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THE BUDGET DOCUMENTS

Data and analyses relating to the budget for 1977 are published in
four documents:

The Budget of the United States Government, 1977 contains the
information that most users of the budget would normally need,
including the Budget Message of the President. The Budget presents
an overview of the President’s budget proposals and includes
explanations of spending programs and estimated receipts. This
document also contains a description of the budget system and various
summary tables on the budget as & whole. (Price $3.45.)

The Budget of the United States Government, 197 7—Appendiz contains
detailed information on the various appropriations and funds which
comprise the budget.

The Appendiz contains more detailed information than any of the
other budget documents. It includes for each agency: the proposed text
of appropriation language, budget schedules for each account, explana-
tions of the work to be performed and the funds needed, proposed
general provisions applicable to the appropriations of entire agencies
or groups of agencies, and schedules of permanent positions. Supple-
mentals, budget amendments, and rescissions for the current year, and
new legislative proposals, are presented separately. Information is also
provided on certain activities whose outlays are not part of the
budget totals. (Price $19.20.)

Special Analyses, Budget of the United States Government, 1977 con-
tains 17 special analyses that are designed to highlight specified pro-
gram areas or provide other significant presentations of Federal budget
data.

This document includes analytical information about: Government
finances and operations as a whole and how they affect the economy;
Government-wide program and financial information for Federal
education, training and employment, health, income security, civil
rights, and crime reduction programs; trends and developments in
the areas of Federal aid to State and local governments, research and
development, and environmental protection. (Price $2.70.)

The United States Budget in Brief, 1977 provides a more concise,
less technical overview of the 1977 budget than the above volumes.
Summary and historical tables on the Federal budget and debt are
also provided, together with graphic displays. (Price $1.15.)

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.
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BUDGET MESSAGE OF THE PRESIDENT

To the Congress of the United States:

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

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

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

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

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

Over the years, the growth of government has been gradual and
uneven, but the trend is unmistakable. Although the predominant
growth has been at the State and local level, the Federal Govern-
ment has contributed to the trend too. We must not continue drift-
M3



M4 THE BUDGET FOR FISCAL YEAR 1977

ing in the direction of bigger and bigger government. The driving
- force of our 200-year history has been our private sector. If we r_elY
on it and nurture it, the economy will continue to grow, providing
new and better choices for our people and the resources necessary
to meet out shared needs. If, instead, we continue to increase govern-
ment’s share of our economy, we will have no choice but to raise
taxes and will, in the process, dampen further the forces of competi-
tion, risk, and reward that have served us so well. With stagnation
of these forces, the issues of the future would surely be focused on
who gets what from an economy of little or no growth rather than,
as it should be, on the use to be made of expanding incomes and
resources.

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

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

—between the taxpayer and those who will benefit by Federal

spending;

—between national security and other pressing needs;

—between our own generation and the world we want to leave
to our children;

—between those in some need and those most in need;

—between the programs we already have and those we would
like to have;

—between aid to individuals and aid to State and local gov-
ernments;

—between immediate implementation of a good idea and the
need to allow time for transition;

—between the desire to solve our problems quickly and the
realization that for some problems, good solutions will take
more time; and

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

Clearly, one of the highest priorities for our Government is always

to secure the defense of our country. There is no alternative. If we
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in the Federal Government fail in this responsibility, our other
objectives are meaningless. '

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

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

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

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

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

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

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

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

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

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

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

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

GeraLD R. Forp.

January 21, 1976.
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PERSPECTIVES ON THE BUDGET

This part presents the budget totals and explains briefly several
topics that help to place the budget in perspective.

THE BUDGET TOTALS

. [In billions of dollars)
Description 1975 1976 TQ |?77
actual estimate cstimate estimate
Budget rcceii)ts __________________________________ 281.0 297.5 81.9 351.3
Budgetoutlays.. .. ... ... 324.6 373.5 98.0 394.2
Deficit (—) - oo —43.6 —76.0 —16.1 —43.0
Budget authority_______.____ .. ... 412.1 408. 4 88.1 433. 4

One of the sections that follows compares the original estimates
of certain 1975 outlays with the actual results for that year. This
comparison demonstrates several key points:

—Budget outlays and receipts for the current and future years are

estimates.

—The President’s budget is his principal statement of priorities for
the Federal Government and is predicated on acceptance of his
proposals for appropriations, for legislative change, and for
deferrals and rescissions

—For a variety of reasons, the estimates now presented will undergo
change as we move closer to 1977 and then into that year.

Notwithstanding every effort to refine and apply the best estimating
techniques available, the estimates set forth in the budget will turn
out to be different from the actual figures recorded at the end of 1977—
a year and 8 months away. There will be many reasons for the differ-
ences. Economic assumptions, covered in Part 3, rarely are precisely
accurate. Differences between actual economic conditions and those
assumed can materially affect both outlays and receipts. Furthermore,
in many programs benefits are paid automatically to those who meet
specified criteria. Thus, the rate at which individuals or States and
localities apply for benefits can have a major effect on the level of
Federal spending. Particularly in the case of new programs, or pro-
grams that have recently undergone substantial change, the number
of eligible applicants is difficult to predict accurately. Finally, con-
gressional action on or affecting the budget, subsequent Presidential
decisions, and other factors can also cause substantial changes to the
budget estimates.

This part also discusses certain concepts not directly reflected in
total budget outlays but very closely related, such as the off-budget
Federal agencies and the privately owned Government-sponsored

2
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enterprises. Finally, it covers the concepts of Federal funds and trust
funds, and Federal debt. These discussions demonstrate strongly that
budget outlays and budget authority give only a part, albeit a funda-
mental part, of the picture with respect to the financial position
and plans of the Federal Government.

Differing perspectives on both the totals and the details are also
presented in this part and throughout the budget documents by use of
different classifications. While the details of the budget are shown by
agency and by budget account, the major classification of the budget
totals is in terms of functions or purposes being served. As is noted in
the introduction to Part 5 of this document, the functional classifica-
tion has taken on a major new role now that the Congress is using it as
a basis for budget review.

One additional perspective is crucial. Where we are headed in the
next few years—particularly as to the growth in Federal spending—
is determined in large measure by substantive laws and appropria-
tions already enacted and programmatic actions already taken. For
example, many billions of outlays represent payment of obligations
that must be met. These include interest on the public debt and pay-
ments coming due on a wide variety of contracts already signed. The
Federal Government is committed to future payments for bridges,
dams, water reclamation projects, waterways, military equipment,
sewage treatment plants, research and development, subsidies for
lower income housing, community development projects, and much
more. About one-quarter of 1977 outlays are so committed. Moreover,
major Federal responsibilities often cannot be altered rapidly. It is
possible to increase or decrease outlays for our national parks, the
Forest Service, or the Department of the Treasury, but sharply cur-
tailing or eliminating such activities in a short pertod of time is not
practical.

It is for this reason that the budget document has increasingly
emphasized projections for the years beyond the budget year. Part 3
of this document contains estimates through 1981, as now required by
the Congressional Budget Act. Even greater emphasis has been placed
on future budget trends by including in the discussion of the budget
by function, in Part 5, specific references to 1978 outlays where the
outyear impact is particularly important.

The sections in this part of the volume are also complemented by
Part 6, which summarizes the budget process and defines the most
significant terms used in the budget documents.

BUDGET AUTHORITY

The Congress must provide budget authority, generally in the form
of appropriations, before Federal agencies can obligate the Govern-
ment to make outlays. For 1977, a total of $433.4 billion of new budget
authority is recommended.
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BUDGET AUTHORITY

[In billions of dollars]

Description 1975 1976 TQ 1977

’ actual estimate estimate estimate

Available through current action by the Congress:
Enacted and pending:

Appropriations. oo 271.1 248.4 498 ______._.
Supplemental requests pending_ . _________._.___. _______ * *
Rescissions pending___ ..o ... _______ -2.3 -3 ..
Proposed in this budget:
1977 appropriation requests_ . __________ ... .- _____.. ... .._.__. 260.0
Amendments to 1976 and TQ appropriations_..____ _______ 2.4 4
Supplemental requests_______.____________._._... _______ 7.5 2.1 1.4
To be requested separately:
Under existing legislation________.__.______.__.__ ______. 1.2 1 .6
Upon enactment of proposed legislation______._._. ___.__. .9 —.1 2.1
Allowances:
Civilian agencies 1_ ____________._____ ... ... .2 .2 2.6
Department of Defense—Military 2____________. _______ 1 * 1.6
Subtotal, available through current action by
the Congress. .. __ ... 271.1  258.3 52.2 268.3
Available without current action by the Congress
(permanent authorizations): 3
Trust funds (existing law) _________ .. ______.___. 128.7 143.3 33.6 164.1
Interest on the publicdebt.____.___ . . _________ 32.7 37.7 10.4 45.0
Other_ _ e 19.8 23.3 2.5 18.3
Deductions for offsetting receipts____________________. —40.2 543 -—10.7 —62.4
Total, budget authority_ . ____________________ 412.1  408.4 88.1 433.4

*Less than $50 million.

t Includes allowances for civilian agency pay raises and contingencies.

2 Includes allowances for civilian and military pay raises for Department of Defense.

3 Allowances for relatively uncontrollable programs with permanent authorizations are estimated
at zero.

Congressional action on $ 268.3 billion of the new budget authority
proposed for 1977 is required for it to become available. The remaining
$165.1 billion will be available under existing laws. Such latter au-
thority consists mainly of trust fund receipts, which in most programs
are automatically appropriated by existing law, and interest on the
public debt, for which budget authority is automatically provided
under a permanent appropriation enacted in 1847.

Not all of the new budget authority for 1977 will be obligated or
spent in that year.

« Budget authority for most trust funds authorizes the expenditure

of the funds’ receipts from special taxes and contributions and
from Federal fund payments to the trust funds, to be used as

PERSPECTIVES 5

needed over a period of years for benefit payments and other
purposes specified by law.

o Budget authority for many construction and procurement
programs covers the estimated full cost of projects at the time
they are started, although the outlays will occur over a number
of years as work on the projects progresses.

 Budget authority for the subsidized housing programs is equal to
the maximum Federal payment expected under new authority to
make contracts, which extend over long periods of up to 40 years.

* Budget authority for many direct loan programs provides financ-
ing for a period of years; budget authority for many insurance
and guaranteed loan programs consists of amounts to be used only
in the event of defaults or other claims on the programs.

As aresult of these factors, a substantial amount of budget authority

carries over from one year to the next. Most of this is earmarked for
specific uses and is not available for new program proposals.

Relation of Budget Authority to Outlays —1977 Budget
Figures in brac!:e:s represent Federal fund:

s

. To be spent in 1977
New Authority ' 298;.3 ’ Outlays
Recommended [231.8] in 1977
for 1977 - 394.2

433.4 . (286.2]
[311.9] -

b )

’Unspent Avuthority  § Unspent Authority

. for Outlays in
E',mded n To be spent Future Y:ars
PrlOI’ Years ' in Future Years ’
' 510.5 402.7 >54.8 '
[3449] [295.6] (375.7]
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As shown in the preceding chart, $112.9 billion of outlays in 1977,
299, of the total, will be made under budget authority enacted in
previous years. Conversely, $152.1 billion of the new budget authority
proposed for 1977, which is 35% of the total amount proposed, will
not result in outlays until future years. Some budget authority will be
written off and expire without being spent.

Once budget authority is provided, the Congressional Budget and
Impoundment Control Act requires that any amounts withheld from
use must be reported to the Congress in rescission or deferral messages.
The Congress may require release of funds by overturning the proposed
deferral or by not taking action on the proposed rescission of budget
authority .

RECONCILIATION OF ACTUAL AND ESTIMATED OUTLAYS
THAT ARE RELATIVELY UNCONTROLLABLE UNDER
EXISTING LAW

This section of the budget explains the differences between the
actual 1975 outlays for major programs that have relatively uncon-
trollable outlays and the amounts estimated in the 1975 budget, which
was transmitted to the Congress in February 1974.

Outlays are defined as relatively uncontrollable in any one year
when the President’s decisions in that year can neither increase nor
decrease them without a change in substantive law. That is, under
existing law these outlays depend generally upon factors that are
beyond administrative control, such as benefit payments that bene-
ficiaries are entitled to by law or contractual agreements or other
legally binding commitments that have already been made.

The amounts estimated in the budget for relatively uncontrollable
outlays may differ from the actual outlays for a number of reasons.
For example, legislation may change benefit rates or coverage; the
number of beneficiaries under a program may differ from the number
estimated; or economic conditions (such as the interest rates required
for Federal borrowing) may differ from what was assumed.

The following table shows the differences between actual outlays
for relatively uncontrollable programs in 1975 and the estimated
amounts shown in the 1975 budget. The list of such programs in this
table is the same as in table 16 (Controllability of Budget Outlays) in
Part 8 of this year’s budget.

The February 1974 estimate of uncontrollable outlays did not
include the outlay effect of legislation then being proposed. This is
standard practice consistent with the definition of uncontrollable
outlays stated above. Where legislation was enacted that significantly
affected relatively uncontrollable outlays in 1975, it is identified in the
discussion below.
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As the table shows, actual outlays for relatively uncontrollable
programs were $12.1 billion higher than originally estimated. The two
components of this total, open-ended programs and fixed costs and
outlays from prior-year contracts and obligations, accounted for
$13.7 billion and —$1.6 billion of this difference, respectively. The
former programs are composed mainly of benefit programs, grants, and
subsidies for which eligibility is automatic or fixed by law; interest
payments; and payments for the legislative and judicial branches,
which the President must—by law—include in the budget without
change.

RELATIVELY UNCONTROLLABLE QUTLAYS FOR 1975
{In billions of dollars]

o February Ch
Description 1974 Actual fl'v:“m8e
estimate !
estimate

Open-ended programs and fixed costs:
Payments for individuals:

Social security and railroad retirement._ .. .. ______________ 67.2 168.4 1.2
Federal employees’ retirement and insurance______________ 13.3 13.3 *
(Military retired pay)____________________________._._ 2 (6.0) 6.2) (.2)
(Other)_ . .. 3(7.3) an (-.2)
Unemployment assistance____________________._________._ 7.5 14.0 6.5
Veterans benefits: Pensions, compensation, education, and
insurance. .. .. __________________ o _______ 9.6 12.4 2.9
Medicare and medicaid_________________________________ 20.8 21.6 .9
Housing payments_____________________________________ 2.3 2.1 -.2
Public assistance and related programs___________________ 415.4 16.9 1.5
Subtotal, payments for individuals _ __________ e 241359 148.7 12.9
Net interest_ ___ ... 22.0 23.3 1.3
General revenue sharing__________________________________ - 6.2 6.1 .
Farm price supports (CCC)_____________ ... .9 .6 —.4
Other open-ended programs and fixed costs_ _____.__________._ 8.1 8.0 ~.1
Total, open-ended programs and fixed costs_____________ 24173.1 186.8 13.7
Outlays from prior-year contracts and obligations: &
National defense___.____________________________________. 23.7 23.6 —.1
Civilian programs_ .- ___ .o 28.6 27.1 —1L.5
Total, outlays from prior-year contracts and obligations ___ 52.3 50.7 —1.6

Total, relatively uncontrollable outlays . _________.___.___ 24225.4 237.5 12.1

;Less than $50° million.

. {3“1"51" $1.7 billion of special benefits resulting from the Tax Reduction Act of 1975.
billi ased on controllability classification used in the 1977 budget. Additional outlays of $0.3
illion, which had been projected in February 1974 to result from automatic cost-of-living in-
crga[ses under existing law, are now included as uncontrollable outlays.

: Bncorrcctly shown as §7.1 billion in the 1975 budget.

o hned on controllability clasglﬁc'ation used in the 1977 budget. Additional outlays of $1.3 billion,
:{ ul: was the 1974 outlay projection for the child nutrition programs, are now included as rela-
|v5e£' ?ncontrol_lnble outlays,

K“m.xcall;l:illesﬁxper‘:la1;:-03':'::.r_.contract- and obligations for activities show above as “‘open-ended pro-

210-000 O - 76 - 2
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Most of the $12.9 billion underestimate in payments for individuals
can be explained by differences between assumed and actual economic
conditions and the effects of new legislation. Over a third of this
amouny can be explained by the effect on outlays of a higher than as-
sumed rate of unemployment. This higher rate is responsible for most
of the outlay increase in unemployment assistance and part of the
increase in both public assistance and veterans readjustment outlays.
Changes in law subsequent to the budget submission also account
for over a third of the underestimate in payments for individuals.

Social security and railroad retirement outlays were $1.2 billion
greater than originally estimated. The Tax Reduction Act of 1975
(Public Law 94-12) increased social security and railroad retirement
outlays $1.7 billion by providing a $50 payment to beneficiaries of
these and certain other programs. Railroad retirement outlays were
higher by an additional $0.3 billion due to benefit increases enacted
by the Railroad Retirement Act of 1974 (Public Law 93-58). Partially
offsetting these increases was a $0.8 billion reduction in social
security benefits due to a smaller number of beneficiaries than
originally estimated.

Outlays for Federal employees’ retirement and insurance were
almost the same as estimated in the 1975 budget. There were, how-
ever, offsetting changes in the component programs, consisting of
a $0.2 billion overestimate for the civilian retirement programs and
a $0.2 billion underestimate for military retired pay. The lower out-
lays for civilian retirement resulted from overestimates of the number
of annuitants (—$0.3 billion) and of the amount of refunds to workers
leaving Federal employment (—$0.1 billion), partially offset by a $0.2
billion increase due to higher than expected inflation. Military retired
pay was underestimated by $0.2 billion due to the higher rate of in-
flation.

The largest revision in uncontrollable outlays was the $6.5 billion
increase in unemployment assistance. The original estimate assumed
an unemployment rate of 5.79, for 1975, as compared to the actual
rate of 7.39%. This higher rate increased unemployment assistance
outlays by about $4 billion, given the benefit coverage assumed in
the original estimate, and an underestimate in the benefits and cover-
age under then existing law contributed about $1 billion. In addition,
the higher unemployment prompted legislation that extended the
length of entitlement to benefit payments beyond the time workers
would normally be eligible and provided benefits to workers not pre-
viously covered (Public Laws 93-567 and 93-572). The legislation
added $1.5 billion to the original estimate.

Outlays for veterans benefits were $2.9 billion above the original
estimate. The Vietnam Veterans Readjustment Act of 1974 (Public
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Law 93-508) extended the coverage and amount of education benefits
above what was estimated in the 1975 budget. The 22.7%, increase in
monthly payments and the extension of some entitlements for an addi-
tional 9 months are the major components of the act that added
nearly $1.0 billion to the 1975 outlay estimate. Passage of the Veterans
and Survivors Pension Adjustment Act of 1974 (Public Law 93-527),
which increased income limitations and liberalized provisions relating
to payiment of pensions and survivors’ compensation, added $0.2
billion to 1975 outlays. In addition, outlays were increased $1.7 billion
due to an unanticipated increase in beneficiary caseloads in the
readjustment, compensation, and pension programs and higher than
expected average benefit levels in the latter two programs.

Outlays for medicare were $0.6 billion higher than estimated and
those for medicaid were $0.3 billion higher. The increased outlays for
medicare resulted largely from greater than anticipated increases in
enrollee utilization rates (for example, number of hospital days or
physician visits per enrollee) under the hospital insurance (HI) and
supplemental medical insurance (SMI) programs. The HI utilization
rate for 1975 was estimated to increase by 0.7%, as compared to an
actual increase of 5.09,. For SMI, the estimated utilization rate in-
crease was 1.7%, as compared to an actual increase of 7.2%,. A higher
than expected rise in medical costs also contributed to the under-
estimate of medicare outlays in 1975 and was the primary factor that
resulted in underestimating medicaid outlays.

Housing payments were $0.2 billion less than anticipated in the
1975 budget because the number of previously approved subsidized
housing units that actually became available for occupancy in 1975
was smaller than expected.

Public assistance outlays in 1975, which include public assistance
cash payments, food stamps, and child nutrition programs, were $1.5
billion higher than estimated. Increased caseloads and higher average
benefit levels in the public assistance cash payments program accounted
for $0.6 billion of the increase, while higher than expected participation
in the food stamp program increased outlays by $0.7 billion. Increases
beyond what had been assumed for the rate of inflation and for the
program participation rate in the child nutrition programs account for
the remaining $0.2 billion of the underestimate.

Net interest in 1975 was $1.3 billion above th2 original estimate.
This is almost entirely due to more debt being held by the public
than originally estimated. At the beginning of 1975, some 5 months
after the budget submission, debt held by the public was $346 billion,
very near the original estimate. However, by the end of the fiscal
year, debt held by the public was $397 billion, $38 billion more than
the original estimate of $359 billion.
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As a result of lower than anticipated agricultural output, especially
grains, commodity prices were higher than expected. This reduced
outlays for price support loans by $0.6 billion and export credits by
$0.1 bjllion. However, another result of the smaller crop was to
increase outlays for direct payments by $0.4 billion above the budget
estimate. The net effect was a $350 million lower outlay total for farm
price supports than had been estimated in the 1975 budget. .

Outlays from prior-year contracts and obligations were $1.6 billion
lower than originally estimated in the 1975 budget. The major under-
estimate was for the Department of Housing and Urban Develop-
ment ($1.8 billion) and the larger overestimates were for the Environ-
mental Protection Agency (—$1.7 billion), the Department of Health,
Education, and Welfare (—$1.0 billion), and the Department of
Transportation (—$1.0 billion).

OFF-BUDGET AND OTHER FISCAL ACTIVITIES

The budget does not include a number of fiscal activities of the
Federa) Government that result in spending similar to budget outlays.
Two major exclusions—the off-budget activities of Federal agencies
and the activities of privately owned Government-sponsored enter-
prises '—are discussed in some detail below.? Federal and federally
assisted credit activities, only part of which (direct loans) is on budget,
also have significant effects on the economy. The Federal debt has
become, of course, a major force in the financial markets. These
topics, too, are discussed below.

OFF-BUDGET AND OTHER FISCAL ACTIVITIES
[In billions of dollars]

1974 1975 1976 TQ 1977
Description actual actual est. est. est.
Outlays:
l:)ff-ybudget Federal agencies___._._____. 2.7 9.5 9.3 4.0 1.1
Government-sponsored enterprises____. . 14.5 7.0 8.1 4.3 14.6
Outstanding Fed?r:ii al;d fede;allly assisted
credit, end of fiscal period:
Direct loans—on budget._._____________ 46.0 49.8 54.1 55.2 68.8
Direct loans—off budget_.___.______.__ 15.4 24.4 32.3 35.6 34.4
Guaranteed and insured loans2_________ 153.0 158.7 171.8 172.2 174.6
Government-sponsored efri\terlprise lt:’ans__ 71.1 79.6 88.6 92.9 109.6
Outstanding debt, end of fiscal period:
E:os: Fl':ger:l det)l: ___________________ 486.2 544.1 633.9 652.8 719.5
Debt held by the public._.._._.._...__ 346.1 396.9 484.4 504.4 558. 2

1 See Special Analysis E, Federal Credit Programs, published in a separate volume. |
2 Excludes loans held by Government accounts and Government-sponsored enterprises.

1 i financial statements for these organizations are contained in ‘*Annexed Budgets,’’
PnrtDIe:/"lEdthc Appendix, Budget of the United States Government, Fiscal Year 1977.

2 The Exchange Stabilization Fund and the Board of Gevernors of the Federal Reserve System
(but not the Federal Reserve banks) are Federal entities. They are excluded from the budget and
from this discussion.
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Outlays of off-budget Federal agencies and Government-
sponsored enterprises.—Off-budget Federal agencies are federally
owned and controlled, but their transactions have been excluded from
the budget totals under provisions of law. Therefore, their fiscal activi-
ties are not reflected in either budget outlays or the budget surplus or
deficit, and appropriation requests for their activities are not included
in the totals of budget authority. The debt of these agencies is part of
the gross Federal debt but is not subject to the statutory debt limit.
As shown in the table on page 16, the outlays of the off-budget Federal
agencies are added to the unified budget deficit to comprise the total
Government deficit that has to be financed by borrowing from the
public or by other means.

The first off-budget agency excluded from the unified budget was
the Export-Import Bank (excluded by statute as of August 17, 1971).
This removal was the first departure from the concept of the unified
budget, which had been adopted for 1969 and which combined the
administrative budget with the substantial trust fund activity of the
Federal Government. Since 1972 further departures from a unified
budget have occurred. The Postal Service fund, the Rural Telephone
Bank, the lending activities that became the Rural Electrification and
Telephone revolving fund, and the Housing for the Elderly or Handi-
capped fund were removed from the budget. The Environmental
Financing Authority fund,® the Federal Financing Bank, the United
States Railway Association, and the Pension Benefit Guaranty
Corporation were established off-budget.

Under legislation proposed last fall, the Energy Independence
Authority would be established as a Government corporation to assist
the development of domestic sources of energy. While transactions of
the corporation will be off-budget, the net gains or losses of the Author-
ity will be recorded in the budget.

According to current law the Export-Import Bank will be returned
to the budget as of October 1, 1976, the beginning of fiscal year 1977.
Legislation has been proposed to make a similar, though partial, shift
for the United States Railway Association. Its lending program for
ConRail, which will comprise almost all of its outlays, will be on-
budget starting later in 1976. The budget totals currently include the
administrative expenses of the Rural Electrification Administration
lending programs and of the United States Railway Association, and
they also include the subsidies paid to the Postal Service.

3The Environmental Financing Authority expired on June 30, 1975, without having conducted
any operations.
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While the budget authority and outlays of off-budget activities are
excluded from the budget totals, not all of these activities are excluded
- from Presidential and congressional review. For example, limits to the
amount of new lending by the Rural Electrification and Telephone re-
volving fund are set annually by law, and the outstanding debt and
annual borrowing of the Postal Service are limited by statute.

In many cases there is little or no justification for off-budget
treatment. The Congressional Budget Act of 1974 calls for the Com-
mittees on the Budget of the House of Representatives and the
Senate to study on a continuing basis those provisions of law that
exclude any outlays of Federal agencies from the budget and to report
to their respective Houses their recommendations for terminating or
modifying such provisions.

Government-sponsored enterprises were established and chartered by
the Federal Government to perform specialized functions. The earlier
enterprises were all created with partial or full Government ownership
and direct- Government control, but, in time, they were converted to
private ownership and some new enterprises were created as privately
owned institutions. The current rule governing the budget treatment
of these enterprises was established in 1967 in accordance with a
recommendation by the President’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.

The Federal Land Banks and Federal Home Loan Banks had both
become entirely privately owned a number of years before the unified
budget was adopted and therefore have always been excluded. The
Federal National Mortgage Association, the Banks for Cooperatives,
and the Federal Intermediate Credit Banks became wholly privately
owned by repaying their Federal equity capital during 1969 and were
accordingly removed from the budget. The Federal Home Loan
Mortgage Corporation and the Student Loan Marketing Association
were subsequently established with full private ownership.

Except for the Postal Service and the Pension Benefit Guaranty
Corporation, the excluded outlays of both the off-budget Federal
agencies and the Government-sponsored enterprises are incurred for
carrying out loan programs. These programs are similar to the direct
loan programs in the unified budget. The outlays of most of these
programs are roughly equal to the difference between new loans
disbursed and repayments of principal. For example, during 1975
new loans disbursed by the excluded programs were $47.7 billion
and repayments were $29.5 billion, for an increase in loans outstand-
ing of $18.2 billion. In comparison, the outlays of these excluded
loan programs were $16.5 billion.
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COMPARISON OF OUTLAYS FOR THE UNIFIED BUDGET, OFF-BUDGET FEDERAL
AGENCIES, AND GOVERNMENT-SPONSORED ENTERPRISES
[In billions of dollars]

Outlays!
Fiscal year Unified Off-budget Government-
budget edera sponsored

agencies enterprises ?

1954 e 709 ... —0.3

1955 . .. 68.5 _________. .2
1956 — o e e . 705 .. .4
1957 e 76.7 .. N
1958 e 82.6 ... —-.5
1959 e 9.1 . 1.1
1960 . - e 92.2 ... .4
1961 - e 97.8 __________ -.3
1962 e 106.8 . _.._... 1.1
1963 . e "mL3 . .5
1964 . - el 118.6 ... ... 1.8
1965 e 18.4 _____.____ 1.2
1966 - e 1347 _________. 1.9
1967 e 158.3 ... -2.9
1968 L 178.8 _____.____ 1.7
19609 - e 184.5 _________. 4.3
1970 e 196.6 . _.__. 9.6
1970 e 204 . *

1972 L 2319 0.1 4.4
1973 L 246.5 .6 1.4
1974 il 268.4 2.7 14.5
1975 e 324.6 9.5 7.0
1976 estimate__ oo 373.5 9.3 8.1
TQ estimate_ _ _________ 98,0 4.0 4.3
1977 estimate_ _ ___ o ___ 394.2 1.1 14.6

“Less than $50 million.

b ldTo prevent double-counting, outlays of off-budget Federal agencies exclude loans to other off-

udget Federal agencies and to other Federal agencies; and outlays of Government-sponsored

::tcrpnses exclude loans to other Government-sponsored enterprises and loans to or from Federal
encies.

h2 The 1972-74 data have been revised for the Federal Home Loan Mortgage Corporation to reflect
the reclassification of sales of participation certificates as borrowing rather than as asset sales.

Like direct loans in the budget, the loans of the excluded programs
are designed to allocate economic resources toward particular uses.
Under certain circumstances they also provide some stimulus to
aggregate economic activity, although this is offset to a degree because
their net lending has to be financed largely by borrowing from the
financial markets just as does a deficit in the budget. The off-budget
Federal agencies support a variety of program functions both through
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their direct operations and, in the case of the Federal Financing Bank,
through the purchase of debt securities issued by several agencies
and the purchase of obligations guaranteed under a number of Gov-
ernment programs. Part 5 of the budget, “The Federal Program
by Function,” shows the outlays of most of the off-budget Federal
agencies by function and discusses some of their more significant
activities. The Government-sponsored enterprises primarily support
housing but also support agriculture and higher education.

In the preceding table, the excluded outlays of the off-budget
Federal agencies and the privately owned Government-sponsored
enterprises are compared with the unified budget outlays.* The outlays
of the off-budget agencies began at a negligible amount in 1972 but
have grown rapidly since then, in large part because more off-budget
agencies have been created. The following table shows the extent
to which the off-budget outlays in 1974-77 are due to one agency,
the Federal Financing Bank (in billions of dollars):

1974 1975 1976 TQ 1977
actual actual estimale eslimale eslimale
Federal Financing Bank ________.____________. 0.1 6.4 5.6 2.8 8.2
Other off-budget Federal agencies__...________. 2.6 3.2 3.8 1.3 2.9
Total. el 2.7 9.5 9.3 4.0 1.1

The outlays of the Federal Financing Bank reflect only its purchases
of Government-guaranteed obligations, not its purchases of agency
debt, in order to prevent double counting. For 1977 the Federal
Financing Bank outlays are estimated to be three-fourths of the total
outlays of the off-budget Federal agencies. Federal Financing Bank
outlays make up almost two-thirds of the total during the rest of
the 1975-77 period. The next largest sources of off-budget outlays are
the Postal Service, the Export-Import Bank until its return to the
budget in 1977, and the Energy Independence Authority in 1977.
Altogether, the outlays of off-budget Federal agencies equaled 2.9%
of budget outlays in 1975 and are estimated to equal 2.5% in 1976 and
2.89% in 1977.

The outlays of the privately owned Government-sponsored enter-
prises have likewise grown—from relatively small amounts in the
early 1960’s to an average of $7.5 billion, or 2.9% of budget outlays,
during 1971-75, when more Government sponsored enterprises were
outside the budget. In 1976 and 1977 these enterprises are expected
to spend $8.1 billion and $14.6 billion, respectively, equal to 3.19% of
budget outlays over the period.

4 The historical data for unified budget outlays include of-budget Federal agencies for any years

when they were in the budget and include Government-sponsored enterprises for periods when
they had any Government ownership.

PERSPECTIVES 15

Guaranteed and insured loans.—Federal and federally assisted
credit has a significant influence on resource allocation. Direct loans
by on-budget agencies are part of total outlays. Direct loans by off-
budget agencies (discussed above) and federally guaranteed loans
are not measured in the budget totals. Credit guarantees allocate
economic resources toward particular uses, especially housing, and
under certain circumstances provide some stimulus to total spending
in the economy. The impact of guaranteed loans on the economy is
difficult to assess, since some portion of the private loans that are
guaranteed would be made anyway and since those private loans that
would not otherwise have been made tend to divert credit away from
other economic activities.

The outstanding guaranteed loans held by the public are large and
have grown substantially each year. At the end of 1975 they were
$158.7 billion. They are expected to grow $13.1 billion in 1976, $0.4
billion in the transition quarter, and $2.4 billion in 1977, reaching
the sum of $174.6 billion by the end of 1977. These figures include
the full amount of all loans guaranteed in whole or in part with respect
to payment of the principal or the interest. In addition to the $16.0
billion increase in guaranteed loans that will be held by the public
during 1976~77, the total held by the Federal Financing Bank, other
Federal agencies, and Government-sponsored enterprises is estimated
to increase by $18.9 billion. The latter amount is reflected in the out-
lays of the Federal agencies and Government-sponsored enterprises that
buy these loans. Many loan guarantee programs are discussed by
function in Part 5 of the budget; and loan guarantees generally are
analyzed further in Special Analysis E, “Federal Credit Programs.” 5

Taxation.—Several other fiscal activities not measured in the
budget also have economic impacts. Taxation affects the economy
not only by providing the Government with receipts, which the
budget does measure, but also by changing the, allocation of resources
among Private uses and the distribution of income among individuals.
The _private economy may be significantly affected both by the
relative importance of the various taxes and also by the structure of
each of the different taxes that are levied. Some aspects of the struc-
tures of the individual and corporation income taxes—exclusions,
e).(emptions, deductions, credits, preferential rates, and deferrals—are
discussed as “tax expenditures” at several places in Part 5 ot the

budget, including the introduction, and in Special Analysis F, “Tax
Expenditures.” ¢

:lsl:iedSpecinl Analyses, Budget of the United States Government, Fiscal Year 1977.
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Budget funds and the Federal debt.—The budget is divided be-
tween two major groups of funds: Federal funds and trust funds.

The Federal funds are derived mainly from taxes and borrowing.
Most of these funds are not restricted by law to any specific Govern-
ment purpose. The trust funds, on the other hand, collect certain
taxes and other receipts for specified purposes, such as the payment
of social security and unemployment insurance benefits.”

BUDGET FINANCING AND CHANGE IN DEBT OUTSTANDING

[In billions of dollars]

Description 1975 1976 TQ 1977

actual estimate cstimate estimate

Budget surplus or deficit (—)_______________.______ —-43.6 —-76.0 —16.1 —43.0
Surplus or deficit (—) of ofi-budget Federal agencies___ -9.5 -9.3 —4.0 —11.1
Total, surplus or deficit (—)_______._.___.____ —53.1 8.3 —-20.1 540
Means of financing other than borrowing from the
public:
Decrease or increase (—) in cash and monetary assets -.3 —1.4 . .
Increase or decrease (—) in liabilities for:
Checks outstanding, etc______________________. 1.4 .2 N 4
Deposit fund balances_.____ ... _.____________ 6 —1.6 -.2 —.6
Seigniorage on €OINS_ .- .o ____ 6 7 .2 7
Total, means of financing other than borrowing
from the public._______________ ... .. ___ 2.3 -2.2 B .5
Total, requirements for borrowing from the
public. . . -50.9 —87.5 —20.0 -=53.5
Reclassification of securities ! _ . . ceome o eeii eoe- -.3
Change in debt held by the publie_.________________ 50.9 87.5 20.0 53.8
Change in Federal agency investments in Federal
debt:
Federal funds___________________________..__. .9 9 .2 .5
Trust funds__ ... 7.1 2.0 —-1.2 12.4
Off-budget Federal agencies..__________._____._ —1.0 —.6 —.1 *
Total, change in Federal agency investments in
Federal debt______________ ... _______. 7.0 2.3 -1.1 12.9
Change in gross Federal debt______________________ 57.9 89.8 18.9 66.7

*Less than $50 million. . -
1 On October |, 1976, Federal debt held by the public is estimated to increase by $0.3 billion due to
a reclassification of Export-Import Bank certificates of benetcial interest from assct sales to debt.

?Data for Federal funds and trust funds are presented in Special Analysis B, “'Funds in the
Budget,” in Special Analyses. Budget of the United States Government, Fiscal Year 1977.
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The budget combines the receipts and outlays of the Federal funds

‘and trust funds and deducts the various transactions that occur

between them. It therefore generally displays the net transactions of
the Federal Government with the public. Thus, as is shown in the
previous table, the unified budget surplus or deficit is the principal
determinant of the change in Federal debt held by the public.? Since
1974, however, the deficits of the Federal Financing Bank and the
other off-budget Federal agencies have also become an important
determinant of the change in Federal debt held by the public. The
transactions of the off-budget Federal agencies have been excluded
from the budget under provisions of law and are not part of either
the Federal funds or the trust funds grouping.

The deficit expected for 1977 and the other factors noted in the
preceding table will increase the Federal debt held by the public from
$504.4 billion at the end of the transition quarter to $558.2 billion at
the end of 1977.

Gross Federal debt is the sum of the debt held by the public and
the debt held by the Government itself, such as the investments in
Treasury debt by the social security trust funds. The Federal funds
deficit is the principal determinant of changes in gross Federal debt,
but the off-budget Federal agencies also have an important effect.

Gross Federal debt is estimated to rise from $652.8 billion on
September 30, 1976, to $719.5 billion on September 30, 1977. As the
lower section of the preceding table indicates, $12.9 billion of this
increase will be in debt held by trust funds and other Federal agencies,
reflecting mainly the investment of trust fund surpluses in Treasury
debt.

The gross Federal debt consists almost entirely of securities issued
by the Treasury Department. However, a few Government agencies
are authorized to issue their own debt instruments to the public or
to other Government agencies and funds. This borrowing is part of
the gross Federal debt. At the end of 1975 the outstanding debt of
such agencies that was held by the public was $9.0 billion. This debt
is expected to fall by small amounts in 1976 and 1977 due to the opera-
tions of the Federal Financing Bank, which buys most new issues of
agency debt and finances its purchases through Treasury borrowing.

8 Federal debt held by the public includes debt held by the Federal Reserve System.
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To prevent double counting, these holdings are not included in gross
Federal debt. Consequently, the change in agency debt is largely
determined by the repayment of securities that have matured.

Almost all Treasury debt issues are covered by a statutory debt
limit, but most borrowing by Federal agencies other than the Treasury
is excluded from this limit. The ceiling on the debt subject to limit is
temporarily $595 billion but under existing law is scheduled to return
to the permanent limit of $400 billion on March 16, 1976. To permit
the Federal Government to meet its obligations, this ceiling will have
to be raised. Under the Congressional Budget Act of 1974, the Con-
gress is to include in its concurrent resolutions on the budget the
appropriate level of debt and the amount by which the debt subject
to limit ought to be changed.

The debt subject to statutory limit includes not only most of the
Federal debt held by the public but also most of the Federal debt held
internally by the Government itself. Therefore, the concept of Federal
borrowing subject to statutory limit is roughly similar to the concept of
the Federal funds part of the unified budget. Trust fund surpluses
invested in Federal debt do not hold down the growth in the debt
subject to limit as they do the growth in the debt held by the public.
Consequently, debt subject to limit usually grows more than debt
held by the public; and whereas borrowing from the public is roughly
related to the unified budget surplus or deficit, borrowing subject to
limit is roughly related to the Federal funds surplus or deficit.?

The Federal funds deficit in 1977 is estimated to be $55.5 billion,

and the off-budget Federal agencies are estimated to require an addi-
tional $11.1 billion of borrowing subject to limit. As shown in the

following table, these two factors will account for most of the
increase in the debt subject to limit.

¢ Federal debt is discussed further in Special Analysis C, “Borrowing, Debt, and Investment,”
in Special Analyses, Budget of the United States Government, Fiscal Year 1977.

PERSPECTIVES 19

FEDERAL FUNDS FINANCING AND CHANGE IN DEBT SUBJECT TO LIMIT

[In billions of dollars}

Description 1975 1976 TQ 1977

actual estimate estimate estimate

Federal funds surplus or deficit (—)________________ —51.0 785 —15.0 -55.5
Effect of outlays of off-budget Federal agencies on debt
subject to limit________________________________ —9.0 —8.8 -3.9 -I11.1

Total, amount to be financed

__________________ —-60.0 —87.4 —18.9 —66.6

Means of financing other than borrowing:

Decrease or increase (—) in cash and monetary assets_ —.3 —1.4 .. _____
Increase or decrease (—) in liabilities for: o
Checks outstanding,etc________________________ 1.7 .7 .2 6
Deposit fund balances.______._._._..___________ 7 ~1.6 -2 -.6
Seigniorage on coins______ . ____.______..._.___.. 6 .7 .2 7
Total, means of financing other than borrowing_ 2.7 —-1.6 .2 .7
Decrease or increase (—) in Federal funds invest-
mentsin Federaldebt_______________ . _________ -9 -9 -.2 -.5
Increase or decrease (—) in Federal funds debt not
subject to limit_________ . ______________._____ —.8 -2 —* —.6
Redemption of special notes to IMF1_____________ B T,
Reclassification of securities 2__ ________________._ ... ... ... -.3
Total, requirements for borrowing subject to
debt Bmit__________ . . —-58.2 —90.0 —18.9 —67.3
Change in debt subject tolimit_____________________ 58.2 90.0 18.9 67.3

:L.Oessh}lhnnh 3]540 r{));l;ion.
n Marc o 1 ., $825 million of non-interest-bearing notes issued to the International Mone-
tary Fund were redcemed and replaced by a letter of credit of equal value. These notes were'incluo;eed
in the debt subject to limit but not in the gross Federal debt. Since the letter of credit is not counted
Aszdebt. this transaction reduced debt subject to limit by $825 million.

On October 1, 1976, Federal debt held by the public is estimated to increase by $0.3 billion due toa
reclassification of Export-Import Bank certificates of beneficial interest from asset sales to debt.
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FEDERAL FUNDS RECEIPTS AND OUTLAYS

[In billions of dollars]

Description 1975 1976 TQ 1977
P2 actual estimate estimate estimate

Outlays (by agency):
Department of Defense military functions and mili-

tary assistance 1. ____ oo oo ... 8.9 9.8 24.7 100.3
Department of the Treasury;
Interest on the publicdebt _______________.__.- 32.7 37.7 10.4 45.0
Other. _ e 8.7 7.8 1.9 6.5
Department of Health, Education, and Welfare. ... 37.3 41.7 10.1 44.3
Veterans Administration______ ..o oo _on- 16.3 18.8 4.4 17.0
Department of Agriculture. ______ .. ... 9.7 14.2 3.3 10.8
Department of Housing and Urban Development.__ . 7.5 7.2 1.9 7.2
All other agencies. .o oo aeoeee- 39.4 51.5 13.0 53.0
Allowances 2. - - e meem —mmmee .2 .2 2.3
Total . e cccmeeaeme 238.5 276.9 69.8 286.2
ReCeipts. - oo oo e 187.5 198.4 54.8 230.8
Deficit (=) - oo —51.0 -78.5 —15.0 -55.5

1 Includes allowances for civilian and military pay raises for Department of Defense.
2Includes allowances for civilian agency pay raises and contingencies.

A substantial part of the Federal funds deficit—and, therefore, a
substantial part of the growth in debt subject to limit—is associated
with transactions between Federal funds and trust funds. These
transactions consist primarily of Federal funds payments to trust
funds: interest paid on Treasury debt held by trust funds, the
employer share of employee retirement, the Federal payment to
finance the unfunded liability of the civil service retirement fund, and
other payments mainly to social insurance- trust funds (such as the
Federal Government’s contribution for supplementary medical
insurance). The trust fund payments to Federal funds are very
small .1 ’

From 1966 through 1975, the cumulative Federal funds deficit was
$219.6 billion, of which $100.4 billion was attributable to transactions
with trust funds and the remaining $119.1 billion was attributable to
transactions with the public.* A significant Federal funds deficit can
oceur, as one did in 1969, when there are surpluses in the unified budget
and in the transactions of the Federal funds with the public. The
relevant figures for 1975 through 1977 are shown in the following
table.

10 These transactions are shown in detail in Part 8, table 13, See the section of the table on inter-

fund transactions.
11 See the footnote to the table, Budget Surplus or Deficit by Fund Group, on the next page.
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BUDGET SURPLUS OR DEFICIT (—) BY FUND GROUP!

[In billions of dollars)

Description 1975 1976 TQ 1977
actual estimate estimate estimate
Federal funds:

Transactions with the public_____________________ —32.4 —-49.6 —10.1 —=25.1
Transactions with trust funds____________________ —18.6 —28.9 —4.' 9 -—30' 3
Total . __ .. -51.0 —78.5 —15.0 —55.5

Trust funds:
Transactions with the public_____________________ —11.2 -26.4 —6.0 —17.8
Transactions with Federal funds..___.__________ 8.6 289 49  30.3
Total . _ . 7.4 2.5 —1.1 12.5

Budget total:

Federal funds___.______________________________ -51.0 —-78.5 15 —

Trustfunds_._____________________________ 7.4 2: 5 —1 (I) ?gg
Total . .. —43.6 -~76.0 —16.1 —43.0

1 For purposes of this analysis, pa
} . pPayments from Federal funds to the general reven i
fund are tc{.eated as transactions with the public instead of tranuctionss with a trus:?;k;{l:g;l‘tul::
::;::epdonT;‘lilsgi:)ab);::n:‘:t:tf;om the lgeneral revhenue sharing trust fund to the public are nc;:ordingly
. e general revenue sharing trust fund has no independent i
but serves only as a channel through which a Federal funds payment is m;;de to tl:gu;:iloii funding
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ECONOMIC ASSUMPTIONS AND LONG-RANGE BUDGET
PROJECTIONS

This part of the budget discusses the long-range budget outlook
and the economic assumptions underlying that outlook. The first
section presents economic assumptions for calendar years 1976 through
1981 and explains the nature of these assumptions. The second section
examines the budget outlook for the fiscal years 1977 through 1981,
presenting projections of receipts by major source and budget author-
ity and outlays by function and agency.

ECONOMIC ASSUMPTIONS

There is a two-way relationship between the economy and the
budget. Economic conditions significantly affect the budget, and the
budget, in turn, significantly influences economic conditions. Both the
tax structure and budget outlays can have a substantial effect on
national output, employment, and inflation.

At the same time, outlays for many Federal programs are directly
linked to developments in the economy, and this linkage has become
increasingly strong in recent years. For example, most retirement
and other social insurance benefit payments are now tied by law to
cost-of-living indexes. Medicare outlays are affected directly by the
price of medical services. Interest on the debt is linked to general
market interest rates and the size of the budget surplus or deficit, which
in turn are influenced by economic conditions. Of course, to the extent
that outlays rise automatically in response to inflation the budget is
less effective in counteracting inflationary pressures than it would be
if these linkages did not exist.

Another type of linkage to economic events is outlays for unem-
ployment benefits, and certain other benefits, which rise and fall with
the unemployment rate. In addition, budget receipts vary in accord-
ance with individual and corporate incomes, which respond to both
real economic growth and inflation. Thus, receipts and some benefit
payments serve as ‘‘automatic stabilizers” for the economy by both
restraining inflation and cushioning economic downturns.

The following tables present the underlying economic assumptions
that have been used for purposes of developing budget estimates.
These assumptions are presented on a calendar year basis, whereas
the budget estimates are presented on a fiscal year basis. These
assumptions are being presented in order to provide the Congress and
the public with information that may be helpful in understanding

and assessing the budget estimates and long-range projections.
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SHORT-RANGE. ECONOMIC FORECAST

[Calendar years; dollar amounts in billions]

ltem Alcgt;x:l Forecast
1975 1976 1977
Gross national product:
Current dollars:
Amount_____ .. $1,407 81,499  $1,684  $1,890
Percent change. . _________________.___________ 7.7 6.5 12.4 12.2
Constant (1972) dollars: .
Amount______ e $1,211  $1,187  $1,260  $1,332
Percent change_______________.______________. —1.8 —-2.0 6.2 5.7
Incomes (current dollars): .
Personal income. ... __ ... $1,155 $1,246 $1,386 $1,538
Wages and salaries_.___._________ ... ________ 763 802 892 1,001
Corporate profits_ . ________ ..o 132 118 156 ' 181
Price level (percent change):
GNP deflator:
Year over year__________________.______.__.__. 9.7 8.7 5.9 6.2
Fourth quarter over fourth quarter_ .. __._______ 11.4 6.3 5.9 6. 3
Consumer price index: '
Yearover year___._____ .. .. ____.____._.___ 11.0 9.1 6.3 6.0
December over December__________ . ... ____ 12.2 6.9 5.9 5. 9
Unemployment rates (percent): .
Total. e 5.6 8.5 7.7 6.9
Insured . ________ ... 3.8 7.2 6.3 5.4
Average Federal pay raise, October (percent) _______ 5.5 5.0 4.7 8' 6
Interest rate, 91-day Treasury bills (percent) 2________ 7.9 5.8 5.5 5: 5

21 IAnaured un:mp]oyment as a perl::entnge (:lf covered employment.
verage rate on new issues within period; the rate shown
st thverage rate on new issues withi for 1976 was the current market rate

The short-term economic assumptions presented in this section have
b.een developed in quite different ways from the longer run assump-
tions. The assumptions for calendar years 1975 (for which only three
quarters of actual data were available at the time the forecast was
made), 1976, and 1977 are forecasts of probable economic conditions
during these years.

The longer range assumptions for the period 1978 to 1981 are not fore-
casts of probable economic conditions, but rather assumptions consistent
W:lth moving gradually toward a relatively stable price level and a
higher level of employment. Any economic forecast is subject to sub-
stz.mtial error. Even the 1976 forecast involves considerable uncer-
tainty, .but the uncertainty rises rapidly as we attempt to foresee
economic activity in 1977. Beyond 1977, it is virtually impossible to
make a forecast with any degree of reliability. It is for this reason the
data in the following table are mechanical projections.
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LONG-RANGE ECONOMIC ASSUMPTIONS

[Calendar years; dollar amounts in billions]

Assumptions

P Item 1978 1979 1980 1981

Gross national product:
Current dollars:

Arhount e $2.124  $2,376  $2,636  $2,877
Percent change_ ... ... 12.4 1.9 10.9 9.1
Constant (1972) dollars:
Amount - e $1,411  $1,503  $1,600  $1,679
Percent change__ ... ... 5.9 6.5 6.5 4.9
Incomes (current dollars):
Personal income_ e $1,727 $1,930 $2,138 $2,331
Wages and salaries___.._________ .. ... $1,126  $1,259 1,397  $I, 525
Corporate profits___________ . - 201 223 247 271
Price level (percent change):
GNP deflator:
Year over Year_ .o ccoaemeeeoaoen 6.1 5.0 4.2 4.0
Fourth quarter over fourth quarter____._____._. 5.7 4.7 4.0 4.0

Consumer Price Index:

Year over year - cooo e 5.9 5.0 4.2 4.0
December over December____________ ... .. 5.6 4.6 4.0 4.0
Unemployment rates (percent):
Total . - o e 6.4 5.8 5.2 4.9
Insured ! e 4.9 4.2 3.6 3.3
Federal pay raise, October (percent). . ... . 7.0 6.5 5.75 5.5
Interest rate, 91-day Treasury bills (percent) 2_______ 5.5 5.5 5.0 5.0

3 Lprured unemployment as 1 percentage gf covered employment.

It is assumed that real GNP grows at a 6.5% rate from the first
quarter of 1978 through the end of 1980. At that time, with the
unemployment rate less than 5%, a slower rate of growth is assumed.
It is further assumed that this growth pattern is consistent with a
continuous deceleration in the rate of inflation. The current dollar
value of GNP is derived from the assumed inflation and real growth
rates, while personal income, wages and salaries, and corporate profits
are computed assuming a continuation of the historical trends that
relate these data to current dollar GNP. The unemployment rate is
projected by using the historical relationship between unemployment
and the gap between actual and potential GNP.

There is no intent to imply that the economy will follow the exact
path derived from these assumptions. It may grow more rapidly in
some periods and less rapidly in others. Nor do the assumptions repre-
sent a blueprint for economic policy. Such plans can only be set as we
gain more information regarding the evolving relationship between
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inflation and unemployment during this recovery. The purpose of

pregent:ing these assumptions is solely to provide a consistent base for
projecting the budget estimates.

LONG-RANGE BUDGET PROJECTIONS

The effects of current decisions extend beyond the budget year.

They establish program trends that have important influences on the
size ancll f:omposition of budgets for years into the future. Just as the
composition and level of the 1977 budget have been largely determined
by past decisions, the decisions and proposals it embodies will strongly
affect sub.sequent budgets. Thus, major program decisions on the 1977
budget. significantly affect the swing from a projected $43 billion
deficit in 1977 to almost a $10 billion surplus in 1979.
' T}.xe b.udgets for the last 6 years have emphasized the longer range
implications of current decisions by presenting 5-year projections of
Federal outlays and receipts. In the 1973 budget, detailed 5-year
projections of the costs of legislative proposals for major new and
expanded programs were added. In accordance with the Congressional
Bu(.iget. and Impoundment Control Act of 1974, this budget presents
projections by agency, major program, and function for each of the
years 1978 through 1981.

quic assumptions.—The receipts projections presented below are
c.onsrst.ent with the foregoing economic assumptions, and with con-
.tmua.tlon of current tax laws as modified by the proposals contained
in this budget. The outlay and budget authority estimates indicate
the dfzgr.ee to which resources would be committed by the continuation
of existing and currently proposed programs at the program levels
recqmmended for 1977. These projections are not forecasts of future
recelpts, outlays, or budget authority, because no attempt is made to
predict future decisions or their effects. Nor are the projections
rec?mmendations, except to the extent that they are consistent with the
objective of restraining the growth in Federal spending, and to the
extent that they lead to a balanced budget in 1979. ,

In. general, the outlay projections assume that program levels
remain level in current dollars except where there is an explicit
b'udget recommendation to increase or decrease program levels over
time. Allowances are also made for future cost-of-living adjustments
to benefit levels, Federal pay raises, and other cost increases. These

a};owances are consistent with the economic assumptions outlined
above.
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The V_Fiscc|| Qutlook to 1981

Ovutlays

Budget
Surplus

Deficits

Receipts

The fiscal outlook.—Under the assumptions used here, receipts are
projected to increase by an average of 13.6% per year from 1977
to 1981, rising from $351 billion to $585 billion. Over ’oh(? same
period, outlays for current programs and those proposed in this
budget are projected to rise by an average of 6.6% a year, from 31394
billion to $510 billion. Thus, the budget is projected to move into
surplus in 1979 with increasingly large surpluses in subsequent years.

THE FISCAL OUTLOOK, 1975-81
[In billions of dollars]

1975 1976 TQ‘ 1977 1978 1979 1980 1981

Outlays under current programs__.. 324.6 373.7 98.2 391.9 420.4 441.8 465.0 489.2

Outlays under proposed programs_.. - gty S a0 3.9 110 "7
j .7 482.5 509.9

Total projected outlays. ... .. 324.6 373.5 98.0 394.2 429.5 455
Receipts under current law ... ...... 281.0 297.3 87.3 374.1 430.1 491.7 535.1 623.9
Effects of proposed tax changes..... . .2 —5.5 —22.8 —23.4 —26.4 —32.0 —38.4
Total projected receipts__ ... 281.0 297.5 81.9 351.3 406.7 465.3 523.1 585.4

Budget margin or deficit (=) - .- —43.6 —76.0 —16.1 —43.0 —22.8 9.6 40.6 75.5
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Receipts are projected to increase by 679, from 1977 to 1981
due to growth in tax bases and an increase in the average effective
tax rate on personal income as rising real incomes and inflation move
people into higher tax brackets. This increase in effective tax rates,
which is implicit in a progressive income tax system, accounts for
about $50 billion of the total increase in individual income tax
receipts between 1977 and 1981. Over the past two decades, legislated
tax cuts have offset implicit increases of this nature. Without these
reductions, total Federal receipts would have risen to a much larger
percentage of GNP than they now claim.

PROJECTED RECEIPTS BY SOURCE
{In billions of dollars]

Source 1975 1976 TQ 1977 1978 1979 1980 1981
Individual income taxes___________ 122.4 130.8 40.0 153.6 184.0 218.4 252.8 287.3
Corporation income axes_._______. 40.6 40.1 8.4 4.5 545 59.8 65.9 71.7
Social insurance taxes and contribu-
tions (trust funds)..___.___.._.. 86.4 92.6 25.2 113.1 130.8 147.2 162.1 181.6
Excise taxes....._..cocoo oo .. 166 16.9 4.4 17.8 18.4 188 19.2 19.6
Estate and gift taxes______________ 46 5.1 L4 58" G472 IR0 8.9
Customs duties...__..___.._.______ 37 03BN L0 T4 3T AR 54 6.0 66
Miscellaneous receipts..._____.____ 6.7 L83 L5 T2 T BULURLS N 19.9 I OER
Total budget receipts__.____ 281.0 297.5 81.9 351.3 406.7 465.3 523.1 585.4
MEMORANDUM
Effect of proposed legislation in-
cluded above:
Individual income taxes_________ _____ —* —4.6 —22.2 —24.7 —26.7 —30.7 —35.6
Corporation income taxes_._____. _____ —* —8 —6.2 —10.8 —13.8 —16.3 —19.2
Social insurance taxes and con-
YionsY M Ot T NIRRT Tt ) 54 81 9.7 10.4 11.5
Excise taxesandother__________ _____ 2 =k 3 40 4.5 47 49

_____ .2 =55 —22.8 —23.4 --26.4 —32.0 -38.4

*Less than $50 million,

Tax proposals included in this budget reduce individual and corpora-
tion income taxes by $28 billion in 1977 and $55 billion by 1981.
The largest reductions result from:

—tax reductions to take effect July 1, 1976, when temporary

tax cuts expire; these changes reduce income taxes by $28 billion
in 1977, and $39 billion by 1981; and
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—integration of individual and corporation income taxation; this
proposal does not affect receipts in 1977, but reduces receipts
by $13 billion by 1981.
For g more detailed discussion of these and other tax proposals, see
Part 4,

Social insurance taxes and contributions, which have increased from
only 129 of receipts in 1955 to almost 319, two decades later, are
projected to increase by 619, between 1977 and 1981. Under current
law, the social security tax rate is scheduled to increase from the
current rate of 11.7% to 12.19%, on January 1, 1978, and to 12.6% on
January 1, 1981. As part of the program to restore the fiscal integrity
of the Social Security trust fund, the President is proposing an addi-
tional 0.6 percentage points, effective January 1, 1977, to place the
social security system on a sounder financial basis. In addition to these
rate increases, the taxable earnings base is prejected to increase,
automatically under current law, from its current level of $15,300
to $23,400 by January 1981. Legislation is also proposed to increase
the rate and base on which unemployment insurance taxes are col-
lected. The combined effect of these proposed rate and base increases is
to raise receipts by over $5 billion in 1977 and by $11 billion by 1981.

Estate and gift taxes, customs, excise taxes, and miscellaneous
receipts are projected at $45 billion in 1981, an increase of $10 billion
from 1977. These estimates assume continuation of the 4¢ per gallon
Federal excise tax on gasoline and other highway trust fund taxes, all
of which are scheduled to decline or expire on September 30, 1977.

Full-employment receipts is an analytical concept based on the
amount of income that would be generated if the economy were con-
tinually operating at full capacity (conventionally defined as a 4.0%
unemployment rate for the civilian labor force). Similarly, full-
employment outlays include only that portion of the outlays for benefits
under the regular unemployment insurance program that would be
paid if the economy were continuously operating at full capacity.
They thus eliminate the fluctuations in actual outlays for these
benefits due to year-to-year changes in the unemployment rate. The
differences between these adjusted receipts and outlay estimates are
called full-employment budget margins. Changes in these margins
from one year to the next provide a rough measure of the impact of
discretionary fiscal policy (i.e., excluding automatic stabilizers) on the
economy.

PROJECTIONS 31

FULL EMPLOYMENT RECEIPTS AND OUTLAYS
[In billions of dollars}

1976 1977 1978 1979 1980 1981

Full-employment receipts_____.__________________ 347 380 445 498 550 607
Full-employment outlays______________.__________ 363 386 422 451 480 508
Full-employment budget margin____________ —16 3 23 47 70 99

Fu]l-employment outlays are estimated at $386 billion in 1977
rising to $508 billion in 1981. Full-employment receipts ar(;
projected to increase from $389 billion in 1977 to $607 billion in
1981. The full-employment margin gradually increases from $3
billion in 1977 to $99 billion in 1981.

While the full employment concept is traditionally defined in
terms of a hypothetical 4.09, unemployment rate, any other rate
would serve essentially the same analytic purpose, provided it re-
mained fixed from year to year.

Budget trends.—The major trend in the composition of the budget,
out‘lays over the last 20 years has been the rapid growth of domestic
assistance programs and the corresponding relative decline in spending
for direct Federal operations, particularly defense. Over the past two
decades, outlays for domestic assistance have been growing much
more rapidly than national output, and more rapidly than total
Federal outlays.

D‘irect Federal operations include Federal purchases of goods and
services .for use in Government programs such as defense and space
exploration, compensation of Federal employees, payment of interest
on ‘the public debt, and energy research and development. Domestic
assistance programs, in contrast, include payments to retired, disabled,

or unemployed workers, to lower-income families and individuals, and
aid to State and local governments.
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BUDGET COMPOSITION

[Percent of total outlays]

Actual Projected
Description
s 1956 1960 1964 1968 1972 1977 1981
Domestic assistance_ ______ .-~ 22.3 29.4 30.6 325 45.7 55.4 53.9
Payments for individuals:
Direct }. e 17.0) (21.8) (22.1) (22.1) (30.2) (40.0) (40.6)
Indirect (grants-in-aid)_._-...-----_- 2.5 @10 3.9 34 6.3) (5.3) (3.7)
All other grants-in-aid !___.__.._.____- 2.8) 49 (6.5 7.0 9.2) (10.1) (7.6)
Direct Federal operations_____ .-~ 7.7 70.5 69.4 67.5 544 M7 46.1
National defense.__ . - .- cccooooooaaaan (56.4) (49.0) (44.5) (44.4) (33.4) (25.7) (28.0)
Net interest. - o cooccccmacmanmma- (7.2) (1.5) (6.9) (6.2 6.7 8.4y (1.2)
Other. - oo (14.1) (14.0) (18.0) (16.9) (14.3) (10.6) (10.9)
Total outlays_ _ . oo oooooo- 100.0 100.0 100.0 100.0 100.0 100.0 100.0

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

The detailed composition of the 5-year projections of outlays and
budget authority is shown on pages 35-37 by major function and
agency. While total outlays increase by 299, from 1977 to 1981, outlays
for health, income security, natural resources, environment and
energy, and national defense increase faster than total outlays.
The five-year Defense projection is calculated on the basis of a
continuation of existing force and readiness levels. The Administration
will continue to review the adequacy of our force posture, including
surface naval capabilities in the year ahead. Projected outlays for
other functions, such as interest and general government decline
in relative terms but not absolutely. Outlays for education, training,
and social services are projected to decline, both in absolute and
relative terms in large part due to the anticipated fall in unem-
ployment, and hence, to decreases in various employment and training
assistance programs. However, these trends are influenced by the
guidelines used in developing long-range projections. ¥or example,

functions such as income security that consist largely of programs

indexed to the cost of living reflect assumptions about anticipated
inflation. Functions that consist largely of programs without such
mandatory adjustments appear to grow more slowly. Moreover,
the national defense function includes allowances for pay increases
and for increases in the prices of purchases of goods and services.
For the other functions these allowances are not shown on a function-
by-function basis, but rather as a single entry. Thus, while the
functional trends may in some cases reflect the future implications of
current law and budget proposals, they are not predictions of the
likely eventual outcome.
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The recent large increases and additions to domestic assistance
programs have, to some extent been offset by real reductions in
direct Federal operations, particularly defense. Thus, the rise in
outlays for health and for income security—to 459, of ,total outlays
by 1981, compared to 33% in 1971 —indicates an increased response
to huma:n needs, but also a long-range budgetary problem of funda-
mental importance if these programs were to grow in the future at
the same rate as they have in the past. The budget cannot accom-
.modate the same rates of growth in the future, and maintain or
increase defense and other direct Federal activities unless the Federal

Q—ovemment assumes an ever-increasing portion of GNP through
increased taxes.

antrollability.—Outlays in any one year are considered to be
rel'a.uve_ly uncontrollable by the President when his decisions can
nelth(?r increase nor decrease them without changes in existing statutes
Relatively uncontrollable outlays consist of two major categories:
open-ended programs and fixed costs, and payments out of prior-yeiu:
contracts and obligations. The percentage of open-ended programs
and fixed costs under current law is projected to reach 629, by 1981
As recently as 1971 open-ended programs and fixed costs &mounte(i
to less than 479, of the budget. The substantial growth since then

has been due primarily to the rapid in i
_been crease b
for individuals. P n benefit pryments
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CONTROLLABILITY OF BUDGET OUTLAYS
[In billions of dollars]

Category 1977 1978 1979 1980 1981

'
Relatively uncontrollable under present law:
Open-ended programs and fixed costs:
Payments for individuals:
Social security and railroad retirement _________ 87.
Medicare and medicaid _____________.__.__.__ 31.
All other payments for individuals_____._______ 73

9%.5 106.5 116.5 126.4
36.0 41.1 469 53.3
75.9 7.9 80.7 84.3

2
2
2
g 208.3 225.5 244.1 263.9
5
6

Subtotal, payments for individuals_ .. _______ 191.
Net interest_ ...« oo oo 32 35. 37.1 37.1  36.6
General revenuesharing____.__________________ 6. 6.7 6.8 7.0 7.1
Other open-ended programs and fixed costs_______ 9 1.1 10.9 1.1 10.7

Total, open-ended programs and fixed costs,

currentlaw___________________.____.___.. 240.7 262.0 280.3 299.2 318.3
Pro];osec% open-ended programs and f:!xecl:l)lcosts | S —62 ; —7.8 —10.8 —14.2 —I7.6
Outlays from prior-year contracts and obligations______ .

Relatively controllableoutlays. ... . __________ 100. 3} 180.1 191.2 202.8 214.8
Undistributed employer share, employee retirement_.. —4.5 —4.8 —5.0 =53 =56
Total budget outlays__ .. .. __.__________._ 394.2  429.5 455.7 482.5 509.9

1 Includes as *‘relatively controllable outlays™ in table 16 of Part 8.

In addition to open-ended programs and fixed costs, outlays for
“prior-year contracts and obligations”” amount to an additional 15%, to
209, of the budget and should be considered relatively uncontrollable
in the short run. Though these outlays cannot be projected beyond
the budget year, they suggest that the relatively uncontrollable
portion of the budget amounts to 75% to 80% of the total in the
short-run.

The degree of uncontrollability in the budget has obvious fiscal
policy implications. Without changes in legislation, attempts to control
total budget outlays fall on an increasingly smaller proportion of the
budget. The President has proposed legislation to change some of the
relatively uncontrollable programs. The effect of these proposals is
reflected in the line “relatively controllable outlays” in the above

table.
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PROJECTED BUDGET AUTHORITY AND OUTLAYS BY FUNCTION

[In billions of dollars]

1977 1980 1981
Budget authority:

National defense_.______________________________ 114.9 2. 4 141.6  151.5
International affairs.____________________________ 9.7 7.7 8.0 8. 9
General science, space, and technology_______.____ 4.6 4.6 4.3 4' 0
Natural resources, environment, and energy________ 9.7 13.3 13.8 ]3' 6
Agricultwre ... 23 1.9 23 2.4
Commerce and transportation____________________ 1729  18.3 18.8 18.6
Community and regional development____.________ 5.8 5.9 5.8 5.8
Education, training, employment, and social services_ 15.9 15.4 15.5 15.3
Health ____________ .. 38.0 435 53.8  63.5
Incomesecurity________________________________ 157.7 180.3 212.9 228.8
Veterans benefits and services____________________ 17.7  17.3 16.3  15.9
Law enforcement and justice_____________________ 3.3 3.3 3.4 3.4
General government.___________________________ 3.5 3.9 3.5 3.5
Revenue sharing and general purpose fiscal assistance_ 7.3 7.7 8.1 8.3
Interest___________ ... 4.3 44.8 46.9  46.9
Allowances____________________________________ 2.6 5.6 10.5  12.8
Undistributed offsetting receipts___________________ —18.9 —20.7 —-22.1 -22.9

Total budget authority______________________ 433.4 543.3 580.2

Outlays:

National defense_____________________.__________ 101.1 132.4 142.8
International affairs_____________________________ 6.8 8.1 8.0
General science, space, and technology____________ 4.5 4.4 4.1
Natural resources, environment, and energy.._._.___ 13.8 149 14.5
Agriculture_____________________ 1.7 2.8 2.8
Commerce and transportation.___________________ 16.5 18.7 18.7
Community and regional development._ ___________ 5.5 6.0 6.1
Education, training, employment, and social services. 16.6 15.3  15.3
Health_. ___________ . 34.4 43.4  47.0
Income security_ ____________________________ .. 137.1 170.1  182.9
Veterans benefits and services____________________ 17.2 16.3 15.7
Law enforcement and justice.____________________ 3.4 3.3 3.3
General government_____.______________________ 3.4 3.6 3.7
Revenue sharing and general purpose fiscal assistance. 7.4 8.0 8.2
Interest_______________ . 41.3 46.9 46.9
Allowances_____________________ 2.3 10.5 12.8

__________________ -18.8 —20.7 -21.4 -22.1 -22.9

Totaloutlays__._____________________________ 394.2

482.5 509.9
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PROJECTED BUDGET OUTLAYS BY AGENCY

[In billions of dollars]

PROJECTED BUDGET AUTHORITY BY AGENCY
[In billions of dollars)

Department or other unit 1977 1978 1979 1980 1981 Department or other unit 1977 1978 1979 1980 1981
4
Outlays: Outlays:
Legislative and judicial branches_ .. ___.._.___ .3 1.5 14 L4 1.4 Legislative and judicial branches__.______________ .3 L5 1.4 1.4 L5
Executive Office of the President. ________________ .1 .1 N . -1 Executive Oﬂic.e of the President_________________ 1 . 1 N N
Funds appropriated to the President..____________ 6.4 5.2 6.1 6.1 6.1 F un.ds appropriated to the President.__.__.________ 3.9 3.9 4.9 5.3 5.0
Agriculture: Agriculture:
Food stamps and other nutrition programs___.___ 6.8 7.1 7.4 7.7 8.0 Food stamps and other nutrition programs_..___ 7.1 7.1 7.4 7.7 8.0
Other Agricuiture. .. .. _._________ 50 45 52 52 53 Other Agriculture .. . 36 54 55 57 58
Commerce. - - e 1.7 2.0 2.0 2.2 2.0 Commerce ... _____ 2.1 2.0 2.0 2.2 2.0
Defense—Military: i Defense—Military:
Military and civilian pay. .- -....._..___.___ 37.3 367 365 365 36.4 Military and civilian pay..___.___________.___. 3.3 367 365 365 36.4
Retired military pay. . .o o . 8.4 9.8 106 1.5 122 ] Retired military pay___._..___._._____________ 84 9.8 106 1.5 12.2
Purchases. ... 59.6  60.5 6.9 655 68.2 Purchases_ ... ... 8.4 5.2 539 575 60.8
Pay and price increases___________._________.__ 5.8 123 18.6 25.0 31.7 Pay and PrICe INCreases. . ... 5.4 121 183 248 31.5
Defense—Civil .. 22 23 23 23 23 Defense—Civil ... 22 23 23 23 23
Health, Education, and Welfare: Health, Education, and Welfare:
Social security. .-« 80.6 89.5 100.0 110.7 121.2 | Social security......___..__._______._____. 83.6 926 100.3 112.4 116.2
Medicare. - -l 7.2 237 254 297 3.1 Medicare__.___.._____._. 16.6 2.1 2.4 271 30.1
Other Health, Education, and Welfare__________ 4.3 50.3 567 59.2 63.0 Other Health, Education, and Welfare._.____._ 39.7 317 4.0 39.6 46.3
Housing and Urban Development______._________. 2.8 3.1 359 389 422 Housing and Urban Development..__._____..__._ 7.2 88 9.8 105 123
INbEriOr . oo 28 29 29 29 29 Interior_ ... 26 28 28 28 28
Justice. - 21 21 21 21 21 Justice ... 22 22 22 21 21
Labor: Labor:
Unemployment trust fund__________________.__ 169 166 15.4 13.8 12.4 Unemployment trust fund__.______..__________ 16.5 16.3 140 12.7 12.2
Other Labor . oo 36 40 40 40 40 OtherLabor ... . 55 41 40 40 3.6
State. oo L1 L3 13 15 2.4 State. o 1.0 1.3 L3 L5 16
Transportation. ... ... 1.7 129 128 13.0 13.0 Transportation__.._________._.______________ 128 141 143 140 14.4
Treasury: Treasury:
Interest on the public debt___.__________...____ 4.0 485 50.2 50.6 50.6 Interest on the publicdebt_.__.._...._______.__ 450 4.5 50.2 50.6 50.6
General revenue sharing_____________..________ 6.5 6.7 6.8 7.0 7.1 General revenue sharing___.__________________ 6.5 6.7 6.8 7.0 7.1
Other Treasury—-.- - ..o 42 37 36 36 3.6 Other Treasury.._....____.._._____._._____.. 42 36 37 36 3.6
Offsetting receipts .. .o —4.4 —4.4 —43 —43 —43 Offsetting receipts ... —4.4 —4.4 —43 —43 43
Civil Service Commission_ ... 16.4 167 18.0 19.4 20.3 Civil Service Commission.._..__.__________._____ 1.1 1.9 130 143 15.6
Export-Import Bank_ ... 33 1.7 1.9 1.8 L8 Export-Import Bank._..______..._.___________ 1.3 1.8 1.9 1.8 19
National Aeronautics and Space Administration____ 3.7 3.7 3.5 3.4 3.1 National Aerorlautics and Space Administration____ 3.7 3.7 3.6 3.5 3,2
Veterans Administration_____._________.______.__ 17.7 17.3  16.8 16.3 15.9 Veterans Ad.mlnistr ation____.____________________ 17.2 17.2 16.7 16.3  15.7
Other agencies...._ .. 6.6 18.1 17.7 1.7 115 Other agencies. ... _______________ 184 26 2.2 19.7 19.0
AHOWARCES- - 23 56 81 105 128 Allowances ... 23 56 81 105 128
Undistributed offsetting receipts. ... —18.8 —20.7 —21.4 —22.1 —22.9 Undistributed offsetting receipts___.___.__________ —18.8 —20.7 —21.4 —22.1 —22.9

Total budget authority___________________ ___ 433.4 475.4 510.6 543.3 580.2 Totaloutlays. ... 394.2  429.5 455.7 482.5 509.9
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BUDGET RECEIPTS

This section of the budget describes the major sources of budget
receipts and discusses the legislative proposals affecting them. In
addition, an analysis is provided of the difference between receipts for
1975, the last completed fiscal year, and the budget estimates for 1975
published 2 years ago. The detail of budget receipts by source is
shown in table 12 in Part 8, and the economic assumptions underlying
these estimates are presented in Part 3.

SUMMARY

Total budget receipts in 1977 are estimated at $351 billion, an in-
crease of $54 billion from the $298 billion estimated for 1976. These
estimates reflect the effect of:

o The recently enacted Revenue Adjustment Act of 1975, which
reduced corporation and individual income tax liabilities for
calendar year 1976 and extended for the first half of that year the
withholding rates that were in effect during the last 8 months of
calendar year 1975.

« Proposed permanent reductions in individual and corporation
income taxes—larger than the temporary reductions now in
force—effective July 1, 1976.

o A proposed increase in the combined employer-employee socia)
security tax rate, effective January 1, 1977.

e A proposed increase in the unemployment insurance tax rate and
wage base as of January 1, 1977.

o Elimination of the import fees on crude oil and petroleum products
imposed in 1975.

Composition of budget receipts.—The Federal tax system relies
predominantly on income and payroll taxes. In 1977:

« Income taxes paid by individuals and corporations are estimated
at $154 billion and $49 billion, respectively. Combined, these
sources account for 58% of estimated total budget receipts.

e Social insurance taxes and contributions—composed largely of
payroll taxes levied on wages and salaries, most of which are paid
equally by employers and employees—will produce an estimated
$113 billion, 329 of the estimated total.

e Excise taxes imposed on selected commodities, services, and
activities are expected to provide $18 billion, 5% of the total.

e Other taxes and miscellaneous receipts will amount to an esti-
mated $17 billion, the remaining 5% of the total.
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BUDGET RECEIPTS BY SOURCE
{In billions of dollars}

Source 1975 1976 TQ 1977

actual estimate estimate  estimate

Individual income taxes_.._____________.___________ 122.4 130.8 40.0 153.6
Corporation income taxes_________________________. 40.6 40.1 8.4 49.5
Social insurance taxes and contributions_____________ 86. 4 92.6 25.2 113.1
Excise taxes_________________________._________.___ 16.6 16.9 4.4 17.8
Estate and gift taxes______________________________ 4.6 5.1 1.4 5.8
Customs duties______________________________.____ 3.7 3.8 1.0 4.3
Miscellaneous receipts_____________________________ 6.7 8.3 1.5 7.2
Total budget receipts_______________________ 281.0 297.5 81.9 351.3

Receipts under the full-employment concept.—While actual
receipts are affected by the level of economic activity, receipts calcu-
lated under the full-employment concept are based on estimates of
the amounts of personal and corporate income that would be generated
if the economy were continuously operating at full employment
(traditionally defined as unemployment equal to 4% of the civilian
labor force). Receipts that would be produced by existing and proposed
tax laws using this coneept are estimated at $323 billion for 1975,
$347 billion for 1976, and $389 billion for 1977.

ENACTED AND PROPOSED TAX CHANGES

In the last year, two temporary tax reductions have been enacted,
the first generally applying to income received in calendar years 1974
and 1975 and the second applying to income received in calendar year
1976. The President is proposing that permanent income tax reduc-
tions—larger than the temporary reductions now in effect—become
effective July 1, 1976, and that certain other tax changes be made.
This section discusses the tax reductions enacted in calendar year 1975
and the tax changes proposed by the President. The accompanying
table shows the dollar amounts of the changes by fiscal period.

The Taz Reduction Act of 1976 (Public Law 94-12) was enacted on
March 29, 1975. This act provided a partial rebate of calendar year
1974 individual income tax liabilities, a number of temporary reduc-
tions in individual and corporation income tax liabilities, and a few
permanent changes in the tax structure. The act also provided a
ong-time $50 bonus to recipients of social security and certain other
social insurance programs and extended the maximum duration of

ilgsmployment benefits from 52 weeks to 65 weeks through June 30,
5.
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The tax rebate was equal to 109, of calendar year 1974 tax lia-
bilities, subject to minimum and maximum rebates. The minimum
rebate equaled the lesser of actual tax liability or $100, and the maxi-
mum repate equaled $200. The maximum rebate phased down to
$100 between adjusted gross incomes (AGI) of $20,000 and $30,000.
The rebate totalled $8.1 billion, almost all of which was paid in
May and June of 1975.

The major temporary provisions of the Tax Reduction Act affecting
individual income tax liabilities—generally for calendar year 1975—
were:

—A $30 tax credit per personal exemption (except the special

exemptions for the blind and aged).

—An increase in the low income allowance (minimum standard
deduction) from $1,300 per return to $1,900 for a joint return or
$1,600 for a single person.

—An increase in the percentage standard deduction from 15% of
AGI with a maximum of $2,000 to 169, of AGI with a maximum
of $2,600 for a joint return or $2,300 for a single person.

—An earned income credit for families with dependent children
equal to 109, of earned income subject to a maximum of $400.
The maximum credit is phased down to zero between AGI or
earned income, whichever is greater, of $4,000 and $8,000. For
budget purposes, payments to recipients of such credit in excess
of tax liabilities otherwise owed are counted as outlays rather
than as reductions in receipts.

—A 59, credit, with a maximum of $2,000, on the price of a new
home acquired after March 12, 1975, and before January 1, 1976,
provided that construction began prior to March 26, 1975.

Most of the tax reductions applied to all of calendar year 1975.
However, since the act did not become law until the end of March, the
change in withholding schedules to reflect the reduction did not begin
until May 1, 1975. Withholding rates were then reduced to reflect
the full year’s tax reduction; these withholding rate reductions were
greater than would have been necessary if such reductions had begun
on January 1, 1975.

The major temporary provisions affecting corporation income tax
liabilities were:

—An increase in the investment credit—applicable to equipment
acquired and put in service in calendar years 1975 and 1976—
from 79, (49, for public utilities) to 10%.

1 This rroviaion also applies to unincorporated businesses and thercfore also directly affects
individual income taxes.
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—Corporate tax rate reductions for calendar year 1975, from 229,
to 209, on the first $25,000 of income and from 489, to 229, on
the second $25,000. The balance of income continued to be
taxed at 489%.

In addition to the temporary features discussed above, a few per-
manent tax changes were enacted. The most notable were limits on
percentage depletion and revisions in the tax treatment of certain
foreign income. Subject to exceptions, percentage depletion was elimi-
nated for major producers of petroleum products. For small producers,
the percentage depletion rate remains at 229, through 1980 and then
phases down to a permanent rate of 15% in 1985.

As indicated above, most of the changes in the Tax Reduction Act
were only for calendar year 1975. On December 23, 1975, the Revenue
Adjustment Act of 1975 (Public Law 94-164) was enacted, which ef-
fectively provided tax reductions for the first 6 months of calendar year
1976. For corporations, the act extended the rate reductions that were
enacted in the Tax Reduction Act of 1975. For individuals, however,
larger tax reductions (at an annual rate) were enacted in order to
maintain the withholding rates that applied during the last 8 months
of calendar year 1975.

To facilitate a comparison with the provisions of the Tax Reduc-
tion Act of 1975 listed above, the provisions described below—which
are applicable for only a half year—show the amounts that would
apply if the tax reductions for the first 6 months were in effect for a
full year. The major provisions of the Revenue Adjustment Act
affecting individuals are:

—A $35 tax credit per exemption (except the special exemptions
for the blind and aged) or an optional taxable income credit
equal to 29, of the taxpayer’s taxable income up to $9,000,
whichever is larger.

—An increase in the low income allowance from $1,300 per return
to $2,100 for a joint return and $1,700 for a single person.

—An increase in the percentage standard deduction from 159, of
AGI with & maximum of $2,000 to 169, of AGI with & maximum
of $2,800 for a joint return or $2,400 for a single person.

—Extension of the earned income ciedit that was in effect for
calendar year 1975.

Since these provisions effectively apply to only half of calendar year
1976, the changes will be one-half of the amounts shown if further
legislative action is not taken. For example, the tax credit per exemp-
tion will be $17.50 instead of $35.
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ENACTED AND PROPOSED TAX CHANGES!
[In billions of dollars}

1975 1976 TQ 1977
estimate estimate estimate estimate
r 2
Tax Reduction Act of 1975:
Individual:
10% rebate of calendar year 1974 tax liability____ -7.9 -0.1 .
Tax credit per exemption___.__________________ -1.0 —4.3 ..

Increase in low income allowance and percentage

standard deduction________________________. -5 =20 ... ...
Eamed incomecredit?___________ —3 i ..
Home purchase credit_______________.__________ ________ -6 -0.1
Other__________ —* —.4 —* -
Subtotal, individual_.________________ . _____ —9.4 -7.8 —* —.6
Corporation:
Investment credit increase®_________.___________ -.8 -2.8 -0.5 -1.8
Rate reductions__.__________________________. —.4 =1V o
Limit on percentage depletion3_________________ 5 1.7 .3 2.2
Other ... . * 2 * 6
Subtotal, corporation___.____..________._____ -.8 -2.0 -1 1.0
Total, Tax Reduction Act of 1975_____________ —-10.2 —9.8 -2 .4
Revenue Adjustment Act of 1975
Individual:
Tax credit per exemption_ .. __________.________ _.______ -2.3 -2 -.6
Optional taxable income credit______________ .. ________ —-1.1 —.1 -3
Increase in low income allowance and percentage
standard deduction_.____________________ ... _.______ -2.0 -.2 -.5
Earned incomecredit?________________________ ______._._ ... -1
Subtotal, individwal4________________________ ________ —5.4 -5 -L5
Corporation: Rate reductions__._________________ ________ —.6 —* —.4
Total, Revenue Adjustment Actof 1975______. ________ ~6.0 -5 -19
Proposed tax reductions (beginning July 1, 1976):
Individual:
Increase in personal exemption...______________ _____.._ _______. -2.4 -10.8
Increase in standard deduction________________. __....__ ________ -7 =39
Rate reductions. .. ____._________________ . ____ _______. ... -1.6 -7.0
Other it e e -1
Subtotal, individual.________________________ ________ ________ —4.6 —21.9

See footnotes at end of table.
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ENACTED AND PROPOSED TAX CHANGES—Continued
[In billions of dollars]

1975 1976 TQ 1977
estimate estimate estimate estimate

Proposed tax reductions (beginning July 1, 1976)—Con.

Corporation:
Rate reductions. . ____ ..l e - —.6 -3.7
Permanent extension of investment credit in-
Creases d e eemman e e —-1.2
Electric utilities tax relief 3. __________________. _._____. _._..___ —.2 -
Subtotal, corporation .. ___________ ... ... ________ ____.___ —.8 —-5.7
Total, proposed tax reductions (July 1,1976)_.. _____.._ _______. ~5.4 -271.5
Other income tax proposals:
Financial Institutions Act 5__________________ ... ___.____ . ... -.3
Stock ownership incentives__. . ________ . _____ il i - -.3
Accelerated depreciation on investment in high un-
employment areas &________________________._. ._____._ —* —* -3
Total, other income tax proposals.___________. _____.__ —* —* —.8
Other tax proposals:
Social security tax rate increase. __ . ______._______ ______._ .. ... 3.3
Unemployment tax rate and wage base increase____ ___._____. ________ _____._. 2.1
Other 8 e e 0.2 —* 1
Total, other tax proposals____________________ ________ .2 —* 5.6
MEMORANDUM
Tax changes enacted in calendar year 1975:
Individual . ... . -9.4 —13.2 -5 -2.1
Corporation. ..o —-.8 -2.6 -2 7
Total enacted changes.___.__________________ —10.2 -15.8 -1 —L.5
Proposed tax changes:
Individual ________ . ... —* —4.6 -=22.2
Corporation._ ..o eiciiii e —* -.8 —6.2.
Social insurance taxes and contributions_ .. _._____. .. ... ________ ..._..__. 5.4
Other. .ot e 2 —* 1
Total proposed tax changes__________________ ________ .2 -5.5 -—22.8

*$50 million or less.

! This table shows the effect of enacted and proposed tax changes on budget receipts (i.e. cash col-
lections) for the fiscal period shown,

2 Payments to recipients of such credit in excess of tax liabilities otherwise owed are counted as
outlays and are not included in this table.

This provision also has a direct effect on individual income taxes. This effect is included under
“other” individual income tax changes.

4 Although the reduction in individual income tax liabilities resulting from this act apply to all of
calendar year 1976, the bulk of the receipts loss occurs in the first half of that year when reduced with-
holding rates are in effect.

his provision has a direct effect on both individual and corporation income taxes. X

¢ Consists of proposed changes in miscellaneous receipts, airport and airway trust fund receipts,

and estate and gift taxes,
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The President is proposing income tax reductions—Ilinked to
reductions in spending as proposed in this budget—to become effective
July 1, 1976. These proposed reductions will be permanent and will
be about $10 billion larger at an annual rate than the reductions in
the Revenud Adjustment Act of 1975 would be if they were extended
to a full year. The proposed further reductions will reduce 1977
receipts by about $28 billion. The major provisions affecting individual
income taxes—shown here as they will exist in their first full year of
effect—are: !

—An increase in the personal exemption from $750 to $1,000.

—Substitution of a flat standard deduction—$2,500 for joint

returns and $1,800 for single persons—for the low income allow-
ance and percentage standard deduction.

—A reduction in tax rates.

For corporations, the President is proposing that the rate reduc-
tions and the increase in the investment credit enacted in the two
previous tax acts be made permanent. In addition, it is proposed that
the maximum corporation income tax rate be reduced from 489 to
46% and that legislation be enacted to provide tax relief to electric
utilities.

In addition to these changes, several tax incentives being proposed
by the President to encourage specific economic activity will reduce
individual and corporation income taxes. In order to encourage finan-
cial institutions to hold residential mortgages, a new tax credit is
proposed as part of the Financial Institutions Act to become effective
January 1, 1977. The credit will be a percentage of interest income
received on residential mortgages and will range from 1.5% to 3.8%
depending on the fraction of the institution’s assets held in the form
of residential mortgages. Individuals holding residential mortgages
will be eligible for the credit at the 1.5% rate. Also, the current tax
provision that permits financial institutions to maintain excess bad
debt reserves would be phased out. These proposals, combined, reduce
receipts by $0.3 billion in 1977.

To stimulate employment in areas of particularly high unemploy-
ment (7% or greater), a tax incentive is proposed to encourage con-
struction of new facilities, or expansion of old facilities, in such areas.
e Sombining the ofect ol e R e e A e v rancived in cxlender veur 1575 Breposele

:iqug;g::\}ih;x%’?i'j:; olfi:l?705f;$|7.50 or a credit equal to 1% of the taxpayer’s income (up to
R , whichever is larger; . .

:: l:ev:rcicx::&r:: s‘tll;::lv::ldc ed:ss«:zt’iaool? tf? lll a%io;?tArétlu::i&n:l xsnla.ZISrg\f: ;:’%%?;50 for a joint return

—::deaszﬂle?ioi:::r::%lr?éit equal to 5% of earned income with a maximum of $200; and

—an average of the rate structures in effect under the Revenue Adjustment Act and the Presi-
dent’s tax reduction proposals.
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This will be accomplished by allowing, in addition to the full invest-
ment tax credit, very rapid amortization (one-half the useful life on
buildings; 5 years on all capital equipment) when a project in one of
these areas is begun between January 20, 1976, and a year later, and
completed within 36 months.

Tax incentives are also proposed to induce broader ownership of
common stock. This plan will provide a tax deferral for funds invested
in stock purchase plans established by employers or directly by
individuals. There will be a limit imposed on the maximum annual
contribution, and this maximum will be phased out at higher income
levels. Funds must remain invested for at least 7 years, and are
subject to tax at the time of withdrawal. This proposal will become
effective July 1, 1976, and the full deduction will be allowed for
calendar year 1976.

Integration of individual and corporation income taxation as out-
lined in Administration testimony last July is also proposed effective
January 1, 1978. The effect on receipts is reflected in the long-range
receipts estimates in Part 3.

Legislation will also be proposed to ease the burden of estate and
gift taxes on farms and other small businesses. This legislation will
not result in a significant loss in receipts.

The other major tax proposals in this budget are to increase social
security and unemployment trust fund taxes to place these funds on a
sounder financial basis. The combined employer-employee social
security tax rate will increase from 11.79, to 12.39, effective January
1, 1977. This rate change will increase receipts by $3.3 billion in
1977. Also proposed is an increase in the Federal unemployment
insurance tax rate (from 0.5%, to 0.65%,) and wage base (from $4,200
to $6,000) effective January 1, 1977. These changes will increase
1977 receipts by $2.1 billion.

CHANGES IN BUDGET RECEIPTS

Budget receipts are estimated to rise by $16.5 billion in 1976 and
$53.7 billion in 1977. The year-to-year changes can be divided between
those due to growth in the tax base and those due to revisions in the
tax structure. Under the tax rates and structure in effect on January 1,
1974, receipts would have risen by $19.4 billion in 1976 (from $290.8
billion to $310.2 billion) and by $61.1 billion in 1977 (from $310.2
billion to $371.3 billion). Thus, enacted and proposed tax law changes,
which are shown in the accompanying table, reduce the growth in
receipts by $2.9 billion in 1976 and by $7.4 billion in 1977.
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CHANGES IN BUDGET RECEIPTS
[In billions of dolars]

1975 1976 TQ 1977

estimate estimate ecstimate estimate

Receipts under tax rates and structure in effect Jan. 1,

1974_ . gt s B a AR L 290.8 310.2 87.2 371.3
Increase in import fee on petroleum products by admin-
U T e S ) e e +.4 o b e e S L e
Enacted legislative changes:
Social security taxable earnings base increases:
$13,200 to $14,100 effective Jan. 1,1975__________ +.1 +1.6 +.4 +2.1
$14,100 to $15,300 effective Jan. 1, 1976__________ ___.____ +.2 +.6 +2.4
$15,300 to $16,500 effective Jan. 1, 1977 1 ______ . oL cciiiin aeeee- +.8
Tax Reduction Actof 1975 _ oo oo __ -10.2 -9.8 -2 +.4
Revenue Adjustment Act of 1975 ... ... __...___ —6.0 -5 -1.9
Liberalized deduction for individual contributions to
penioh plans.. . b oo dd S0 et d baal ey -.2 -3 -1 —-.5
Reduction in telephone excise tax..... ... :_ -1 —.4 -1 -9
Increase in SMI (medicare) premium....._..__.___ +.1 +.1 +.1 +.3
Total, receipts under existing legislation________ 281.0 297.3 87.4 374.1
Changes due to tax proposals:
Individual and corporation income tax reductions
effective July 1, 1976, .ot e e 2L el Souwiaus -5.4 =21.5
Financin) INSHEUBOnE ACE - ook uoniens-sios crecmins, Basssesi mosdiiss -.3
G T S T T ek S L et bt ol S fepe sl Sk s -3
Accelerated depreciation on investment in high unem-
ployment arerssr iy v s sl v L0 SO0 ) LRt —* —* -.3
Social security tax rate increase from 11.7% to 12.3%
effectiveJan L, 19703 o oo v i +3.3
Unemployment tax rate and base increase Jan. 1,
DT o I L e e o mmom o mimmirtoe +2.1
OHRT MBI SRRESME U S et TR R0 ) +.2 —* +.1

*Less than $50 million.
1 The effect of the taxable earnings base increase is calculated ulinz a tax rate of 11.7 %. The effect
of the tax rate increase is calculated using a taxable earnings base of $16,500.

RECEIPTS BY SOURCE

Individual income taxes.—Individual income tax receipts are
estimated at $130.8 billion in 1976 and $153.6 billion in 1977. As
discussed earlier, enacted and proposed tax reductions reduce receipts
from this source by $13.2 billion in 1976 and $24.4 billion in 1977.
In the absence of these tax law changes, individual income taxes would
increase by $34.0 billion in 1977 rather than by $22.8 billion as
projected here.
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Corporation income taxes.—Corporation income tax receipts are
estimated at $40.1 billion in 1976 and $49.5 billion in 1977. Enacted
and proposed tax law changes reduce these receipts by $2.7 billion in
1976 and $5.5 billion in 1977. In the absence of these changes, profits
taxes would increase by $12.2 billion in 1977, reflecting the large

increase in profits that is expected to accompany the economic
recovery.

Budget Receipts: 1967—1977

' Social Insurance

Individual Income Taxes

Social insurance taxes and contributions.—Included in this
category are social security and railroad retirement taxes, unemploy-
ment insurance taxes and deposits, Federal employee retirement
contributions, and premium payments for supplementary medical
insurance.

Receipts from this source are expected to total $113.1 billion in
1977, up by $20.5 billion. from 1976. Proposed legislation, as described
earlier, accounts for $5.4 billion of this increase in 1977 receipts. These
receipt figures also reflect a statutory increase in the taxable earnings
base under social security from $14,100 to $15,300 effective January 1,
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1976, and an anticipated increase from $15,300 to $16,500 effective
January 1, 1977, due to the operation of the automatic adjustment
mechanism provided in current law. The increase in January 1977
will be determined by the increase in the average taxable wage from
the first quarter of calendar year 1975 to the first quarter of calendar
year 1976, with the amount of the increase rounded to the nearest
multiple of $300.

Excise taxes.—Excise taxes are levied on a variety of products,
services, and activities. Receipts from these taxes in 1977 are esti-
mated at $17.8 billion, which is $0.9 billion more than in 1976. Excise
tax receipts in both 1976 and 1977 reflect the continued phasing
out of the telephone excise tax. This tax rate was reduced from 79,
to 69 on January 1, 1976, and will be reduced to 5% on January 1,
1977.

Other receipts.—Estate and gift taxes, customs, and miscellaneous
receipts are estimated to total $17.3 billion in 1977, an increase of
$0.1 billion from 1976. The miscellaneous receipts estimate reflects
elimination of the import fees on crude oil and petroleum products
that were imposed by administrative action in 1975. Because of
recent court action challenging the legality of the imposition of these
import fees, all such fees collected after August 11, 1975, are being
held in a deposit fund. The budget estimates assume that this litiga-
tion is resolved in the Government’s favor and include the fees in
1976 receipts.

In addition to budget receipts, the Government receives signifi-
cant proprietary income from the public. This income is derived
from various market-oriented activities—such as rents, royalties, and
the sale of Government products and property (such as timber and
veterans life insurance). Since this income arises from business-type
transactions rather than from taxation, it is treated as an offset to
related outlays and budget authority rather than as budget receipts.
The detail of proprietary receipts from the public is shown in table
13 of Part 8.

ANALYSIS OF 1975 RECEIPTS

This section explains the differences between actual receipts by
major source for the last completed fiscal year and the original budget
estimates for that year. The Congressional Budget Act of 1974 requires
that this information be included in each budget beginning with the one
for 1978. This kind of information was presented last year for 1974,
and is presented again this year for 1975, to facilitate the transition to
the new congressional budget process.
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As shown by the table below, receipts for 1975 were $14.0 billion
lower than originally estimated in the budget for that year (submitted
in February 1974), largely because legislated tax changes were dif-
ferent from those assumed in the budget for individual and corpo-
ration income taxes.

COMPARISON OF 1975 BUDGET RECEIPTS

[In billions of dollars]

February Change,
1974 Actual actual
estimate less

estimate
Individual income taxes_____________________________________ 129.0 122. 4 —6.6
Corporation income taxes_.__________________________________ 48.0 40.6 —7.4
Social insurance taxes and contributions_______________________ 85.6 86. 4 0.8
Excise taxes_______ . 17.4 16.6 -0.9
Estate and gift taxes___._________________________________._. 6.0 4.6 —1.4
Customs_ 3.8 3.7 —0.1
Miscellaneous receipts________________.___________________..__ 5.2 6.7 1.6
Total . . 295.0 281.0 —14.0

Individual income taxes in 1975 were $6.6 billion lower than
originally estimated. The major cause was the Tax Reduction Act of
1975, which reduced individual income tax receipts in 1975 by $9.4
billion. Partially offsetting this legislated reduction were increases
amounting to about $3.0 billion. About $1.0 billion of this increase
resulted from congressional inaction on tax reform and simplification
proposals in the 1975 budget. Personal income in calendar year 1974
was about $20 billion higher than originally projected, accounting for
the remaining $2.0 billion increase.

Corporation income taxes were $7.4 billion below the original budget
estimate. About $3.8 billion of this reduction reflects differences in tax
law from what was proposed in the 1975 budget. The Tax Reduction
Act of 1975 lowered corporation income tax receipts by $0.8 billion,
and inaction on a proposed windfall profits tax on the sale of domestic
crude oil lowered receipts by $3.0 billion. The remaining reduction of
$3.6 billion is composed of a $2.0 billion increase in refunds and a $1.6
billion decrease in tax payments. This net $3.6 billion reduction was
caused primarily by a lower effective tax rate than was originally
assumed and was not affected greatly by changes in corporate profits.
Corporate profits for calendar years 1973, 1974, and 1975 all affect
fiscal year 1975 collections. Profits for 1973 and 1975 were below the
original assumption while those for 1974 were above the original
estimate; the effects of these differences were largely offsetting.
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Social insurance taxes and contributions were $0.8 billion higher
than originally estimated, with almost all of the increase in higher
unemployment tax receipts. These were largely due to increased State
taxes deposited in the Treasury to finance unemployment benefits.
Social secunity taxes and other contributions for social insurance were
each within $0.1 billion of the original estimates.

Excise taxes, estate and gift taxes, and customs duties were below
the original estimates by $0.9 billion, $1.4 billion, and $0.1 billion,
respectively. Miscellaneous receipts were $1.6 billion above the
original estimate, largely because of higher deposits of earnings by
the Federal Reserve System ($1.1 billion) and the increased import
fees on petroleumm and petroleum products in calendar year 1975
($0.4 billion).

PART 5

THE FEDERAL
PROGRAM BY FUNCTION

53



THE FEDERAL PROGRAM BY FUNCTION

This section discusses budget outlays in terms of the major functions
or purposes being served. The functional structure groups the budget
authority, outlays, and tax expenditures of budget and oﬁ-b.u‘dget
Federal agencies into relatively homogeneous categories to faclllt':ate
understanding and analysis of the budget. To the extent feasible
these groupings transcend agency or organization lines. )

Federal activities are classified in one, and only one, functlop.
Because most activities serve more than one purpose, it is necessary, in
deciding how they will be classified, to make judgment:s as to tl’%ell‘
single most important purpose. Consequently, the total in a function
is not a complete measure of all Federal activity serving that pur-
pose. For example, payments to retired military personnel are f:lass1ﬁ.ed
in the national defense function, even though one of their major
purposes is the same as that of retirement payments to for;ner c.1v1han
employees of the Federal Government, which are class‘lﬁefl in the
income security function. Thus, spending for income security is under-
estimated as a result of this classification of military retirement
benefits. o . .

Some important Federal activities are not explicitly identified in !;he
functional classification structure. Housing is not. While all housm_g
programs have a common purpose—better housing—this purpose is
subordinated in the present functional classification to such other
purposes as community and regional development, income supl?ort,
aid to business, national defense, and veterans benefits and services.

With all its limitations, however, the functional classification has
proven to be a useful structure for the presentation of the Federal
program for nearly three decades. )

" Functional data appear in several other places in this ?nd other
budget documents. The budget accounts listing (BAL) in Pa,rt 7
presents budget authority and outlays by agency and appropriation
account and includes an identification number indicating the func-
tional classification of all accounts. Tables 14 and 15 in Part 8 show
budget authority and outlays by function, subfunction, z?.nd agency.
This information permits the functional and subfunctional totals
discussed in this section and in other parts of the budget to be cross-
referenced to agency and account data in the BAL and the 'budget
appendix. Table 19 provides data on budget outlays by function and
subfunction for the years 1967 through 1977. Historical data on budget
outlays by function for the years 1940 through 1977 and by sub-
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function for the years 1962 through 1977 are available upon request
from OMB. In addition, Special Analysis F of the budget shows tax
expenditure data by function. Part 6 of this budget document discusses
the criteria for the functional classification.

While budget outlays have been presented on a functional basis
since 1948, this classification has taken on new importance with
enactment of the Congressional Budget Act of 1974 (Public Law 93-
344). Under terms of this act, Congress is now required to adopt at
least two concurrent resolutions on the budget each year. The first
resolution is to provide targets for budget authority and outlays
by major function; the process of authorizations and appropria-
tions is to work in tandem with the first concurrent resolution to
ensure that congressional action on specific appropriations and au-
thorizations is consistent with the overall targets. The second con-
current resolution adjusts the overall targets and converts them
into firm ceilings, including any directions to congressional committees
necessary to meet these ceilings. As a result, the functional structure
is now being used as a basis for budget review as well as a means of
displaying budget information.

FUNCTIONAL CHANGES IN THE 1977 BUDGET

The functional classification structure used in the 1977 budget is
very close to that used in the 1976 budget. The principal changes from
the 1976 budget are as follows:

* The word “manpower” has been replaced by “training and em-
ployment” in function 500 and subfunction 504, and by the word
“labor” in subfunction 505. This word change has no effect on
the composition of the function.

* A new subfunction 155, ‘“International financial programs,”” has
been established to show the Export-Import Bank separately from
subfunction 151 (foreign economic and financial assistance).

* A new subfunction 555, ‘“General health financing assistance,”
has been added to accommodate a proposed block grant, “Finan-
cial Assistance for Health Care.” ,

o Subfunction 252 (earth sciences) has been abolished; virtually
all of its outlays are now included in subfunction 306 (other
natural resources).

e To accommodate the broadening of the functional classification
to include off-budget Federal agencies, the title of subfunction
402 was changed from “Payment to the Postal Service” to
“Postal Service.”

¢ In addition, a new subfunction 807 was established for the
Federal Financing Bank (FFB). Because, under law, the FFB is
not included in the budget (it is an “off-budget’’ Federal agency),
this does not affect the functional tables for the budget.

210-000 O - 76 - 5
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Federal Outlays—Constant 1977 Dollars
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BUDGET TRENDS

The table on page 57 presents budget outlays by function for the
years 1969-77. Outlays for human resources increase $141.7 billion or
2239, during this period, while spending for defense rises $20.9 billion
or 26% and outlays for all other categories expand by $46.9 billion or
115%. Among the other categories, the most rapid growth has been in
areas of new, but sustained, national interest—natural resources, en-
vironment, and energy; law enforcement and justice; and general
purpose fiscal assistance to State and local governments.

The “real” level of program change over this period is partially
masked since it reflects current dollar spending for a period marked by
high rates of inflation. Total budget outlays in 1977 constant prices
are estimated to be 16% higher in 1977 than in 1969 ; national defense
spending in constant prices will be 33% less in 1977 than in 1969,
while nondefense spending will be up 55%, as reflected in the chart
showing Federal outlays in constant 1977 dollars.
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BUDGET OUTLAYS BY FUNCTION, 1969-77 *

[In billions of dollars]
1969 1970 1971 1972 1973 1974 1975 1976 1977
eot. est.
National defenge. . ............._. 80.2 79.3 76.8 77.4 75.1 178.6 86.6 92.8 101.1
Human resources_._....._........ 63.6 72.7 89.0 103.8 115.7 131.5 168.1 198.5 205.3
Education, training, employment, Friicia e Juons
and social services. ........___ 69 7.9 9.0 I11.7 11.9 11.6 15.2 18.9 16.6
Hellth..---: .................. 1.8 13.1 14.7 17.5 18.8 22.1 27.6 32.1 34.4
Income security..........__..__ 37.3 43.1 55.4 63.9 73.0 84.4 108.6 128.5 137.1
Veterans benefits and services._.. 7.6 8.7 9.8 10.7 12.0 13.4 16.6-19.0 17.2
Other nondefense. ......_...______ 40.8 44.6 45.7 50.7 55.8 58.3 69.8 82.2 87.7
(Physical resources)....._.______ (19.0) (21.5) (23.3) (25. 6) (26.3) (26.8)(31.5)(38.3)(37.5)
Natural resources, environment,
andenergy...____._._.__.__ 39 40 49 55 59 66 95 1.8 13.8
Agriculture_ . ____.___________ 28 152143 5. 3114.97) 22 KT502.9 507
Commerce and transportation_. 7.1 9.1 10.4 10.6 9.9 13.1 16.0 17.8 16.5
Community and regional devel-
o?mat. ................... 22 32 36 42.55 49 44 58 55
(Netinterest)____...___._______ (12.7) (14.4) (14.8) (15.5) (17.4) (21.5)(23. 3) (26.8)(32.9)
lnterett--__. ................. 15.8 18.3 19.6 20.6 22.8 28.1 31.0 34.8 41.3
Interest received by trust funds . —3.1 —3.9 —4.8 —5.1 —5.4 —6.6 —7.7 —8.0 —8.4
(All ﬂ‘hﬂ):---.---: ........... - (9.1) 8.8) (7.6) (9.5)(12.1) (10.0)(15.0)(17.1)(17.3)
International affairs........_____ 38 36 31 37 30 36 44 57 6.8
General science, space, and
......... AR 50 45 42 42 40 4.0 40 4.3 4.5
Law enforcement and justice... .8 1.0 1.3 1.6 21 25 29 3.4 3.4
General government. _________ 160019 22725 275 3.3 31 135 34
Revenue sharing and general
mpurpooe&cdm' ..... - R S T (SRR S b ST AN A A
ances......... T T . vd s 2.3
Undistributed offsetting receipts
(except interest)_.._._______ —2.4 —=2.6 —3.7 —3.0 —6.9 —10.1 —6.4 —7.2—10.5

Total budget outlays_.__.. 184.5 196.6 2114 231.9 246.5 2684 324.6 373.5 394.2

! Excluding outlays for the transition quarter.
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TAX EXPENDITURES

While budget outlays are the most obvious method by which the
Federal Government allocates resources, other fiscal activities of the
Government also have large effects on resource allocation. Tax ex-
penditures are a major example of such activity.

Tax expenditures are the revenue losses attributable to provisions of
the Federal income tax laws that allow a special exclusion, exemption,
or deduction from income or provide a special credit, a preferential
rate of tax, or a deferral of tax liability.

Ambiguities sometimes arise in determining whether a particular
section of the tax law represents a special provision leading to a tax
expenditure or whether it represents a part of the ‘“‘normal tax
structure” which is not intended to convey a special advantage to
particular forms of economic activity or to individuals in special
circumstances. The tax expenditure concept is relatively new and it
will take time to resolve these ambiguities. As & result, this concept
can be expected to evolve through time. Special Analysis F, ‘“Tax
Expenditures,” in the Special Analyses volume of the budget, discusses
in detail conceptual and measurement issues involved in tax expendi-
tures, and delineates the boundaries of the tax expenditure concept
that are used in the budget. It also presents an extended listing of tax
expenditures, including some that have not previously been identified.

- Almost all tax expenditures serve either to encourage particular
economic activities or to reduce the taxes of persons considered to be
in adverse circumstances. Among the economic activities encouraged
are private investment, spending by State and local governments, and
support of charities. Among the persons whose tax burdens are
lightened are the aged, those with large medical expenses, and re-
cipients of social insurance payments.

Tax expenditures are instruments of public policy and generally
can be viewed as alternatives to other Government fiscal action such
as direct outlays and credit programs. Consequen tly, the Congressional
Budget Act of 1974 requires that they now be included in the
budget—the central document dealing with Government resource
allocation. Most tax expenditures are readily classified into the same
functional categories as are spending programs. The more important of
these are discussed in the functional sections that follow in order to
compare them with outlay programs that serve the same broad func-
tional purpose. However, some of the largest tax expenditures have
been classified into three functions that have no comparable outlays:
business investment, personal investment, and other tax expenditures.

The tax credit for investment in business equipment is the largest
item in the business investment category. The reduction in receipts
due to this credit is expected to be $9.3 billion in 1977 under the
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Administration’s proposal to make permanent an increase in the
credit that the Tax Reduction Act of 1975 temporarily provided.

Personal investment tax expenditures encourage investments by
individuals. The taxation of most realized capital gains at rates lower
than those which apply to ordinary income is estimated to reduce tax
receipts from individuals by over $6 billion in 1977. The deductibility
of mortgage interest and property taxes on owner-occupied homes
‘encourages investment in home ownership; the tax loss is estimated at
$7 7 billion. The exclusion from income of interest on life insurance
savings provides a $1.9 billion dollar tax expenditure that fosters
investment through life insurance.

The deductibility of charitable contributions is the largest among
“other tax expenditures.” It is estimated to reduce 1977 receipts by
$4.5 billion.

Estimates of the magnitude of tax expenditures are based upon a
concept analogous to the outlays concept in spending programs. That
is, the current flow of assistance—rather than commitments that result
in future assistance—is estimated. A few .cautions with respect
to the estimates should be noted. First, theyl,_ do not always indicate
the increase in receipts that would initially appear if a given tax
expenditure were eliminated. In some cases, transitional effects would
limit increases for many years. Moreover, in the case of those tax
expenditures that encourage particular economic activities, eliminating
the tax expenditure might lead to a decline in the activity and hence
to a smaller increase in receipts than the estimate suggests, or even
t? a d.ecline in receipts. Similarly, on the outlay side, eliminating a
given income security program might lead to greater outlays under
other programs and hence to a smaller saving than the outlays of the
eliminated program.

'Second, the estimated revenue increase that would result from
eliminating some combination of tax expenditures is not, in general,
equal to the sum of each tax expenditure estimated separately. The
overall revenue gain may be greater if, for example, the elimination
of multiple exclusions moves taxpayers into higher tax brackets.
Alternatively, it may be smaller if the elimination of multiple deduc-
tions caused taxpayers to switch from itemizing deductions to using
the standard deduction. Thus, tax expenditures should not be simply
added together. In a few cases, totals that take account of interactions
have been computed and are presented.

Third, because tax expenditures are measured as departures from
-the structure established by the rest of the income tax system, changes
in that structure affect the magnitude of tax expenditures. For
example, the Tax Reduction Act of 1975 and the Revenue Adjustment
Act of 1975 made major increases in the standard deduction, with the
result that many tax expenditures are smaller in 1976 than in 1975.
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Moreover, if changes in tax expenditures brought about major shifts in
the size or distribution of the tax burden, accompanying adjustments
in the rest of the tax system—for example, changes in the tax rate
tables—might be expected to alter or offset their effect.

Finally, in the case of items for which information is not reported
on tax returns—for instance, social security benefits or tax exempt
interest income from State and local debt—estimates may involve
sizable uncertainty even for prior years.

OTHER FEDERAL FISCAL ACTIVITIES

The Federal Government allocates resources by means other than
those reflected in budget outlays and tax expenditures. Activities most
similar in nature to budget outlays are the outlays of the off-budget
Federal agencies, which are federally owned and controlled but
excluded from the budget under provisions of laws, and the outlays
of the Government-sponsored enterprises, which are privately owned
but were established by the Federal Government to perform specialized
functions. Also, Federal credit guarantees and the regulation of
economic activity have major impacts on the economy in many
sectors. Finally, taxation affects the allocation of resources among
private uses and the distribution of income among individuals in
many important ways not covered by tax expenditures. Federal
taxes other than income taxes affect the economy, as also do tax
rates, personal exemptions, and other features of the income taxes
that are not treated as tax expenditures.

In order to set many of these activities in perspective with budget
outlays and tax expenditures, the description of Federal programs
by function includes discussion of off-budget Federal agencies,
Government-sponsored enterprises, credit guarantees, and major
initiatives or changes in economic regulation. Further discussion of
off-budget Federal agencies and Government-sponsored enterprises
is contained in Part 2. A more thorough analysis of Federal credit
programs generally is presented in Special Analysis E, “Federal
Credit Programs,” in the Special Analyses volume of this budget.
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NATIONAL DEFENSE

‘The nation.al defense function includes the funds to develop, main-
ta.u.l, and equip the military forces of the United States and to provide
military assistance to foreign governments.

Program Highlights

¢ Continue the increase begun in 1976 that reversed the
7-year decline in real defense resources.

e Further modernize strategic and general purpose forces
to deter nuclear and conventional attacks.

o Improve the readiness, combat effectiveness, and struc-
ture of general purpose forces within current personnel
levels.

e Reduce programs that do not contribute directly to
combat effectiveness, and lower civilian personnel levels

accordingly.

The fundamental goal of the defense establishment is to ensure the
freedom and security of the United States and to protect the vital
interests of the United States throughout the world.

To ensure that American defense forces remain adequate to meet
these goals, an increase in funding—beyond what is necessary to
offset inflation—is essential. This increase will permit the development
and procurement of up-to-date military equipment needed to improve
the effectiveness of our combat forces. Proposed outlays for national
defense programs rise from $92.8 billion in 1976 to $101.1 billion in
1977, and to $112.9 billion in 1978.

To achieve the improvements needed, while staying within the
proposed budget, requires further increases in the efficiency of the
flefense establishment. Toward this objective reductions are proposed
in personnel levels, benefits, and support activities that make only
qlugmal contributions to combat effectiveness. Many of these reduc-
tions will require legislation. Without such legislation additional funds
would be required.

Department of Defense.—The national security goals of the
Department of Defense are to:
. mg.mta.in a worldwide military balance, in conjunction with our
allies, and thus reduce the threat of war;
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o deter any attack against the United States, its allies, and other
nations vital to United States security; and, if deterrence fails,
ensure an outcome favorable to the United States; and

e agsure the flow of ocean-going trade and supplies by protecting
the sea lanes that are vital to the national security and economic
well-being of the United States, its allies, and its trading partners.

NATIONAL DEFENSE

[In millions of dollars]
Recom-
Outlays mended
Program or agency budget
1975 1976 TQ 1977 authority

actual estimate estimate estimate for 19771

Department of Defense—Military:

Military personnel________.__ . ______.____ 24,968 25,495 6,693 25,251 25,498

Proposed legislation__. ... ... __._.___ _____._ __.._.. —62 —62
Retired military personnel____.________.___ 6,242 7,325 1,977 8,500 8,494

Proposed legislation_ . _________ ... ______. __._._ ... —112 —112
Operation and maintenance ... .. 26,330 28,254 7,636 30,805 32,149

Proposed legislation_ .. _._....__._____ ... .. .. -5 —135 =21
Procurement _ ... .. oo oo 16,042 16,486 4,975 20,354 29,310
Research, development, test and evaluation. 8,866 9,107 2,471 10,435 10, 854
Military construction. ____ ... _....____ 1,462 1, 840 483 1,825 2,277
Family housing___.____________.____.____ 1,124 1,297 324 1,372 1,190
Revolving and management funds and other._ —1i4 -92 112 =225 277

Allowances for: _
Civilian and military pay raises:

Existing legislation_. ... ... ... oioiil oiieil iiee- 1,399 1,441
Proposed legislation___.._..____._.__. _. ... ... ... -9 -9
Other legislation__ ... _.coooooacoooo .- 51 29 163 164
Subtotal, military.______________._____ 85,020 89,763 24,471 99,561 111,250
Military assistance___._...______._.____.___ 999 1,437 129 539 2,516

Subtotal, military and military assist-

ANCE_ _ e mmeeemeeean 86,019 91,200 24,600 100,100 113,766
Atomic energy defense activities.____ - 1, 506 1,621 443 1,833 1,943
Defense-related activities._._______ —936 —-59 —14  —801 —802
Deductions for offsetting receipts._. —4 -3 -1 -3 -3
Total, national defense_______________ 86,585 92,759 25,028 101,129 114, 905

f‘Plnforsmation on budget authority for 1975, 1976, and the transition quarter is shown in table 14
[ art O.

United States forces as proposed in this budget, together with
allied forces, are sufficient to meet these goals. Despite an increase in
Soviet defense spending, military personnel levels, and equipment
modernization, an acceptable military balance exists in the world
today, primarily due to four factors:

» An effective strategic deterrent has been maintained through

selected force improvements.
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* United States and allied forces have been strengthened by the
introduction of modern tactical aircraft, the continuing moderni-
zation of the surface fleet, and increased purchases of tanks,
antitank weapons, and other ground force equipment and
munitions.

* The fighting capability of the defense establishment has been
improved—without an increase in overall personnel levels—by
the conversion of support resources into combat resources. The
number of Army divisions has been expanded from 13 in 1974 to
16 in 1976, while the total number of military personnel has
remained at 2.1 million. The combat effectiveness of the tactical
air forces and naval forces has also been improved.

¢ Much of the Soviet military increase has been directed toward
the Chinese border.

The United States seeks to reduce military expenditures and in-
ternational tensions through negotiations. These include the strategic
arms limitation talks with the Soviet Union and discussions on mutual
and balanced force reductions in central Europe between NATO
and Warsaw Pact members. Effective agreements can be reached,
however, only if United States and allied forces remain at least as
strong as those of potential adversaries.

To maintain the military balance in the interim, the 1977 budget
contains proposals to carry forward the increase in Army divisions,
continue the modernization of ground, sea, and tactical air equipment,
and improve the readiness of the combat forces. These measures
will require continuing budget increases, over and above amounts
needed to offset inflation.

To moderate the increases in resources that are required to maintain
U.S. military strength, the 1977 budget contains the following
proposals to increase the efficiency of the defcnse establishment:

e restrain the growth in compensation levels;

e reduce civilian personnel positions by consolidating head-

quarters and other base facilities;

. pha}se out subsidies for the operating costs of military commis-
saries over a 3-year period;

* eliminate dual compensation of Federal employees on active duty
for training with the National Guard or Reserve;

* reduce temporary duty and permanent change-of-station travel;

¢ reduce petroleum consumption for proficiency flying programs
through greater use of smaller aircraft and ground training aids;

* reduce the scope of the civil defense program, while continuing to
support nuclear attack preparedness activities at the State and
local level;

* hold new construction below 1976 levels; and

e reduce the paid drill strength of the Naval Reserve by 40,000.
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Most of these actions require the approval of Congress. If these
actions are not approved, additional defense appropriations of up to
$2.8 billion would be required in 1977. These amounts cannot be offset
by reductions in resources needed for basic defense preparedness.

Mllltury and Mllltary Asslstance Programs, I950—|977 (
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As shown in the accompanying chart, increases in the total current
dollar military budget were insufficient to offset inflation during the
1968-75 period. This resulted in a 7-year decline in Department of
Defense military functions and military assistance budget resources
when measured in dollars of constant 1977 purchasing power. This
decline was reversed in 1976, and further increases proposed for 1977
would continue to improve purchasing power. This chart is in terms
of total obligational authority—current budget authority enacted
each year by Congress, plus previously enacted authority that is
transferred to subsequent years.

The following table summarizes the total obligational authority for
Department of Defense military functions and military assistance on
the basis of major missions.
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SUMMARY OF THE DEPARTMENT OF DEFENSE BUDGET PROGRAM !
[In billions of dollars]

Total obligational authority
1975 1976 TQ 1977

actual estimate  estimate  estimate

Major military programs

Strategiclorcss. o oocas o | ow sl L o
General purpose forces_ . ... _________________
Intelligence and communications___________________

Aulift and sealiftit oo consed olo T acs. b

Research and development?_ ... __________________.
Central supply and maintenance_.._________________
Trnmng medical, and other general personnel activi-
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! Includes grant military assistance program and foreign military sales programs.
2 Excludes R. & D. in other program areas on systems approved for production.

Strategic forces.—The principal objective of strategic forces is to
deter nuclear attack, or the threat of attack, against the United States
or its allies by maintaining:

¢ overall balance with Soviet strategic forces;

* no perceived advantage to the Soviet Union of a first use of
strategic weapons; and

e the ability to counter rapidly any adverse change in the strategic
balance.

Arms control negotiations are being pursued to stabilize the strategic
balance and eventually to reduce the level of forces. Both as an aid
to these negotiations and as a safeguard if they are not successful,
research and development efforts will continue to improve weapon
systems.

The 1977 strategic program of $9.4 billion in total obligational
authority continues the planned modernization of strategic forces and
provides options for more extensive future modernization. Major
efforts, including those funded under research and development, are:

e development of the B-1 bomber to strengthen and update
strategic bomber forces, and initial procurement of the B-1 if
test results are favorable;

* continued development and procurement of the Trident missile
and submarine to give the seagoing strategic forces greater range
and less vulnerability;

e further development of a new intercontinental ballistic missile
for deployment in the mid-1980’s;
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o full-scale development of long-range strategic cruise missiles for
aircraft, submarine, or surface ship deployment;

increases in the accuracy of ballistic missile warheads;
improvement of technology for ballistic missile defense systems;
and °

further improvements in systems for early warning of attack and
for command, control and communications.

General purpose forces.—Land, sea, and air forces in this category
are intended to deter or counter threats short of strategic nuclear con-
flict. These threats range from isolated incidents to major sustained
conventional warfare and tactical nuclear conflict. The objective of
general purpose forces is to deter such conflicts wherever possible and,
where deterrence is not possible, to ensure an outcome favorable to
the United States. Recommended total obligational authority for
general purpose forces is $40.2 billion in 1977,

For the last 2 years a major effort has been underway to increase
combat readiness and effectiveness so that U.S. forces are better
prepared for short, intense conflicts. New combat units have been
established by making offsetting reductions in headquarters and
general support activities. A major initiative in the 1976 budget was to
increase the number of active Army divisions from 13 to 16. All 16
divisions have now been established and further actions in 1977 will
bring the new divisions up to combat strength. The Administration’s
efforts in this direction will continue in 1977 with a program that adds
the equivalent of four wings to the Air Force with no overall increase
in total military personnel.

Both qualitative and quantitative improvements in land forces
are provided for in the 1977 budget. The production of helicopterg; and
antitank guided missiles will continue, and tank production will be
increased in order to permit the eventual conversion of two light in-
fantry divisions into mechanized divisions and to rebuild inventory
levels by replacing tanks provided to Israel. Major new systems under
development for support of land forces include the advanced XM-1
tank, a mechanized infantry combat vehicle, and an attack helicopter.

The combat effectiveness of the tactical air forces will be increased as
more F-14 and F-15 fighters are purchased. Air Force air-to-ground
capabilities will be improved with the introduction of the A-.IO air-
craft, specifically developed to support ground combat units. Air com-
bat fighters are under development for both the Air Force and Navy,
with initial production of the Air Force F—16 air combat fighter sched-
uled in 1977. This aircraft will meet the varied defense requirements
of the United States and a number of NATO nations. Significant
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savings will be realized through shared production and a high rate of
procurement. Inventory requirements for the Navy A-6 attack air-
craft have been met and production of this aircraft will be discontinued.

Procurement of 15 new ships in 1977 will support continued efforts
to modernize general purpose naval forces and rebuild the size and capa-
bility of the fleet. In 1965 the United States had 936 warships with an
average age of 16 years. In 1976 the fleet will have 480 active warships
with an average age of 14 years. Fleet readiness will be improved
through increasing overhauls and intermediate maintenance. Three
nuclear-powered attack submarines, designed to hunt down and
destroy enemy submarines, will be procured in 1977. Procurement of
eight guided-missile frigates will provide increased protection of
amphibious force ships, replenishment ships, and merchant convoys
from air, surface, and subsurface attacks.

The 1977 shipbuilding program includes a nonnuclear destroyer and
long-lead funding for a nuclear-powered strike cruiser. Both ships will
carry the Aegis weapon system that will increase the ability of the
fleet to counter the air and cruise missile threat in the 1980’s and
beyond. Maintenance capability will be increased through the pur-
chase of several fleet support vessels. These vessels will replace aging
units and provide the additional facilities needed to repair, maintain,
and supply the new combat ships now entering the fleet.

Airlift and sealift forces.—Effective transportation is required to
enable U.S. forces to respond on short notice to threats against U.S.
interests throughout the world, to assist nations whose security is
important to the welfare of the United States, and to sustain Ameri-
can forces abroad. Strategic transport capabilities will be increased to
enable adequate U.S. forces to be deployed and sustained in the
critical early days of an intense conflict overseas. To achieve these
objectives, total obligational authority of $1.6 billion is being re-
quested for 1977.

Proposed modifications will improve and extend the service life of
the C—5 and C-141 aircraft. In addition, there will be an evaluation in
1977 among existing large transport aircraft to select a new tanker/
cargo aircraft to be procured in 1978. Portions of the Civil Reserve
Air Fleet will be modified to permit the air transport of oversized
cargo. This will enable commercial aircraft to support active forces
more effectively in either a mobilization or a combat situation.

The sealift program provides transportation for heavy armored
equipment and munitions, as well as petroleum products and dry
cargo. Special ships are also necessary for oceanography, cable main-
tenance, and the tracking of missiles and space vehicles.
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Guard and Reserve forces.—The effectiveness of Reserve forces will
be increased by modernizing equipment and associating designated
National Guard and Reserve units more closely with specific active
force units. Emphasis will be placed on better management of Reserve
personnel. Naval Reserve paid drill strength will be reduced by 40,000
through the transfer of these positions to the Individual Ready
Reserve in those cases where readiness still can be maintained through
summer training.

Research and development.—Technological superiority of U.S. forces
depends upon adequate investment in research and development. To
maintain this superiority, recommended total obligational authority
will increase to $10.5 billion in 1977, $1.8 billion above the 1976 level.

Strategic weapon systems development will continue on the B-1
aircraft, the Trident submarine and missile system, a new interconti-
nental ballistic missile system, strategic cruise missiles and warhead
improvements, as will research on ballistic missile defense technology.

Research and development activities will also continue the major
modernization of general purpose forces started in previous years. The
Army development program includes a new tank, infantry combat
vehicle, attack and transport helicopters, and air defense system. The
Navy will develop the F-18 air combat fighter to complement the
sophisticated F—14 fleet defense aircraft. The Navy will also continue
development of improved fleet air defense and antisubmarine systems.
Full-scale development of a tactical cruise missile will lead to a more
effective attack capability for ships.

The Air Force will continue development of the F—16 air combat
fighter. In addition, work will proceed on systems capable of neutraliz-
ing enemy air defenses and on exploration of the combat potential of
high-energy lasers and vehicles piloted by remote control. Funding
for a major new aeropropulsion systems test facility will be provided
in 1977. This facility will be required for the development and testing
of advanced military aircraft engines and will result in substantial
future savings in the development costs of such engines.

Training, medical, and other general personnel support activities.—The
increased wages and other pay and benefit improvements associated
with pay comparability and the decision to shift to an all-volunteer
military force have significantly raised the cost of personnel. As
shown in the accompanying table, total personnel-related costs in-
creased from 439, of the Department of Defense budget in 1964 to
over 54%, beginning in 1974.
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PERSONNEL OUTLAYS AS A SHARE OF DEPARTMENT OF DEFENSE BUDGET !
[In billions of dollars]

1964 1968 1974 1975 1976 1977

actual actual actual actual est. est,
Persgpnel outlays:
Military pay__________________________ 10.6 153 21.0 21.6 22.0 22.6
Other military personnel outlays. ..______ 2.4 4.6 2.7 3.4 3.6 3.7
Civilian pay.__.___________ - 7.3 10.3  13.4 14.6  15.5 16.0
Family housing_._______ .5 .4 7 .9 .1 1.1
Military retired pay ... I 1.2 2.1 5.1 6.2 7.3 8.4
Total personnel outlays______________ 22.0 326 43.0 46.7 49.4 51.8
Total outlays______________________. 50.8 78.0 78.4 86.0 91.2 100.1

Personnel outlays as a percent of total .  43.3%, 41.89, 54.8% 54.39, 54.2% 5L.7%

! Department of Defense military functions and military assistance.

Several actions are proposed to moderate the increase in pay-related

costs.

¢ Civilian personnel employment levels will be reduced.

o The housing system of the Department of Defense will be re-
formed gradually to eliminate inequities between the value of
housing directly received and the allowances provided in lieu of
housing. As a first step, future military pay raises will be al-
located differently among the various pay components.

o Enlistment bonuses are being reduced, and the need to extend
legislation authorizing annual bonuses for physicians as a recruit-
ment and retention device will be reexamined.

¢ Legislation to replace the basic pay of future cadets at the Service
academies with a method of compensation more appropriate for
students—the payment of expenses plus a monthly allowance—
will be requested.

» Congress will be requested to enact the Defense Officer Personnel
Management Act. This act is designed to match better the
military work force with job requirements, in terms of rank and
length of service.

» New personnel policies will reduce both the costs of military travel
and the adverse effects of frequent transfers on the morale of
military personnel and their dependents.

e Training times will be reduced, personnel will be assigned to
permanent duty stations as soon as possible after training, and
training sites will be consolidated where feasible.

e Legislation has been proposed to reform gradually the career
incentives in the military retitement system. Legislation is also
proposed to revise the formula for the cost-of-living adjustment
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for civilian and military retired pay. This will eliminate provisions
that increase annuities by one percentage point more than the
Consumer Price Index increase.

» Legislation will be proposed to reform aspects of the law governing
wage-board pay rates that result in Government civilian blue-
collar workers earning more than their non-Government counter-
parts, The budgetary effect of this legislation on outlays of the
Department of Defense is included in the defense function.

Further savings will result as the recommendations of a recently

completed comprehensive review of the military health care system
are implemented. Developed by the Department of Defense, the
Department of Health, Education, and Welfare, and the Office of
Management and Budget, these recommendations would result in
more efficient operations and reduced outlays for the military health
care system in the future.

Military assistance—Military assistance grants, credit sales,
and training of foreign military personnel furnish other countries the
support necessary to strengthen their own defense efforts. These
programs are discussed in the section on international affairs.

Atomic energy defense activities—Nuclear weapons research,
development, underground testing, and production activities are ex-
pected to remain at about 1976 levels. Additional funds are requested
for safety, environmental, and waste storage improvements as well as
cost increases. The physical security of nuclear weapons and nuclear
materials at Government sites will continue to be improved.

Defense-related activities—To end the annual registration for
the draft during peacetime, the Selective Service System will be re-
formed. This reform will yield an annual outlay savings of $33 million
beginning in 1977.

Realization of an estimated $870 million in stockpile receipts is
dependent upon market conditions and the passage by Congress of
$746 million in disposal authority for certain commodities that are in
excess of current needs. Receipts from the sale of excess strategic
stockpile commodities under existing disposal authority are estimated
at $124 million in 1976. ‘

THE FEDERAL PROGRAM BY FUNCTION

71

SUMMARY OF ACTIVE MILITARY PERSONNEL AND FORCES

June 30, June 30,

Septem-

Description 1975 1976 ber 30,
actual estimate 1977
estimate
Military personnel (in thousands):
End strength:
Army._ .. el 784 782 790
Navy. el e 534 525 544
Iv!a.nne (0 196 196 196
Air Force oo 613 584 571
Total, Department of Defense___._..__________________ 2,127 2,087 2,101
Average strength:
Army . e 778 774 785
Navy ........................................ e 545 529 536
Marine Corps__ .. e 193 196 196
Air Force oo 629 602 5719
Total, Department of Defense._________________________ 2,145 2,101 2,09
Strategic forces:
Intercontinental ballistic missiles:
Minuteman_.____.______ . 1,000 1,000 1,000
Titan DL e 54 54 54
Polaris-Poseidon._ ... __ .. .. ... .. 656 656 656
Strategic bombers_ .. ________ . __. 494 419 419
General purpose forces:
Land forces:
Army divisions_..._._______ . . 14 16 16
Marine Corps divisions. .__________________._________.__. 3 3 3
Tactical air forces:
Air Forcewings. ... .. .. 26 26 " 26
Navy attack wings_ . _______________ .. ... _._ 14 13 13
Marine Corps wings . - - .. ..o .o ceeeee 3 3 3
Naval Forces:
Attack and antisubmarine carriers______________._________ 15 13 13
Nuclear attack submarines___. ... ___ . _____.____________ 64 65 70
Other warships_ . __________ ... 186 180 188
Amphibious assault ships__._______ . __ ... . __.___.___ 64 62 64
Airlift and sealift forces:
C-5A airlift squadrons. _ ... .. ______..___ 4 4 4
Other strategic airlift squadrons.___.____.____._____._...___ 13 13 13
Troopships, cargo ships, and tankers_ . ______________________ 51 48 47

210-000 O - 176 -6
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INTERNATIONAL AFFAIRS

The international affairs function includes programs to achieve a
range of United States economic and security objectives. It is com-
posed of féreign economic and financial assistance, the conduct
of foreign affairs, foreign information and exchange activities, and
international financial programs.

Program Highlights

¢ Contribute to a lasting peace in the Middle East.

o Participate in efforts to strengthen the international
trade and monetary system.

e Pursue U.S. initiatives toward creating more cooperative
relationships between the developed and developing
countries.

e Focus development assistance on the needs of the poorest
group of nations.

The achievement of peace throughout the world is this Nation’s
foremost international goal. The most immediate threat to that peace
has been in the Middle East, an area of great importance to the
United States. This country has made a major effort to bring peace
to the region, and the recent agreement between Israel and Egypt
is an encouraging sign of progress. The United States, in concert with
the nations of the area, will continue its efforts to promote a durable
settlement.

America’s prosperity and the health of the world economy are
closely linked. The United States must, therefore, promote a world
economic system that ensures stability and progress for both developed
and developing nations alike. The United States is committed to work
with the other industrial nations to assure the rapid recovery of their
economies, to accelerate completion of trade negotiations, to achieve
monetary reform, and to foster economic growth in the developing
nations. Outlays for international affairs are expected to total $6.8
billion in 1977 and $7.8 billion in 1978.
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INTERNATIONAL AFFAIRS

[In millions of dollars]

Recom-

Outlays mended

Program or agency budget
1975 19761 TQ! 1977 authority

actual estimate estimate estimate for 19772

Foreign economic and financial assistance3_.. 3,665 4,953 94 4,736 5,461
Conduct of foreign affairs:
Administration of foreign affairs___________ 412 487 127 560 617
International organizations and conferences. 223 301 205 322 339
Other.________ .. 23 26 7 28 29
Subtotal, conduct of foreign affairs_____ 658 814 339 910 985
Foreign information and exchange activities:
Foreign information activities_ . ___________ 290 335 88 324 317
Educational exchange activities____________ 58 63 9 61 69

Subtotal, foreign information and ex-

change activities___________________ 348 398 108 385 386
International financial programs:

Export-Import Bank ¢___.________________ (1,504) (1,358) 370) 1,306 3,348

Offsetting receipts______.________________ —50 =50 ___.__. —50 —50
Subtotal, international financial pro-

Qrams.__ .. _______________________ —-50 =50 ...___. 1,256 3,298

Deductions for offsetting receipts_ _ ________ —263 —449 —77 —464 —464

Total, international affairs ¢___________ 4,358 5,665 1,334 6, 824 9, 666

! Congressional appropriations action has not yet been completed on this function for 1976 and
the transition quarter. 3
f}lnf:gmntion on budget authority for 1975, 1976, and the transition quarter is shown in table 14
O ar: .

3 Detail shown_in foreign aid table on p. 75,

4By law, the Export-Import Bank is excluded from the budget totals from August 17, 1971
through September 30, 1976, Total outlays for the international affairs function including the Export-
Import Bank would have been $5,862 million in 1975; $7,023 million in 1976; and $1,704 million in

the transition quarter.

ForrlgGN AID

The United States undertakes a variety of programs designed to
further U.S. objectives by directly assisting developing countries.
Foreign aid programs consist of two major components: military
assistance (included in the national defense function) and foreign
economic and financial assistance.

Military assistance.—Defense materiel and services are provided by
the United States to selected countries for their internal security and
self-defense, and to permit the recipient country to participate in
regional or collective security arrangements. Military assistance, ad-
ministered by the Department of Defense and included in the national
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defense function, is an integral part of the overall American foreign
aid effort.

Budget authority of $840 million is requested to support a military
credit sales ;_program of $2.1 billion, a substantial portion of which will
be for Israel. About $704 million will be in direct credits requiring
budget authority of the same amount. The remainder of the program
will be guaranteed loans for which the funds will be provided by the
Federal Financing Bank. These loans require a guaranty reserve of
109, and thus budget authority of $136 million.

The Administration’s budget proposals are based upon a continued
transition from an emphasis on grant military assistance to an emphasis
on foreign military sales credits. In 1977, budget authority for grant
military assistance will decline from the 1976 level of $394 million to
$279 million, and the number of recipient countries will also be
reduced. Total outlays for military assistance are estimated to be
$739 million in 1977. This estimate is $200 million higher than that
shown in the section on national defense because of the exclusion here
of net trust fund outlays related to military cash sales.

Foreign economic and financial assistance.—Provided bilater-
ally and multilaterally, this assistance is designed to: contribute to
U.S. security objectives; facilitate the economic growth of the develop-
ing countries; and respond to the needs of the poorest people of
the world for food, shelter and other necessities of life.

Security supporting assistance provides economic assistance to
selected countries and encourages progress toward a lasting negotiated
settlement in the Middle East. Budget authority of $1.8 billion is
being requested in 1977, primarily for aid to the Middle East.

A Middle East special requirements fund of $35 million is also being
requested to defray the costs of the Sinai Support Mission and to
allow an additional measure of flexibility in responding to unforeseen
events.

Multilateral development assistance.—This assistance is provided
through contributions to the international financial institutions (the
World Bank Group and the regional development banks) and for de-
velopment programs of international organizations (principally within
the United Nations system). It has become an increasingly important
component of foreign economic development assistance. Multilateral
assistance encourages increased contributions from other donors and
mobilizes private resources for the development effort. For 1977,
$1.2 billion in budget authority is requested for this assistance, with
estimated outlays of $1.1 billion.
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FOREIGN AID
[In millions of dollars]
. Budget authority Outlays
Assistance programs 1975 19761 1977 1975 19761 1977

actual  estimate estimate actual estimate estimate

NATIONAL DEFENSE FUNCTION

Military assistance:?
Grant military assistance . ________ 550 394 279 556 776 368
Foreign military training®______.__ ____.__ 30 31 . 15 28
Military assistance, South Vietnam__ 0 _____.. ______. 402 198 ...
Foreign military credit sales________ 300 1,065 840 247 809 695
Emergency security assistance for
Iarae.l_ S T mmmm e e 930 545 24
Offsetting receipts and other________ 171 259 365 —256 —306 —376
Subtotal, military assistance.__. 1,379 1,230 785 1,877 2,037 739
INTERNATIONAL AFFAIRS
FUNCTION
Foreign economic and financial assist-
ance:
Security supporting assistance______ 660 1,873 1,802 39 1,063 1,389
Middle East special requirements
fund_ .. 100 50 B s 108 37
Indochina postwar reconstruction
assistance..____________________ 435 . .. 496 86 6

Multilateral development assistance:
International financial institutions. 619 1,076 1,027 569 966 902

International organizations_____ . _ 139 230 178 115 217 177
International Fund for Agricultural
Development______..__.______ _______ 20 ... .. ... 30
Subtotal, multilateral . ________ 758 1,505 1,205 685 1,183 1,109
Bilateral development assistance: .
Agency for International Develop-
ment_ ... _____._.._____..._. 691 1,030 1,127 940 1,135 - 1,082
Overseas Private Investment Cor-
poration.___________________ _ 100 _______ _._.._. 12 ~25 —36
Inter-American Foundation_ _____ _______ _____._ _______ 8 8 8
Subtotal, bilateral _______ 9 1,030 1,127 960 1,118 1,054
Food for Peace__________._________ 778 1,090 1,169 936 1,209 996
Migration and refugee assistance____ 68 62 10 76 59 23
International narcotics control.____ 18 42 34 15 48 38
Peace Corps___._._______________ 78 81 67 86 78 65
Contingency fund________________ 2 10 10 4 7 9
International highway assistance.___ 15 . 2 10 3 11
Subtotal, foreign economic and -
financ al assistance_.________ 3,704 5,744 5,461 3,665 4,953 4,736
Deductions for offsettingreceipts ¢___..  —104 —412 —446 —104 —412 —446
Total, foreign aid_____________ 4,979 6,563 5,800 5438 6,578 5,029

1
mnﬁ::f:e;;'::::i appropriations action has not yet been completed on foreign aid for 1976 and the
; 2 Excludes trust funds; net of offsetting receipts.
: Included in Tnnt mnhury assistance in years prior to 1976.
Composed of loan repayments, which are proprietary receipts that are deposited in the Treuury
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The international financial institutions extend long-term loans to
developing countries to finance development projects. It is proposed
that in 1977 the United States contribute $375 million to the Inter-
national Development Association, $171 million to the Asian De-
velopment”Bank, and $440 million toward a new capital replenish-
ment of the Inter-American Development Bank. In addition, a United
States contribution of up to $42 million is proposed for the Inter-
national Finance Corporation to stimulate private sector activities in
the developing nations.

Voluntary contributions of $178 million are proposed for 10 inter-
national organizations and programs primarily oriented toward
economic assistance and humanitarian relief. The largest of these is
the United Nations Development Program.

Authorization has been granted to allow the United States to
contribute one-fifth, but no more than $200 million, of the total
amount mobilized in a new International Fund for Agricultural De-
velopment to help finance agricultural production projects in de-
veloping countries. Contributions from all sources are expected to
total $1 billion.

Two other major initiatives to hasten the economic growth of the
developing nations are being pursued through the International
Monetary Fund (IMF). Neither of these affects the budget totals.
The United States has proposed a special trust fund within the IMF
to extend concessional aid to the poorer developing nations, financed
in part with funds received by the sale of gold now held by the IMF.
The United States also supports changes in the operations of the IMF’s
compensatory financing facility that will make increased IMF re-
sources available to developing nations that suffer sudden shortfalls
in their export earnings.

Bilateral development assistance, provided primarily by the Agency
for International Development (AID), concentrates aid on the
neediest people in the poorer countries. This program emphasizes
expanding agricultural development, checking rapid population
growth, and improving basic health and education services.

Because the economies of some developing countries have pro-
gressed, they no longer need highly concessional assistance from AID.
This, combined with the availability to many developing nations of
other public and private sector sources of capital and technical
assistance, has permitted the Administration to reduce its budget
request somewhat below the amount originally sought in authorizing
legislation for 1977.
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Fooc? for Peace helps alleviate hunger and malnutrition in developing
cou.ntmes b)_r providing concessional loans and grants to finance
agricultural imports from the United States. Most of the food goes to

Phe poorer countries, with grants focused on the poorest-fed groups in
in those countries.

Migration and refugee assistance is conducted through American
voluntary agencies, the United Nations, and the Intergovernmental
C(?mmittee on European Migration. A 1976 appropriation of $25
million is requested to establish a new emergency refugee and mi-

gration assistance fund. No additional budget authority is requested
for the fund in 1977.

International narcotics control assistance is provided to foreign gov-
ernments and international organizations to control the production,
processing, and illegal trafficking in dangerous drugs in an effort to
curtail their flow into the United States.

The Peq,ce OW?s, which will have approximately 5,700 volunteers in
67 countries during 1977, will concentrate its efforts on agriculture,
health and nutrition, education, and conservation.
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The international financial institutions extend long-term loans to
developing countries to finance development projects. It is proposed
that in 1977 the United States contribute $375 million to the Inter-
national Development Association, $171 million to the Asian De-
velopment Bank, and $440 million toward a new capital replenish-
ment of the Inter-American Development Bank. In addition, a United
States contribution of up to $42 million is proposed for the Inter-
national Finance Corporation to stimulate private sector activities in
the developing nations.

Voluntary contributions of $178 million are proposed for 10 inter-
national organizations and programs primarily oriented toward
economic assistance and humanitarian relief. The largest of these is
the United Nations Development Program.

Authorization has been granted to allow the United States to
contribute one-fifth, but no more than $200 million, of the total
amount mobilized in a new International Fund for Agricultural De-
velopment to help finance agricultural production projects in de-
veloping countries. Contributions from all sources are expected to
total $1 billion.

Two other major initiatives to hasten the economic growth of the
developing nations are being pursued through the International
Monetary Fund (IMF). Neither of these affects the budget totals.
The United States has proposed a special trust fund within the IMF
to extend concessional aid to the poorer developing nations, financed
in part with funds received by the sale of gold now held by the ITMF.
The United States also supports changes in the operations of the IMF’s
compensatory financing facility that will make increased IMF re-
sources available to developing nations that suffer sudden shortfalls
in their export earnings.

Bilateral development assistance, provided primarily by the Agency
for International Development (AID), concentrates aid on the
neediest people in the poorer countries. This program emphasizes
expanding agricultural development, checking rapid population
growth, and improving basic health and education services.

Because the economies of some developing countries have pro-
gressed, they no longer need highly concessional assistance from AID.
This, combined with the availability to many developing nations of
other public and private sector sources of capital and technical
assistance, has permitted the Administration tb reduce its budget
request somewhat below the amount originally sought in authorizing
legislation for 1977.
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Food for Peace helps alleviate hunger and malnutrition in developing
countries by providing concessional loans and grants to finance
agricultural imports from the United States. Most of the food goes to
the poorer countries, with grants focused on the poorest-fed groups in
in those countries.

Migration and refugee assistance is conducted through American
voluntary agencies, the United Nations, and the Intergovernmental
Committee on European Migration. A 1976 appropriation of $25
million is requested to establish a new emergency refugee and mi-
gration assistance fund. No additional budget authority is requested
for the fund in 1977.

International narcotics control assistance is provided to foreign gov-
ernments and international organizations to control the production,
processing, and illegal trafficking in dangerous drugs in an effort to
curtail their flow into the United States.

The Peace Corps, which will have approximately 5,700 volunteers in
67 countries during 1977, will concentrate its efforts on agriculture,
health and nutrition, education, and conservation.
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OTHER INTERNATIONAL ACTIVITIES

Conduct of foreign affairs.—Outlays for the administration of
worldwide U.S. diplomatic and consular responsibilities will increase
by $73 mfllion in 1977. About $45 million of this increase results
from the State Department financing certain administrative services
provided to, and previously funded by, other agencies. It does not
represent & net increase in budget totals. Most of the remaining
increase is due to sharply rising wages and prices abroad. Budget
authority is also requested to begin construction of a new embassy
complex in Moscow.

Outlays for international organizations and conferences increase by
$21 million, primarily reflecting increased assessments for membership
in international organizations. Outlays for the Arms Control and Dis-
armament Agency and the International Trade Commission increase
slightly in 1977, while those for the Foreign Claims Settlement Com-
mission decrease due to the completion of two claims programs.

Foreign information and exchange activities.—Proposed out-
lays will decrease $13 million in 1977. The decrease in foreign informa-
tion activities largely reflects savings to the Board for International
Broadcasting resulting from the consolidation of the management
and operation of Radio Free Europe and Radio Liberty. The activities
of the U.S. Information Agency and the educational exchanges of
the Department of State will also decline in 1977.

International financial programs.—The Export-Import Bank
promotes United States exports by extending direct loans to overseas
buyers, discount loans and guarantees to American banks, and insur-
ance to American exporters. Direct loans in 1977 are estimated to
increase from $3.0 billion to $4.0 billion; discount loans will be
reduced to $1.0 billion as a step toward eventual termination of the
program; and insurance and guarantees are projected at $8.8 billion.
The Bank’s budget authority and outlays, excluded by law from the
budget totals since 1971, is included again beginning in 1977. Out-
lays to finance these activities are estimated at $1.3 billion in 1977.

Pending legislation would enable the United States to provide loan
guarantees to the Financial Support Fund for the industrial countries.
The fund will be available to member countries with major balance
of payments difficulties. No budget authority is required in 1977.

Tazx expenditures.—The international affairs function contains a
number of tax expenditures that promote international trade and
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investment. The largest—the deferral of taxes on profits of domestic
international sales corporations—is expected to reduce U.S. Treasury
receipts by $1.6 billion in 1977.

Credit programs.—The international affairs loan and loan guar-
antee programs are summarized in the table below.

INTERNATIONAL AFFAIRS
CREDIT PROGRAMS

[In millions of dollars]

1975 19761 TQ! 1977

actual  estimate estimate estimate

Foreign military credit sales:
Direct loan disbursements. __.____________________ 247 209 92 195
Direct loan repayments....._.._______. .. .________ -9 =235 —87 ~350
Direct loans outstanding, end of period_____________ 1,001 975 980 825
Guaranteed loans outstanding, end of period________ 1,047 2,100 2,300 2,600
International security assistance: 2
Direct loan disbursements_____._________._______. 378 620 114 742
Direct loan repayments___________ . _._.__._________ —134 —95 —49 —98
Direct loans outstanding, end of period___.___.___.. 1,386 1,911 1,976 2,621
International development assistance:
Direct loan dishursements. ... ... 529 572 135 463
Direct loan repayments__________ . .__._.___._.._. —152 —205 —53 —231
Direct loans outstanding, end of period______._____. 10,813 11,180 11,261 11,493
Guaranteed loans outstanding, end of period _____.__ 416 515 540 731
Overseas Private Investment Corporation:
Direct loan disbursements.. ... .. ... ...._. ] 9 2 8
Direct loan repayments.__..___._______.___.____.. -2 -1 .. -2
Direct loans outstanding, end of period_..__..______ 17 25 28 34
Guaranteed loans outstanding, end of period________ 169 185 184 198
Food for Peace:
Direct loan disbursements. ... .. .. ____.._..__ 747 956 118 838
Direct loan repayments_.._.______________________ —242 —88 —6 —-97
Direct loans outstanding, end of period....._.....__ 3,954 4,821 4,934 5,675
Department of State:
Direct loan repayments. __._____ ... .. ___. —6 —6 -5 -5
Direct loans outstanding, end of period__...________ 59 54 50 45
Export-Import Bank:
Direct loan disbursements___._____ . _____________. 2,817 2,772 646 2,800
Direct loan repayments._____._.__________________ -1,315 —1,314 =272 -—1,378
Direct loans outstanding, end of period.._____._____ 9,415 10,873 11,247 12,921
Guaranteed loans outstanding, end of period_.______ " 4,464 6,749 7,160 8,395

1 Congressional appropriations action has not yet been completed on this function for 1976 and the
transition quarter.
3 Excludes foreign military credit sales.
3 Excludes the Overseas Private Investment Corporation.
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GENERAL SCIENCE, SPACE, AND TECHNOLOGY

The general science, space, and technology function includes the
space research and technology programs of the National Aeronautics
and Space Administration (NASA), the physical science programs of
the Energy Research and Development Administration (ERDA), and
all activities of the National Science Foundation (NSF). Outlays for
general science, space, and technology are estimated at $4.5 billion in
1977, an increase of $196 million over 1976, and $4.6 billion in 1978.

Program Highlights
e Continue development and testing of the space shuttle,
but defer procurement of a third space shuttle vehicle in
recognition of the need for fiscal restraint.
» Improve technologies for surveying natural resources and
| weather forecasting from space.

o Strengthen the Federal Government’s overall support for
basic science through programs of the National Science
Foundation and the Energy Research and Development
Administration.

e Provide for construction of a positron-electron colliding
| beam facility in high energy physics to develop and test
new theories on the ultimate nature of matter.

GENERAL SCIENCE, SPACE, AND TECHNOLOGY

[In millions of dollars]

Recom-
Outlays me:;detd
Vi 1975 1976 TQ 1977 suthesity
actual estimate ecstimate estimate for 1977!
Space research and technology:
Manned space flight_ .. ____________._._____ 1533 " 1,73 469 1,865 1,891
Space science, applications, and technology.. 1,084 1,118 281 1,125 1,087
Supporting space activities________________ 334 337 80 349 355
Subtotal. . 2,953 3,190 830 3,339 3,333
General science and basic research:
National Science Foundation_____.________ 662 721 221 734 805
Energy Research and Development Admin-
istrationambn AT ld o Mo o 374 400 107 434 481
Smithsonian Institution_ . ___.___.________ 2 2 1 v 2
Subtotal, general science and basic
BEOPRRC . L. o utlo ot bl o ol 1,038 1,124 328 1,170 1,288
Deductions for offsetting receipts.._.___.__._ -2 -3 -1 -2 —1
Mol oL ot 3,989 4,311 1,157 4,507 4,618

1 Information on budget authority for 1975, 1976, and the transition quarter is shown in table
14 of Part 8. g

THE FEDERAL PROGRAM BY FUNCTION 81

Ovutlays for General Science and Space
Manned
Lunar
rogram
Manned Earth
Orbital Program
Space Science and Other Space Activities

Activities in this function are only a small part of the Federal
Government’s support of scientific research and development. Most
of this support appears in other functions to which the research and
development is related, such as the functions that cover energy,
health, and defense. In addition, a tax provision, which permits private
industry to treat research and development expenses as current costs,
rather than as capital investments to be depreciated over a period of
years, will provide an estimated $0.7 billion in taz expenditures that
support research and development in 1977. Special Analysis P,
“Federa Research and Development Programs,” in the Special
Anaslyses volume of the Budget, discusses the full range of such
Federal activities.

Space research and technology.—This category consists entirely
of NASA funds for manned space flight; space science, applications,
and technology; and supporting space activities.

Outlays for space research and technology in 1977 are proposed to
be $3.3 billion, $149 million greater than in 1976. The increase in 1977
is primarily for the continued development of the space shuttle.
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Manned space flight—Manned space flight activities will be con-
centrated on development of the space shuttle. The shuttle is a reus-
able space vehicle which will be the key element of a transportation
system that,will provide a major advance in U.S. space capabilities
beginning in the early 1980’s. Outlays for manned space flight will be
$1.9 billion in 1977, $130 million higher than in 1976.

During 1976 and 1977 NASA will reach major milestones in the
shuttle development program, including the roll-out of the first com-
pleted shuttle orbiter in September 1976 and the performance of a
series of approach and landing tests beginning in 1977. The first
manned orbital flight of the shuttle orbiter is scheduled for 1979.

One of the first payloads to be carried into orbit by the space shuttle
will be a space laboratory, which is being developed cooperatively with
the European Space Agency.

In keeping with the Administration’s efforts to restrain Federal
spending, procurement of a third shuttle orbiter is being deferred for
consideration in 1978. Certain shuttle-related payload and support
activities will also be reduced or delayed in order to restrain outlays
in the 1977 budget.

Space science, applications, and technology—The 1977 budget
provides funds to continue exploration of the solar system and the
universe using automated spacecraft. Outlays for space science, appli-
cations, and technology will be $1.1 billion in 1977.

The Pioneer 10 and 11 spacecraft launched in 1972 and 1973 sent
back pictures of Jupiter in 1974 and are continuing their exploration of
the outer planets. Pioneer 10 is leaving the solar system and Pioneer
11 will fly past Saturn in 1979. Two unmanned Viking spacecraft
launched in the late summer of 1975 are en route to Mars and will
begin to search for life on the surface of that planet in July 1976. Work
is going forward on spacecraft that will explore the atmosphere of
Venus in 1978 and fly past Jupiter and Saturn by 1979.

In addition to projects to explore the planets, satellites are being
developed to conduct astronomy from Earth orbit. Development will
continue in 1977 of high energy and ultraviolet astronomy observa-
tories that will orbit Earth to study the composition of the galaxy and
distant parts of the universe. Development of a satellite to be launched
in 1979 to study the next peak of solar flare activity will be initiated
in 1977. :

In the applications program, a third Earth resources technology
satellite (LANDSAT) is being developed to gather information from
space for agricultural forecasting, geological surveys, and other appli-
cations. Also the first of a series of new satellites to provide major
improvements in weather forecasting will be launched in 1978. Work
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is continuing on a satellite to be launched in 1978 to locate and map
potential geothermal sources of energy. A satellite to monitor the
Earth’s pollution is being prepared for a 1978 launch, and another will
monitor ocean conditions and provide improvements in weather pre-
diction and oceanography. In 1977 development will start on a new
satellite to be launched in 1980 that will improve mapping of the
Earth’s magnetic field.

As part of efforts to restrain Federal spending, several new satellites
previously planned to be initiated in 1977 will be postponed for
consideration in 1978.

Supporting space activities.—Funds are included under this heading
to provide tracking and data support to the existing flight programs
and to encourage broader utilization of space technology for com-
mercial uses. Outlays for supporting space activities will be $349
million in 1977.

General science and basic research.—The 1977 budget includes .
funds to assist in providing balanced Federal support of basic re-
search in all scientific disciplines. Outlays for general science and
basic research will be $1.2 billion in 1977.

National Science Foundation.—Proposed budget authority for the
National Science Foundation will increase by $87 million to $805
million from 1976 to 1977. There will be an increase of almost 20%
in obligations for the conduct of basic research, from $523 million to
$625 million. This increase will apply to all fields of basic research,
but particularly to the physical and life sciences. Growth will continue
in international scientific programs such as the international decade
of ocean exploration and in national programs such as the climate

" dynamics program. Funds for the U.S. Antarctic research program

will also increase due primarily to additional costs of logistic support.
The program of research applied to national needs (RANN) will con-
tinue with a focus on environment, productivity, and natural resources.

Energy Research and Development Administration.—Funds for high
energy physics research will increase to provide for the construction of
a large positron-electron colliding beam facility at the Stanford
Linear Accelerator Center. The use of this facility can lead to a new
depth of understanding of elementary particles and the fundamental
laws of physics. The 1977 budget also provides for the continued
utilization of four existing national accelerator facilities. These high-
energy facilities assist scientists in advancing knowledge of the basic
nature of matter. In addition, increases are included for a balanced
program in basic energy sciences to support the future development
of both nuclear and non-nuclear energy technologies.
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NATURAL RESOURCES, ENVIRONMENT, AND ENERGY

Natural resources, environment, and energy programs are concerned
with both present and future needs. They promote the management
of the Natien’s natural resources, recognizing development, conserva-
tion, and environmental objectives that sometimes conflict. Outlays
for this function are estimated to be $13.8 billion in 1977 and $14.4
billion in 1978.

— — — ——e

Program Highlights

e Establish Energy Independence Authority to provide
loans, loan guarantees, and other assistance to selected
high priority private sector energy projects.

e Begin initial development of a strategic petrole um storage
program to minimize the impact of disruptions in foreign
oil supplies.

o Increase outlays for existing and new energy research
and development initiatives by 309, in 1977. I

o Accelerate the development of technology for the safe
long-term management of radioactive wastes from
commercial nuclear facilities.

e Increase energy production and encourage energy con-
servation by the gradual decontrol of oil prices and the
immediate decontrol of new domestic natural gas prices. ||

s Provide $3.8 billion in outlays for the construction of
sewage facilities in 1977, a 609, increase over 1976 and
a 959, increase over 1975.

¢ Recommend amendments to the Federal Water Pollution
Control Act to focus Federal financial assistance on
meeting the needs of existing population and to provide
additional incentives for meeting water quality standards
in the most efficient manner.

e Prepare for oil and gas leasing planned in frontier areas
of the Outer Continental Shelf and promote increased
energy development on Federal lands consistent with ac-
ceptable environmental standards.

e Provide $300 million for recreation land purchases and
development. ,

e Add 400 personnel to National Park Service staff in
1976 to meet bicentennial needs.

m
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NATURAL RESOURCES, ENVIRONMENT, AND ENERGY

[In millions of dollars]

Recom-
Outlays xile:;de;l
Program or agency 1975 1976 TQ 1977 nut‘:lh:reity
actual estimate estimate estimate  for 19771
Energy:
General operating programs_______ 66 369 41 478 689
Regulation________________.__.__ 104 172 4 178 171
Research and development___.____ 1,441 2,051 544 2,677 3,078
Energy Independence Authority 3., _________ ... ... 42 42
Subtotal, energy. ... ... 1,611 2,592 629 3,375 3,981
Pollution control and abatement:
Sewage plant construction grants__ 1,938 2,350 600 3,770 0]
Other i eeeeean 585 737 216 618 631
Subtotal, pollution control and
abatement__ ... ... ... 2,522 3,087 816 4,388 631
Water resources and power.________ 3,274 3,827 1, 151 3,908 2,986
Conservation and land management:
Forest Service . vooevacceennn 870 950 352 824 835
Bureau of Land Management.___ ... 207 269 63 256 258
Agriculture conservation programs._. 447 473 105 383 322
Other, including offsetting receipts. —224 —359 26 —437 —431
Subtotal, conservation and land
management. ... 1,300 1,333 546 1,027 995
Recreational resources:
Purchase of new recreational areas__ 284 300 63 329 330
Operation of recreational resources 541 600 185 630 589
Subtotal, recreational resources 825 900 248 959 919
Other natural resources_.. . _...... 762 871 232 934 1,010
Deduction for offsetting receipts______ —756 —814 —333 —819 —819
Total . 9,537 11, 796 3,289 13,772 9,702
ADDENDUM
Off-budget Federal activities:
Energy Independence Authority3.. _________ _______. _._...... 650 83,000
Rural electrification and telephone
revolving fund._ ... _.____._____ 477 482 125 547 1,000

“l I;:flgrmatsion on budget authority for 1975, 1976, and the transition quarter is shown in table
of Part 8.
3Because $6 billion of budget authority will remain unobligated, no new budget authority is
requested for 1977, .

3 Under proposed legislation, net gains or losses of the Energy Independence Authority will be
included within the budget. Gross transactions of this corporation appear off-budget in the annexed
budgets section of the budget appendix.
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Outlays for Energy’

S Biflions ‘ ' ' ' $ Billions
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E:l Research and Development
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Energy.—Last year the Administration proposed a comprehensive
national energy policy designed to lessen the Nation’s dependence on
foreign imports, increase the production of domestic energy supplies,
and encourage energy conservation. Recently the President signed the
Energy Policy and Conservation Act, which is a first step toward a
comprehensive national energy policy. While the bill is by no means
perfect, it will permit a gradual phaseout of controls on domestic
petroleum. It provides emergency authorities for use in case of an oil
embargo. It also provides needed authorities to implement a strategic
petroleum storage system, convert utility and industrial plants from
oil and gas to coal, and enter into international agreements with other
petroleum-consuming nations.

Much remains to be done. In this regard, the Administration
requests expeditious enactment of legislation proposed previously,
including measures to:

e establish the Energy Independence Authority to provide loans,
loan guarantees, and other assistance to selected high priority
private sector energy projects;

o deregulate the wellhead price of new domestic natural gas in
order to encourage greater production and minimize shortages;

e authorize production from the naval petroleum reserves;
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o create, under the Nuclear Fuel Assurance Act, a new private
industry to develop the additional uranium enrichment capacity
needed to provide fuel, in the future, for nuclear reactors rather
than require the taxpayer to finance these additions;

e increase the price charged for uranium enrichment services
provided by current Government-owned facilities in order to
secure a fair return on the Government’s investment;

o streamline the procedures for licensing nuclear power plants to
reduce the amount of time required to process applications while
maintaining safety and environmental standards;

e provide tax aids to electric utilities with special benefits for
facilities not fueled by petroleum products;

o modify regulatory practices to assure that utilities can continue
to attract sufficient capital;

o establish thermal efficiency standards for new residential and
commercial buildings;

e provide assistance to help low-income and elderly consumers
insulate their homes fo save energy; and

e amend the Clean Air Act to provide a needed balance between
environmental and energy goals.

Greater development of our domestic energy resources is essential
to assure that needed supplies are available in the long run. To encour-
age such development, the President has proposed the establishment
of an Energy Independence Authority (EIA). The EIA will provide
loans, loan guarantees, and other assistance to domestic energy proj-
ects of critical importance for developing domestic sources of energy.
The Authority will supplement and encourage private capital invest-
ment across a broad spectrum of energy supply, conservation, and
energy-related environmental projects. The EIA will also work to
shorten the time required for energy prOJects to obtain clearances and
permits from Federal regulatory agencies. Financial resources of EIA
will be $100 billion, and it is anticipated that up to $10 billion will be
used in 1977. Because EIA is to be self-liquidating, its outlays will not
be included in the budget except for operating gains or losses.

Pending enactment of the EIA, the Administration strongly sup-
ports the immediate authorization of a synthetic fuels commercial-
ization program administered by the Energy Research and Devel-
opment Administration. This program is critical to assisting industry
in the early demonstration of current technologies that can increase
our national capability for energy independence. The budget includes
$503 million in budget authority in 1976 to cover $2 billion in loan

_ guarantees as a first step in implementing this program. The budget

assumes that with the creation of the EIA, by 1977 the synthetic
fuels program would be transferred to the Authority and would grow
to alevel of $6 billion in loan guarantees.

210-000 O - 76 - 7
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Tax expenditures also encourage the development and production of
energy and mineral resources. Exploration and development expenses
(mostly for oil and gas) may be treated as current costs rather than
as capital investments, which are depreciated over a number of years.
This provssion is expected to provide a $1 billion incentive to develop
energy resources in 1977. Another tax provision allows the use of
percentage depletion rather than actual cost depletion. Although
sharply curtailed for oil and gas in 1975 legislation, it is still expected
to offer a $1.6 billion tax incentive for mineral production in 1977,
with most of that amount for fossil fuel production. The Administra-
tion has proposed a package of tax aids for electric utilities that will
especially help generating facilities not using oil or gas as fuels. It is
estimated to provide $0.8 billion of tax relief in 1977.

Operating programs promote the development of domestic energy
resources and encourage energy conservation. Outlays for these pro-
grams will total $478 million in 1977. However, this estimate does
not include the full effect of the recently signed Energy Policy and
Conservation Act. The allowance for contingencies for fiscal years
1976 and 1977 covers amounts that may be necessary for programs
authorized by this Act.

The budget assumes that Congress will approve the proposed
Nuclear Fuel Assurance Act, under which ERDA will assist private
industry to finance, construct, and operate all future uranium enrich-
ment facilities to meet projected fuel requirements for civilian nuclear
power plants.

A strategic petroleum reserve will be developed in order to minimize
the impact of disruptions in foreign oil supplies. Energy conservation
programs are intended to increase the energy efficiency of new auto-
mobiles and many new appliances and to set goals for saving energy
in the leading energy-consuming industries.

The budget continues the acceleration of energy research and develop-
ment. Outlays for this purpose, under this subfunction, are expected
to total about $2.7 billion in 1977, a 309, increase over 1976 and
an 859%, increase over 1975.

Nuclear research and development outlays in 1977 will total about
$1.4 billion. Increases are provided for the construction of an experi-
mental fusion test reactor and a demonstration power plant using
liquid metal fast breeder reactor technology. In addition, the budget
provides for greatly increased research on the safe management of
radioactive wastes and the safeguarding of nuclear materials from
theft, which are important to assuring that nuclear power remains a
safe, reliable, and environmentally acceptable form of energy.

Nonnuclear energy research and development will total about $900
million. Major increases are provided for demonstration of advanced
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technologies to produce synthetic fuel from coal, the development of
advanced technologies for coal combustion, research on improving
gas turbines in order to burn fuel gas produced from coal, and oil
shale research. Outlays will increase significantly for solar and geo-
thermal research and development and for development of advanced
technologies for energy conservation in buildings, industry, and
transportation.

In addition to research and development directly related to the
development of specific nuclear and nonnuclear technologies, the 1977
budget includes about $450 million for supporting research. Such
research in environmental effects and basic energy sciences is appli-
cable to many different technological objectives. It will involve
studies on the effects and control of various pollutants and investiga-
tions of the fundamental properties of materials applicable to advanced
energy technologies.

Federal energy regulation includes controls over the use of nuclear
materials and the construction and operation of nuclear reactors and
related facilities, the regulation of interstate natural gas and elec-
tric power, and the allocation and pricing of petroleum. Outlays for
energy regulation programs will total $178 million in 1977, not in-
cluding the full impact of the recently signed Energy Policy and
Conservation Act. Again, amounts that may be necessary to implement
the regulatory requirements of the Act—principally personnel—are
covered by the allowance for contingencies. The budget provides for
a large increase in the Nuclear Regulatory Commission’s programs for
nuclear materials safeguards, reactor inspection, and reactor safety
research. The Federal Power Commission advises that it will intensify
its efforts to deal effectively with shortages of natural gas by distribut-
ing available gas in a manner that avoids disruption to the Nation’s
economy. Under the Energy Policy and Conservation Act, the Federal
Energy Administration will remove price and allocation controls on
those parts of the petroleum industry, primarily wholesalers and
retailers of petroleumm products, that are ‘“downstream” from
refineries.

Pollution control and abatement.—The Federal Government
has primary responsibility for environmental research and develop-
ment as to national environmental standards. However, direct
operations, including enforcing standards, are primarily the responsi-
bility of State and local governments. Therefore, the 1977 budget
will continue to emphasize assisting State and local governments in
their programs. Special attention will be given to assisting States to
develop programs for the enforcement of national drinking water
standards under the Safe Drinking Water Act enacted in 1974.
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Outlays for Environment and Natural Resources

 $Billions  $Billiom

0
1976 1977
Estimate

1969 1970 1971 1972 1973 (974 1975

As part of the overall objective of establishing financially sound
policies for long-term financial assistance to State and local govern-
ments, amendments to the Federal Water Pollution Control Act are
being proposed. The purpose of these amendments is to formulate
a multi-year program which will serve as a basis for determining
appropriation requests commencing in 1978. Enactment of the pro-
posed amendments will provide emphasis on serving the sewage treat-
ment needs of existing population, meeting water quality standards
in the most effective manner, and striking the appropriate balance
between Federal and State responsibilities. Approximately $10 billion
of the $18 billion allotted to the States for the construction of waste-
water treatment plants currently remains unobligated and $6 billion
will be unobligated at the beginning of 1977. Consequently, no new
budget authority is requested for 1977.

The tax-exempt status of pollution control industrial revenue bonds
results in a taz expenditure estimated to provide about $250 million
in support of pollution control in 1977.

Water resources and power.—QOutlays for water resources and
Power programs in 1977 will be approximately $3.9 billion, an
increase of $81 million over 1976, and are estimated to grow to $4
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billion in 1978. Growth in outlays will be restrained by stretching out
some work, and there will be no new construction starts for water
projects in 1977. Receipts in power programs, which are counted as
an offset to outlays, are estimated to increase.

Water development.—Federal water resource development pro-
grams encompass projects that generate and transmit electricity,
improve water supplies, help control floods and erosion, enhance
navigability, provide irrigation, and develop water-related recreation
opportunities. Outlays for these programs will be $2.9 billion in 1977,
compared with . 2.8 billion in 1976.

Budgetary restraints have made it necessary to slow work on a
number of ongoing projects, but planned power delivery dates on
hydroelectric projects will be met. Restraints have also precluded
new construction starts in 1977. Projects underway in 1977 will cost
an additional $18.5 billion in future years to complete, including $725
million for new construction starts added by the Congress in 1976.

The study of major water resource policies mandated by the Water
Resources Development Act of 1974 is being completed by the Water
Resources Council. It addresses, among other things, the need for a
broader look at project benefits, the application of user charges, cost
sharing and reimbursement, and the selection of appropriate discount
rates for project evaluation and reimbursement. Its report will be
transmitted to Congress in calendar year 1976 together with recom-
mendations for program reform.

Power programs.—Outlays for power programs will be $1,046
million compared with $1,055 million in 1976. The Tennessee Valley
Authority (TVA) will be engaged in the planning and construction
of eight nuclear power plants in 1977. The Department of the Interior’s
power programs support the marketing and transmission of electric
power from Federal hydroelectric dams.

Conservation and land management.—The public lands are
administered both to develop and to conserve natural resources, to
provide recreation opportunities, and to manage and protect wildlife
habitat, environmental quality, watersheds, and areas of scenic
beauty. In 1977, outlays for conservation and land-management
programs will total $1,027 million. Major reasons for the apparent
decrease from 1976 are: (1) estimates included in 1976 for fighting
forest fires are not included in 1977 but are covered separately by the
allowance for contingencies; (2) reform of the agriculture conservation
program is proposed; and (3) an increase in estimated offsetting
receipts in 1977 reduces net outlays.
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Outlays for agricultural conservation programs will decline by $90
million in 1977 largely because of the proposed termination of un-
necessary Federal cost-sharing for private conservation and forestry
practices. Legislation will be proposed to limit cost-sharing to practices
providing 18ng-term, enduring benefits.

The Forest Service administers the National Forest System, con-
ducts a comprehensive forest and range research program, and carries
out cooperative forestry programs with States and private land-
owners. During the past year, a comprehensive planning process has
been underway as required by the Forest and Range Renewable
Resources Planning Act of 1974. Although this process is incomplete
due to severe time constraints, information it produced was used
in formulating the 1977 budget.

Although increases of $30 million are proposed for recrestion,
wildlife, rangeland management, and other programs, Forest Service
outlays are expected to decline from $950 million in 1976 to $824
million in 1977. The increases are more than offset by decrease in tim-
ber sale preparation and associated direct Federal road construc-
tion—made possible by ending 1976 with an inventory of prepared
but unsold timber, a planned phaseout of grants to States for fire
control, and reduced construction of administration and recreation
facilities. The 1977 amount excludes outlays for fighting forest fires,
which are not funded in advance but are covered by the allowance
for contingencies. Outlays for road construction by timber purchasers
have been included in the budget totals for the first time.in 1977.

Timber operations are also aided by a taz expenditure of over $200
million that arises from treating income from certain timber operations
as capital gains rather than as ordinary income for Federal tax
purposes.

The 1977 outlays of the Bureau of Land Management (BLM) (again
excluding outlays for fire fighting) will increase by $10 million.
Increases will be used primarily to support energy and mineral develop-
ment. BLM and Geological Survey support for Outer Continental Shelf
oil and gas leasing will increase by $13 million to $111 million; support
for onshore leasing of energy minerals will increase by $10 million to
$74 million. For range management, outlays of $27 million will be
available. Emphasis will be placed on making range investments
where clear economic benefits can be demonstrated.

Recreational resources.—Federal programs for recreation include
the purchase, development, and operation of parks, wilderness areas,
historic sites, wildlife refuges, wild and scenic rivers, trails, recreation
areas and seashores, fish hatcheries, and recreation sites at water
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development projects. Total outlays for these programs will increase
from $900 million in 1976 to $959 million in 1977. .

Outlays of $390 million will enable the National Park Service to be
host to an estimated 253 million visitors to the 286 units of the
National Park System in 1977. Funds have been provided to improve
the maintenance of park facilities, and outlays of $75 million will be
available for construction of requisite sewage treatment facilities,
development at new park areas, and other construction. .

The acquisition and development of recreation lanc?. will be sup-
ported by fully funding the Land and Water Conservation Fund with
$300 million. The fund provides both grants to States and local govern-
ments and funds for direct Federal use.

The Fish and Wildlife Service manages wildlife refuges, conducts
research on fish and wildlife, and protects endangered species. In
addition, it will initiate a national inventory of wetlands and contir.m.e
to furnish ecological data to resource development agencies to mini-
mize adverse effects on fish and wildlife. Grants to States for wild-
life and fisheries management will total $79 million of total Fish and
Wildlife Service outlays of $233 million.

Other natural resources.—The activities of the Geological Survey
and the National Oceanic and Atmospheric Administration (NOAA)
fall within this subfunction. The programs of the Geological Syrvey
include topographic surveys and mapping, geological and m-m-el"a.l
resource surveys, and water resources investigations. These activities
contribute to the development of energy resources. Geological Survey
resources are being concentrated to support highest priority programs
for leasing of energy minerals both on the Outer Continental Sl%elf
and onshore. Some other Geological Survey programs are being
reduced below their 1976 levels to provide resources for energy leasing.
NOAA will continue its programs in marine conservation, environ-
mental and weather monitoring and prediction, and preservation and
development of the Nation’s coastal zone. The higher costs of pro-
viding public weather services are expected to be pa,rtla.lly offset
through the continued application of automation and 1mpr0\.red
productivity. Total outlays for the other natural resources subfunction
are estimated at $934 million in 1977.
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AGRICULTURE

Agricultural programs provide income protection for farmers;
research and technical, economic and market information services to
fan:qers, processors, distributors, and consumers; and inspection
services to assure the quality of farm products. Outlays for these
programs are estimated at $1.7 billion for 1977, and are projected at
$2.6 billion in 1978.

e m——— e
e ——— e

Program Highlights

e Continue successful market-oriented commodity programs

with their reduced reliance on Federal controls.

e Strengthen grain inspection services.

e Increase crop and livestock production efficiency through i
expanded production research efforts.
Begin trial boll weevil eradication program.
Propose tax relief for heirs of small farm owners.

Outlays for Agriculture

$Billions $ Billions

5 =

3 s ;‘“3
Farm Income Stabilization

2 — \ 9

0 , DRRRS S ‘ 0
1967 1968 1969 1970 1971 (972 1973 1974 1975 (976 (977
Fiscal Years Estimate

THE FEDERAL PROGRAM BY FUNCTION 95

AGRICULTURE

[In millions of dollars]

Recom-

Outlays mended

Program or agency budget
1975 1976 TQ 1977 authority

actual estimate estimate estimate for 19771

Farm income stabilization:

Price support and related programs_________ 575 1,441 446 829 899
Long-term land retirement programs._.__._. 4] 42 0 2] 0
National Wool Act. v ooenoocccnpcmiena 19 44 1 36 45
SugarAet.. .. oo o oo B L 77 12 0 0 0
Federal Crop Insurance Corporation_.___._. 30 8 5 16 12
Agriculture credit insurancefund___________ —133 192 2 =34 141
21 T i e s W Jhslpamird s B 176 157 38 159 162
Subtotal, farm income stabilization_ . .. 785 1,89 492 717 1,259
Agriculture research and services:

Research programs_.._.. ... ......__ - 329 382 100 407 396
Extension programs...... ... _.__ 219 227 58 221 219

Consumer protection, marketing, and regu-
latory programs._ _ . __.._...__..._.. 240 267 66 276 280
Economicintelligence. . ____.__._ . _______ 85 97 24 104 102
Othiersiifl. . sowseiids ve bosdly by o 50 56 14 57 59
Offsetting receipts.......... pop e 0 L —46 —48 —12 —51 —51

Subtotal, agricultural research and
s pekon sl i o M M o) 877 981 250 1,014 1,005
Deductions for offsetting receipts. ... ... ... —2 = i -2 -2
Total agriculture_.._.......o.cooo ... 1,660 2,875 742 1,729 2,262

1 Information on budget authority for 1975, 1976, and the transition quarter is shown in Table
14 of Part 8.

Farm income stabilization.—The Administration’s policy is to
avoid Government restrictions on crop production, permit market
forces to work, but provide producers protection against severe price
declines. Problems continue to exist where this policy is not followed.
For example, rice, peanuts, and tobacco are controlled through
cumbersome mandatory programs that often result in a buildup of
surpluses and higher prices at considerable cost to the Federal Govern-
ment and consumers. ;

Outlay estimates for stabilization programs are based on the follow-
ing assumptions: (1) normal weather during the 1976 growing season;
(2) continued economic recovery; (3) continued strong overseas de-
mand for U.S. farm products; (4) reduced acreage allotments for rice
and tobacco to bring supplies into better balance with demand; (5)
acreage allotment for peanuts at the legal minimum; and (6) short-
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term export credit of $450 million. The 1977 outlay estimates resulting
from these actions and assumptions are $717 million for farm income
stabilization.

Furthex.'v major reductions in farm income stabilization from the
amoupts in this budget are contingent on substituting an expanded
crop msurance program for disaster payments—such s proposal has
been sent to the Congress—and on changing the price support pro-
gram for peanuts. Absent such reforms, outlays for disaster payments
and peanut price supports (included in price support and related
programs) are projected at over $500 million in 1977.

Actual outlays for this subfunction are subject to wide swings
because weather and foreign demand are difficult to predict.

COMMODITY CREDIT CORPORATION OUTLAYS

[In millions of dollars]

Program or agency l::gzlil 13271? eTtQi- Iegzz
mate mate mate
Agriculture:
Price support operations:
Disaster payments._____________._________ 556 270 47 378
Commodity loans_.________________ 829 1,304 340 1,209
Commodity purchases_.____._________ .. 720 510 125 ' 579
Short-term export credit sales.___._________ 249 900 125 450
Other price support operation___________________ 481 388 157 317
Receipts and adjustments___.__________ . —2,260 —1,931 —347 2,104
Odslubtotal price support operations_________________ 575 1, 441 446 829
er activities '
___________________________________ 10 70 —~24 36
Subtotal ._._______________ .
International affairs: » bl " %
Food for Peace:
Gros? outlays_ U 1,228 1, 480 225 1,286
Receipts and reimbursements__________________ —294  —269 —62 —'290
Subtotal
_______________________________________ 934 1,211 163 9
Total CCCoutlays..__________ . 1,519 2,723 586 1 86?

Fe'd?,ral tar expenditures for agriculture arise principally from two
provisions in the income tax law that enable farmers, including corpo-
rate 1:'arms, to treat certain capital outlays as current expenses and
certain types of farm income as capital gains. Reductions in farmers’

taxes attributable to these provisions will tot i
illion i al a
billion in 1977. n estimated $1
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The Administration will ask Congress for legislation permitting
heirs of owners of small farms to defer the first payment of estate
taxes for five years and amortize the balance over 20 years at 4 percent

simple interest.

Agricultural research and services.—Overall outlays for research,
extension, consumer protection, marketing, regulatory, and economic
information programs are being held near to 1976 levels, $1 billion.
However, within such totals, funds for research to increase production
efficiency will be $21 million higher and outlays for animal disease
eradication will be increased by $11.5 million. The only new program
for 1977 will be a feasibility trial of a program for eradication of the
boll weevil. Outlays in 1977 for this program are estimated at about
$4 million. This will be a cooperative trial with Virginia, North
Carolina, and South Carolina. Depending on results achieved, the trial
may lead to nationwide improvements in pest control as well as the
eradication of the boll weevil through further cost-sharing programs.

The Administration has also proposed legislation to strengthen the
national grain inspection system. The proposal provides for additional
Federal authority over inspection activities to deal with conflicts of
interest, provide protection against abuses and increase penalties
for violation.

It is estimated that the Farmers Home Administration will provide
new loan commitments of about $1.4 billion in guaranteed and direct
agricultural loans to family farmers in 1977, down from $2.3 billion
in 1976, due largely to expiration of the emergency livestock credit
program. About one-third of the loans are subsidized; the balance are
at market rates.

CREDIT PROGRAMS—AGRICULTURE

" |In millions of dollars]

1975 1976 TQ 1977
Program or agency actual esti- esti- esti-
mate mate mate
Farm income stabilization:
Commodity Credit Corporation:
Direct loan disbursements_ ___________.._.________. 1,101 2,264 480 1,719
Direct loan repayments_________ ... _...__.__ —1,546 —1,656 —245 —1,638
Direct loans outstanding, end of period._____________ 1,262 1,870 2,104 2,033
Agricultural and emergency credit programs:
Direct loan disbursements_______________._.__.____ 1,995 1,454 432 1,343
Direct loan repayments_ ___________.__..__________ -394 557 —139  —656
Direct loans outstanding, end of period _ .. ____...___ 750 825 786 463
Guaranteed loans outstanding, end of period.__.___.__ 4,597 5,761 6,079 6,832
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COMMERCE AND TRANSPORTATION

Programs for commerce and transportation include aids to business,
development and support of several modes of transportation, sup-

L4

Program Highlights

e Implement the major air, motor carrier, and rail regula-

! tory reform legislation proposed by the Administration.

* Implement Administration-proposed highway legislation
to provide responsible funding levels, consolidate non-
interstate assistance programs, and give priority to com-
pletion of key links in the Interstate System.

* Increase mass transit formula grant funding by 309
while limiting the percentage available for operating
expenses in order to encourage capital investment.

* Restructure bankrupt Northeast-Midwest rail freight
system with $2.1 billion of new capital over the next 5
years, and provide financial assistance for upgrading rail
freight facilities in the rest of the country.

» Restrain growth of subsidies for intercity rail passenger
service by eliminating least efficient service.

e Implement airport and airways development legislation
proposed by the Administration to provide responsible

I funding levels, enhance the State role in the airport

grant program, and require users to pay part of the
operating costs currently financed by general taxpayers.
¢ Refocus aeronautical research to emphasize development

I of technologies to reduce aircraft energy requirements.

e Help small businesses obtain necessary financing by
increasing loan guarantees by 339.

¢ Enable financial institutions to compete more effectively
for funds and encourage investment in residential mort-
gages under the Financial Institutions Act proposed by l

| the Administration.

e Make commitments to purchase $3 billion in mortgages
on new apartment projects under the Emergency Housing
Act of 1975.

¢ Reduce defaults on federally insured mortgages by pro-
viding additional subsidies under the section 8 rental
housing program to financially troubled housing projects
serving lower income families.

e Stimulate business through proposed tax changes. _

o Continue effort to have charges for mail service reflect
the costs of services.

—— ———
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COMMERCE AND TRANSPORTATION

fIn millions of dollars]

Recom-
Outlays nl::e:;d::i
Program ot agency 1975 1976 TQ 1977 suthotity
actual  estimate estimate estimate for 1977!
Ground transportation:
Highway improvement and construction__. 4,821 6,600 1,915 6,99 6,552
Traffic and highway safety_ .. _______..__ 150 165 42 170 177
Mass transit . ooieeocceeaa- 929 1,524 410 1,770 771
Railroads_ ... 555 1,179 357 1,156 2,171
Regulation._____ ... ______._______... 46 52 13 60 55
Subtotal, ground transportation_____. 6,501 9,519 2,737 10,146 9,725
Air transportation:
Airways and airports____________._______ 2,029 2,293 595 2,368 2,3%
Air carrier subsidies__.________________ -- 64 72 18 73 80
Aeronautical research and technology_.___ 316 330 80 339 364
Subtotal, air transportation._________ 2,408 2,695 694 2,781 2,838
Water transportation:
Shipping. .. iieiicaes 537 637 162 712 415
Coast Guard__ __._._ ... ... 922 1,067 286 1,156 1,202
Subtotal, water transportation______. 1,459 1,703 448 1,868 1,616
Other transportation_____._.__.___________ 74 77 19 7 80
Subtotal, transportation__________._. 10,442 13,994 3,898 14,865 14,259
Mortgage credit and thrift insurance:
Department of Housing and Urban Devel-
opment-—mortgage insurance and related
PrOGTAMS ___ __ _ ooooaee e 3,199 1,630 389 982 984
Department of Agriculture—rural housing
PrOGIAMS ..o oeceaceee- —892 278 90 —462 177
Other . ... 503 —630 —177 —1,167 _________
Subtotal, mortgage credit and thrift
Insurance. . ..o oeeeno. 2,810 1,278 303 —647 1,160
Postal Service—payment to Postal Service._ 1,877 1,690 431 1,459 1,459
Other advancement and regulation of com-
merce:
Technology utilization... ... ... .. ___ 145 156 40 171 167
Economic and demographic statistics______ 77 95 24 103 109
Small business assistance_ ... ... . ___. 44] 3 78 315 541
Other . 276 333 67 321 319
Subtotal, other advancement and regu-
lation of commerce________________ 939 895 209 910 1,136
Deductions for offsetting receipts_ __________ —60 —55 —22 -89 —89
Total ____ L __.__.. 16,010 17,801 4,819 16,498 17,925
ADDENDUM
Off-budget Federal activities:
U.S. Railway Association________________ 34 -1 -1 -2 .
Postal Servicefund___________.___.__.___ L12 1,843 730 L4221 .
Housing for the elderly or handicapped
fund. ... -13 -13 —4 11 356

1 Information on budget authority for 1975, 1976, and the transition quarter is shown in table 14

of Part 8.
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port of the mortgage market, the subsidy to the Postal Service, and
related regulatory activities. Outlays for commerce and transportation
programs are estimated to be $16.5 billion in 1977 and $19.4 billion
in 1978.

Ground transportation.—Total outlays for ground transportation
are estimated at $10.1 billion in 1977.

Highways.—Proposed 1977 and 1978 outlays, the highest in history,
will increase by about $300 to $400 million annually. Obligations of
$6.7 billion are proposed for the Federal-Aid Highways program in
1977, an increase of over $1 billion from the Administration’s earlier
legislative proposal but about $1 billion below the unusually high
1975-76 levels. This level will be achieved by restraining author-
izations to amounts necessary to control the growth of Federal spend-
ing in 1977 and beyond. This legislation, proposed last year, would
consolidate the large number of non-Interstate programs into three
broad programs and would thus increase local flexibility in-the use of
funds. Priority will be placed on completion of key interconnecting
segments of the Interstate System. The Administration is withdrawing
proposals to permit State takeover of $1 billion of Federal motor fuel
taxes in 1977.

A related tax expenditure estimated at $0.6 billion in 1977 indirectly
subsidizes highway travel by permitting an itemized deduction for
State and local gasoline taxes.

Mass transit.—Proposed outlays for mass transit in 1977 total $1.8
billion, a 169, increase over 1976. The increase is attributable to (1)
past local actions to apply almost all transit formula grant funds to
operating subsidies and (2) the accelerated use of Interstate High-
way funds transferred to transit projects—principally the Washington,
D.C., Metro. The budget proposes limiting to 509, the portion of
transit formula grants that may be used for operating subsidies in 1977
and future years. This will foster use of formula grant funds for capital
investment and replacement and will encourage local governments to
restrain operating costs and to seek greater productivity. The budget
proposes limits on Federal funds for Metro, which is due to begin
service in 1976, and targets funds to make partially built segments
operable earlier than now planned. Applications for other major
transit projects will continue to be reviewed to assure that alternatives
have been carefully analyzed and that equally effective, low-cost
approaches are being considered.

Railroads.—Proposed comprehensive rail legislation provides the
basis for Federal support of the Nation’s rail freight system. Over the
next 5 years, the United States Railway Association will provide a
$2.1 billion Federal investment in ConRail, the successor corporation
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Outlays for Transportation
! $Billions $Billions
1 A B o ; : 16

12— e

Mass Transit
and Railroads

ged *‘

Highways and Other

that will take over the assets of seven bankrupt railroads in the North-
east and Midwest in March 1976. Federal financial assistance in the
form of loan guarantees will be provided in the rest of thej f:ountry
primarily to improve track and other fixed facilitiez_s. In wddlfnon,.the
Administration supports measures aimed at improvpg the rail freight
system nationwide through mergers and consolidatlons.' : ;
Proposed outlays for Amtrak, which operates the Natlf)r%’s 1{1tercxty
rail passenger service, will rice by $122 million to $462 @mon in 197?.
The growth of operating subsidies accounts for $49 million of .thxs
increase. However, service reductions are proposed on the le:as.;t eﬁ.icxent
routes, since operating losses would increase by $100 million if the
current route structure were retained. Amtrak’s losses frequen.tly
exceed the full ticket price of parallel, unsubsidized transportation
modes. The Administration recently proposed a $1.2 bil.lion 6-year
program for upgrading Boston-New York-Washington raﬂ.passenger
service. This proposal will improve reliability, energy ef.ﬁqlency, and
ride comfort along this heavily used, relatively less subsidized route.

Air transportation.—Total outlays for air transportation are esti-
mated at $2.8 billion in 1977 and $2.9 billion in 1978. 'I:he Administra-
tion proposes legislation to continue the airport and airway programs
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at only slightly above the previous levels. The critical congestion
problems experienced during 1969-70 when these programs were
greatly increased have now subsided. The Administration’s proposal
would also restructure user fees to make them more equitable and
would relieve the general taxpayer from part of the burden of paying
for all Federal aviation operation and maintenance expenses by requir-
ing about 259, of these expenses, which total over $1.6 billion annually,
to be financed by the air trust fund.

The Federal Aviation Administration’s budget includes funds for
additional air controllers and to begin a major program to automate
flight service stations. Flight service stations provide pilots with
weather forecasts, information on the status of navigational aids and
airports, and other services.

The National Aeronautics and Space Administration will spend $339
million in 1977 on its program of research and development to advance
aeronautical technology. The 1977 program will address specific
national concerns: improving performance, reliability, and safety;
reducing aircraft energy requirements; and diminishing noise and
exhaust pollution. Emphasis will be placed on development of tech-
nologies leading to aircraft that consume less fuel.

Water transportation.—Total outlays for water transportation
are expected to be $1.9 billion in 1977 and $1.9 billion in 1978. Federal
ocean shipping program expenditures will reach $712 million in 1977,
up from $637 million in 1976. Ship construction subsidies help improve
the international competitive position of U.S. shipbuilders while ship
operating subsidies support greater U.S. flag participation in U.S.
foreign trade.

Coast Guard outlays of $1,156 million are concentrated upon
replacement and renovation of capital equipment and facilities re-
quired to maintain current levels of service to the public. Major tasks
include search and rescue, marine pollution control and abatement,
provision of marine navigation facilities, and enforcement of U.S. laws
and treaties.

The Administration will propose legislation to require waterway
users to pay a share of the Federal cost of providing waterway facilities.
Receipts resulting from this legislation are estimated at $80 million
in 1977.

Reform of transportation regulation.—Federal Government
regulation of transportation has not adequately responded to changes
in the industry and the general economy. Regulation has resulted in
rigidity and in overprotection of the industry’s interests, rather than in
the protection of the public for which it was intended. The Adminis-
tration’s legislative proposals are designed to bring about far-reaching
reform of economic regulation of airlines, railroads, and trucking. In
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addition, transportation regulatory agencies have advised that they
will pursue overall modernization of their procedures, increase con-
sumer representation, improve analysis of costs and benefits, and
speed their decisions.

Mortgage credit and thrift insurance.—Credit is particularly
important to potential homebuyers since relatively few of them are
able to pay the price of a home out of their own pockets at the time of
purchase. Consequently, a smoothly functioning mortgage market is
essential to the production of housing in sufficient quantities to meet
the Nation’s needs.

In recent years, mortgage markets have been severely disrupted
by the high interest rates that high rates of inflation have produced.
Clearly, the most important thing that Government can do for
housing production is to control inflation through sound fiscal and
monetary policies. This, in turn, requires spending restraint and
smaller Federal deficits. A smaller deficit will not only curb infla-
tionary pressures,. but will also draw less of the Nation’s limited
supply of credit away from mortgage markets.

While laying the basis for a return to stable prices, the Adminis-
tration has acted to alleviate housing credit problems caused by
tight money. During calendar 1975, the Government National Mortgage
Association (GNMA) made commitments to buy $5 billion in mort-
gages bearing interest rates below prevailing market levels. This is
aiding the purchase of 150,000 housing units. Mortgages purchased
under the program are being resold to yield prevailing market re-
turns, with GNMA absorbing the loss. In addition, the Administra-
tion recently announced that $3 billion in mortgage purchase assist-
ance will be made available to support new multifamily projects.
The losses absorbed by GNMA in connection with mortgage purchase
activities are estimated to be $371 million in 1976, $103 million in the
transition quarter, and $80 million in 1977. The budget assumes that
there will no longer be a need for these temporary programs in 1977
as conditions in the mortgage market return to normal.

A succession of short-run measures designed to combat temporary
dislocations in financial markets cannot assure the availability of
adequate housing credit in the future. In addition to sound fiscal and
monetary policies, a basic reform of the financial system is essen-
tial if the Nation’s housing objectives are to be met. To this end, the
Administration has urged passage of another major regulatory
reform measure, the Financial Institutions Act. This legislation would
enable financial institutions to compete more effectively by re-
moving restrictions on the interest rates they may pay depositors
and on the types of investments they may make. It would encourage
investment in residential mortgages through a new tax expenditure,

210-000 O - 76 - 8
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a tax credit on mortgage investment income. The current tax provision
that permits financial institutions to maintain excess bad debt
reserves would be phased out. The net additional tax expenditure from
these changes is estimated at $0.3 billion in 1977.

The Federal Housing Administration (FHA) provides mortgage
insurance for those families who should be able to fulfill the obligations
accompanying a mortgage loan, but who are not adequately served by
the private mertgage market. Heavy default rates experienced under
some mortgage insurance programs—particularly those serving lower
income families—contributed to the FHA’s net outlays of $1,088
million in 1975.

To reduce defaults and the dislocations that often accompany them,
the Department of Housing and Urban Development (HUD) will
provide additional subsidies to federally insured low- and moderate-
income rental projects that are experiencing severe financial problems.
Subsidies will also be provided to properties that HUD has already
acquired through defaults, making it easier to return these properties
to private ownership. This assistance will be provided from within the
current funding level for the section 8 lower-income housing assistance
program, and will not increase outlays under the program. However,
by lowering defaults on FHA-insured mortgages, this extra assistance
is expected to save $1.9 billion in 1976, the transition quarter, and
1977, combined. FHA’s net outlays for these periods are estimated at
$1,161 million, $205 million, and $830 million, respectively.

Most of the Federal Government’s support for housing does not
appear in the budget. Government-sponsored enterprises, such as the
Federal National Mortgage Association and the Federal Home Loan
Banks, are excluded from the budget because they are privately
owned. These enterprises supplied $4.8 billion for housing in 1975—
nearly 139, of the net increase in residential mortgage credit. Federal
loan guarantees support housing on a large scale ($8.8 billion in 1975),
but they do not generate budget outlays unless defaults occur. Loans
to finance housing projects serving elderly or handicapped persons
have been excluded from the budget by law, although they are financed
in the same way as other Federal loan programs. The 1977 budget
provides for $375 million in new loan commitments for such projects.

Tax expenditures also are an important form of Federal support.
The deductions for interest on home mortgages and for local real
estate taxes are estimated to cost the Treasury $4.7 billion and $3.8
billion, respectively, in 1977. The 1975 Tax Reduction Act included a
temporary credit for purchase of new homes. Although the cost of
this provision is substantial—approximately $0.6 billion in 1976—
its effect on sales does not appear to be great. :
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The Farmers Home Administration provides direct and guaranteed
housing loans in rural areas. It emphasizes assistance to lower income
families through low-interest rehabilitation loans and assistance in the
purchase of existing housing. In 1977, almost one-half of rural home
ownership assistance funds will be used to aid the purchase of existing
housing units, rather than for higher-cost new construction. In addi-
tion to direct Federal mortgage loans, an experimental program of
loan guarantees is being undertaken to determine whether private
capital can be effectively attracted to the rural housing market.
Direct Federal mortgage loans will also be available through the
Farmers Home Administration. A total of $2.7 billion in direct and
guaranteed loans will aid in the construction, acquisition, and im-
provement of 126 thousand rural housing units in 1977. The budget
proposes termination of several relatively small and ineffective rural
housing programs.

Postal service.—The Postal Reorganization Act of 1970 established
the U.S. Postal Service as an independent agency. The general oper-
ations of the Postal Service are excluded from the Federal budget
except for the Federal subsidy payment. This payment covers lia-
bilities of the former Post Office Department for benefits for retired and
disabled employees, public service costs, and carrying certain classes
of mail at free or reduced rates. The recommended subsidy for 1977
follows the schedule that was established in the 1970 Act for transition
to full-cost rates for certain second, third, and fourth class mail.
It does not include additional subsidies to extend that schedule fur-
ther.? Outlays for the payment to the Postal Service are expected to
decline from $1,690 million in 1976 to $1,459 million in 1977, largely
because of the phased transition to full-cost rates and the decision not
to request funding for the extension of the phased transition. The
Postal Service continues to face serious difficulties in achieving a
balance between its costs and revenues. It will continue to explore ways
to control its costs through such steps as closing marginal post offices,
reducing overtime, and transferring employees from overstaffed
operations to fill vacancies elsewhere.

Other advancement and regulation of commerce.—The pri-
mary effects of Federal actions on private business are through mone-
tary and fiscal policy, tax policy, credit programs, and regulation.

1 Section 3 of Public Law 93-328 provides that the budget shall also include separate statements
of the amounts which the Postal Service requests to be appropriated for public service costs and
carrying certain classes of mail at free and reﬁuced rates. The Postal Service’s request would extend
the subsidy schedule at an added cost of $19 million in 1976 and $307 million in 1977. These
amounts are shown in greater detail on pages 763 and 764 of the Budget Appendix. The President’s
budget does not recommend funding for this extension.
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In some specific areas, however, Federal agencies do provide direct
services to the private sector. Budget recommendations for
these areas in 1977 reflect the President’s desire to foster increased
reliance on the efficient functioning of private markets and to moderate
spending growth. Outlays for advancement and regulation of commerce
are expected to total $910 million in 1977, 2% more than in 1976.
In 1977, the Small Business Administration (SBA) will provide $315
million of direct loans, a 10% reduction from 1976, and loan guarantees
of $2.3 billion, an increase of 28, over 1976. This SBA aid is expected
to help 34,000 small businesses in 1977, compared to 28,000 in 1976.
The SBA will ‘provide more management assistance to firms par-
ticipating in its programs and expand its efforts to better manage
problem loans already in its portfolio. The Department of Commerce
and SBA will continue their programs to assist minority enterprises.
The Federal Government also aids businesses through several large
tax expenditures. Existing provisions were expanded temporarily to
reduce rates of tax on the first $50,000 of corporate profits in calendar
1975 to less than one-half of the rate that applies to profits in general.
Although these lower rates aid all businesses, they especially help small
businesses because the first $50,000 of profits is of relatively greater
importance to them. The Administration proposes that these lower

rates be made permanent. The total tax expenditure resulting from

favorable tax rates on the first $50,000 of profits would then be about
$6.2 billion in 1977. Small businesses will also be aided by an Admin-
istration proposal to permit deferral of estate taxes in order o ease
the dislocations these taxes can cause to small businesses and farms.

Some tax expenditures assist businesses primarily by providing
incentives to investment. The credit for investments in business
equipment was temporarily increased in 1975 for calendar years 1975
and 1976, and the Administration proposes that this increase be
permanent. The resulting reduction in the 1977 tax payments of
those firms and individuals who make these investments would be
$9.3 billion. Favorable tax treatment of most capital gains encourages
investment generally and the retention of earnings by corporations
in particular. The associated tax expenditures are estimated to total
over $7 billion in 1977.

The Administration is proposing other tax law changes to aid
businesses. These include a plan to broaden stock ownership, a reduc-
tion in the rate of tax on most corporate profits from 489, to 46%,
and measures to stimulate capital formation. Part 4 of the budget
provides more information about these proposals.
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MAJOR CREDIT PROGRAMS—COMMERCE AND TRANSPORTATION
[In millions of dollars)
Program 1975 1976 TQ 1977
actual estimate estimate estimate
Department of Housing and Urban Development—
mortgage insurance:

Direct loan disbursements._ ... _____.___ 671 485 116 387

Direct loan repayments ! ____ ... ___________ -29 =31 -9 ~38

Direct loans outstanding, end of period._._____ 2,328 2,782 2,890 3,239

Guaranteed loans outstanding, end of period ___ 85,424 83,443 82, 566 78,675
Department of Agriculture—rural housing: ’

Direct loan disbursements._ . _____._....._...__ 3,076 3,124 879 4,088

Direct loan repayments 1. ____._..__________ —4,020 2,91 -721 —4, 869

Direct loans outstanding, end of period________ 842 974 1,131 350

Guaranteed loans outstanding, end of period _._ 8, 642 10, 437 10, 854 13,743
Maritime Programs:

Guaranteed loans outstanding, end of period.__ 2, 366 2,950 3,100 3,550
Small Business Administration:

Direct loan disbursements. ____.__.__________ 348 462 106 456

Direct loan repayments 1. _____.____________. —161 -39 —44 -334

Direct loans outstanding, end of period___.____ 1,718 1,851 1,913 2,036

Guaranteed loans outstanding, end of period . __ 4,104 5,220 5,492 7,162

1 Includes .nlel of loans.
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COMMUNITY AND REGIONAL DEVELOPMENT

The Federal Government promotes the preservation and revitali-
zation of communities and regions through numerous programs.
These programs provide assistance to State and local governments
for the construction of public facilities, the provision of public services,
and economic development generally. Assistance for communi-
ties and individuals suffering the effects of floods and other natural
disasters is also included.

Program Highlights

e Increase community development block grants by $446
million to $3.2 billion, in support of local community
planning and development activities.

Improve Indian tribal government planning and manage-
ment in support of the Indian Self-Determination Act.
Increase the number of areas in which federally sub-

sidized flood insurance is available from 9,500 to 17,000
by the end of 1977.

Discontinue funding of Department of Commerce coun-
tercyclical activities and reduce funding for new develop-
ment assistance programs for which effectiveness has not
been demonstrated. _
Begin implementation of the National Capital Pennsyl-
vania Avenue development plan. -

The Federal Government’s impact on community and regional
development is not limited to activities discussed in this function.
Many programs administered by other Federal agencies help promote
the social and economic development of the Nation’s States and
localities. These programs include, among others: highways, mass
transit, and airports; flood protection, reclamation, agricultural land
drainage, navigation, and hydropower projects; housing credit assist-
ance; aid for local health, education, crime prevention, and recreation
activities; defense contracting; operation and management of forests,
parks, and the public domain; and assistance for water quality en-
hancement.

Outlays for community and regional development programs covered
in this function alone will be $5.5 billion in 1977 and approximately
$6.0 billion in 1978.

Community development.—Community development programs
are designed to provide Federal resources to States and localities
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COMMUNITY AND REGIONAL DEVELOPMENT

[In millions of dollars]

Outlays Recom-

mended

Program or agency 1975 1976 TQ 1977  budset

actual estimate estimate estimate ¢ 9777

Community development:
Department of Housing and Urban Develop-
ment: .
Community development block grants._ .. 38 750 400 1,600 3,248
Categorical programs replaced by com-
munity development block grants___ .. 1,994 1,910 318 995 18
Resear