methods of controlling increasing population
growth rates in the developing countries, and energy supply, em-
phasizing renewable and nonconventional energy sources critical
for development to proceed.

Significant research efforts are also being pursued in two other
promising areas: oral rehydration therapy and a malaria vaccine.
The former holds the promise of significantly reducing the inci-
dence of child mortality associated with diarrheal diseases, current-
ly estimated to claim the lives of over 1 million children annually.
Similarly, AID-supported research on a malaria vaccine may lead
to a breakthrough in controlling a disease which currently infects
some 200 million people worldwide and is the leading cause of
death in Third World nations.

OTHER AGENCY PROGRAMS

An additional 9 departments and agencies (listed in table J-2,
footnote 1) will obligate an estimated $463 million in 1988, for the
conduct of R&D, a decrease of about 10 percent below the 1987
level. Obligations by these agencies amount to less than 1 percent
of all federally-funded programs in R&D. The programs of these
agencies, like those of other agencies discussed above, are closely
related to serving the agencies’ missions.

Among the agencies in this category that expect to increase their
obligations for R&D in 1988 are the Smithsonian Institution, the
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U.S. Army Corps of Engineers, and the Departments of Labor,

Housing and Urban Development, and Treasury.

Table J-10 provides information on the long-term trends in Fed-

eral funding for the conduct of R&D.

Table )-10. TRENDS IN CONDUCT OF R&D
(Obligations in billions of doflars)

Basic

Year Defense 1 All other Total research 2
1960 6.1 15 1.6 0.6
1961 10 2.1 9.1 0.8
1962 1.2 3.1 103 1.0
1963 18 4.7 12.5 1.2
1964 1.8 6.4 14.2 13
1965 13 13 14.6 1.4
1966 135 18 15.3 16
1967 86 19 16.5 18
1968 8.3 16 159 18
1969 8.4 7.2 15.6 19
1970 8.0 7.3 153 19
1971 8.1 14 15.5 2.0
1972 89 16 16.5 2.2
1973 9.0 7.8 16.8 2.2
1974 9.0 84 17.4 24
1975 9.7 9.3 19.0 2.6
1976 10.4 104 20.8 2.8
BO7T s 119 11.6 23.5 33
1978 126 13.2 25.8 37
1979 13.6 14.5 28.1 4.2
1980 ..o oo teersse ettt e 15.1 147 29.8 47
LOBL oo st 17.8 15.3 331 5.0
1982 22.1 143 36.4 9.5
1983 24.5 13.9 384 6.4
1984 283 149 432 1.0
1985 33.4 16.1 49.5 18
1986 .....eeveeocevcv et sesssa st 36.5 16.2 52.6 8.1
1987 (estimate) 39.9 17.7 51.6 838
1988 (estimate) 46.6 18.2 64.8 9.1

1 Includes military-related programs of the Departments of Defense and Energy.

2 Included in totals for conduct of R&D.
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